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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.

CRS Analyzes the Estate Tax

The Congressional Research Service (CRS) issued a report on April 23 reviewing the
impact of the federal estate tax. Estate taxes are a minor portion of the Treasury's receipts - it
would come to only 1.3% of total federal revenue in 2012 if the $1 million exemption is retained,
an outcome few advocate.

The report contrasted a $1 million exemption and a 55% top tax rate with a $3.5 million
exemption, 45% tax rate and a $5 million exemption, 35% tax rate, the approach favored by some
Republicans. Whatever approach is taken, the report found that most of the revenue will come
from estates of $20 million and larger.

Advocates for lower (or no) estate taxes are disproportionately business owners and farmers, and
the report helps make plain why that is so. If the law is not changed so that the exemption reverts
to $1 million, in 2011 an estimated 3,030 estates of small business owners will be socked by the
federal estate tax. Another 1,659 family farms will be hit by the tax in that year alone. The
number of affected estates would be reduced by 90% by boosting the exemption to $5 million.

What effect does the federal estate tax have on charitable giving? Not much, says the CRS. They
project a decline in charitable gifts of just 2% if the exemption is boosted to $5 million, compared
to leaving it at $1 million, (although the impact could be larger on foundations and, perhaps,
colleges, which are more reliant upon bequests).

The report also examined the idea of allowing for portability of the federal exemption between
spouses. Once again, an idea that sounds simple turns out to have practical difficulties. For



example, how many times, or through how many marriages, should an exemption be inheritable?
Should the inherited exemption be capped at the size of the deceased spouse's taxable
estate? Although such a rule would be equitable, it would require estate tax return filings by
otherwise nontaxable estates.

The report was issued to provide guidance to legislators as they ponder the issues this year.

Senate Budget Committee Decision

On April 22 the Senate Budget Committee passed a budget resolution for 2011, on a 12 to 10
vote. Democrat Russ Feingold joined all Republicans in voting against the resolution, which is not
binding but provides insight into possible future legislation. The resolution calls for extension of
the 2009 estate tax rules for 2010 and 2011 only, at a projected "cost" of $14 billion. An extension
of the higher exemption beyond that window would have to be offset by tax increases or spending
cuts.

ABA Asks for Action

The American Bar Association's (ABA) Section of Taxation sent a letter on April 5 to the Senate
Finance Committee and the House Ways and Means Committee, asking for early attention to the
many tax complexities that have arisen with the lapse of the federal estate tax. The uncertainty is
making estate administration very difficult, not to mention the problems of how to advise clients in
the preparation of their estate planning documents.

This letter was followed up by an April 15 letter to the Senate Finance Committee from the ABA's
Sections of Taxation and of Real Property, Trust and Estate Law, requesting a Committee hearing
on the issues that have emerged from the 2010 tax changes. Topics could include:

V' Present tax issues, such as the challenge of understanding and applying the carryover basis
rules;

V' Present non-tax issues, such as the interpretation of formula clauses in the estate plans of
2010 decedents;

V' Future issues created by the 2010 gap in the estate and generation-skipping transfer tax;
and

V' Non-tax issues that might be created or aggravated by the legislative response to these
problems. These include the question of retroactivity for this year, and the tension that
would emerge if executors are given a choice between the estate tax and carryover basis
(an approach to retroactive estate tax restoration that would pass constitutional muster).
Such a choice could have markedly different impact on different estate beneficiaries.



Estate Tax Audits Charging Ahead

The fact that there is no estate tax this year has not slowed the IRS estate tax return audit rate,
looking at past years, Dow Jones has reported. The Service looks for adjustments to asset
valuations, and it has been quick to challenge effectiveness of some strategies, such as family
limited partnerships. The average amount of additional estate tax assessed after an estate tax audit
is $363,149, according to the IRS.

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. At Northwest Bank, that's not just a catchy tagline, it's
how we've done business since 1941. Thank you for being a part of that history.

Sincerely,

Cody Allen
Northwest Bank & Trust Company

563.388.2622 or CAllen@NorthwestBank.com



