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[ntroduction}

MA_2008 is a software tool for calculating spousal support and child support as
well as preparing afinancial analysis of the marital estate for use in pretrials and
trials. The child support software that isincorporated in MA_2008 isthe same asin
our long-standing Revised Ohio Child Support Guidelines (WROCSG) which has
been the child support calculator of choice since 1994. Over the years, more than
200 County Courts and Government Agencies use WROCSG including Domestic
Relations Courts, Juvenile Courts, Probate Courts, Child Support Enforcement
Agencies, Department of Human Services, Department of Job & Family Services,
Prosecutor’s Offices, Appellate Courts, Law Libraries and Universities.

Ohio Revised Code 3105.18(B) lists eleven factors atrial court must consider in de-
termining spousal support. The purpose of MA_2008 isto suggest a range of recom-
mended spousal support figuresthat is not simply the result of atax analysisor in-
come equalization formula. Y ou can view the results and methodol ogy by display-
ing the forms under the Spousal Support section of the Main Window's tree view.
There' s an illustration of the Main Window at the top of the following page.

The Spousal Support section of the Main Window contains these four items:
1. Income, Taxes, Support & Expenses

A Husband and Wife, side-by-side summary of the parties taxable and nontaxable
income along with persona and living expenses. Both before-tax and after-tax in-
formation is provided consistent with the currently-set amount of spousal support.
WEe'll give some more detailed information about this form later.

2. Support v. Lifestyle

Thisform is atable that summarizes the information contained in the Income, Ex-
penses, Support & Expenses form through a range of 28 different values of
spousal support. An excellent and interesting form for comparing the parties’ re-
spective ability to meet essential and non-essential living expenses at different lev-
els of spousal support. Thisform iselemental to the spousal support analysis.
Important levels of spousal support are highlighted in yellow.
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lllustration 1. The Main Window

3. Report—Statutory Considerations

This form begins by calculating the difference between the parties@espective total
incomes. These total income figures are then adjusted for payment of federal, state
and local income taxes so that a more realistic starting point is achieved for evaluat-
ing and comparing after-tax income and a party’s ability to meet living expenses.

Using this after-tax equalization as a starting point, MA 2008 goes on to test the
parties@ncomes against their essential and nonessential expenses. The obvious pur-
pose of this comparison being a determination as to whether a party can meet living
expenses at a particular income level. While distinguishing between essential and
nonessential living expenses may seem arbitrary or artificial, in cases where spend-
able income will not meet living expenses, knowing which expenses are nonessen-
tial takes on a greatly increased importance. Considering that division of the family
necessarily involves supporting two househol ds on the same combined income that
previously supported one, it is not surprising that categorizing expenses as essential
or nonessential is apractical necessity.

4. Set Spousal Support

This form shows the amount of spousal support calculated by MA 2008 from the
Support v Lifestyle form at the level where the parties@ota incomeisequal or near
to equal as adjusted for payment of spousal support, child support if applicable and
income taxes. NOTE: When you have reviewed the Lifestyle form and have de-
cided on a spousal support amount, thisis the form where you enter your chosen
spousal support amount. It is also useful to zero-override the amount on this form
when you wish to do a child support calculations or tax analysis without considering
spousal support and its tax consequences. An example of the form itself islater in
this manual.
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What can we say about the child support program that you don’t already know. One
important thing to note is that data entry can be performed on any of the three avail-
able child support forms: the Annotated form, the Statutory form, or the Short
form. The Annotated worksheet is recommended because it alows access to all the
collateral information and side calculations that are not available in the other work-
sheet versions. Another thing to note is that if you use the proper data entry method
asinour Tutoria and do the preliminary formsfirst (General Information, Payroll,
etc.), the child support worksheet will nearly fill itself out. If you attempt to com-
plete the child support worksheet without completing preliminary forms (i.e., in-
come, payroll and expense forms), you'll need to alot of overriding on the child
support form. This last point is worth repeating: it is difficult, if not impossible, to
start a new fileand diveright in to the child support worksheets—that’s what
the stand-alone child support program isfor. More directly, it isimportant that
you complete the General Information Worksheet, Income and Expense screens
before attempting to complete the child support worksheets.

There are anumber of ways in which the provisions of a separation agreement or
divorce judgment entry can affect a party®income taxes. Two common provisions
involve the taking of child dependency exemptions and the payment of alimony. Ali-
mony is now called spousal support in Ohio, but in this section of the manual we'll
call it alimony to be consistent with IRS terminology.

Under the Internal Revenue Code, the payment of alimony is an adjustment to the
payor®income, and its receipt isincome to the payee/recipient. Child dependency
exemptions are treated as deductions. To the alimony payor, the difference between
an adjustment to income and a child dependency exemption is usually not grezat.
They both decrease income prior to the determination of tax liability. Because the
adjustment or deduction istaken prior to the calculation of taxes, the dollar
amount of an adjustment or deduction does not translate dollar-for-dollar into
tax savings.

An example will help. Let®examine a person earning $45,000 annually who must
pay $7,500 annually in alimony payments. Most realize that the alimony payor does-
n't save $7,500 in taxes. Instead what happens is that the payor@income is reduced
by $7,500. The actual savingsis the differencein tax liability figured with and with-
out the adjustment. The payor®rea savingsis nowhere near $7,500. Below isa
breakdown assuming a standard deduction, filing status of single and one exemption.
The example uses 2006 tax figures because it isfor illustration of the principle in-
volved and not the actual numbers themselves. The difference between using 2008
tax information (which are not available at the time of this writing) and the 2006 tax
information is not important insofar as understanding the nature of tax deductions.
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Table 1. Tax consequences of making an annual $7,500 alimony payment.

2006 Without alimony
Income $45,000
Adjustment $0

Adjusted income $45,000
Deductions $5,150
Exemptions $3,300

Taxable income $36,550

Tax liability $5,695

With alimony
$45,000
$7,500
$37,500
$5,150
$3,300
$29,050
$3,980

Y ou can see from the above figures that the payment of $7,500 annual alimony did
not save the payor $7,500 but rather $1,715. This is accomplished by reducing the
payor®tax liability from $5,695 to $3,980. When we refer to an after-tax benefit of
$1,875, that' s the effect that we' re describing.

The deduction amount that one gets for child dependency exemptions works simi-
larly. Here®the breakdown assuming a standard deduction and two children and a
filing status head of household. See Table 2 below.

Table 2. Tax consequences of taking two child dependency exemptions.

2006 No dependents
Income $45,000
Adjustment $0

Adjusted income $45,000
Deductions $7,550
Exemptions $3,300

Taxable income $34,150

Tax liability $4,585

2 dependents
$45,000

$0

$45,000
$7,550

$9,900
$27,550
$3,595

The above example results in areal-dollar savings of $990 ($4,585 versus $3,595)
even though taking the two child dependency exemptions gave a deduction of

$6,600 ($3,300 per child).

Two observations can be made. First, when comparing the examples above, the abil-
ity of the taxpayer to qualify for Head of Household filing status resultsin a$1,110
savings ($5,695 versus $4,585). Second, the higher the taxable income, the more
real-dollar savings derived from a given adjustment or deduction.

"Head of household" isafiling status classification for unmarried people who paid
over half the cost of keeping up a home for aqualifying person, typically a child,
who lives with the taxpayer. Certain married people who live apart from their
spouse for the last 6 months of the year may also qualify even though they are tech-
nically married. IRS Publication 504 titled "Divorced or Separated Individuas' pro-
vides much useful information about the filing status test and the advantages of us-
ing that filing status. That publication, in aPDF file format, is available as part of

the MA_2008 installation.

One potentially useful application of therulesisthat aqualifying child need not be
claimed as an exemption of the taxpayer filing as head of household. Asaresult, in
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divorce and separation situations, the child dependency exemption can be awarded
to one spouse (usually the support payor) without affecting the recipient/residential
spouse®€ligibility for head of household status.

The second observation is that the spouse in the higher tax bracket istypically going
to derive more benefit from a given deduction. At the top of the following page we
present two scenarios illustrating that point arbitrarily using head of household

status and two dependents.

Table 3a. Tax consequences of taking dependency exemptions in a higher tax
bracket.

2006 No dependents 2 dependents
Income $85,000 $85,000
Adjustment $0 $0

Adjusted income $85,000 $85,000
Deductions $7,550 $7,550
Exemptions $3,300 $9,900
Taxable income $74,150 $67,550

Tax liability $13,896 $12,246

In this case the $6,200 exemption for the two children is worth $1,650 ($13,896 ver-
sus $12,246) in redl, after-tax dollars. Now |let®examine a spouse in alesser income
bracket:

Table 3b. Tax consequences of taking dependency exemptions in a lower tax bracket.

2006 No dependents 2 dependents
Income $25,000 $25,000
Adjustment $0 $0

Adjusted income $25,000 $25,000
Deductions $7,550 $7,550
Exemptions $3,300 $9,900
Taxable income $14,150 $7,550

Tax liability $1,585 $755

In this case the same two child dependency exemptions are worth $830. Basicaly,
persons with higher income receive greater tax savings. Be mindful of the fact that
in order to focus on effects of spousal support and child exemptions, the examples
above did not consider the child tax credit or the earned income credit. These issues
will considered in the next examples.

MA 2008 can do more than simply make these types of comparisons, it is also able
to consider more subtle and complicated situations. Take the example where the
spouse receiving aimony is marginally eigible for the earned income credit and the
additional child tax credit. In thisinstance, adding alimony to that spouse®income
does more than just make the alimony taxable. In certain instances, it can put the
spouse in a higher tax bracket and reduce or make that spouse ineligible for the
earned income credit and the child tax credit. Here®another example using $12,000
annual aimony, two children, and head of household status:
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Table 4. Collateral tax consequences of receiving alimony.

2006 Without alimony With $12,000 alimony
Income $22,000 $34,000
Adjustment $0 $0
Adjusted income $22,000 $34,000
Deductions $7,550 $7,550
Exemptions $9,900 $9,900
Taxable income $4,550 $16,550
Tax liability $455 $1,945
Child tax credit $455 $1,945
Earned income credit $2,846 $378
Additional child tax credit $1,545 $55

Tax refund $4,391 $433
Tax owed $0 $0

Before the introduction of alimony into the taxpayer/spouse’ sincome, they are re-
ceiving arefund of $4,391. When alimony is added to income, the taxpayer’ s refund
is reduced to $433 — a difference of $3,958! Why? One reason is that the taxable in-
come increased from $4,550 to $16,550 causing a 5% increase in the tax bracket —
from 10% to 15%. Also, the increase in income caused the taxpayer/spouse to lose
$2,468 of earned income credit. It’simportant to note that credits, unlike deductions
and adjustments, are true after-tax dollars; whereas, the $12,000 added alimony in-
comeis pre-tax and resultsin an additional tax liability, but not on adollar-for-dollar
basis. Again, in order to simplify the analysis we have not considered withholding
when referring to the “tax refund.”

The above examples are only the tip of the iceberg. There are other aspects of di-
vorce and separation that have tax consequences. IRAs and property settlements are
both discussed in the afore-mentioned IRS Publication 504. The beauty of MA_ 2008
isthat it can do the tax return processing in simultaneous pairs for both spouses and
then provide you with an easy to digest comparison of the results. Of course, another
huge benefit is the ability to perform “what if” scenarios amost instantaneously.
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