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Greetings!

We hope this letter finds you and your loved cnes happy and
healthy! We at Cochran Allan remain grateful to have an
amazing team and a wonderful group of clients. As always,
we are thankful for your trust in us and look forward to our
continued work together.

This year we are excited to announce thatSteven Sigsbury

has been promoted to partner. Steven joined Cochran Allan in 2014 and is a wonderfully
skilled and dedicated attorney and colleague. Steven received his undergraduate degree from
the University of Virginia and his 1.D. and Master of Laws (Taxation) from the University of
Denver. Our resident sports and technology expert, he lives in Willowsford, Virginia with his
wife and two young daughters. Please join us in congratulating Steven! He can be reached

directly at ssigsbury@cochranallan.com or 703.847.4494.

2019 was an eventful and often tumultuous year, leaving some uncertainty of what lies
ahead. Congress made significant changes to retirement planning with the passage of the
SECURE Act, and we write, in part, to highlight some of these changes. We encourage you to
speak with us, or with your financial advisor or accountant, for more detailed explanations or
to understand how the changes impact you. Additionally, as we do each year, we enclose
information about recent legal developments that may be important to your planning.

Please feel free to contact us with any questions you may have, and we look forward to
seeing you soon!

ESTATE TAX UPDATES

Federal Estate, Gift and GST Taxes.In December 2017, Congress doubled the estate,
gift and generation-skipping transfer ("GST") tax exemptions to $10 million per person,
adjusted for inflation. For 2020, the inflation-adjusted exemption amount has increased
to $11.58 million (or $23.16 million for married couples). Transfers in excess of the
exemption amount, during life or upon death, are taxed at a flat 40% federal

rate. Unless Congress acts to make the increases permanent, the increases will expire
at the end of 2025, resetting on January 1, 2026 to $5 million per person (adjusted for
inflation from 2012).

Federal Gift Tax Annual Exclusion. For gifts made in 2020, the federal gift tax annual
exclusion amount remains at its prior level of $15,000 per donor (or $30,000 for
married couples who elect to split gifts).

Virginla Estate Tax. Virginia has no estate tax.

District of Columbla Estate Tax. The D.C. estate tax exemption amount for 2020 has
been adjusted to $5,762,400. This amount is not portable or transferable between
spouses.

Maryland Estate Tax. The Maryland estate tax exemption amount for 2020 is $5
million. This amount is portable or transferable between spouses. Maryland imposes an
additional 10% inheritance tax on property passing at death to beneficiaries other than
the decedent’s spouse or domestic partner, parents, siblings, lineal descendants or
their spouses.

ESTATE TAX PLANNING

With the possibility of changed party control in the White House and in Congress
following the 2020 elections, clients with very large estates should consider taking
advantage of the high exemption amounts before any changes occur in the estate and
gift tax laws. One particularly useful strategy that married couples with very large
estates should consider is a so-called spousal lifetime access trust (SLAT). A SLAT is a
type of irrevocable trust established to benefit a spouse and family members and can
make use of the donor’s increased exemption amount, without gifting assets directly to
children. A SLAT can be structured so the donor spouse continues to pay the income
tax on the SLAT’s assets, which allows the trust assets to grow faster and eliminates
the requirement of filing separate income tax returns for the trust.

For all clients, even those with more modest estates, we continue to encourage
everyone who has not reviewed his or her estate planning documents since 2012 to do
s0. Between the Increased tax exemptions and portablity, traditional credit shelter or
bypass trusts often are not needed, and estate planning for many dlients can be
streamiined.

We also are increasingly focusing on income tax Issues surrounding irrevocable
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THE SECURE ACT
(and Inherited Retirement Accounts)

The Setting Every Community Up for Retirement Enhancement Act(the "SECURE Act”) was
signed into law at the end of 2019 and is effective January 1, 2020. The SECURE Act
overhauls many rules applicable to qualified retirement plans, and affects 401(k), 403(b) and
TSP plan accounts, as well as traditional and Roth IRAs.

In the estate planning area, the most significant change under the SECURE Act is thatmost
beneficlaries who Inherit qualified retirement assets will have to withdraw the assets within 10
years of the original account owner's death. Under prior law, most beneficiaries of inherited
retirement assets were able to “stretch” their required withdrawals (generally called required
minimum distributions or RMDs) over their life expectancies. This "stretch” provided a tax
benefit by allowing beneficiaries to delay income tax recognition on inherited retirement
assets.

For decedents dying in 2020 or later, beneficiaries of qualified retirement assets will have to
withdraw the assets within 10 years unless the beneficiary is:

= the surviving spouse of the deceased account owner;
= a minor child of the deceased account owner (but not minor grandchildren);
= disabled or chronically ill; or

= 10 years younger (or less) than the deceased account owner.

In all cases a beneficiary subject to the 10-year withdrawal can withdraw the account assets
anytime within the 10 years following the year of the account owner’s death, in one or more
installments of any size, without any obligation to take withdrawals in each of the 10

years. For a minor child, the child can take RMDs over his or life expectancy until reaching
the age of majority (usually 18) and then will have to withdraw the account assets within 10

years.

If the designated beneficiary of a retirement account is a trust rather than an individual, in
most cases, if the trust was properly drafted under prior law, the trustee will have to
withdraw the account assets within 10 years, rather than over the life expectancy of the trust
beneficiary (or oldest beneficiary in the case of a trust with multiple beneficiaries). If the trust
was not property drafted under prior law, the trustee likely will have to withdraw the account
assets within 5 years of the deceased account owner’s year of death, as was the case under
prior law.

There are two types of trusts which, under prior law and also under the SECURE Act, can be
named as beneficiaries of retirement account assets without triggering the shortened
withdrawal period of 5 years. One type of trust is referred to as a “conduit” trust, and the
other type is referred to as an “"accumulation” trust. In a conduit trust, when the trustee
withdraws retirement assets, the withdrawn assets must be distributed from the trust to the
trust beneficiary right away. With an accumulation trust, when the trustee withdraws
retirement plan assets, the withdrawn assets may be accumulated in the trust or distributed
to the trust beneficiary, generally as the trustee selects.

While many estate planners historically have favored conduit trusts,at Cochran Allan we
generally favor accumulation trusts. Under the SECURE Act accumulation trusts almost
always are the preferred cholce. Please contact us if you would like to revisit your estate plan
and beneficiary designations in light of the SECURE Act, and we also strongly recommend
discussing the SECURE Act with your financial advisor. As possible tax-savings strategies, you
may want to consider a Roth conversion and/or leaving retirement assets to charity or to a
charitable remainder trust.

STATE INCOME TAXATION OF TRUSTS

Many trusts have ties to several states. The trust creator (sometimes called the settlor or
grantor) often lives or lived in one state, a trustee lives in another state, and beneficiaries
may live yet in other states. The question of which state or states will tax a given trust is
complicated because different states tax trusts differently. For example, Virginia and Maryland
tax trusts created by their residents as long as any connection to the state remains, which will
be the case as long as the trust creator, trustee, or a beneficiary resides in the state. The
District of Columbia takes the far-reaching position that any trust created by a D.C. resident
(or a trust created from the estate of a D.C. domiciled decedent) forever will be subject to
D.C. tax, even if no connection with the state remains.

In June 2019, in a case known as Kaestner, the U.S. Supreme Court issued a unanimous
opinion addressing state income taxation of trusts. The Court held that a North Carolina
statute subjecting a trust to state income taxation, based solely on the trust beneficiary's
residence in the state, was unconstitutional. The decision clearly is pro-taxpayer, but
unfortunately many questions remain regarding the constitutional bases on which states can
tax trusts.

In the D.C., MD and VA area, the most significant question, which the Court did not reach in
Kaestner, is whether D.C.'s position of forever taxing trusts created by its residents is
unconstitutional. We will continue to keep you informed of any developments and possible
new planning opportunities in this area.

CRYPTOCURRENCY

‘You may have heard of Bitcoin and perhaps even own some. With a total market
capitalization in excess of $250 billion dollars (66% of which is Bitcoin alone), cryptocurrency
is very much a reality. By its very nature, cryptocurrency is private, hard to access, and
extremely speculative in nature. Many think it operates as a currency, like cash, but legally it
is more like tangible property. Absent specific instructions, trustees, beneficiaries and family
members may be confused about how to address cryptocurrency.

For clients with cryptocurrency concerns, we can add a simple model to your estate plan that
should allow your cryptocurrency to be correctly valued and distributed to your beneficiaries
in the manner you intend.

VIRGINIA CHANGES TO UTMA ACCOUNTS



https://cochranallan.com/trusts-estates
https://cochranallan.com/business-services
https://cochranallan.com/charitable-giving-1
https://cochranallan.com/philanthropy
https://cochranallan.com/about-us
https://cochranallan.com/our-people
https://cochranallan.com/contact
https://cochranallan.com/disclaimer

Virginia recently enacted a new statute which allows for custodian accounts created after July
2019 to be held for a beneficiary until age 25. Such accounts need to include “(25)" after the
words "Virginia Transfers to Minors Account”.

ELECTRONIC MEDICAL DIRECTIVE REGISTRIES

Virginia has launched a statewide Advance Health Care Directives Registry that provides a
free tool to store important documents relating to your medical wishes. The registry allows
Virginia residents to store their advance medical directives, living wills, financial durable
powers of attorney, and other documents so that medical providers, emergency responders,
family members, and anyone else granted access will honor their wishes. Virginia's registry is
called the Connect Virginia Exchange and is found at https://connectvirginia.org/adr/.

Maryland also has launched a freeAdvance Directive Program. Maryland uses a third-party
private registry, found at http://www.mydirective.com/. It allows for the creation of an
advance directive online.

The District of Columbia has not yet established a registry for health care documents, so D.C.
residents may consider using any of the national registries for storing electronic copies of
health care decuments.

Uploading documents to any electronic registry is voluntary, but it does provide a convenient
way for health-care providers to ascertain your health care wishes when you cannot
communicate and a directive is not already in the health care provider's immediate record.

VIRGINIA STATE CORPORATION COMMISSION'S
NEW ONLINE FILING SYSTEM

On December 9, 2019, the Virginia State Corporation Commission (SCC) transitioned to a new
online business entity filing system (CIS). This change resulted in many processing issues and
still generates high call volume to the SCC.

All accounts opened in the old system known as SCC eFile have been deactivated. To use the
new CIS, users will need to create a new account, select a username and password, enter a
mailing and home address, and undergo identity verification through Experian.

In connection with the new filing system, the SCC has issued a Personal Identification
Number (PIN) to each business entity and each registered agent to indicate their authority to
file and change records online. PINs assigned to a business entity begin with "BE" and may
be used to make all filings and submissions requiring a PIN, except resignation of a registered
agent. PINs assigned to a registered agent begin with "RA" and may only be used to resign
as a registered agent and update the agent’s name and registered office address. If you are a
business owner who also serves as registered agent, you should have received two PINs
from the SCC.

If you have need assistance resetting your PIN, forming a business entity, or filing an annual
report, please contact our partner Gosia Bochenek at 703.847.4482 or
gbochenek@cochranallan.com.

IDENTIFICATION OF OWNERS OR CONTROLLING PERSONS
NEW DISTRICT OF COLUMBIA REQUIREMENTS

The District of Columbia now requires an entity filing made after January 1, 2020 to include
the names, residence and businesses addresses of any natural person (i) whose aggregate
share of direct or indirect, legal or beneficial ownership or total distributional interest of the
entity exceeds 10%; or (ii) who controls or has the ability to control the financial or
operational decisions of the entity.

Existing entities will have to disclose this information in the biennial reports they file with D.C.
Department of Consumer and Regulatory Affairs. If you currently operate your D.C. entity
under your name and the names of any other owners with at least a 10% ownership interest,
no changes are needed.

Please feel free to contact us with any guestions you may have,
and we look forward to seeing you soon.

Phone: 703.847.4480
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