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TAX REFORM: GUIDE TO DIVORCE

The new Tax Cuts and Jobs Act has specific tax consequences for separated and divorced individuals and
this course will ensure that you have a solid understanding of these changes. Major changes including
the elimination of the alimony deduction, the tax modification of existing alimony agreements, whether
to opt in or out of the new tax rule, and the child tax credit increase will all be addressed in this course
material.

LEARNING ASSIGNMENTS AND OBJECTIVES

As a result of studying each assignment, you should be able to meet the objectives listed below each
individual assignment.

SUBJECTS

Highlights of Tax Changes Affecting Divorce
Alimony

Children and Divorce

Standard And Itemized Deductions

Study the course materials from pages 1 to 47
Complete the review questions at the end of each chapter
Answer the exam questions 1 to 10

Objectives:

Identify law changes due to the Tax Cuts and Jobs Act

* Recognize how alimony is affected by the Tax Cuts and Jobs Act.

Identify how divorced taxpayers with children have been affected by the Tax Cuts and Jobs Act
* Recognize new changes made to standard and itemized deductions
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NOTICE

Copyright © 2018 CCH Incorporated and its licensors and affiliates. All rights reserved. This course includes the full text of
Guide to Divorce written by Dorinda D. DeScherer and used with permission from CCH Incorporated, which owns the copyright.
The course information, Learning Objectives, Supplemental Material, Review Questions and Review Answers are written by
Pacific CPE which owns the copyrights, thereto. No part of this publication may be reproduced, stored in a retrieval system, or
transmitted in any form or by any means, electronic, mechanical, photocopying, recording, scanning, or otherwise, except as
permitted under Section 107 or 108 of the 1976 United States Copyright Act, without the prior written permission of the Publisher.

Limit of Liability/Disclaimer of Warranty: While the publisher and author have used their best
efforts in preparing this book, they make no representations or warranties with respect to the
accuracy or completeness of the contents of this book and specifically disclaim any implied
warranties or merchantability or fitness for a particular purpose. No warranty may be created
or extended by sales representatives or written sales materials. The advice and strategies
contained herein may not be suitable for your situation. You should consult with a professional
where appropriate. Neither the publisher nor author shall be liable for any loss of profit or any
other commercial damages, including but not limited to special, incidental, consequential, or
other damages.

The End User shall be permitted to use the Licensed Content for internal purposes only and
not for resale or distribution. The Licensed Content is provided on an “as is” basis and with-
out any warranties of any kind, express or implied. CCH INCORPORATED AND ITS LICEN-
SORS AND AFFILIATES DISCLAIM ALL WARRANTIES WITH RESPECT TO THE LICENSED
CONTENT, EXPRESS OR IMPLIED, INCLUDING BUT NOT LIMITED TO, WARRANTIES

OF MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE, NON-INFRINGEMENT,
TITLE, QUIET ENJOYMENT AND INFORMATION COMPLETENESS, CURRENCY OR AC-
CURACY.

End User assumes all responsibilities and obligations with respect to the selection of the Li-
censed Content to achieve End User’s intended results. End User assumes all responsibilities
and obligations with respect to any decision or advice made or given as a result of the use or
application of the Licensed Content. CCH and its licensors and affiliates are not engaged in the
rendering of legal, accounting, tax or other professional advice or services. If legal, accounting,
tax or other expert assistance is required, the services of a competent professional should be
sought.

This course is sold with the understanding that the publisher is not engaged in rendering legal,
accounting, or other professional advice and assumes no liability whatsoever in connection
with its use. Since laws are constantly changing, and are subject to differing interpretations, we
urge you to do additional research and consult appropriate experts before relying on the infor-
mation contained in this course to render professional advice.

© Pacific CPE, LP 2021

Program publication date 5/13/2019
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EXAM OUTLINE

TEST FORMAT: The final exam for this course consists of 10 multiple-choice questions
and is based specifically on the information covered in the course materials.

* ACCESS FINAL EXAM: Log in to your account and click Take Exam. A copy of the final
exam is provided at the end of these course materials for your convenience, however you
must submit your answers online to receive credit for the course.

* LICENSE RENEWAL INFORMATION: This course qualifies for 2 CPE hours.

+ PROCESSING: You will receive the score for your final exam immediately after it is
submitted. A score of 70% or better is required to pass.

 CERTIFICATE OF COMPLETION: Will be available in your account to view online or
print. If you do not pass an exam, it can be retaken free of charge.
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CHAPTER 1: HIGHLIGHTS OF
TAX CHANGES AFFECTING DIVORCE

Chapter Objective

After completing this chapter, you should be able to:

+ Identify law changes due to the Tax Cuts and Jobs Act.

1.01 INTRODUCTION

Divorce can be taxing — in more ways than one. There’s no doubt that dividing up financial and physical
assets, negotiating spousal support, making arrangements for the care and support of children, dealing
with the family home, and making the myriad other decisions involved in splitting up a marital partnership
can be physically and emotionally draining. However, as tax professionals are well aware, each and
every one of those decisions can have significant tax consequences that must be factored into the
equation.

And under the 2017 Tax Cuts and Jobs Act, the equation has changed dramatically. Moreover, that’s true
not just for taxpayers who are currently in the throes of a divorce, but also for taxpayers who have been
divorced for years and even for those who are happily married. For example, a divorced couple may
have made decisions about spousal support and other financial matters based on tax assumptions that
no longer apply. Similarly, a happily married couple may have entered into a prenuptial agreement that
no longer makes “tax sense.”

Planning Tip

Clearly, newly divorcing taxpayers will need to bone up on this new tax math. However,

i couples whose current divorce settlements were based on prior tax law assumptions
may want to renegotiate — especially if the divorce was an amicable one. And couples
with prenups should consider reviewing them now to avoid disagreements down the
road.

1.02 KEY NEW LAW CHANGES FOR INDIVIDUALS

The most widely publicized and most dramatic new law provision affecting divorce is, of course, the
change in the tax treatment of alimony. However, the new law changes that could potentially impact
divorcing or divorced taxpayers go well beyond alimony.

Key tax law changes for individual taxpayers are discussed briefly in this section. The implications of
these and other new law changes for divorced or divorcing taxpayers will be discussed in detail later in
this guide.
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Income Tax Rates and Brackets. The Tax Cuts and Jobs Act modifies the individual income tax rates
and brackets for all filing statuses. [Code Sec.1(j)] The new rates are 10%, 12%, 22%, 24%, 32%, 35%,
and 37%, compared to 10%, 15%, 25%, 28%, 33%, 35%, and 39.6% under prior law.

The following tables compare the tax rates for 2019 under the new tax law with the indexed rates for
2018 under prior law as previously announced by the IRS. [See Rev. Proc. 2017-58, 2017-45 IRB 489]

SINGLE
New Law Tax Rate ‘ Prior Law Tax Rate

10% ..ccoennnn $0-$9,700 10% e $0-$9,525
(P - >$9,525-$39,475 15% v >$9,525-$38,700
22% evurrnnnnn.. >$38,700-$84,200 25% e >$38,700-$93,700
24% .ouuunnn..... >$82,500-$160,725 28% v >$93,700-$195,450
32% oo >$157,500-$204,100 33% coovieiinnnnn. >$195,450-$424,950
35% ... >$200,000-$510,300 35% covvvirnnnnnn. >$424,950-$426,700
37% ... >$510,300 39.6% ............ >$426,700

HEAD OF HOUSEHOLD

New Law Tax Rate ‘ Prior Law Tax Rate
10% wovvvrnnnnn.. $0-$13,850 10% weunnnn....... $0-$13,600
12% ... >$13,600-$52,850 15%> ............ >$13,600-$51,850
22% ..ccoeunn..... >$51,800-$84,200 25%> ............ >$51,850-$133,850
24% .o $82,500-$160,700 28%> ............ >$133,850-$216,700
32% oo, >$157,500-$204,100 33%> ............ >$216,700-$424,950
35% ...ccccu.. >$200,000-$510,300 35%> ............ >$424,950-$453,350
37% v >$510,300 39.6% ............ >$453,350
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MARRIED FILING JOINTLY

New Law Tax Rate ‘ Prior Law Tax Rate
10% covvvvnnnnn... $0-$19,400 10% .euunnn....... $0-$19,050
12% wovvennnnn... >$19,050-$78,950 15% e >$19,050-$77,400
22% ..cccuuu..... >$77,400-$168,400 25% coovrrnnnnnn. >$77,400-$156,150
24% ...uuuunn.... >$165,000-$321,450 28% covurnnnnn.. >$156,150-$237,950
32% ..o >$315,000-$408,200 33% ..coevve. >$237,950-$424,950
35% ...ccceuu. >$400,000-$612,350 35% ..o >$424,950-$480,050
37% .............. >$612,350 39.6% ........... >$480,050

MARRIED FILING SEPARATELY

New Law Tax Rate ‘ Prior Law Tax Rate
10% .ccoennn $0-$9,700 10% weuunnn....... $0-$9,525
12% v >$9,525-$39,475 15% e >$9,525-$38,700
22% ..cceuuu..... >$38,700-$84,200 25% .ccoeunnnn. >$38,700-$78,075
24% .ouuuenn..... >$82,500-$160,725 28% oovernnnnn... >$78,075-$118,975
32% oo >$157,500-$204,100 33% oo >$118,975-$212,475
35% ....cc........ >$200,000-$306,175 35% eeeeennnnn >$212,475-$240,025
37% .............. >$306,175 39.6% ........... >$240,025

Capital Gain and Qualified Dividends. Most capital gain and dividend income is taxed at lower rates
than ordinary income. The Tax Cuts and Jobs Act retains favorable tax treatment for capital gain and
dividend income, but makes some technical adjustments in the way the tax rate is figured. [Code Sec.

10)(5)]

Under prior law, a taxpayer’s adjusted net capital gain (net capital gain plus qualified dividend income)
was taxed at a rate of 0%, 15%, or 20%, depending on the taxpayer’s regular tax bracket. Thus, the
tax was 0% on adjusted net capital gain falling in the regular 10% or 15% brackets; 15% on gain in the
25%, 28%, 33% or 35% regular brackets; and 20% for gain otherwise taxable at the highest 39.6% rate.
For this purpose, the adjusted net capital gain was treated as coming on top of the taxpayer’s regular
income.
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