[Dear Client Letter on Tax Issues in Divorce]

[Adapt this letter as appropriate to send to your clients to help them understand the tax implications of their decisions in putting together a divorce agreement. For background, read Terry Myers and Dee DeScherer, “Divorces Are Bad Enough (Tax Slip-ups Can Make Them Worse),” Intuit® ProConnection® (VI:07), August 2007, at http://accountant.intuit.com.
[Your Letterhead Stationery]

[Date]

[Your Client’s Address]
Dear [Client],

I understand that you are in the process of getting a divorce. My sympathies are with you because even the most amicable divorce can be a traumatic experience. And I’m sure that taxes are not high on your priority list at this time. 
Nonetheless, a divorce does have tax implications for your and for your ex-spouse that should be factored into your divorce negotiations. It has been my experience that many individuals discover after-the-fact that the tax consequences of their divorce agreements are not at all what they expected. Therefore, I’d like to take this opportunity to alert you to some of the basic tax rules in advance—while there is still time to negotiate changes.
Alimony is, of course, one of the major components of a divorce agreement. Alimony is deductible by the payor and includible in the gross income of the payee—but only if certain tax law requirements are met. Unfortunately, some alimony agreements do not meet those requirements. For example, in one recent case, a court ruled that a taxpayer could not deduct his payments to his ex-spouse because the couple’s divorce agreement called for “lump-sum alimony” payable in monthly installments that could potentially continue after the death of the payee. And the tax law allows a deduction for alimony payments only if they end on the death of the payee ex-spouse. 

How and when alimony payments are made can be equally important from a tax standpoint. The tax law says that to be deductible alimony must be paid “under a divorce or separation agreement.” And in another recent case, a taxpayer whose divorce agreement called for payments as of April 1 was denied a deduction for a payment he made just a few days earlier. 

On the other hand, payments that do qualify as alimony don’t always have to be treated that way. A divorcing couple can agree that otherwise qualifying payments are not alimony. For example, it may be preferable from a tax standpoint for payments to be nondeductible by the payor and excluded from the payee’s income. 
Of course alimony is not the only financial consideration in a divorce. And how you handle child support, property settlements, and expense payments such as home mortgage will also have tax consequences. 

If you are concerned about any tax aspects of your pending divorce, please be assured that my office is ready to assist you and your attorneys in devising a plan that meets your tax needs. 
Sincerely,

Your Tax Preparer

