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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.

President’s Budget: Effect on Taxation

The President's budget plan, released in May, included some surprises when compared to the
blueprint announced in February. For one thing, tax increases shot up by nearly one-third, from a
projected $1.368 trillion over ten years to $1.779 trillion. For another, the President's proposal to
freeze the 2009 federal estate tax exemption amount and tax rate was accompanied by three
newly proposed transfer tax changes:

» a requirement for consistency in estate and gift tax reporting (raising $1.87 billion over ten
years);

» new restrictions on valuation discounts for transfers of interests in family-controlled entities
(more than $19 billion over ten years); and

» a minimum ten-year term for Grantor Retained Annuity Trusts ($3.25 billion over ten
years).

The time frame for Congress's grappling with these issues remains very uncertain at this writing.

Transfer Taxation Reform

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;
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» portability of the GST exemption;

» reform of estate tax breaks for family owned business; and
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clarification of the rules for non-business valuation discounts.

Freezing 09 Federal Estate Tax Exemption: Loss of Tax Dollars in 2010

The Joint Committee on Taxation estimated the revenue effects of freezing the 2009 federal estate
tax exemption at $3.5 million and keeping the 45% tax rate. The freeze would generate a large
amount of new revenue in 2010, when we are scheduled by current law to have a one-year hiatus
from the federal estate tax, but it would "lose" revenue in the following years, compared to the
reversion to the fixed $1 million exemption caused by the sunset provision of EGTRRA. The
amount of the revenue loss would be the tax imposed on the $1 million to $3.5 million bracket,
because the excess would be taxable under either scenario.

With that in mind, the JCT's projections are surprising (dollars in millions):
2010 $468
2011 -$642
2012 -$18,303
2013 -$21,847

The jump between 2011 and 2012 in projected revenue loss must indicate a dramatic increase in
the numbers of projected estates falling in that $1 million to $3.5 million bracket.

A $5 million exempt amount from federal estate tax is included in H.R. 2658, introduced on June
2, 2009, by Rep. Michael Capuano (D-Mass.). The bare-bones bill adds an inflation adjustment to
the exempt amount after 2010, but does not include other innovations, such as portability of the
unused exempt amounts between spouses.

Charitable Bequests and Estate Taxes

Would charitable bequests fall in the absence of an estate tax? That question has been debated
thoroughly in recent years. One school believes that the incentive effect of the estate tax
charitable deduction is crucial to promoting testamentary gifts, while the other suggests that
complete elimination of death taxes would free up more resources from which gifts could be
made.

An interesting but ultimately inconclusive study of the subject was published by David
Joulfaian of the Treasury Department's Office of Tax Analysis. He reviews a number of models for
predicting changes in taxpayer behavior, but concludes that they are more relevant for analyzing



tweaks to the system than outright repeal of the estate tax. Along the way, he provides some
interesting facts:

» Charitable bequests totaled a scant $3 billion in 1982 but grew to $17 billion in 2004. The
largest gross donations, $19.7 billion, came in 2001.

» Although much of the increase is attributable to growing asset values during the period, the
share of wealth dedicated to philanthropy also rose, from 6.5% in 1982 to 9.0% in 2001
and 9.9% in 2004. Note that the exempt amount was increased in fits and starts through
this period.

» In 2004 there were fewer than half as many estate tax returns as there were in 2001,
because the exempt amount was higher. Yet the gross total reported taxable gifts fell by
less than 10%-and these totals can't include the many charitable gifts that were made from
estates smaller than the filing threshold.

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



