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Greetings
Northwest Bank's Investment Management Group would like to help you stay informed on the
issues shaping your clients' financial and estate planning needs.

We hope you find this newsletter and future editions helpful. Each newsletter will provide
brief estate and financial related topics that catch our attention.

If we can be of any assistance please contact one of our estate and financial planning
professionals. We look forward to working with you.

Please Join Us and Bring a Friend

Financial Market and Tax Outlook
2010

This informative event will highlight the most important individual tax law updates

in 2010. We'll also provide perspective on the turbulent financial markets
and interest rates of 2009, and offer an informed outlook of the trends

and opportunities that will shape 2010.

Tuesday, February 9, 2010
11:45 am - Complimentary Lunch

12:00 pm - 1:00 pm - Program

The Lodge (formerly Jumers) Mozart Room
900 Spruce Hills Drive, Bettendorf, IA 52722

Please RSVP by Friday, February 5, 2010 by calling 563.388.2628
or email Cody Allen at CAllen@NorthwestBank.com
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The Unexpected Day

Estate planners had nearly ten years to prepare for it, yet almost no one believed that the day
would come. As of January 1, 2010, there is no federal estate or generation-skipping transfer tax.
Suddenly, the matter of federal taxation of a decedent's estate has been catapulted into the
public's consciousness with articles in the national press.

What happened? A bipartisan compromise, offered by two Democrats and two Republicans on the
House Ways and Means Committee, failed in the House along party lines. The measure would
have lifted the amount exempt from federal estate tax to $5 million over the next ten
years. Instead, the House passed a permanent extension of 2009's $3.5 million exemption and
45% estate tax rate.

The Senate was too preoccupied by health care to get to estate taxes. Senate Finance Committee
Chairman Max Baucus asked for unanimous consent for a simple extension of the current law, to
which minority leader Mitch McConnell objected. McConnell in turn asked for unanimous
consent to a measure boosting the exemption to $5 million (the House's bipartisan compromise),
and Baucus objected to that. It wouldn't have mattered, because by that time the House couldn't
have taken up the new legislation.

Also left unfinished by the Senate, the $31 billion extenders bill. Tax breaks can be granted
retroactively, of course, so that one is less problematic.

Retroactive Restoration

Senate Finance Chair Max Baucus promised early action on the $31 billion "tax extenders" bill
already passed by the House. "We intend to extend the provisions without a gap in coverage, just
as the House did on December 9th of this year (2009)," said Baucus.

On the other hand, permanent estate tax reform may have to be folded into a larger tax reform
effort for 2010. Baucus has said that the estate tax will be reformed retroactively. There could be
serious pushback on that idea, and the longer that Congress dithers, the harder it might be to
impose a retroactive tax. Large estates are escaping federal estate taxation at the rate of roughly 15
per day.

The key case on retroactive changes to estate tax law is U.S. v. Carlton, 512 U.S. 26
(1994). Congress too hastily added an estate tax break for a sale of shares by an estate to an ESOP.
Because the statute did not require the shares to be owned by the decedent at death, one canny
executor purchased some $10 million worth of MCI shares with estate assets and sold the shares to
MClI's ESOP, generating a $5.3 million deduction for the estate.

That's not what Congress had in mind, and the reforming legislation was made retroactive,
invalidating the deduction. The U.S. Supreme Court sustained the retroactivity, saying that the
legislation was "curative." Could such logic apply to the restoration of the estate tax after it has



lapsed due to the very deliberate action of an earlier Congress? At a minimum, it would take years
of litigation to answer the question.

The stakes for general tax reform in 2010 are especially high, as all the Bush tax cuts will be
expiring at year-end. If estate tax reform gets attached to a huge tax reform measure, it could be
August before it is enacted, and the fight could easily run up against election season.

There is now a very real possibility that 2011 will dawn with a $1 million federal estate tax
exemption and top marginal rate of 55% (60% for estates hit by the 5% surtax). All Congress has to
do to get to that result is nothing, as they did in 2009.

What to Tell Clients

The lapse of the estate tax raises a host of estate planning questions. Among them are the carryover
basis rules that have just gone into effect, including basis adjustments to be handled by the estate's
executor. Also, what happens with formula clauses for allocating the division of an estate between
a marital trust and a bypass trust? What effect does a clause that "reduces estate taxes to zero"
have if there is no federal estate tax? Could surviving spouses be disinherited inadvertently? Or is
that the preferred result, if it also means that a multimillion-dollar bypass trust could be created in
2010 that could protect the family fortune for decades?

Is an early resolution of the estate tax conundrum likely, given that Congress did nothing all last
year? Some observers have suggested that Congress will work hard in 2010 to wring every possible
campaign dollar from the uncertainty that has been created by the expiration of the federal estate
tax. That argues against early resolution.

Your clients' money is important to you. At Northwest Bank & Trust Company, it's important to us
too. We feel it's our job not only to help our clients find ways to save money and build their net
worth, but we also take pride in protecting their assets so that they can have a better tomorrow.

Providing Direction. Producing Results. |



