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How to Calculate Family Law Financial
Formulas: Agenda

Salstrom Formula @
Review the formula and an example
Methods for division
Tax treatments for various equity based awards
Document checklist
Tips for overcoming challenges

Schmitz Formula
Review various examples including Antone and Dorweliler
Document checklist
Tips for overcoming challenges

Mauer Calculations
Retirement and Non-retirement assets
Example calculation for near-term retirement liquidation




Salstrom v Salstrom 404 N.W.2d at 848
(Minn.Ct.App.1987)

Addresses equity based awards granted during the
marriage which have vesting periods extending
beyond the marriage.

Court of appeals adopted the “time-rule” based on
Janssen v. Janssen 331 N.W.2d 752 (Minn. 1983).

Types of equity based awards include, but are not
limited to stock options, restricted stock and stock
appreciation rights.



Janssen formula adopted in Salstrom

The marital interest in each payment will be a fraction of
that payment:

the numerator of the fraction being the number of years
(or months) of marriage during which benefits were being
accumulated

the denominator being the total number of years (or
months) during which benefits were accumulated prior to
when paid.




Marital

Portion Marital
Grant Date # of Shares Vest Date 3/31/18 Percentage
500 3/31/2017 12/12 100%
500 3/31/2018 24/24 100%
3/31/2016 500 3/31/2019 24/36 67%
500 3/31/2020 24/48 50%

Assumes a 4-Year Vesting Period; 2,000 Options Granted March 31, 2016
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Grant agreement (there should be one agreement for
each grant issued, including the vesting schedule and
exercise price)

Statement of all grants issued including vesting date,
maturity date, exercise price, date of exercise, shares
vested but not exercised, and unvested shares

Annual total compensation reports

Statements of account issued by the servicer of the
equity of awards (e.g. Fidelity, Wells Fargo, E-Trade,

etc.) Note: Request as of the valuation date and historical
year-end statements



Reconcile awards existing at the date of valuation
and what will exist post settlement or decree

For awards liquidated after the valuation date but
during the pendency of the proceeding consider the
following practice types:

Handle separate from the Salstrom Analysis

Request transaction confirmations

Examine withholding rates



Schmitz v Schmitz 309 N.W.2d 748 (Minn. 1981)

Addresses the apportionment of appreciation in real
estate having both marital and non-marital
characteristics

Marital estate gains equity through the servicing of
the mortgage debt

Non-marital is expressed as a percentage of equity to
total value



Step 1) Calculate Equity at Date of Marriage:

1 Market Value
2 Mortgage Balance

3

Equity on date of marriage

Step 2) Calculate Nonmarital %:

4 Nonmarital equity (Line 3)

5 Market value of home on date of marriage (Line 1)

6

Nonmarital % (Line 4 / Line 5)

Nonmarital Marital Total
75,000 225,000 300,000
- (225,000) (225,000)
75,000 - 75,000
75,000
300,000
25.0%



Step 3) Calculate Nonmarital Value for Divorce:

7 Market value
8 Nonmarital % (Line 6)

9

Step 4) Calculate Equity at Date of Divorce:

Nonmarital value

10 Market value (Line 7)
11 Balance on mortgage

12

Equity at date of divorce

Nonmarital
400,000
25.0%
100,000
Nonmarital Marital Total
100,000 300,000 400,000
- (200,000) (200,000)
100,000 100,000 200,000




Antone v Antone 645 N.W.2d 96, 102 (Minn. 2002)

By refinancing the mortgages, the marital estate
effectively borrowed against its interest in the
homestead as determined by the Schmitz formula.



Step 1) Calculate Equity at Date Marriage: Nonmarital Marital Total

1 Market Value 75,000 225,000 300,000
2 Mortgage Balance - (225,000) (225,000)
3 Equity on date of marriage 75,000 - 75,000

Step 2) Calculate Nonmarital %:

4 Nonmarital equity (Line 3) 75,000
5 Market value of home on date of marriage 300,000
6 Nonmarital % (Line 4 / Line 5) 25.0%




Step 3) Calculate Nonmarital Before Refinance:

7 Market value
8 Nonmarital % (Line 6)
9 Nonmarital value

Step 4) Allocation of Equity Before Refinance:

10 Market value
11 Balance on mortgage before refinance
12 Equity before refinance

Step 5) Allocation of Equity After Refinance:

13 Market value
14 Balance on mortgage after refinance
15 Equity after refinance

" 16 Nonmarital % (Line 15 "Nonmarital" / Line 13 "Total")

Nonmarital
350,000
25.0%
87,500
Nonmarital Marital Total
87,500 262,500 350,000
- (210,000) (210,000)
87,500 52,500 140,000
Nonmarital Marital Total
87,500 262,500 350,000
(17,500) (262,500) (280,000)
70,000 - 70,000
20.0%



Dorweller v Dorweller 413 N.W.2d 572
(Minn.App.1987)

The cost of Improvements must be subtracted from
the current value of the house in order to determine
the increase in value of the property due solely to

appreciation.



Step 1) Calculate Equity at Date Marriage: Nonmarital Marital Total

1 Market Value 75,000 225,000 300,000
2 Mortgage Balance - (225,000) (225,000)
3 Equity on date of marriage 75,000 - 75,000

Step 2) Calculate Nonmarital %:

4 Nonmarital equity (Line 3) 75,000
5 Market value of home on date of marriage 300,000
6 Nonmarital % (Line 4 / Line 5) 25.0%




Step 3) Calculate Nonmarital at Date of Divorce: Nonmarital

7 Market value 400,000

8 Less: Home improvements (40,000)

9 Net value excluding improvements 360,000
10 Nonmarital % 25.0%
11 Nonmarital value 90,000

Step 4) Calculate Equity at Date of Divorce: Nonmarital Marital Total

12 Market value, less improvements 90,000 270,000 360,000
13 Addback: Home improvements - 40,000 40,000
14 Balance on mortgage - (200,000) (200,000)

15 Equity at date of divorce 90,000 110,000 200,000




Debt balance information as of the date of marriage

Estimated value of the property as of the date of
marriage

Copies of settlement statements and mortgages for any
purchases of real estate in which non-marital funds
were invested

Copies of settlement statements, mortgages, and
appraisals for any refinances on the real estate in which
non-marital funds were invested

Line of credit histories for any home equity lines of
credit taken against real estate in which non-marital
funds were invested



Coplies of settlement statements for any sales of real estate
In which non-marital funds were invested

Documentation such as copies of checks, bank records, etc.
Indicating the receipt and/or use of non-marital funds
toward real estate

List of significant improvements to real estate and the
related cost (include invoices, check copies, and bank
records to document cost of Improvements)

If non-marital funds were invested in improvements,
Include documentation such as copies of checks, bank
records, etc. indicating the non-marital funding of such
Improvements

Current estimated or appraised market value of the property

Statements reflecting current debt balances secured by the
property



Schmitz Formula: Overcoming Challenges
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The Supreme Court explicitly rejected the notion
there was a bright-line rule prohibiting consideration
of tax consequences unless a sale of property is either
required or certain to occur within a short time of
dissolution.

The Supreme Court noted that although tax rates are
subject to change, “it Is practically certain that the
asset will be taxed” Mauer v. Mauer 623 N.W.2d
604 (Minn. 2001).



Long-term retirement withdrawals require complex
projections to determine the appropriate tax rates in
retirement. Various assumptions are required in
preparing the projections.

Balance of assets at date of retirement

Growth rate

Withdrawal rate

Other sources of retirement income

Near-term liguidation events require a tax
calculation to be prepared with and without the
retirement withdrawal income.



Case One

Tax Calculation With No

Retirement Withdrawal

Case Two
Tax Calculation With
Retirement Withdrawal

Husband Wife Husband Wife

Cash Flow Calculation

1 Salary 130,000 50,000 130,000 50,000
2 Traditional Retirement Withdrawals 0 0 100,000 0
3 Spousal Maintenance 2,000 | (24,000) 24,000 2,000 | (24,000) 24,000
4 Total Income 106,000 74,000 206,000 74,000
5 Income Taxes (Below) (22,783)  (9,981) (58,206)  (9,981)
6 Social Security and Medicare Taxes (9,846) (3,825) (9,846) (3,825)
7 Total Taxes (32,629) (13,806) (68,052) (13,806)
8 Annual Cash Flow 73,371 60,194 137,948 60,194
& Monthly Cash Flow 6,114 5,016 11,496 5,016
10 Income Taxes with No Withdrawal (Case One, Line 5) (22,783)

11 Income Taxes with Withdrawal (Case Two, Line 5) (58,206)

12 Early Withdrawal Penalty 0

13 Additional Tax Due on Withdrawal 35% (35,423)




Most commonly discussed in cases where
business Interests or commercial real estate exist

Built-in gains are most likely to be recognized if the
business or commercial real estate will soon be
sold (making the tax a "virtual certainty"), at a tax
rate that can be reasonably quantified
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