FINANCIAL DIVORCE

GUIDE

SHULMAN
ROGERS

Family Law Attorney

GEOFFREY S. PLATNICK

12505 Park Potomac Avenue, Potomac, Maryland 20854
301-231-0927

gplatnick@shulmanrogers.com
www.shulmanrogers.com/attorneys/geoffrey-s-platnick


https://www.shulmanrogers.com/attorneys/geoffrey-s-platnick/

ERA NG .
HINY) DI

4 Documenting Your Financial Situation
Collecting financial information and creating a budget
will let you know where you stand during divorce.

6 7 Common Financial Mistakes to Avoid
Having answers to the tough questions before you begin
your divorce process can pave a much smoother path.

8 The Importance of Financial Disclosure
Financial disclosure is a mandatory step both parties must
take during the divorce process.

10 Marital Property vs. Separate Property
Here’s an explanation of how the courts typically define
separate property and marital property in divorce.

12 What to Do with the Family Home: 3 Options to Consider
When considering what to do with your family home, try
to make the decision with your head — not your heart.

14 Tax Consequences During Property Division
These are the tax effects of property division and debt
division in divorces and dissolutions.

During your divorce, organizing your financial documents, making
informed cost-benefit decisions, and improving your “financial fit-
ness” are critical to your long-term financial stability. In this special
Financial Divorce Guide, you’ll find articles and advice on key finan-
cial issues that often emerge during divorce. While working with
your lawyer and financial expert, this information can help you make
it through divorce with your finances intact and your future secure.

16 Financial History Checklist
A helpful checklist to help you organize your files for
your lawyer, financial professional, or yourself.

21 Negotiating Your Future
When you’re negotiating your divorce settlement,
preparation is the key to success.

24 7 Ways a Single Parent Can Stay Financially Fit
One of the keys to being a responsible single parent is
being responsible with your finances.

26 Divorce Settlements and Executive Compensation
An introduction to dividing stock options, restricted stock,
or other executive compensation during divorce.

28 Divorcing After 50? Make Finances Your Top Priority!
If you have been married for 20 or 30 years, you may
have significant assets at stake during divorce.

32 Financial Fraud and Divorce
Here are the warning signs that your spouse may have
committed financial fraud — including hiding assets.

The articles in this Guide are provided for general information and may not apply to your unique situation. These articles do not take the place of a law-
yer, accountant, financial planner, therapist, etc.; since laws and procedures vary by region, for professional advice, you must seek counsel from the
appropriate professional in your area. The views presented in the articles are the authors’ own and do not necessarily represent the views of this firm
or of Divorce Marketing Group. This Guide is published by and Copyright © Divorce Marketing Group. ALL RIGHTS RESERVED. Any use of materi-
als from this Guide — including reproduction, modification, or distribution — without prior written consent of Divorce Marketing Group is prohibited.

Financial Divorce Guide | 3



Documenting

Your Financial Situation

Collecting financial information and creating a budget will help your divorce lawyer and
financial advisor do their jobs most effectively —and let you know where you stand.

By Diana Shepherd, Divorce Financial Professional

our divorce lawyer and your

financial professional are going

to ask you to gather information
and documents for them, so you might
as well start this process now. Here
are some things you should consider
and prepare for as you go through the
divorce process.

1. Early Divorce Stages

If you are in the early stages of your
divorce you will need to compile infor-
mation regarding all the assets and debts
acquired during marriage; assets acquired
before the marriage, or at any time via
gift or inheritance; all sources of income
for you and your spouse; and a list of

your weekly, monthly, and annual liv-
ing expenses, which includes everything
from mortgage/rent to food, clothing, car
expenses, etc. Here are some tips:

e Make a list of your assets and assign
values to each of them (see #2, below,
for help with this);

e Ask your divorce lawyer to help you
determine which ones are marital and
which are separate property;

e List your debts, determining which
ones are joint and which are separate;

e Determine your current and post-
divorce needs;

e Start making a budget. (See #4 and 5,
right, for information on how to cre-
ate pre- and post-divorce budgets.)

2. List Your Assets
Creating a detailed list of all your assets,
from real estate to retirement plans, can
help simplify the property-division pro-
cess during divorce. When you start to
make your list, make sure to include all
of the following items owned by you and
your spouse — both individually (separate
property) and together (marital property).
e Financial accounts/investments:
including bank checking and sav-
ings accounts, certificates of deposit
(CDs), mutual fund accounts,
stocks, bonds, and other financial
investments
e Pension and retirement plans/ben-
efits: including profit-sharing plans
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» Cash-value life insurance policies
and annuities

* Trusts: especially trusts where you
are a/the beneficiary

* Real estate: including the marital
home, vacation homes, and invest-

ment properties

* Vehicles: including cars, trucks,
motorcycles, motorhomes, boats,
ATVs, etc.

* Household furniture and appli-
ances: bear in mind that unless your
furniture is a valuable antique, you’ll
be getting garage-sale prices for all of
these — even that 60” flat-screen TV

* Valuable jewelry and art

* Collections and memorabilia:
including gold and silver coins,
stamps, comic books, sports memo-
rabilia, etc.

» Expensive power tools

e Country club, golf course, and
other memberships: these can be
worth thousands of dollars

e Expensive musical instruments,
and hobby or sports equipment

» Businesses: including any owner-
ship interest you or your spouse has
in a business. This includes profes-
sional practices (doctor, dentist,
lawyer, etc.)

Here are some frequently-overlooked
assets:

» Stock options

* Retained earnings

o Deferred bonuses

* Vacation pay

» Benefits from previous employers

» Tax refunds (from joint returns)

» Capital loss carryover

* Property tax reimbursement

» Contents of safety deposit boxes

* Prepaid insurance premiums

» Frequent flyer points

» Credit card reward points

» Season tickets (sporting events, con-
certs, theater)

* Timeshares

» Prepaid professional dues
Ask your financial professional if

you’re unsure which of these apply to
your situation — and whether they are
significant enough to worry about. You
can download an “Asset Worksheet” to
help you complete this task at:

download.divorcemag.com/divorce-
magazine/pdf/asset_worksheet.pdf

3. List Your Debts

Compiling a list of all your liabilities
— including all loans, mortgages, and
other debts — is an important aspect of
preparing for your divorce. When you
start to make a list of your debts, make
sure to include all of the following items
owed by you and your spouse — both
individually and together.

* Loans: including car loans, educa-
tional loans (for tuition), personal
loans, business loans, promissory
notes, and lines of credit

e Leases: for vehicles, electronics,
property, etc.

» Financing household equipment:
including appliances, electronics,
furniture

» Mortgage(s)

* Home equity loans or balances on
home equity lines of credit

* Credit-card debt: including bank,
department store, and gas cards.

» Back taxes owed

» Professional debts

* Business liabilities
For each debt, include information

about whether the liability is joint or sep-
arate (if the latter, who is responsible for
it), how much is still owed, the interest
rate, and repayment details (including
monthly payment amount and due-date,
and the term, if applicable).

4. Create a Pre-Divorce Budget
By creating a budget, you’ll reduce the
uncertainty and guesswork about what
you can and can’t afford both during and
after the divorce. You need to determine
what your current living expenses are and
how you’ll pay for these expenses; poten-
tial sources of income during divorce
include your own employment income,
and spousal and/or child support (if you’ll
be receiving these).

In addition to your regular living
expenses, you need to make a budget for
professional help from a divorce lawyer,
mediator, financial professional, valua-
tor, etc. If your income from all sources
won’t be enough to cover your living
expenses and divorce-related costs, you

need to take a hard look at your expenses
and see where you can trim them. Ask
your financial professional for help with
this process. If you’re still coming up
short, you may need to dip into savings
and/or speak to your lawyer about the
possibility of increasing the amount of
support you’ll receive during the divorce
process. If your spouse can’t afford to
pay more support, the two of you will
have to consider liquidating and dividing
some marital property so you can both
pay your bills.

Use the “Expense Worksheet” on
page 20 to help you complete this task,
or download a copy at:
download.divorcemag.com/divorce-
magazine/pdf/expense_worksheet.pdf

5. Create a Post-Divorce Budget
Once you have finalized your divorce
agreement — including property divi-
sion and spousal and/or child support,
if applicable — you’ll be equipped to
create a realistic post-divorce budget
for your living expenses. Use the pre-
divorce budget you created as a starting
point, since your post-divorce budget
will include almost all of the same items
(with the exception of divorce-related
bills, once you have finished paying
your professional team).

Diana Shepherd is the
co-founder and Editorial
Director of Divorce
Magazine and a Certified
Divorce Financial
Analyst® (CDFA®). She
has been writing about divorce-related
issues since 1996.

Related Article

7 Ways a Single Parent Can Stay
Financially Fit

Financial tips that will help keep
you and your bank account happy,
and give you plenty of time to relax
and enjoy yourself.
www.divorcemag.com/blog/ways-
single-parent-can-stay-financially-
fit
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Common
Financial
Divorce
Mistakes
to Avoid

These mistakes can have
devastating effects on your
financial well-being during

and after divorce.

By Adrienne
Rothstein Grace,
Divorce Financial

Professional
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client came to me during the

very beginning stages of her

divorce. She was in her mid-30s,
with three children, and devastated.
If she had allowed it to, the emotion
of what she was about to face would
have surely blinded her vision from
the practical. So I gave her this list
of some divorce mistakes to avoid —
mistakes I had seen have devastating
effects on the financial well-being of
individuals after their divorce. If you
find yourself in this situation, make
sure to take some notes.

Underestimating your

expenses
Let’s face it, we often know exactly how
much we make — but it is a lot harder
to explain where all that money goes.
Take some time to record all of your
expenses and develop a realistic monthly
budget. Don’t forget holiday spending,
vacations, auto repair, and bills that only
come quarterly or annually. Also con-
sider the cost of future expenses, taking
inflation into account.

Holding on to the family

home at all costs
Especially when children are involved,
it can be ideal to be able to keep the
family home, keep everyone comfort-
able, and avoid the hassles of moving.
But no matter how attached you are to
your home, it is crucial that you have
a realistic understanding of whether or
not you can afford it. Like nearly every-
thing else, this decision is a practical
one that relies on a solid understanding
of your post-divorce finances — and an
open mind.

Not taking a holistic view of

your finances
If you examine each asset or source of
income separately, you lose the oppor-
tunity to understand the interaction of
taxes, capital gains, investment losses,
inflation, and more. Fair settlements take
into account a comprehensive picture
of all of your finances. In doing that,
you will better understand how each
financial decision you make may affect
other areas.

Dividing your assets

without first creating an
inventory
It’s important to know what you have
before you can divide it. Your inven-
tory should include details (including a
description, year acquired, price paid,
and current value) of all your posses-
sions, and whether you want to keep it,
let your ex have it, or sell it and divide
the proceeds. It’s important to consider
your property, business, investments,
car(s), life insurance policies, and espe-
cially pension plans, 401(k), and other
retirement accounts. Also consider your
debt — dividing things up includes both
assets and liabilities.

Failing to insure spousal

and child support payments
Your ability to collect spousal and child
support is only as good as your spouse’s
ability to pay. Consider life and disabil-
ity insurance policies to ensure that these
payments will continue in the event of
your spouse’s inability to pay. Even bet-
ter — be the owner of these policies to
assure that they stay current and in force
and you remain the beneficiary.

Having unrealistic financial

expectations
Divorce means splitting one house-
hold into two. Stretching your income
to cover two households means that
finances are going to have to tighten.
Expect it and plan ahead so you don’t
find yourself in the hole financially.

Failing to consider your

long-term financial security
If you simply focus on the immedi-
ate task of dividing assets and receiv-
ing spousal and child support, without
understanding how things might look
when that support terminates or you're
near retirement, you’re doing yourself a
great disservice. Having a financial pro-
fessional with experience in the divorce

arena review your proposed settlement
agreement (before you sign it) and dis-
cuss with you the long-term financial
consequences can protect you and your
family.

Adrienne Rothstein
Grace (CFP®, CLTC,
CDFA®) brings 30 years
of financial advisory
experience to clients in
transition. Her holistic
approach to financial
transition planning guides clients
through prudent preparation as well as
rebuilding post-divorce.
www.transitioningfinances.com

Related Articles

Divorcing After 50?7 Make
Finances Your Top Priority

If you are one of the increasing
number of married couples going
through divorce after 50, making
finances your top priority and set-
ting financial goals could help you
protect your future.
www.divorcemag.com/articles/
divorcing-after-50-make-finances-
your-top-priority

10 Financial Matters to Take Care
of Post-Divorce

Just when you think the agony of a
divorce is over, there is another list
of financial matters to take care of.
www.divorcemag.com/blog/
financial-matters-take-care-post-
divorce

6 Tips for Overcoming
Psychological Mistakes when
Managing Money

The evidence from psychology,
behavioral finance, and invest-
ments tells us that there is a range
of diverse psychological mistakes
people make with their invest-
ments. They are categorized into
two areas: cognitive and emotional.
www.divorcemag.com/articles/6-
tips-overcoming-psychological-
mistakes-managing-money
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Financial Disclosure
In Divorce

Divorcing spouses may not be fully aware of each other’s financial situation. Financial disclo-
sure is a mandatory step both parties must take during the divorce process.

By Donna M. Cheswick, Divorce Financial Analyst
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Full disclosure on everything the couple owns (all assets) and owes (all debts),
how they are titled, and the marital value of each must be determined and put on the table.

a complete knowledge of the marital financial situation.

Before productive settlement discussions can occur, both
parties must be on the same page and have full financial dis-
closure regarding all the property and debt they acquired dur-
ing the marriage.

Agreeing to a property settlement when one party has no
understanding regarding assets and liabilities is extremely dif-
ficult, if not virtually impossible. Full disclosure on everything
the couple owns (all assets) and owes (all debts), how they are
titled, and the marital value of each must be determined and put
on the table. Only then can productive discussions on how to
divide everything occur.

The exchange of information and documentation is called
“discovery.” It allows time for one party to ask the other to
produce a variety of needed financial documents in their pos-
session. It is always easier, faster, and definitely less expensive
when both spouses can cooperate with each other and infor-
mally exchange the required information between each other
and/or their lawyers.

Some of the information that must be exchanged includes
copies of tax returns, statements for all bank accounts, state-
ments for all investment and retirement accounts, information
on any property owned, statements for any debts owed (credit
card, student loan, mortgages/HELOCS, etc.), life insurance
policy information, and paystubs for both parties. If one party
owns a business, complete information regarding the business
interests must be obtained so that a value can be determined.

If one party hesitates, refuses to turn over documentation,
or doesn’t want to answer questions being asked, it can be a red
flag indicating that they may have something to hide, or they
are trying to manipulate some of the financial details. Whatever
their ulterior motives, it can severely hamper settlement discus-
sions. Your lawyer and/or financial professional is not going
to accept the value of an asset or debt just because one party
claims it is so. Conclusive proof to validate any claims must be
supplied.

When a friendly exchange of documents does not occur,
there are several more formal ways that can legally compel an
uncooperative spouse to produce the needed information.

B s is often the case in divorce, one spouse may not have

Request for Production of Documents

This is a legal document served upon your spouse or their
lawyer. It is a written list of the items that are needed, along
with a time frame given to provide the documents requested.

Interrogatories

These are nothing more than a formal list of questions which
your lawyer prepares and sends to the opposing side to answer.
Typically, the questions should be answered and the completed

information sent back within a 30 to 45-day time frame.
Frequently, responses are late or may be ignored altogether,
and then you may need to make a request to the court that
requires your spouse to comply.

Depositions

These give your lawyer the chance to ask your spouse a variety
of questions and have them answered under oath. Actually,
anyone associated with the case who has information critical
to the case could be called in for a deposition. Whatever is
said will be transcribed by a court reporter, and there will be
a written record which can be referred back to.

Don’t start the divorce process assuming the worst. If
you are able to communicate and work together, it will make
for a more productive settlement. However, you are only in
control of your behavior. Unfortunately, you cannot control
the behavior of your spouse, so in instances where the other
party is not cooperating, knowing that there are measures in
place that can help you obtain all the information you need
will be reassuring.

Donna M. Cheswick is a Certified Divorce
Financial Analyst® (CDFA®) and divorce
mediator. She guides decision-making and
problem-solving on the critical financial issues
related to divorce.
www.cheswickdivorcesolutions.com

Related Articles

“Do | Really Have to Disclose That?” Reasons for
Disclosing Financial Information During Divorce

A common issue that arises in many divorce cases involves
the disclosure of documents or information pertaining to
assets or liabilities.
www.divorcemag.com/blog/reasons-for-disclosing-
financial-information-during-divorce

6 Crucial Pieces of Financial Information Your Tax
Return Can Reveal

When divorce is on the horizon, your should compile a
list of marital property (assets and debts) and support-
ing documentation as early in the process as possible.
Tax returns are a good place to start when trying to verify
sources of income, and to locate the existence of various
assets owned.
www.divorcemag.com/blog/crucial-financial-information-
your-tax-return-can-reveal
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Marital
Property

Separate
Property

In Divorce

During property division, all marital property will go into the marital pot to be divided between
the spouses. But how do you know which is which?

By Diana Shepherd, Divorce Financial Analyst

n a divorce, all assets are designated
as either separate or marital (known as
“community” in some states) property
in accordance to the state or provincial
laws and prenuptial or marital agree-
ments (if any). During property division,
all marital property will go into the mari-
tal pot to be divided between the spouses,
and each spouse gets to keep his/her own
separate property (assuming it has been
kept separate for the entire marriage).
You should know that “property
division” does not necessarily mean a
physical division of all assets: physical

assets, like a house or a car, can’t be split
into two parts. Instead, the judge could
award each spouse a percentage of the
total value of the property, meaning that
each spouse will receive assets (from
cash to cars to real estate) and debts
whose worth adds up to the percentage
specified by the judge.

Exactly what constitutes separate
vs. marital property can be a gray area,
which you should discuss with your
divorce lawyer. However, here’s an
explanation of how the courts typically
define the two types of property.

Separate Property

Separate property consists of items like:

e Property owned by either spouse
prior to marriage, and kept in that
spouse’s separate name.

* Inheritance received by either spouse
before or during the marriage, and
kept in that spouse’s separate name.

e Gifts received by either spouse
before or during the marriage by a
third party.

e Payment received for pain and suf-
fering in a personal injury judgment.
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Let’s look at some examples. John
and Jane have been married for 20 years.
On their wedding day, she made a grand
romantic gesture and changed the title
on the lakeside cottage she had inherited
from her grandparents from her name
alone to both of their names. So although
she inherited the cottage (which would
make it separate property), she changed
the title, which made it marital.

During her marriage, Jane inher-
ited $20,000 when her Uncle Pete passed
away. She deposited it into a bank
account in her own name, and didn’t
touch a penny of the funds. The $20,000
would be her separate property — but in
some states and provinces, the interest
on the original sum might be considered
marital property. (Ask your divorce law-
yer whether this is the case in your area.)

Some states make a distinction
between “active appreciation” and
“passive appreciation” when it comes
time to decide whether money is sepa-
rate or marital. Active appreciation is
when one spouse contributes or puts in
effort directly or indirectly to increase
the value of his/her separate property,
such as a business or other investment.
Passive appreciation is when property
increases in value due to inflation or
other reasons (sometimes, simple bank-
account interest).

Let’s go back to Jane’s inheritance.
In this example, she withdrew $15,000
from the $20,000 inheritance to renovate
the marital home. In some states, if she
can trace the $15,000 back to the original
inheritance, it might still be counted in
separate property; in others, she changed
the designation to marital by spend-
ing the money on marital property. The
same would be true if she deposited the
$15,000 in a joint account, co-mingling
her separate property with the mari-
tal property. (Again, ask your lawyer
whether this is the case in your area.)

Do you get a sense for why this can
be such a gray area?!

Marital Property
Generally speaking, all assets acquired or
earned during the marriage are considered

marital (or community) property —

regardless of whose name it is in. Marital

property consists of items such as:

e Employment income

e All bank accounts (except for those
that pre-dated the marriage and did
not have any marital funds — e.g., a
paycheck — deposited into them dur-
ing the marriage)

* Businesses

* Professional practices and licenses

e Limited partnerships

* Real estate

e Vehicles and boats

e Art and antiques

e Pension and retirement plans

* Brokerage accounts, mutual funds,
stocks, and bonds

* Bonuses and commissions

*  Memberships

e Annuities

» Life insurance

e Tax refunds

Again, the distinction between

marital property and separate property is

a legal one and it varies from place to

place, so you must speak to your divorce

lawyer about how the local laws might

affect your property division.

Community Property vs.
Equitable Distribution
If you reside in a US state, and you and
your spouse can’t agree on how to divide
jointly-owned property, then the courts
will divide it for you according to “equi-
table distribution” or “community prop-
erty” principles. (By the way, your joint
debts will also be divided according to
either equitable distribution or commu-
nity property principles.) Although the
specific details vary from state to state,
the main difference between the two
schemes is that in community property
states, there is an absolute 50/50 split of
all property acquired during the marriage,
whereas in equitable distribution states,
more assets might be considered marital
property, but the split is not necessarily
50/50.

Community property states are
Alaska, Arizona, California, Idaho,
Louisiana, Nevada, New Mexico, Texas,

Washington, and Wisconsin. In Alaska
and Tennessee, spouses can opt in to
the community property system. The
remaining states are equitable distribu-
tion jurisdictions.

Property Division in Canada
Generally speaking, property division
in Canada works much the same way as
described above. In all provinces, the goal
of property division is fairness — but each
province uses different rules to achieve
a fair division. For example, some prov-
inces don’t make a distinction between
marital and separate property, but how the
property was acquired (i.e., it was a gift
or inheritance, or it was owned by one
spouse prior to the marriage, etc.) may
play an important role in how the prop-
erty will be divided on divorce. Other
provinces exclude separate property from
division on divorce. Depending on the
province, separate property that has been
co-mingled with marital property could
be treated as either separate or marital.
However, as long as the assets or earnings
were acquired during the marriage, the
property is marital and will be divided —
no matter whose name it’s in.

Diana Shepherd is the
co-founder and Editorial
Director of Divorce
Magazine and a Certified
Divorce Financial
Analyst® (CDFA®).

Related Article

Tax Consequences to Consider
During Property and Debt
Division

In divorces, some assets and debts
may be easily and fairly divisible,
but it’s not always as straightfor-
ward with other debts and assets.
Here are some tax consequences
you’ll need to consider.
www.divorcemag.com/blog/tax-
consequences-to-consider-during-
property-and-debt-division

Financial Divorce Guide | 11


http://www.divorcemag.com/blog/tax-consequences-to-consider-during-property-and-debt-division

What to Do with the

‘

o .

//

¢ ,a’c( 0 ?waidem

The family home can be the single largest asset in a marital estate. When considering what to do

with it, try to make the decision with your head — not your heart.

By Rosemary Frank, Divorce Financial Professional

ome people think the family

house is the trophy. Most likely

it will prove to be the booby

prize. Financially, it can become

a rock around your neck. How so? Think

about it: When you bought that house,

your household income was double — or

more — of what it will be in the future.

That house was suitable for two adults
and now there will be only one.

You needed to accommodate all your
children, all that time, and now they may
be leaving the nest, or will be there only
part-time. You may say you want to keep
the children in the same neighborhood
and schools. Let me suggest that if things
were different, and life was wonderful,
and you had the opportunity to build a
new home elsewhere, you would be
moving those kids without hesitation and

feel really good about it. I hope I have
your attention and we can consider some
alternatives.

1. Sell the House Now

Selling the house will give you and
your spouse the cleanest break from this
jointly-held asset. Notice, I don’t call it
an investment. A house is not an invest-
ment. It is a place to live and costs a lot
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of money to maintain. In addition, you
pay (not earn) interest on it and pay prop-
erty taxes repeatedly on the same money,
some of which is yours (the equity) and
some that is not yours (the mortgaged
amount).

Proceeds from the sale can be divided
appropriately along with other assets in
the marital estate, thereby allowing you
to select a home that is more in line with
your needs and new financial situation.
In anticipation of selling the home, no
appraisal will be needed. Save a few dol-
lars, because the market will tell you the
value. It does not matter what an apprais-
er’s opinion is if you are going to put it to
the ultimate market test.

If you need to spend money for minor
repairs, or to prepare the home for opti-
mum marketability, use any open home
equity line of credit for funds. This
keeps the expenses of selling the
home within the resources of the
home. That also means one less
thing to negotiate.

2. One of You Keeps
the House
If it makes financial sense for
one of you to keep the house,
be sure you both look at this from
every angle. The one who is keeping
it will effectively be buying the second
half of the house from the other spouse.
This should be treated like any other real
estate purchase: get an appraisal, get a
home inspection, complete a title search
for any unknown liens, and negotiate any
imminent major repairs. That is what
any prudent buyer would do. Then do
an additional title search — immediately
preceding final settlement — to be sure
there are no new liens (like your spouse’s
attorney’s bills) against the property.
The surrendering spouse will want
to come off the deed via a “quit claim.”
This, however, does not remove that
spouse from any mortgage that is in
both your names. Only a refinance by
the spouse keeping the house, in their
name only, will relieve the surrendering
spouse of debt responsibility. Therefore,
the spouse keeping the house needs
to feel confident that they will qualify
for an individual mortgage. It is highly

recommended that you talk with lenders
prior to agreeing to keep the house. But
remember, mortgage qualifications are
not your best measure of whether keep-
ing the house makes financial sense for
you. They are simply measures of how
much risk the lender is willing to accept
to get your business and put you in debt.

Unique to the circumstances of
divorce, in such real estate transfers,
is that any tax load in the house will
transfer to the ex-spouse who keeps the
house. This can include capital gains tax
liabilities from previously owned pri-
mary residences if the current residence
was purchased before May 7, 1997 under
old tax rules. Or, if the house was used
for a home-based business and home-use

The choices you make

about the family home could
determine your future financial
stability, so be smart: take the
emotions out of your decision-

making process.

tax deductions were taken, the assuming
spouse will pay recaptured taxes on those
deductions when the house is ultimately
sold. These are complicated issues and
should be clarified for you by a financial
or tax professional.

3. Sell the House Later

If you and your spouse agree that it is
mutually beneficial to sell the house later
— when the market is better, when more
equity has been built, etc. — then there
are a couple of options. Whatever you
do, realize that retaining joint ownership
is a business partnership and should be
structured as such.

One option is to rent the house to a
third party at a level that makes it a prof-
itable business endeavor, while each
of you live elsewhere more cheaply.
Establish a joint business banking

account for rent receipts and from which
to pay landlord expenses. Agree ahead
of time on what your contribution shares
will be if the account falls short, and/or
how proceeds will be divided when the
house is eventually sold.

Another option is that one of you will
remain in the house, as a “tenant,” while
you both function as landlords. The ten-
ant ex-spouse pays rent at a fair market
rate to the joint business account, and
all landlord-type expenses are paid from
that account, including the mortgage(s).
Agreements need to be in place regard-
ing minor repairs that will be the ten-
ant spouse’s responsibility and more
major expenses that fall into the landlord
category.

The benefits of each of these options
are that both ex-spouses share the risks
associated with selling the house later.
These include things like: “market
risk,” fluctuations in the value
of the house; “structural risks”

that some undiscovered prob-
lem emerges, like mold, radon,
or a foundation fault; or “haz-
ard risks” that may not be com-
pletely covered by insurance,
like fire, flood, tornado, etc.
The house can often be the
single largest asset in a marital estate.
The choices you make about it could
determine your future financial stabil-
ity, so be smart: take the emotions out
of your decision-making process. Yes,
there may have been some good memo-
ries associated with that home, but if you
are divorcing, there are probably just as
many that you do not want to remember.
If you are going to move on with your
life, then really move on, and make your
best financial decisions as if starting with
a clean slate.

Rosemary Frank (MBA,
CDFA, ADFA, CFE,
MAFF) has worked on
dozens of divorce cases,
providing litigation
support, expert witness
testimony, or financial
neutral consultant services.
www.rosemaryfrank.com
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Tax Conseguences

During Property Division

In divorces and dissolutions, some assets
are worth more than others when it comes
time to withdraw or sell them. You must
consider how much each asset is worth after
taxes — otherwise, your “half’ could be worth
substantially less than your spouse’s “half.”

By William L. Geary, Family Lawyer

a divorce attorney or family law attorney, it is some-

times interesting to hear what people think you actu-

ally do. For instance, someone once said to me, “I
don’t see what’s so difficult about what you guys do. All you do
is divide everything in half.”

Division of assets and debts may sound easy, but it is not
often easy at all. I remember seeing a movie once where some-
thing (illegal) was going to be divided in half. One of the two
people in the scene said, “I’ll divide it in half.” The other per-
son responded, “That’s fine. You divide it in half and then I'll
pick which half I want.” The concept of “Divide and Choose”
(or “You cut, I Choose”) has received a lot of attention histori-

cally. Look up “Divide and choose” in Wikipedia (https://
en.wikipedia.org/wiki/Divide _and choose)  for
some interesting history on division of things
into “halves.” Also look at other articles
and commentaries on the Internet on
this subject.
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Hopefully, you are only dividing marital property
after carefully considering the tax effects

and status of each asset and debt.

So, if we are dividing a “thing”
such as a piece of paper, division may
not be so difficult (so long as each part
of the paper is the same as all other parts
of the paper.) In divorces and dissolu-
tions, however, some assets and debts
may be easily and fairly divisible (with
each party receiving the same benefit or
taking on the same type of obligation as
the other party after division) while other
assets and debts may not be the same.

The Difference Between
Dividing Pre-Tax and

Post-Tax Assets

In divorces and dissolutions, one must
always watch for tax conseguences.
By way of example, let’s think about a
marital bank account. If a marital bank
account has $100 in it from afew years
ago and the taxes have been paid on
all earnings from the year in which the
$100 was earned, this $100 is “after-
tax” money. It is cash that is available
“in hand,” which can be spent. Division
of that bank account, with each spouse
getting half — or $50 each — leads to the
same result for each of the peoplein the
divorce or dissolution since they are just
being given half of what is already their
property.

Good enough so far. Receiving
your own property in a divorce, or half
of the marital property in adivorce, does
not creste a taxable event. However,
spending it may create a taxable event
later, and not all taxable events will be
equal for both former spouses.

What if a marital bank account
has $100 in it and half of that would be
owed to the other spouse, but the other
spouse has a marital Traditional IRA
which also contains $100. Couldn’t we
just let the one spouse keep the $100
IRA and the other keep the $100 bank
account to make them equal on property
distribution? The answer is, “No.” This

is because when the spouse who keeps
the Traditional IRA finally starts taking
out money, that money will be taxed.
At a 30% tax rate, that $100 Traditional
IRA will only be worth $70 after taxes.
The $100 in the bank account will still be
worth $100 even after the $100 is taken
out. It is “post-tax”” money. You don’t get
charged anything, tax-wise, to remove
your own money from your own bank
account. In the example above, in the
end one former spouse has $100 and the
other only has $70.

What Happens to Investments
and Debts?

The same principle (involving the pos-
sible effect of taxation on different types
of assets) will aso apply to stocks and
other investments. Tax on proceeds from
the sale of investments may be calcu-
lated upon how long the investment has
been held and also upon the actual gain
on sale (gain over the original cost of the
investment). So, the “market value’ of
3,000 shares of one stock which has a
value of $1.00 per share ($3,000) may be
the same “market value” as 3,000 shares
of another stock which has a value of
$1.00 per share ($3,000), but the after-
tax effects of selling those shares and
collecting their value may be greatly
affected by taxes on the gains (depend-
ing onthe original costs of the sharesand
how long they have been held, etc.).

The same type of principles can
be applied to debts of differing kinds,
which might be assigned to the parties
to a divorce or dissolution. A debt given
to one spouse may be of “more value”
to him or her than if it were given to the
other spouse.

The Importance of Working with
a Financial Expert

The “moral” or “warning” here is this:
Hopefully, your aren't just dividing

things in half. Hopefully, you are only
dividing marital property after consider-
ing thetax effectsand status of each asset
and debt with which you are dealing.

At our firm, we bring in CPAS,
business valuators, and other financial
experts as needed to help advise our
clients regarding the financial aspects
of the proposed divorce settlement —
including what effect taxes could have
on the assets they wish to retain.

William Geary is a
family lawyer who has
been practicing since
1979. He is admitted

to practice before the
Supreme Court of the
United States and also is
a practicing member of the Ohio bar.
www.columbusfamilylawyer.com

Related Articles

Tax Tips and Traps

Here are two topics you’d probably
rather not think about: divorce and
taxes. If you're separated or newly
divorced, however, it could be
worth your while to get some good
financial advice about both.
www.divorcemag.com/articles/tax-
tips-and-traps

Tax Considerations Before and
After Divorce

Forgetting about tax consequences
during divorce is a critical error that
could prove to be very costly.
www.divorcemag.com/blog/tax-
considerations-before-and-after-
divorce
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Financial
History

Checklist

A helpful checklist to help you organize your files for
your lawyer, financial professional, or yourself.

By Diana Shepherd, Divorce Financial Analyst

hether you’re working with a lawyer, a financial profes-

sional, or attempting a DIY divorce, you’ll need to gather

information about your and your spouse’s finances. You
(or your spouse) probably have files with this information at
home or at the office. If your spouse always took care of the
financial matters during your marriage, however, then you may
have little or no knowledge about these items — or even where
to begin looking for them. Even if your spouse paid all the bills
online, chances are that statements will still appear in the mail
from time to time, so keep an eye out for letters from banks,
credit-card and insurance companies, brokerage houses, your
real-estate agent or mortgage broker, your local utilities, and the
government (municipal as well as federal) regarding taxes paid
and owing.

Buy an “accordion” expanding file folder or a portable file
box with tabs, and label each tab with the major categories, such
as “Bank/Investment Records”, “Retirement Plans”, or “Tax
Returns”. If you have a lot of information, buy one folder for
each year and use the same labels in the same order for each
one. (See “Getting Organized” on page 19 for more help.)

The following checklist will help you organize your files.
The bold text will be the labels for your tabs; use only the ones
that apply to your situation, and add items as necessary to gain a
complete picture. Check off items as you place them in your file
folders, and make a note of who will be collecting which piece

of missing information. Tackle the items one at a time to prevent
yourself from becoming overwhelmed — and ask your financial
professional for help collecting documents if necessary.

Income/Assets
Tax Returns (last three-to-five years)
U Husband
a Wife
4 Joint
U Personal Tax Returns
U Partnership/Corporate Tax Returns
U Any Amended Tax Returns
U W-2s and 1099s — Last 3 Years

Partnership/Corporate Financial Statements
Last three-to-five years.

U Husband

a Wife

Payroll Stubs

The three most recent, or from January 1 of current year, which-
ever is longer. Collect year-to-date pay stubs showing income
and deductions if available.

U Husband

a wife
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Other Income
Such as unemployment/disability insur-
ance, welfare, pensions, rent received,
dividends/interest, trust-fund, personal
loans receivable, etc.
U Husband
a wife
Employee Benefits and Incentive
Programs
These could include stock-option pro-
grams, country-club initiation fees,
banked vacation, and sick days. Collect
all Employee Benefit and Executive
Compensation Booklets and Statements
for Husband and Wife, including:
U Benefits Booklets
U Most Recent Statements (three
years) for:
U4 Stock Options
U ESOPs (Employee Stock
Ownership Plans)
U Profit-Sharing Plans
U Expense Accounts
U Automobile Allowances/Car
Leases/Expenses
U Travel Benefits (if significant):
U Frequent Flyer Miles
U Hotel Points
U Car Rental Points
U Sick Pay/Worker’s
Compensation
U Annual Bonuses
U Deferred Compensation
U Military/VA Benefits
U Insurance (see below)

Insurance Policies
(Both personal and through work)
U Husband
O Wife
Policies and most current statements for:
U Life Insurance
U Disability
U Critical Illness
U Long Term Care
U Health
U Children
U Motor Vehicle(s)
U Homeowner’s or Renter’s
U Personal Umbrella

Pension Plans
(Defined Benefit plans and Defined
Contribution plans)

O Husband
a Wwife
U Summary Plan Description
U Benefits Booklet
U Most Recent Statements (three
years)
U Benefits Estimate:
¢ At Earliest Retirement Age
¢ At Normal Retirement Age
e At Current Age (if eligible)
e Early Retirement Option
Elections

Retirement Plans
O Husband
a Wwife
U IRA, SEP-IRA, Roth IRA,
Keogh, SEP, 401(k), 403B,
457 & Non-Qualified Deferred
Compensation Statements;
U Social Security Earnings
Statement
U RRSP, CPP, OAS (in Canada)

Bank/Investment Records

O Husband

a Wwife

Look for individual, joint, business part-
nership, and corporate accounts for the
following:

U Checking Accounts: cancelled
checks and bank statements for
previous 6-12 months.

U Savings/Passbook Account:
statements for previous three
years. Other Investment
Accounts: Securities, Money
Markets, Brokerage, CDs,
Commodities, Mutual Funds,
Annuities, Stocks & Bonds, Tax-
Free etc. for Husband and Wife.

U “Special purpose” accounts.
These are usually funded by
payroll deductions and are set
up to fund large and infrequent
expenses such as the annual
premium on your home or auto
insurance, Christmas, and so
on. These accounts are easy to
forget.

O Children’s Accounts
Statements for previous three years for
the following:

U Savings and savings bonds

U Investment

U College Savings Plans (529
Plans, RESPs)

U Insurance

Cash

Do you keep any cash at home or in a
safety-deposit box?

O Husband

a Wwife

Primary Residence and Other Real
Estate
U Primary Residence
O Current Appraisal
U Date of Purchase and Purchase
Price
Q Original Mortgage Amount and
Current Mortgage Amount
U Interest Rate/Length of
Mortgage
U Monthly Payment Amount
U Second Mortgage Info
O All of the above information for all
real-estate holdings other than the
Primary Residence.

Property/Assets
Listing of all individual, joint, and busi-
ness non-investment assets such as:
U Cars, vans, trucks, motorcycles,
and other motor vehicles
U Airplanes, boats, sea-doos/ski-
doos, ATVs, RVs, campers
QO Valuable/rare artwork, jewelry,
collectibles (coins, medals,
stamps, movie memorabilia,
etc.), antiques, furs, etc.
U Royalties, patents, copyrights,
franchise and license agreements
U Household furnishings: create
an itemized list. NOTE: most
furnishings will be valued at
garage-sale prices, so don’t
waste time trying to hunt down
the receipt for the coffee table
you bought 20 years ago.

Miscellaneous

U Any other invoices, receipts,
or documents that support the
information contained in either
spouse’s Financial Statement/
Affidavit regarding income and
net worth.
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Debts and Liabilities

Information regarding all outstanding

loans (either bank or private) and debts

(e.g., credit and gas cards), including

rate, term, monthly payments, and pre-

payment penalties.

U Loan Statements for Husband and
Wife’s Joint, Business, Partnership,
and Corporate Accounts

U Credit Card Statements for Husband
and Wife’s Joint, Business, Partner-
ship, and Corporate Accounts

U Any other invoices, receipts, or
documents that support the infor-
mation contained in either spouse’s
Financial Statement/Affidavit
regarding debts

Living Expenses

O Husband

a Wife

Collect all bills and invoices for living
expenses, including:

Household Expenses

Rent/Mortgage
Homeowners/Association Fees,
Property Taxes

Telephone, Cellphone, Pager
Internet, Cable/Satellite

Security System

Electricity, Gas/Fuel Oil/Propane/
Wood

Water/Sewer, Trash Removal
Lawncare, Tree Pruning, Landscape
Maintenance, Snow Removal
Exterminator

Home Improvements/Upgrades
Home Repairs/Maintenance, House-
cleaning, Windows/Carpet Cleaning

o000 OO0 OO0OoOD OO

Food Expenses
U Groceries
U Fast Food, Restaurant Meals

Children’s Expenses

U Education: Tuition, Private Tutor-
ing, School Supplies and Meals,
Field Trips

Computer, Cell Phone

Childcare: Work-Related and Non-
Work-Related

Transportation

Clothing, Uniforms, Footwear
Hobbies, Toys, Games

OO0 OO0

U Summer Camps, Sports Fees/
Coaching/Equipment, Art Lessons
and Supplies, Music Lessons and
Instrument(s)

O Medical, Dentist, Orthodontist,
Optometrist/Glasses/Contacts, Pre-
scription Drugs (not covered by in-
surance)

O Allowances

Medical Expenses

(After Insurance — Excludes Children)
O Physicians, Dentist/Orthodontist
O Optometrist/Glasses/Contacts

O Prescription Drugs

Insurance Expenses

O Life, Health, Dental, Critical Illness,
Disability, Long Term Care

U Home, Auto, Motorcycle, Other
(Boat, Umbrella, etc.)

Transportation Expenses

O Auto Expenses: Car Payment, Gas,
Repair/Maintenance, Tires, Detail-
ing, License, Parking, Tolls

O Taxis, Public Transit

Entertainment/Recreation Expenses
Videos, CDs, DVDs, Books, Maga-
zines, Newspapers

Movies, Theater, Opera, Ballet
Hobbies, Classes (Recreational)
Vacations/Travel

Memberships, Clubs

o000 O

Clothing Expenses (Excludes Children)
U Clothing, Shoes/Boots
O Laundry/Dry Cleaning

Miscellaneous Expenses

O Pet Care: Food, Vet, Groomer, Dog
Walker

Gifts

Toiletries, Vitamins, OTC Drugs,
Personal Care Products

Beauty: Salon (Hair, Nails),
Makeup

Home Office Supplies

Business Expenses (Non-Reim-
bursed)

Education (Non-Reimbursed)

Bed, Bath, Kitchen, etc. Items
Contributions/Donations, Volunteer
Work

o000 OO0 O OO0

Legal Documents

Powers of Attorney (POA)

Collect Medical and Financial POA doc-
uments for:

U Husband

a Wife

U Children

Business or Partnership Agreements
U Husband
a Wife

Trusts

U Husband
a  Wife
O Children

Wills

U Husband

a  Wife

U Amendments or Codicils

Pre- or Post-Nuptial Agreements
U Husband
a Wife

Previous Divorce Documents

Collect divorce documents from prior
marriage(s). Of particular importance:
the property settlement(s), and any spou-
sal or child support orders still in pay.
U Husband

a Wwife

Diana Shepherd is the
co-founder and Editorial
Director of Divorce
Magazine. She is also

a Certified Divorce
Financial Analyst®
(CDFA®).

Related Article

Post-Divorce Financial Checklist
Here are 20 financial “must-dos”
after divorce. Once you've com-
pleted this list, you can rest assured
you’ve done everything possible to
take control and make the most of
your finances.
www.divorcemag.com/articles/
post-divorce-financial-checklist
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tional system that will work for you — and prevent you
from drowning in a sea of paperwork. You’ll save time,
money, and reduce your stress levels if you can put your
hands on a document the moment your lawyer or financial
professional asks for it. An accordion folder is a good way to
keep everything in one place —and it’s portable so your files
can travel with you to meetings. You’ll want to relabel some
of the tabs so they’re specific to your situation. For instance:
Documents for my Lawyer
Documents from my Lawyer
Documents for my Financial Professional
Documents from my Financial Professional
Marital Property Inventory and/or Receipts
Separate Property Inventory and/or Receipts
Household Inventory
Household Bills and/or Receipts
Bank Accounts (joint and separate)
Credit Cards (joint and separate)
Debts (including Mortgage, Loans, and Credit)
Monthly Expenses (use the “Expense Worksheet” on
page 20 to help complete this task)
Income Statements
Child or Spousal Support (paid or received)
Insurance

D uring your divorce, you need to develop an organiza-

OO0 Oooodopoodoood

Divorce To-Do Lists

Start making one or more Divorce To-Do Lists now. You can

use computer software to track tasks and appointments, or

you can use a diary or appointment book that you’ll refer to

every day. Make sure to put deadlines on everything: you

don’t want to keep your lawyer waiting for a document you

promised last week because you forgot about it! Here are

some suggestions to get you started on your Divorce To-Do

list:

@ Consult a divorce lawyer before taking any big steps —
including moving out of the family home.

O Consult a financial expert specializing in divorce.

o 0O 0O 0O 0O O 0o

Ask your lawyer whether you should close, keep, or
divide your joint bank, savings and brokerage ac-
counts. If you must keep the account(s), ask your fi-
nancial institution to require both spouses to approve
withdrawals over a certain dollar amount and/or fre-
quency from the account(s).

Open your own checking and savings accounts.

Order a credit report on yourself, which will show joint
or sole debts in your name. Pay off all marital debts.
Apply for your own credit card, then pay off and can-
cel or freeze all joint credit cards.

Take care of any medical or dental issues while you
are still covered by your spouse’s insurance plan.
Revoke any power of attorney previously given to
your Spouse.

Evaluate your estate planning needs with an experi-
enced estate planning attorney.

Inventory your safe or safe deposit box. Make videos
of and photograph all items.

Inventory your valuables, including artwork, antiques,
wine and other collections, jewelry, furniture, furnish-
ings. Make videos of and photograph all items.
Safeguard cherished items that are your separate prop-
erty. If you're moving out, take those items with you.

If you intend to move out, save enough money to
cover the cost of moving and incidentals, and speak
with your lawyer about timing.

Get a cell phone in your own name. Request a private
number if your spouse is likely to harrass you.

Create a new email account without a login/password
your spouse could easily guess.

If you don’t regularly attend your children’s plays, con-
certs, sports events, and parent-teacher conferences,
start now! Make a point of meeting their teachers.

If you name a child as a beneficiary, you may choose
to select a guardian other than your soon-to-be-ex.
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Expense Worksheet

O Pre-Divorce
QO Post-Divorce

(check one)
Monthly Annual Monthly Annual
Expenses Expenses Expenses Expenses
Home Expenses Transportation
Rent/Mortgage $ $ Auto Payment $ $
Homeowners/Condo Fees $ $ Fuel $ $
Home Equity Loan $ $ Repairs/Maintenance $ $
Property Taxes $ $ License (driver & vehicle) $ $
Home Phone $ $ Parking $ $
Cellphone/Pager $ $ Taxis & Public Transit $ $
Internet $ $ Total Transportation Expenses $ $
Security System $ $
Cable/Satellite/Netflix $ $ Miscellaneous
Electricity $ $ Postage $ $
Gas $ $ Gifts/Holiday Expenses $ $
Water/Garbage $ $ Vitamins/OTC Meds $ $
Landscape Maintenance/Lawn $ $ Toiletries $ $
Snow Removal $ $ Beauty Salon/Hair/Nails $ $
Exterminator $ $ Pet Care (food, vet, etc.) $ $
Home Repairs/Maintenance $ $ Books/Newspapers/Magazines $ $
Home Renos/Upgrades $ $ Donations $ $
Housecleaning $ $ Memberships/Clubs $ $
Miscellaneous Household $ $ Miscellaneous $ $
Total Home Expenses $ $ Total Miscellaneous Expenses $ $
Food Other Payments
Groceries $ $ Quarterly Taxes $ $
Dining Out $ $ Child Support Payments $ $
Total Food Expenses $ $ Spousal Support Payments $ $
Eldercare Expenses $ $
Clothing/Footware Expenses Professional Fees $ $
Clothing/Footwear Purchases $ $ (accounting, financial planning, legal, mediation, etc.)
Laundry/Dry Cleaning $ $ Credit Card Fees $
Total Clothing/Footware Expenses  § $ Service Fees (banks, etc.) $ $
Total Other Expenses $ $
Entertainment/Recreation
Entertainment (excl. dining out) ~ $ $ Total Expenses (Excl. Children) $ $
CDs/DVDs $ $
Hobbies $ $ Child-Related Expenses
Movies and Theater $ $ Education/Tuition $ $
Vacations/Travel $ $ School Lunches $ $
Classes/Lessons $ $ Counselor $ $
Total Entertainment Expenses $ $ Sports/Camps/Lessons $ $
Hobbies, Field Trips, etc. $ $
Medical (after or not covered by insurance; excludes children) Toys/Games $ $
Physicians $ $ Boy-Scout/Girl-Guide Dues $ $
Dental/Orthodontist $ $ Clothing $ $
Optometry/Glasses/Contacts $ $ Medical $ $
Prescriptions $ $ Dental/Orthodontics * $ $
Total Medical Expenses $ $ Optometry/Glasses/Contacts* $ $
Prescriptions* $ $
Insurance Allowances $ $
Life Insurance $ $ Miscellaneous/Haircuts $ $
Health $ $ Total Child-Related Expenses $ $
Disability $ $ * Not Covered by Insurance
Long-Term Care $ $
Home $ $ Total Expenses (Incl. Children) § $
Auto $ $
Other (Umbrella, Boat, etc.) $ $ Make two copies of this Expense Worksheet: one for “Pre-Divorce” and
Total Insurance Expenses $ $ one for “Post-Divorce” expenses.
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Negotiating
Your Future

When you’re negotiating your divorce settlement, preparation — including a thorough understanding of the
situation, as well as assistance from professionals to ensure your interests are being protected — is the key to
success. Here are a few questions you need to be able to answer before sitting down to negotiate.

By Henry S. Gornbein, Family Lawyer and Dr. Fadi Baradihi, Financial Expert

Financial Divorce Guide | 21



uring the course of your marriage,

you accumulated both assets and

liabilities. Although there are
regional differences when it comes to
who gets what, basically, everything
purchased, received, or saved during
your marriage must be divided when
you divorce. So now you’re about to sit
down and negotiate a financial settle-
ment with your ex — but are you truly
ready to do so?

As with any negotiation, prepara-
tion — including a thorough understand-
ing of the situation, as well as assistance
from professionals to ensure your inter-
ests are being protected — is the key to
success. Here are a few questions you
need to be able to answer before sitting
down to negotiate.

Do you know what your marital
assets are?

You can't divide the marital assets fairly
if you don’'t know what’s there. The dis-
covery process, which can be informal
or formal, is important in every divorce.
The informal way isto exchange lists of
your assetsand debtsin an affidavit form.
This method should only be used if you
are sure that you know everything that
exists in your estate; if you're not sure,
then a more formal means of discovery

often than not, the value of the busi-

ness becomes a focal point of conten-

tion. Couples need to seriously consider
getting a professional and objective

valuation of the business. The costs of a

professional valuation are usually steep,

but you can’t divide something fairly if
you don’'t know its true worth.

Then comes the question of what
to do with the business. There are a few
options, such as:

e One spouse keeps the business and
gives the other a reciprocal dollar
value using other assets.

e Sell the business and split the
proceeds.

e Keep ownership in the business at
50/50.

In a business-owner situation, the
business is usually most or all of their
net worth, so there aren’t enough other
assets to compensate the other spouse.
Even if selling the business is an option
(it usually isn’t), finding a buyer to pay
the right price within an acceptable time
frame is practically impossible. Most
divorcing couples don’t want to main-
tain a relationship — not even a business
relationship — after the divorce. So what
do you do? The only real options are a
property settlement note (one spouse
buys the other’s share in a series of

— such as a Certified Divorce Financial
Analyst® (CDFA®) — can play acritica
role in determining both a budget and
cash-flow needs. A financia profes-
sional can aso help to plan a course of
action for the future by preparing dif-
ferent scenarios utilizing assumptions
based upon needs and projections with
different income levels.

What about pensions?

In many divorces, the most valuable
assets are future benefits such as pen-
sions. These must all be determined
and considered before starting to think
about a settlement. In most cases, the
marital portion of these benefits — in
other words, the portion of the pension
or other deferred benefits that have
been acquired during the marriage—are
subject to division as part of the divorce
settlement. A good lawyer and experi-
enced divorce financial specialist will
help you consider these benefits as part
of the overall settlement plan, making
sure your future needs will be met.

What about personal property?

Personal property is important, but
don’t spend thousands of dollars fight-
ing over property with more sentimental
than real value. Items such as collect-

Personal property is important, but don’t spend thousands of dollars
fighting over property with more sentimental than real value.

should be utilized. One such method is
caled “interrogatories” in which each
lawyer has their client list, under oath,
information about assets, liabilities, and
income. This process provides everyone
involved with a complete economic pic-
ture before starting negotiations. In some
cases where more Discovery is needed,
depositions are taken. Depositions are
statements under oath with a court
reporter present.

What if there’s a business or
professional practice involved?
A business or professional practice
tends to complicate a divorce. More

installment payments at a market-inter-
est rate) or a spousal-support arrange-
ment to compensate for the difference.

What about a budget?

It is critical to determine the incomes
and expenses of the parties and to try
to estimate what the future expenses
will be after the divorceisfinal. If there
are children, one spouse will probably
pay child support to the other, and in
many marriages, one spouse will also
pay spousal support (“aimony”). It is
important to determine both income
levels and future needs before you start
negotiations. A financial professional

ables, favorite home furnishings (from
chairs to rugs to pots and pans), hobby
equipment, and other persona prop-
erty must not become the focus of your
negotiations. A good lawyer and/or
financial advisor can help you gain per-
spective on these items and focus on the
big picture when you're getting ready to
negotiate a settlement. Remember that
an expensive television or computer
has almost no value a few years after
you made that big-ticket purchase. The
courts don’t look at replacement value
but the actual value of the item, which,
in the case of used furniture, is often
garage-sale prices.

Financial Divorce Guide | 22



Are you emotionally attached to
your home?
Over the years, we have seen people who
were determined to stay in the marital
home no matter what. In some cases, that
can be abig mistake. First of al, it may
be too expensive to maintain. In some
situations, it's better to sell the home and
find another one that's smaller and less
expensive to pay for and maintain. As
you move ahead and rebuild your life,
it may be better to start fresh in another
home. Aside from the financial consider-
ations, there may be too many memories
attached to the marital home to let you
move forward emotionally as long as
you're still living there.

Assuming that your home is not
currently “underwater” (meaning you
owe more on the mortgage that your
home is currently worth), there are sev-
eral ways to handle a marital home:

* It can be sold immediately.

» One spouse can buy the other out
by refinancing the home or by trad-
ing the home for other property.

» Both parties can hold it jointly for
a number of years — for instance,
until the parent who has custody of
the children remarries, or the chil-
dren reach a certain age — after which
the home is sold and the proceeds
divided in some fashion. In many
cases, the party who remains in the
home pays the mortgage and taxes
and gets credit for any reduction in
principal on the mortgage from the
date of the divorce until the date that
the home is sold or one party buys
the other out. Major repairs are often
divided between the parties with the
person who advances the money
for repairs being repaid at the time
of the closing on sale or buyout of
the home. If the house is under-
water, however, the most common
strategy is for ex-spouses to retain
joint ownership and continue to live
in the house (often, he moves into
the basement and she lives upstairs)
until the market improves; in this
case, the couple agrees to postpone
final division of assets until after the
house is sold.

Other common solutions include:

Yours

* Renting the house to a third party
until the house can sell for more
than the debt

* One ex-spouse stays in the house
and pays rent to the other until the
market improves

* “Birdnesting”. The ex-spouses
retain joint ownership of the home,
they rent a small apartment nearby,
and each one alternates living in the
house with the kids and in the apart-
ment on his/her own.

» Agree to sell the home at a loss,
share the loss, and move on with
their lives.

What do you want — and why?

You must have a game plan when you
enter into settlement negotiations. Do
you know what you want? Do you know
what you need? Are you thinking about
all options? Are you being redlistic in
your demands? It is standard negotiating
practice to ask for more than you expect
to receive — without going to extremes.
Don’'t be a doormat, but don't be exces-
sively greedy, either. Insoluble disagree-
ments arise when divorcing couples are
negotiating based on wants rather than
needs. So take the time to objectively
determine your own needs—and those of
your spouse — before starting to negoti-
ate. We have found over the yearsthat if
your demands are reasonable and based
more on needs than wants, then the
chances for a quick, fair settlement are
good. There must be give-and-take and
wiggle-room in your settlement propos-
als, your lawyer and financial advisor

can help you strategize and come up
with different game plans and scenarios
asyou prepare for this negotiation.

The bottom line

You must be well-represented and
advised in order to negotiate effectively.
Thisincludes knowing the “ingredients’
of the marital pie, and also how much
of that pie you can realisticaly expect
to keep as you prepare to negotiate your
settlement.

A team consisting of a lawyer and
a financial professional — and perhaps a
therapist if emotional issues are getting
in your way — can help understand your
needs, your rights, and your true “bottom
line” before you sit down to negotiate
with your spouse.

Divorce is one of the most difficult
and stressful experiences you’ll ever
have. During this emotional time, it can
be hard to think clearly or rationally, so
make sure to enlist the help of profes-
sionals who can guide you when you’ve
lost your way.

Remember, if both sides are
somewhat unhappy with the outcome,
then the negotiations went well.

Henry S. Gornbein (JD)
is a practicing divorce
attorney, a Fellow of the
American Academy of
Matrimonial Lawyers,
and a past-president of
its Michigan chapter.
www.lippittokeefe.com

Dr. Fadi Baradihi
(DBA) is a Certified
Business and Executive
Coach and the former
president of the Institute
for Divorce Financial
Analysts®.
www.baradihibp.com

Related Article

10 Tips for Staying Calm while
Negotiating with Your Ex
Howto keep your cool during heated

negotiations or conversations.
www.divorcemag.com/articles/staying-
calm-while-negotiating-with-your-ex
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a Single Parent
Can Stay
Financially Fit

Without proper planning, you’re going to lose money, waste money, and have zero dollars left
in savings. Follow these 7 tips to keep you —and your bank account — happy.

By Sheri Atwood

gle parent is harder. It’s a cliché by now that everything is

expected of parents and especially single moms — we have
to have it all and be it all. The problem is that having it all
and being it all is not only stressful, it can also be absolutely
financially draining. Estimates for raising a child are recorded
at $245,340 from infancy to adulthood.

That number sounds just a little bit daunting, doesn’t it?
And then we add in the cost of a college education, and who
knows what ridiculous number it ends up being. But here’s a
little secret I’ve learned as a single parent: raising a child on a
budget (any budget) doesn’t have to be scary. In fact, raising
a child without planning on how to stay financially fit is the
truly scary part.

Without proper planning, you’re going to lose money, waste
money, and have zero dollars left in savings. I’ve learned that
one of the keys to being a responsible parent is being respon-
sible with your finances. If you’re a single parent, these seven

lt goes without saying: being a parent is hard. Being a sin-

tips will help keep you (and your bank account) happy — and
give you plenty of time to relax and enjoy yourself.

1. Manage Child Support Properly

Whether you are receiving child support or paying it, be sure
that this process is managed properly from beginning to end. If
you are paying child support, make sure that you have a record
of every payment. Otherwise, you could be facing late fees, or
worse. If you’re receiving child support, then make sure that
you are also tracking payments. Many payors fall behind, and
this is a source of income you are guaranteed. In short, make
sure that you are tracking and monitoring any support.

2. Take Advantage of Tax-Break Incentives

If your income is under $75,000, you are eligible for a child tax
credit — which you should absolutely be taking advantage of.
If your children are in college and you’re helping them to pay
tuition, then you can also take advantage of higher-education
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Set up automatic transfers from your checking

account to another account — a savings or
retirement account, for instance — to make
monthly savings even easier.

tax credits. Let’s not forget that if you are
self-employed to any degree, then you
should be meeting with a tax preparer to
make sure you are properly tracking and
recording your expenses to maximize
your tax write-offs.

3. Shop Discount Sites for
Regular Purchases

Now, this does not mean that you should
scour discount sites for bargains on items
you don’t need. What I am recommend-
ing is to make a weekly list of items/gro-
ceries/etc. needed, and then use deal sites
to lower the costs of the items that you
need to buy. This cuts down on wasteful
online shopping, but lets you pre-plan
what you will need for the week — which
gets you into another good habit of
forward-thinking.

4. Monthly Savings
Again, another no-brainer. I know you’ve
heard it. But this is one of the best, and
easiest, ways to start being fis-
cally fit. The more
you do it, the easier
it gets. So start set-
ting aside a weekly
amount for sav-
ings. It can be $10;
it can be $100.

—_—
v .

Whatever it is, start doing it the second
you’ve finished reading this article! Set
up automatic transfers from your check-
ing account to another account — a sav-
ings or retirement account, for instance
— to make monthly savings even easier.

5. Get Health Insurance

Probably an obvious one, but there
are still millions of Americans with-
out health insurance. Who knows what
the future will hold, but right now, it is
cheaper and more affordable than ever.
However, younger parents still see not
paying health premiums for themselves
and their kids as a way to cut down on
costs. This is true in the short run, but it
almost always comes back to bite you,
and you end up spending much more
than if you had been paying all along. Go
and sign up if you haven’t already; see
www.healthcare.gov for more informa-
tion and important dates for enrollment
under the Affordable Care Act.

6. Work Hard at Work

Whatever it is you’re doing, do your
best at it. In today’s economy, there isn’t
much job security —and there hasn’t been
for a long time. The best way to ensure
as much stability as possible is to always
work your hardest. Don’t slack. Keep
hustling. I learned that lesson in the tech
industry, and you need to learn it too.
There’s no guarantee, but mak-
ing yourself an invaluable
employee is
going to get you
halfway to the
goal. And be sure
to keep learning
new skills that
are in demand
in your line of
work.
In short: your work
is never done.

7. Automate Your Bills
This one seems a little obvious, but you
would be absolutely shocked at how
much people waste on late payments.
In total, average Americans are los-
ing around $113 per year in fees. This
is money that is completely wasted.
Instead, you need to find ways to auto-
mate all your bills — car payment, credit
cards, loans, child support, etc. If you
automate all of them, then you will not
be stuck paying unnecessary late fees.
These are some of the tips I found
useful as a single parent. I recommend
that on your way to financial fitness you
continue to do these, but also think of
your own ways to be savvier with your
finances. In parenting, and in finances, a
little goes a long way. [

Sheri Atwood is the
founder of SupportPay
by Ittavi, an automated
payment platform to
help parents who live
apart manage child
support and share child
expenses. A child of divorce and a
single mother, she seeks to reduce the
conflict children are exposed during
and after divorce. www.supportpay.com

Related Articles

Things to Consider Regarding
Your Credit Cards During a
Divorce

After the joint credit cards have
been paid off and closed, be sure to
monitor your credit reports until all
changes are correctly recorded on
each of them.
www.divorcemag.com/blog/things-to-
consider-credit-cards-during-a-divorce

The Habits of Successful
Single-Parenting

As a single parent, you must help
your children cope with your
divorce and develop a mindset
of being a positive role model for
them. In order to do this, you must
take care of yourself.
www.divorcemag.com/blog/
habits-of-successful-single-
parenting
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Divorce
Settlements
and Executive
Compensation

An introduction to dividing stock options,
restricted stock, or other executive
compensation during divorce.

By Nancy Hetrick, Divorce Financial Analyst

f you or your spouse must decide how to separate stock options,

restricted stock (RSU), or other executive compensation, it can

be challenging at best. Several of these items provide income
and can be difficult to value — or even understand! Let me walk
you through a primer and try to remove some of the mystery.

Employee Stock Options

The most common type of non-wage compensation used to be
stock options in shares of the employer company. Accounting rule
changes have made them less common, but there are still plenty of
plans out there. Occasionally, the options can even be for shares
of a different, related company. There are two primary types of
stock options: Incentive Stock Options (ISOs) and Non-Qualified
Stock Options (NQs). Generally, you won’t see ISOs anymore
since recent tax changes have made them less advantageous for
employers. The difference between the two is in tax treatment and
transferability. Stock options give an employee the right — not the
obligation — to buy stock at a discount at some date in the future
and are usually subject to some sort of vesting schedule. Where
it gets tricky is if the options are partially vested at the time of
divorce but can’t be touched for four more years. Obviously, some
of the intrinsic value belongs to the spouse, but how much? The
calculations are ugly. Trust me: you need to bring in an expert to
perform the calculations correctly.
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Restricted Stock

Restricted stock is now the most com-
monly-used form of executive compen-
sation. These are shares of company
stock given to an employee as either
compensation for past performance or
an incentive for future performance.
It’s critical to get the actual grant docu-
ments to know which the case is since
it makes a big difference when deter-
mining how many of the shares are
marital property. They can be in two
forms: either actual shares of stock
(RSAs), or a right to acquire shares at
vesting (RSUs). RSAs have less risk
than RSUs, and they are usually worth
something. Again, depending on award
dates, vesting schedules, dates of mar-
riage and separation, the marital portion
can be quite complex to calculate, but it
is critical that you have it done. This is
a job for a financial expert familiar with
executive compensation issues.

Employee Stock Purchase Plan

This is a benefit that allows the employee
to buy company stock at some regular
frequency, usually at a price that is dis-
counted from the current market price.
Purchased shares can be sold immedi-
ately, or they can be held for at least a
year for more favorable tax treatment.

Deferred Compensation Plans
With this option, the employee can
choose to defer some portion of cur-
rent compensation until a future date.
These deferrals may be salary, bonus, or
even equity compensation. Sometimes
the employer will also match these
deferrals. They are totally discretion-
ary, so any spousal maintenance should
be based on total compensation before
any deferrals. Any balances in the plan
are likely marital property as well and
should be analyzed carefully. Most plans
are distributable at retirement, but some
plans allow distributions during employ-
ment as well. These plans can also be
either qualified, pre-tax contributions
or non-qualified.

My spouse has executive
compensation and has filed for
divorce. Now what?

Do yourselfa favor and bring in a finan-
cial expert as early as possible, prefer-
ably before the discovery phase. A
Certified Divorce Financial Analyst®
(CDFA™) should be able to provide
you with a list of exactly what docu-
ments will be necessary to properly
value the assets and determine marital
property vs. separate property. This will
prevent any last minute scrambling if
you end up at trial. Most CDFA™ pro-
fessionals are qualified to do this, but
not all. Be sure to find one who is well-
versed in executive compensation.

It will also help if the financial
expert is available for any depositions
so that he or she can be qualified as an
expert early and preview for the other
party the quality of financial infor-
mation that you’re having prepared.
Sometimes, this is just what it takes to
encourage a settlement!

The financial expert can also
help ensure that the final Settlement
Agreement is written to properly
reflect the way the compensation will
be handled. Executive compensation
accounts are not usually eligible to
be given to a non-employee spouse at
the time of divorce, so the employee
spouse must have very specific instruc-
tions on what must happen to specific

shares, options, and grants upon vest-
ing that takes into account the taxation
responsibilities, etc.

Executive compensation can be
very complicated, and if you take it on
yourself, you’re exposing yourself to a
lot of risk. These assets are often sub-
stantial pieces of the marital pie and it
is critical that they are valued correctly
so that you can negotiate the best settle-
ment.

Nancy Hetrick (CDFA®,
MAFF™, AWMA®) is the
founder and CEO of
Phoenix based Smarter
Divorce Solutions, LLC
and a financial advisor
with Clarity Financial.
www.SmarterDivorceSolutions.com.

Related Article

Divorce and High-Net-Worth
Individuals

The investment options of high-
net-worth individuals and discuss
the impact of those options in mat-
rimonial matters.
www.divorcemag.com/articles/
divorce-and-high-net-worth-
individuals
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By Aviva Pinto
Divorce Financial Analyst

Divorcing After H0)?

Make Finances Your Top Priority!

ivorce is a reality for a growing

number of aging couples, a phe-

nomenon commonly referred to
as “gray divorce.” According to a 2013
study at Bowling Green State University,
the divorce rate among adults ages 50
and older doubled between 1990 and
2010. Now, one in four Americans get-
ting divorced is 50 or older.

The study also found that the
divorce rate is 2.5 times higher for those
in remarriages compared to those in first

marriages. The Baby Boomers (those
born between 1946 and 1964) were the
first to divorce and remarry while they
were young, and may experience even
more divorce as they age.

“Gray” Divorce Can Involve
Significant Assets

Divorces among couples in this age
group may have significant assets at
stake. At the same time, it is not unusual
for one spouse to have alack of in-depth

knowledge about the family’s finances.
In those circumstances, the non-moneyed
spouse may not be aware of what a fair
Settlement should be.

Whether or not you handled finan-
cial decisions during marriage, it’s criti-
cal to do whatever it takes to put your
emotions on hold when facing divorce.
You’ll need to focus on your future and
set financial goals, as these decisions
will likely affect the rest of your life.
Unfortunately, there is no “do-over” in
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divorce and you will need to focus on the
money during this painful process.

Even those with little or no financial
experience can become financially savvy
by asking the right questions and seeking
help from professionals such as lawyers
or financial advisors who specialize in
divorce. Consider working with a finan-
cial professional specializing in divorce
issues; they can act as an advisor to you
and your divorce lawyer, or as a financial
neutral helping both you and your spouse
find an equitable settlement.

Financial mistakes related to
divorce settlements are often rooted in
not realizing the consequences of a deci-
sion that seemed to make sense at the
time. These mistakes can happen when
decisions are made emotionally, not tak-
ing into account the ramifications from a
financial standpoint.

As an example, you might be
tempted by an offer to keep your family
home. You need to keep in mind that the
real value of that home after the mortgage
balance could be far less than its assessed
value. A home with a market value of $3
million but with a mortgage of $2 million
is really only worth $1 million to you. In
addition, if you keep the home, you will
need to consider whether you can afford
to maintain it over time, factoring in the
mortgage payments, taxes, and other car-
rying costs.

If you have decided to find a new
place to live, you need to consider
whether your income and/or settlement
will be enough to maintain your desired
lifestyle in that new location.

3 Financial Mistakes to Avoid

Before and During Divorce

In addition to the example above, the

following are three financial mistakes to

avoid if you are contemplating or going
through adivorce.

1. Underestimating your living
expenses. Most people know how
much they are paid, but often times
don’t know exactly where their
money goes each month. For those
who are not employed and/or are not
involved in financial decisions for
the household, this problem is often
amplified. Knowing how much you
need to maintain your lifestyle will

be crucial to negotiating the terms
of your divorce settlement. Be sure
to consider such expenses as health
insurance, which you might have had
through your spouse’s work and may
need to purchase independently post-
divorce. When detailing expenses
into the future, it is important to also
take inflation into account. What
something costs today (for example,
college education) could be much
more expensive in the future.

. Retaining illiquid assets. In most

divorces, one spouse keeps the pri-
mary residence and the other might
get a corresponding amount in cash,
retirement accounts, or other assets.
A similar process can be used when
a spouse or couple owns a business
or significant investment portfolio.
Although the split might be equal on
paper at the time of the divorce, one
spouse can be left with an asset (a
house or business) that could be dif-
ficult to sell. In addition, if a divorce
settlement drags on for months or
years, your financial situation can
suffer until you are able to get access
to those assets.

Failure to consider taxes. Be careful
to consider the implications of taxes
on your divorce settlement. Keep in
mind that you will be taxed on any
alimony that you receive.You should
also be aware of the taxes and pen-
alties assessed on distributions from
retirement assets. I[f you receive a por-
tion of a retirement account as part of
a Qualified Domestic Relations Order
(QDRO), you will be subject to a
20% withholding tax if you fail to roll
that retirement money directly into an
IRA or other retirement account. You
must also have a QDRO in place to
avoid an additional 10% penalty on
distributions taken before age 59 4.
A QDRO details how you and your
spouse will split qualified retirement
accounts, such as 401(k) or pen-
sion accounts.You will also need to
consider capital gains taxes on any
appreciated assets. This could include
selling a home that has appreciated
significantly or an investment port-
folio with stocks that were purchased
at a much lower dollar amount than

what they are worth today. Although
liquid and easy to sell, highly appre-
ciated investment assets may have
significant future tax liabilities due to
capital gains and have a much lower
actual after-tax worth to you.

Information Is Power
Idedlly, you should gather information
about your finances before you or your
spouse files for divorce. It can ultimately
saveyou timeand money because obtain-
ing information or discovering hidden
assets can sometimes become difficult
later, resulting in potential added lega
feesand stress.

You’ll want current records of
your assets detailing what you and your
spouse each own, together and sepa-
rately. Although information on children,
property, and assets is only required once
a divorce case is filed, you should start
collecting it in advance — especially if
your spouse is likely to take his or her
documents when you separate.

1. Listyour assets. Providing an inven-
tory of your assets and other financial
information is critical — not only so
that you know what you have, but
also to help your lawyer in negoti-
ating items such as alimony, child
support, and division of property in
your settlement. Items for the inven-
tory include real assets such as your
primary home; a secondary or vaca-
tion home; timeshares; rental prop-
erty; furniture; electronics; vehicles
such as cars, boats, motorcycles, and
recreational vehicles; art; jewelry;
and anything else of tangible value.
You should also inventory invest-
ments and liquid assets such as bank
accounts and cash; retirement, pen-
sion, and investment accounts; and
employee benefits or stock options.
Your lawyer also will need a list of
and details on all insurance policies —
including those for life, health, home,
and vehicles — and umbrella policies.
Other assets that sometimes are over-
looked include frequent flyer miles,
vacation pay, pensions or deferred
compensation from a previous job,
contents of safety deposit boxes, and
collectibles or valuable items related
to hobbies such as coins, books, or
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antiques. It is best practice to also
have appraisals for valuables such
as art, jewelry, and collectibles. You
should also list for your lawyer any
non-marital assets, or assets acquired
or inherited before your marriage,
that will not be included in a divorce
settlement.

2. Gather legal and tax documents.
Make sure you have all legal estate-
planning documents, including wills,
financial powers of lawyer, health-
care powers of lawyer, living wills,
and trusts. You will also need income
tax returns for the previous five years
along with all payroll statements and
pay stubs. If you and your spouse own
a business, you will need to gather
tax returns for the business, account-
ing statements showing profit/loss
and balances, any partnership agree-
ments, and business credit card state-
ments and records.

3. ldentify your liabilities and
expenses. Your lawyer will need
information on your liabilities and
living expenses in order to docu-
ment your current standard of living
and help you determine what it will
be after your divorce. Your liabilities
include what you owe in mortgages,
lines of credit, credit cards, and any
tax liabilities you might have, all of
which will be taken into account
when negotiating your settlement.

You will also need to detail all of
your expenses and cash needs, includ-
ing monthly mortgage or lease payments
for your current or future home; utili-
ties; insurance premiums for life, health,
auto, home, or any other policies; cur-
rent or future tuition; car payments; gas;
car maintenance; food; clothes; home
maintenance; memberships; vacations;
dining out; entertainment; and lawyer
fees. Ultimately, these expenses should
include anything you currently pay and
anything you expect to have to pay in
the future. Credit card and bank account
statements are good resources to use to
determine your historical recurring and
occasional expenses.

Keep in mind that the income and
assets that supported a single household
will now be split to support the lifestyle
for two households. When marriages

end, living costs easily can double, as
you will now need two homes plus the
utilities, taxes, and maintenance attrib-
utable to each. By detailing your assets,
liabilities, and expenses, and analyz-
ing your spending habits, you and your
professional advisors can craft the best
possible settlement and help you set up a
post-divorce financial plan to help ensure
a secure future.

Determining Where to File

In most situations, you will file for a
divorce in the state in which you and/or
your spouse live. If you and your spouse
own property in different states or you
live apart, you might be able to select the
state in which to file. In those situations,
you and your lawyer should evaluate
each state's divorce laws to determine
the best choice. Among the itemsto con-
sider are the length of time it will take
to grant a divorce, the age of majority
used in determining how long aparent is
required to pay child support (for some
statesit is 18 and othersit is 21), and fil-
ing and procedural rules, which can vary
significantly.

Some states have requirements that
limit options even if a couple has mul-
tiple homes or live in separate states.
For example, some states require that
child custody be determined by a court
in the state in which the children live;
other states require that decisions about
property must be decided by a court in
the state where the property is located.
Divorce laws also vary concerning other
matters such as how prenuptial agree-
ments are handled and whether alimony
is allowed.

If you do have a choice on where to
file for divorce, it’s important to consult
your lawyer — and possibly a financial
advisor — to ensure you make the best
decision for your unique situation.

Identifying Your Priorities

Once you have gathered al of the infor-
mation that your lawyer will need, you
can start to consider the bigger picture
questions. Initially, many people smply
focus on the settlement itself and how
much it should or could be. Instead, a
lifestyle analysis is needed to identify
the priorities that need to be covered.

Questions to consider as a part of
this lifestyle analysis include:

e What type of post-divorce lifestyle
do you want and is it realistic based
on your assets and likely settlement?

e How much income will you need for
the lifestyle you desire?

e Where will you live?

e If you haven’t worked outside the
home for many years, will you go
back to work? If so, will you need to
retrain first? How long will that take,
and how much are you likely to earn
when you re-enter the workforce?
If you’ve never worked outside the
home, it may be unrealistic to assume
you’ll be able to get a job — especially
if retirement is just a few short years
away.

e When will you want to retire or need
to start tapping your savings?

e Will you want or need to leave money
to your children or grandchildren?
Will you want to donate to charitable
or other organizations?

Your analysis should consider
your current assets, both liquid and
those that can’t be sold until later,
along with current and future expenses.
Examples of future expenses could be
your next home, college tuition, wed-
dings for your children, vehicles, and
healthcare. You’ll also want to estimate
your eventual Social Security benefits,
potential inheritances, taxes, and infla-
tion. All of this information can help
you determine how much you’ll need
to save, how much risk you can afford
to take with your investments, and how
much you can spend on a monthly and
annual basis.

A lifestyle analysis will consider
both wants and needs, and how they
fit into the life and lifestyle you desire.
For example, you might choose to work
and save over a longer period, or invest
more aggressively, so that you might be
able to afford to travel or spend on other
“wants” in the long term; or you might
choose to save less now, or select safer,
lower-risk investments, and live a more
frugal lifestyle later. These are deci-
sions that have the potential to affect
you, and possibly your children, for the
rest of your life, and they require care-
ful thought and deliberation.
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By working with a financial advi-
sor throughout divorce, you’ll have a
better understanding of your current and
future financial status. An advisor can
help you pursue your plan, make adjust-
ments as needed, maintain financial
independence, and retire comfortably.

The Right Divorce Settlement
With complete information, your lawyer
should work to get an equitable settle-
ment that meets your needs. Depending
on the state, an equitable settlement does
not necessarily mean equa amounts for
both spouses. Your lawyer may have to
negotiate aggressively to ensure your set-
tlement fairly reflectsthe best opportunity
for you to maintain your lifestyle.

This includes securing a settlement
that can generate the income you will
need. It also means being careful not to
accept a settlement that might lead to
additional expenses that could be a drag
on your finances and your future. For
example, if your settlement includes
highly appreciated stocks that will cause
a large tax bill upon sale, or includes a
home where the carrying costs are not
reasonable for your post-divorce income,
this could be detrimental to your future
financial well-being. If possible, try to get
payments upfront.

For some, post-divorce may be the
first time they have managed their own
money. An advisor can help execute a
post-divorce financial plan and make
adjustments as new circumstances and
changes in assumptions require. In some
cases, you may need to cut back on dis-
cretionary spending for entertainment or
vacations, or move to a smaller home.
Working with a financial advisor who will
help you define and set financial goals
will give you the confidence you need to
manage money and build a comfortable
future for yourself in your new life.

Aviva Pinto is a Certified
Divorce Financial
Analyst® (CDFA®) and

a Director of Bronfman
Rothschild, a registered
investment advisor.
Based in New York, she
has been in the investment business for
more than 25 years. www.belr.com

1. Do not overlook financial and

estate documents. It’s critical to
make sure you have updated ben-
eficiaries on insurance policies,
wills, IRAs, retirement accounts,
and similar documents after a
divorce settlement. Failure to
make changes can result in an
ex-spouse inheriting assets that
you intended to go to children,
a new spouse, or another desig-
nated heir. It is especially impor-
tant to have a Qualified Domestic
Relations Order (QDRO) in place. A
QDRO will detail how you and your
spouse will split qualified retire-
ment accounts such as 401(k) or
pension accounts. QDROs should
be filed before the divorce is offi-
cially finalized because it will need
to be approved by the retirement
plan sponsor.

. Protect your divorce settlement

with insurance. Provisions in a
divorce settlement such as child
support, alimony, and college
tuition are dependent on the ex-
spouse’s ability to continue pay-
ing. You can stipulate that your
ex-spouse is required to carry dis-
ability and life insurance as part
of your settlement, to guarantee
payment will continue in the event
your spouse dies or becomes dis-
abled. Another option is to be
designated as the beneficiary on
your ex-spouse’s retirement plan.

. Don’t forget about inflation.

Inflation can have dramatic long-
term effects on a settlement. For
example, educational expenses
have been increasing at a rate of

Securing Your Financial Life After Divorce

Here are five steps to help to secure your financial future. If you’re experiencing
gray divorce, pay particular attention to securing retirement assets.

6% —so if you have a child who will
be attending college, what costs
$40,000 today will cost $47,640 in
just four years. The U.S. inflation
rate has fluctuated between 0%
and 5.6% over the last ten years,
so ask your financial advisor what
rate(s) you should use for your
projected expenses, and be sure
to work inflation into your settle-
ment negotiations.

. Remember that you could be

entitled to Social Security. If a
couple was married for 10 years
or longer prior to divorce, a non-
working or lower-earning spouse
is entitled to a portion of his
or her spouse’s social security
benefits. These benefits do not
impact the worker spouse’s Social
Security payments.

. Plan for the long term. Planning

for your divorce settlement
should include a post-divorce
financial plan that considers your
long-term financial needs through
retirement and beyond — espe-
cially when retirement is only a
decade or so away. Transitioning
from one household to two will
add expenses, while the total
income supporting  divorcing
spouses may remain unchanged.
You will need a realistic estimate
of your financial resources to
determine whether they match
your long-term needs and expec-
tations. After you and your spouse
are divorced, it is important for
you to embrace the financial
plan that helped to shape your
settlement.

Even those with little or no financial experience
can become financially savvy by asking the right
questions and seeking help from professionals
who specialize in divorce.
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FINANCIAL
FRAUD &
DIVORCE

There are warning signs that your
spouse may have committed finan-
cial fraud in your marriage; the
greater the number of red flags, the
more likely that there is something
fishy about the family’s finances.

By Peggy L. Tracy, Certified Fraud Examiner

ivorce can create feelings of

sadness, anger, and betrayal

— especially if one spouse
had an affair, or the divorce request
came “out of the blue.” Those feelings
can lead to an intense mistrust of your
spouse, which may make you believe
that your spouse is hiding assets or
engaging in other financial misbehav-
ior. Before we start to discuss fraud and
divorce, you need to know that serious
fraud only occurs in a very small num-
ber of cases. So if your spouse is a sala-
ried employee, and you’ve been living
a normal, middle-class life for the last
20 years, it is very unlikely that there’s
a hidden offshore account full of cash
waiting to be discovered. Now, let’s talk
about how and why fraud could occur
in a divorce.

Hidden or missing assets and mis-
representation of family income are two
common areas of money manipulation
that, if left undiscovered, can lead to
a disproportionate share of the assets

going to one spouse. A divorcing spouse
may convince otherwise honest relatives
and friends to assist with concealing
marital assets by telling them that their
ex is racking up debts or emptying bank
accounts. Concealment is the corner-
stone of fraud.

During divorce, forensic (or inves-
tigative) accounting professionals can
trace the paper-trail of funds through the
various accounts of the marriage, deter-
mine the actual income of the family,
verify claims of “co-mingling” marital
and separate assets, or determine the
validity of a potential claim for dissipa-
tion of marital assets (see “Dissipation
Issues” for more on this topic).

A financial expert will review gen-
eral records, including the couple’s tax
returns, bank statements, credit-card
statements, business ledgers, apprais-
als of properties owned, and retirement
accounts. The more money a divorcing
person has, the more places it can be
squirreled away out of sight. Employees

of companies may have deferred com-
pensation plans, stock options, bonuses,
expense accounts, or other fringe ben-
efits that they “forget” to declare.
Business owners have ample opportuni-
ties to hide both income and assets from
the lawyer’s and spouse’s eyes — unless
someone has the financial skills to comb
through the records and make a profes-
sional judgment about the authenticity of
the books, records, and tax returns.

For families that have built up a
sizable nest egg, the hiding places can
become more numerous — and they also
might intentionally become more com-
plicated. Shell corporations, unfunded
trusts, life insurance vehicles, unknown
safe deposit boxes, and hidden broker-
age/online accounts are among just a
few of the hiding places that can be
uncovered through good financial detec-
tive work. Schemes vary depending on
perceived opportunity and motive, but
the ultimate goal is to defraud the other
spouse of their entitlement.

Financial Divorce Guide | 32



Red Flags

Evaluating changes in secrecy, lifestyle,

and income can lead to important cir-

cumstantial clues that may lead one
spouse to believe that fraud may be tak-
ing place. The most difficult element to
prove in fraud cases — fraudulent intent

— is usually proved circumstantialy. It

can be that “ahal” moment when faced

with evidence that cannot beignored any
longer. Typical red flags include items
such as:

e Change in the level of confidential-
ity between spouses.

* Mail being rerouted to an office or
new mail being received.

* Unexplained changes in habitual
behavior.

» Pattern changes due to addictions.

e Spending more time on the com-
puter, closing the screen when the
spouse walks in.

* Getting caught in lying or deceptive
behavior.

* Concealing details of transactions
from the spouse.

* Unusual and repeated cash with-
drawals from bank accounts.

* Loaning or giving money to family
and friends without spouse’s knowl-
edge or consent.

The greater the number of red
flags, the more likely that there is some-
thing fishy about the family’s finances.
The longer a spouse has access to per-
petrating a fraud, the easier it is to get
away with it; the more time that passes,
the more difficult it can be to access cer-
tain records or trace funds.

The Fraud Triangle
During the 1940s at Indiana University,
Dr. Donald Cressey created the “Fraud
Triangle” hypothesis to describe a new
type of criminal: the white-collar fraud-
ster. Similar to the idea of a three-legged
stool (which cannot stand without all
three legs), Dr. Cressey theorized that
there are three elements that must be
present for a person with no criminal his-
tory to commit fraud:

1. Perceived Opportunity. The per-
son believes he/she can commit the
indiscretion without being caught.

2. Pressure. This is the motive,

Dissipation occurs
when one spouse
wastes property
or money without
the knowledge or
consent of the other.

usually of a social or financial na-
ture. This is a problem the perpe-
trator believes he/she cannot share
with anyone.

3. Rationalization. This takes place
before the indiscretion. The rational-
ization is necessary so the individual
can maintain his/her self-concept as
an honest person caught in a bad set
of circumstances.

Trusted persons can become trust
violators at any point during the mar-
riage. Some start lying and cheating
soon after the wedding, others don’t start
until decades into the marriage, and oth-
ers never go down this road. However,
when someone sees him/herself as hav-
ing a problem that he/she can’t share,
then applies a rationalization to the
thought of committing a dishonest act
to secretly resolve the issue, he/she is on
the path to immoral or illegal behavior.

Dissipation Issues

A type of fraud specific to divorce is dis-

sipation. Dissipation occurs when one

spouse, essentially, wastes property or

money without the knowledge or con-

sent of the other spouse. There are many

legal definitions of what constitutes dis-

sipation, but they all involve minimizing

marital assets by hiding, depleting, or

diverting them. Some examples include:

*  Money spent on extramarital rela-
tionships (hotels, trips, gifts, etc.).

* Gambling losses.

* Transferring or “loaning” cash or
property to others.

* Selling expensive assets for much
less than they’re worth.

* Spending down business cash
account.

» Excessive spending, including

hobbies.
e Residence falling into foreclosure
e Ruining personal items.
e Work tools left out to rust.
e Destroying or failing to maintain
marital property.

If there has been an intentional dis-
sipation of marital assets, the innocent
spouse may be entitled to a larger share
of the remaining marital property; this
is something to discuss with an experi-
enced lawyer.

Other Fraud Issues

Aside from dissipation, other types of
fraud can be discovered during divorce
by investigating the family finances.
There are cases of forgeries and ques-
tionable documents, tax fraud, loan
fraud, and insurance fraud — but the
majority of divorce fraud is centered
within the framework of misappro-
priation of assets. Before launching
an investigation, ask yourself whether
there has been transparency and truth-
fulness about finances during your mar-
riage and divorce. Did both of you take
an active role in managing the money
and taxes together, or did you allow
your spouse to handle the finances dur-
ing your marriage?

One of the easiest ways to prevent
fraud in a marriage is to treat finances
like businesses do: using a checks-
and-balances system where both
spouses see, understand, and review
the finances. Holding family members
accountable for missing assets elimi-
nates the perceived opportunity and
takes away the ability to commit fraud.
Although this advice may come too late
for you, deterrence and vigilance is the
best way to stop fraud from starting in
the first place.

Peggy L. Tracy (CFP®,
CDFA®, CFE) is the
owner of Priority
Planning, LLC in
Wheaton, IL. A Certified
Fraud Examiner and
Certified Divorce
Financial Analyst®, she focuses on
forensic accounting for divorcing
clients. www.priorityplanning.biz.
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