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The Divorce Inside Scoop

“Spending Less to Get More in Divorce”

Financial Considerations in
Choosing a Lawyer

Take the following steps to save money on a

lawyer:
 First, speak with divorced friends and call law
firms to learn the range of local divorce
lawyers’ hourly rates.
 Note the location of a lawyer’s office. It can
be important. Lawyers with offices in affluent communities may charge more than
comparable lawyers with offices in more modest areas. Don’t pay more for a lawyer’s
elegant digs.
 All other things being equal, save fees on travel time by choosing a lawyer who is closer to
the courthouse.
Find out in what increments a lawyer charges. This will allow you to calculate the
lawyer’s real or “effective hourly rate.” For example, a 3 or 4-minute phone call with a
lawyer who charges $450/hr. in increments of 1/10 of an hour will cost $45.00. The same
call to a lawyer who charges $350/hr., ($100/hr. less per hour) but charges in 2/10
increments will cost $70.00.
 Make sure that your fee agreement provides that you will be refunded any unused portion of
your retainer.
 Beware of “premium billing” language such as: “A premium may be added to your billing if
we achieve a superior result.” Lawyers don’t hit enough home runs to get bonuses.



_________________________

Tax Divorce Mistakes you Don't Want to Make
As will be discussed below, there are ways to use the Internal Revenue Code to save money
during divorce. But divorce also presents some great opportunities to get slam-dunked by IRS,
such as the following:
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 Failing to provide that alimony terminates upon the death of the recipient will disqualify
spousal support for the alimony deduction
 Failing to consider tax consequences (including possible disallowance of the alimony
deduction) of an “alimony payoff” by which the obligor terminates his obligation by
paying a year or more worth of alimony all at once
 Dividing up securities in a way that results in you receiving a disproportionate share of
unrealized (taxable) gain that will create a tax liability when you sell
 Mixing “apples & oranges”: Trading tax-free assets for retirement assets subject to tax

Find The Secret Lawyer Bargain Table!
It’s true! There’s a bargain table full of lawyers out there who:
 Have practiced principally or exclusively in family law for at least the last 4 or 5 years
 Have been trained and mentored either at a “boutique” matrimonial law firm that
handles only family cases, or in the matrimonial department of a larger law firm
 Are still associates and thus charge substantially less than the firm’s partners
 Combine youthful energy with mentorship by some of the better family lawyers in the
area, and thus have better experience in family law than many general practitioners who
have been practicing for far longer.
Pick up a copy of The Divorce Book of Lists to learn where to find these Bargain Babies!

Tax Tip

Growing Tax Deductible Legal Fees

Personal (non-business) legal fees are generally non-deductible for income tax
purposes. But some very cool exceptions to that rule can save you a lot in taxes and thus
substantially reduce the cost of your divorce:
You may be entitled to deduct a portion of legal fees for:
 Creating taxable income such as alimony
 Obtaining an interest in your Soon To Be EX's retirement
plan
 Obtaining other taxable income such as royalties and
residuals
 Tax planning advice
 Determining and collecting tax refunds
To take advantage of the legal fee tax deduction, make sure you
satisfy the following conditions:
1. File separate tax return, not jointly your STBX.
2. Get an “allocation letter” from your lawyer stating what portions of
your fees are tax deductible and why
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3. The deductible portion of your fees must exceed 2% of your adjusted gross income
(“AGI” - line 38 on your income tax return). Note that the deduction is subject to
phase-out for higher income taxpayers.

Be Your Own Paralegal!
While paralegal rates are lower than attorneys’ rates, you can avoid fees altogether by using
someone other than a paralegal. Who? You!
Discuss with your lawyer performing tasks such as document gathering, copying/scanning,
organizing, and analyzing. (A word of caution: make sure you understand exactly what your
lawyer wants you to do and how she wants you to do it.) Documents of both parties that can be
gathered and organized include…


















Personal tax returns and business tax returns
Most recent and prior year-end pay stubs
Bank/brokerage statements
Check registers
Employment agreements
Buy/sell agreements, partnership agreements, etc. regarding any business entity in
which you or your STBX own a significant interest or actively participate
Financial statements for businesses you or your spouse own and operate
Retirement, pension, and other deferred compensation plan statements, including stock
option and stock ownership plans (from current or prior employment)
Plan summaries for retirement, pension, and other deferred compensation plans (from
current or prior employment)
Major credit card account statements (including on-line annual summaries)
Loan applications submitted during the last five years
Appraisals of real estate and significant personal property such as collectibles,
antiques, and artwork
The deed to your residence or other document (e.g. mortgage) containing its legal
description
Year-end statements for “529 plans,” UTMA/UGMA accounts, and any other custodial
accounts for the benefit of your children
Life insurance policy declaration (“dec.”) sheets
Health insurance policy summaries
Trust agreements for any trust that you have set up and any irrevocable trusts set up by
others for which you have a legal interest (in states where such trusts are considered
marital property)

More Tax Savings Opportunities in Divorce
There are more opportunities for tax savings upon divorce, or even while it is pending:
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 Exemptions. Allocate between you and your STBX exemptions ($3,950 each in 2014) for
your children and related child tax credits. The exemptions belong to the parent having
custody of a child for more than half the calendar year while providing more than half
the child’s support. However, the non-primary custodial parent can be entitled to a
child exemption if the child lives with him/her more than half the year.
In addition, the custodial parent can assign an exemption for one or more of the
children on a temporary, permanent, or alternating basis using IRS Form 8332.1 This
can be particularly useful when the custodial parent’s income exceeds the levels at
which exemptions are phased out (beginning at $254,200 adjusted gross income for
individuals and phasing out completely at $376,700 AGI) and thus may be of more use
to the non-custodial parent.
 Head of Household income tax filing status. The custodial parent is entitled to Head of
Household (“HOH”) filing status that results in lower taxes than filing as “Single” after
the divorce or “Married Filing Separately” (the least desirable filing status) prior to the
divorce decree. Except in split custody situations where each parent can claim HOH
status based on having custody of one or more children, only the custodial parent is
entitled to HOH status.
It is not necessary, however, that you claim the “qualifying child” as a dependent,
which allows divorcing spouses to allocate exemptions in a way to maximize their
benefit. To qualify for Head of Household status
 Your child must live in your home for more than half the year.
 You must be unmarried as of December 31st or have lived separately from your
spouse for more than 6 months.
 You must provide more than half the cost of maintaining the household.
 You must have been a U.S. citizen or resident alien for the entire tax year.
 Child tax credit: Worth as much as $1,000 for a dependent child if
 The child is under 17 as of December 31st
 You claim the child as a dependent on your income tax returns
 The child is your child, stepchild, foster child, adopted child, brother, sister,
stepbrother, stepsister, or a descendent of one of these individuals (e.g.,
grandchild, niece or nephew)
 The child did not provide more than half of his/her own support during the year
 The child is a U.S. citizen, U.S. national, or U.S. resident alien
 The child does not file a joint income tax return for the year except to claim a
refund
The Difference Between Tax Credits and Tax Deductions
A tax deduction reduces the amount of your income that will be
taxed. Tax credits are worth more because the amount of the credit is
subtracted directly from the taxes you owe.

1

See IRS Publication 504, Divorced or Separated Individuals.
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 Child and Dependent Care Credit: Worth up to 35% of child care expenses to custodial
parent, with maximums of $3,000 for one child and $6,000 in all, if:
 The child is under age 13 or disabled.
 The child lived with you for more than half the year.
 You incurred childcare expenses to allow you to earn.



Childcare payments are not made to your spouse, the child’s parent or a child
under age 19.2

 Lifetime Learning Credit: Subject to income limits, you can claim a lifetime learning
credit of up to $2,000 for qualified education expenses paid for each dependent eligible
student. The LLC is available for an unlimited number of years, provided that you do
not elect the American Opportunity Credit (see below) in the same year for a particular
student.
 American Opportunity Credit (formerly The Hope Credit): Subject to income limits, you
can claim a credit up to $2,500 per eligible dependent student (including yourself) for
whom you claim an exemption on your tax return. Unlike the lifetime learning credit,
40% of the credit may be refundable, but it is available for only 4 years per student.
 Earned Income Tax Credit: Designed for low income individuals and families, and
worth up to the following maximums depending upon income:3
 $6,143 with 3 or more qualifying children
 $5,460 with 2 qualifying children
 $3,305 with 1 qualifying child
 $496 with no qualifying children
The preceding is excerpted from
Larry Sarezky’s amazon #1 best-seller,
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Get your free Kindle version of Divorce, Simply
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See IRS Publication 503 for numerous additional restrictions on using this credit.
See IRS Publication 596 for more information including entitlement calculations.

