














owner turns age 70%2— would push them over the $250,000 or $200,000 thresholds for
higher federal taxes, a Roth conversion may be a wise move, says Steve Kunkel, director of
taxes at CBIZ MHM, a tax-advisory firm in Los Angeles. With a Roth, withdrawals aren't
required and you can keep the account growing, intact, for vour lifetime.

Limits on who can convert have been lifted for 2010, but not everyone will jump at the chance.
Income taxes are owed on any amount you convert, so vou must be confident that the Roth's
tax-free gains will outweigh the upfront tax bill over time.

WEALTHY TAXPAYERS SHOULD be on the lookout for changes in the estate tax next
vear. The tax expired at the end of last year—it has been zero for 2010—but is scheduled to
return next year at pre-2001 levels. That would mean that estates of as much as $1 million
would be exempt, and the top estate-tax rate will be 55%. That compares with last vear's $3.5
million exemption and top rate of 45%.

Michael J. Graetz, professor of tax law at Columbia University, says to expect either a
resumption of last vear's exemption and rates, or—if certain Republican proposals prevail—a
$5 million exemption and a 35% rate.

Many analysts predicted that Congress would have already acted to restore the estate tax this
vear to increase reventes.

But at this late stage, the likely outcome is that Congress eventually will offer a choice to
estates that owed no taxes in 2010: Either pay the estate tax retroactively under the new rules,
or lose the step-up in cost basis that beneficiaries typically get when inheriting appreciated
assets, asserts Graetz.

EVEN THESE TAX HIKES won't get the government out of its budget mess. "It isn't going
to be enough to fiddle with income-tax rates,” Williams says. To whittle the deficit down to 2%
of gross domestic product—a normal level since 1900—it would be necessary to raise income-
tax rates by 50%, according to a study by the Tax Policy Center. If rate increases were focused
on the top three tax brackets, they would have to go up 117%.

What's more likely: introduction of a consumption tax, known as a value-added tax, or VAT—
essentially a federal sales tax. Some 140 nations have a VAT. "The VAT is in our future,
because at some point, it will be the only thing standing between us and insolvency," says Len
Burman, former deputy assistant secretary of the U.S. Treasury department, and now a
professor at Syracuse University's Center for Policy Research. A 5% VAT rate would raise 5293
billion in 2012, and $3.3 trillion by 2019, according to the Tax Policy Center.

What will it take to bring about a VAT? A big wake-up eall—perhaps a failed Treasury auction,
or a downgrading of U.S. debt. Then Washington will rush to impose a big new tax.

Desperate times have always called for desperate measures. But for taxpayvers who make the
right moves now, there is no reason to despair.



