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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.

An Estate Tax Patch?

The politics of estate tax reform leads to speculation that we might get a one-year "patch" rather
than the permanent solution estate planners have been hoping for. So said John Buckley, the chief
tax counsel for the House Ways and Means Committee Democrats during a webcast by KPMG's
Tax Governance Institute. The background issue is "statutory pay-go," the requirement that new
spending or tax cuts be offset by tax increases or spending cuts elsewhere. Under H.R. 2920,
which passed the House in June, the White House Office of Management and Budget would be
authorized to impose cuts when new legislation adds to the deficit. However, that bill specifically
would exempt from its application a permanent extension of the 2009 estate tax exemption and
tax rates. That would "cost" an estimated $233 billion over the next ten years, compared to the
currently scheduled return to a $1 million exemption in 2011.

The Senate has not been enthusiastic about pay-go. Without it, according to Buckley, the House
Democrats lose their interest in a permanent estate tax fix. The alternative is to kick the problem
into next year with a one-year patch. Everyone seems to agree that allowing the federal estate tax
to expire, to be suspended for 2010, is the least likely option.



The CBO Weighs In

The CBO priced out four scenarios for permanent estate tax reform in its August budget report.
Three of them retain the current transfer tax structure. Alternative 1 provides for a $5 million
federal estate tax exemption and a tax rate equal to the top rate on capital gains, which is
scheduled to go to 20%. Alternative 2 is the same, but with an additional 30% tax bracket for
estates larger than $25 million. Alternative 3 would freeze the 2009 numbers, the $3.5 million
exemption and 45% tax rate. Under current law an estimated 58,000 estates will owe federal tax
in 2014. The number of taxable estates and the revenue impact of each alternative is in the table
below.

Exemption Top tax rate | Taxable estates (in 2014) | Five-year revenue cost
Alternative 1 $5 million 20% 5,300 $128 billion
Alternative 2 $5 million 30% 5,300 $117 billion
Alternative 3 $3.5 million 45% 9,400 $65 billion
Alternative 4 No estate tax | N.A. None $163

Source: Congressional Budget Office, Budget Options Volume 2, August 2009

Alternative 4 would make repeal of the federal estate tax permanent, but would retain carryover
basis for inherited assets, scheduled for next year. Thus, the revenue cost of this approach isn't
nearly so large as one might expect.

Recommendations for reforming federal transfer taxation were issued on July 14 by the American
Bar Association's Sections on Taxation and on Real Property, Trust and Estate Law. What is wanted
most of all is some certainty, stability and permanence in gift and estate taxes, after EGTRAA's
decade of phased changes threatened sunsets.

Also included in the blueprint:

reunification of the estate and gift tax exemptions, for fairness and simplification;
portability of estate tax exemptions between spouses;

v
v

v portability of the GST exemption;

v reform of estate tax breaks for family owned business; and
v

clarification of the rules for non-business valuation discounts.

Is Tax Reform on Track?

The Tax Reform Task Force, created by President Obama in March and headed by Paul Volcker
and Austan Goolsbee, has not scheduled any public meetings and has had little contact with
Congress, according to an August report by the Bureau of National Affairs. Apparently, an
extension of their December deadline is not contemplated. A large number of tax provisions expire



this year and next, increasing the urgency of the task. However, most of the legislative attention
has been directed to health care insurance issues, which is not expected to change.

The Delaware Estate Tax

Delaware has restored its estate tax, which had been repealed in 2005 with the final lapse of the
federal death tax credit. The "temporary" estate tax applies to Delaware residents who, through a
failure of planning, die after June 30, 2009, and before July 1, 2013. Tax rates are derived from the
now-repealed federal death tax credit table. The filing threshold is linked to the federal estate tax
exemption, but won't go below $3.5 million in the unlikely event that Congress fails in the task of
estate tax reform this year. Interestingly, it is not clear from the legislation that the full $3.5 million
will be exempt from tax if the threshold is breached, but some observers expect the Delaware
taxing authorities to clarify this question in the taxpayer's favor. When Maryland imposed a
"millionaire's surtax" a few years ago, the number of millionaires mysteriously dropped by fully a
third in a single year. Some of them may have moved to nearby Delaware, because it was a tax
haven when compared to Maryland. If so, the trend is now likely to slow.

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



