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SECTION ONE

GETTING STARTED


CHAPTER 1

How Are You Doing?

Taking control of your finances. The very sound of it delivers a jolt of self-confindence. Once you're in control of your finances, after all, you can do what it takes to reach your most important money goals. But don't be in a hurry. Many people mistakenly think that the way to become financially independent is to plunge into stocks or mutual funds and hope for some winners. Actually, the secret to financial success is educating yourself about all the key areas of personal finance—from taxes to investing to debt management to estate planning—and then taking the right steps in each.

Before you make any moves to improve your financial lot in life, you need to know how you're doing currently. By putting down on paper the true numbers representing your finances—your assets, your liabilities, and your net worty—you'll see where you need to get started improving your situation.

Determining Your Assets, Liabilities, and Net Worth

So, do you know how you're doing, really? Chances are, you have a vague notion. For instance, you may be pretty cartain that your debts are higher than they ought to be. Or that you could be investing a bit more. Perhaps you've been squirreling away money for years and have amassed a substantial amount. By filling in the following worksheets, you'll know for sure.

Sizing yourself up means looking at three important financial indicators: your assets, your liabilities, and your net worth.Your assets are all the things you own: the money you have in the bank, your furniture, your home, your investments. Your liabilities are the debts you owe. Your net worth is what you get when you subtract your liabilities from your assets. In some cases, particularly if you are young and haven't accumulated much yet, your net worth is a negative figure.

Complete the following “Calculate Your Net Worth Worksheet” and you'll learn exactly how much you have in assets and liabilities and, ultimately, your current net worth. To fill in the blanks, you will need to pull together your financial records. This could take a few hours, and admittedly, it's not a lot of fun to do. Once you've completed the exercise, however, you'll have all the data you need to help you make some important calculations, such as the amount you'll need to save and invest to retire comfortably or to send your children to college. What's more, you'll be able to tell which types of assets you should build up and which types of liabilities you should whittle down. You'll learn more about investing and debt management later in the book.

CALCULATE YOUR NET WORTY

Pull out your financial statements to fill in the current market value of your assets and the amount of your liabilities in the spaces provided. Complete this exercise at least once a year to track how much your wealth is growing.

•   Your Assets: To tote up your assets, first collect all you year-end bank, brokerage, mutual fund, mortgage, and employee benefits statements.

•   Your Debts and Net Worth: Now you're ready to figure out what you owe. What you're paying on all your debts and what you're truly worth. Get out December 31 statements for all mortgages, loans, and revolving credit cards. Add up their outstanding balances, subtract that amount from your Total Assets, and you will get your net worth. You can make your net worth grow by controlling your spending, reducing your debts, and increasing savings and investments.
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Budgeting and Cash Flow

Now that you know how you're doing you can begin looking for ways to do better. Start by getting a handle on where your money goes every month. This way you can begin plugging your money leaks and find ways to spend less, save more, and boost your net worth.

Nobody likes to keep a running budget of expenses. The process is a pain and generally winds up as an annoyance. That said, jotting down how and where you spend your money can be an eye-opening experience. How often have you said to yourself: “I just don't know where the money goes. I make a decent living, but there's nothing left at the end of the month.” By keeping tabs on your expenses, you'll be able to solve America's greatest unsolved mystery: the case of the vanishing paycheck.

So, try this mini-budgeting program and think of it as cash-flow management. For two months, starting the first day of next month, keep a written record of every time you spend money. (Yes, one month would be easier, but some expenses such as clothes don't show up monthly; by giving yourself two months, you're more likely to end up including the full range of your spending.) Jot down exactly how much you spent and what you spent it on. In addition, make note of every time you take cash from the bank or your automated teller machine and write down the amount.

If the old paper and pen approach seems way too Stone Age for you, go digital with computer software such as Quicken or Microsoft Money or tap into the great tools and calculators at their Websites www.quicken.com and money or tap into the great tools and moneycentral.msn.com, respectively. Both programs (which sell for $30 to $90) or other, free Websites have a computerized ledger for entering purchases and worksheets to help you create a budget. (For a paper budget, see worksheet beginning on page 9.)

Chances are, you'll be astounded to see where your money actually went. You might find that you spent an exorbitant amount on food, particularly for restaurants or workday lunches. You could also be surprised to see how much it cost to clothe your family or drive them around. The cost of upkeep for your home and your utility bills may also be sky-high.

Similarly, you may be shocked to see how little you saved or invested. Continue on such a path and you'll have a devil of a time, meeting your long-term financial goals, such as paying for your child's college education or retiring with a lifestyle that matches your dreams.

Reining in your spending isn't easy, but it's not impossible, either. Some fixed expenses are hard to reduce, such as your health, disability, and life insurance premiums, but not impossible. Chapter 2 offers great premium-reducing strategies that might work for you. Most of your other expenses, however, are what expenses, however, are what economists call discretionary. That means you could spend more or less on them if you choose. Ask yourself the following 20 questions and odds are you'll find at least one expense that you can snip without feeling much pain:

20 QUESTIONS TO TURN SPENDERS INTO SAVERS

1. How can I eat out less often?

2. How can I spend less money when I eat out?

3. How can I cut back on my vacation spending this year?

4. How can I reduce my entertainment expenses and still have some fun in my life?

5. How can I get my boss to pick up more business expenses?

6. Can I lower the cost of child care and education without harming my kid in any way?

7. What can I do to cut my household's medical expenses without endangering my family's health?

8. How can I spend less shopping? (Hint: Try less expensive stores, more sales, fewer trips to the mall, and hand-me-downs for your kids.)

9. How can I lower the cost of commuting to work?

10. What can I do to reduce my car expenses? (One idea: Do more work on your car instead of taking it in. Another: Wash it yourself and save the car wash fee.)

11. What can I do to reduce the cost of upkeep for my home?

12. How can I pay less in debt? (Consider charging less on your credit cards or trading in a loan or a card for one with a lower interest rate.)

13. How can I lower my home heating and cooling, telephone, and cable TV bills?

14. What can I do to pay less to the IRS and the state tax man and keep more for myself?

15. Could I fight my property tax bill and get it lowered?

16. How can I reduce my dry-cleaning bill? (How about laundering and ironing more clothes yourself?)

17. Can I cut the fees I pay to my bank, mutual fund, or stockbroker? (Try consolidating accounts so you're not hit with so many different fees.)

18. Could I lower my mortgage payments by refinancing?

19. Are there discounts I could receive to cut my homeowners and car insurance premiums?

20. Can I buy less expensive gifts without looking stingy?

Throughout this book you'll find dudget-cutting ideas that will answer many of those questions. Chapter 18, for instance, is devoted to making you a wiser consumer. But only you know for sure what you can give up or scale back. Only you know the alternatives in your area to your favorite restaurants and stores.

If you're truly serious about spending less and having more cash to save and invest, set monthly or annual limits for certain expenses. For instance, you might force yourself not to spend more than, say, $100 a month on telephone bills (including your cell phone) or $200 a month on clothes. Or you could limit your annual vacation spending to, say, $2,000. That might require you to give up a vacation altogether. Alternatively, you could just find a less expensive way to relax. Make sure you let yourself have some pleasures, though, Otherwise you'll eventually get so fed up with your budget constraints that you'll bust loose and spend wildly to compensate.

You may find it easier to put yourself on a budget by beciding in advance what you will do with the savings. This means converting your budgeting into a specific financial goal. It might be using the savings to pay down your debt or to invest for your child's looming college bills. Whatever the goal, give yourself something to shoot for. That way you won't feel as thought you're simply punishing yourself.

After you have a spending plan you can live with, stick it for three months. Then, repeat your initial exercise and see how you're doing. Find out exactly how much you are spending in every category again. You may even be able to kick in for a luxury or two that you've done without. After 12 months you ought to be so used to this spending regimen that you'll no longer mind the cutbacks you have made.

A final budgeting tip: Don't carry around too much cash, since you may be tempted to spend the money. If you normally take out $150 from the bank each week for spending money, try withdrawing $125 for a weeks and see how you manage. If you're in the habit of constantly yanking cash out of your bank's automated teller machines, cut your visits in half. If you must, change your routine so you're not anywhere near your bank's ATM's. If you can't see the machine, you can't take money out of it.
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Your Finances by Your Age

A useful way both to see how you're doing financially and to figure out what you ought to be doing with your money is to understand what you should be focusing onfinancially today, depending on your age.

PEOPLE UNDER AGE 30: THE STARTING OUTS

1. Stop living paycheck to paycheck and start saving regularly. Ideally, you'll want to salt away 10% of your income. Then you can start investing in the stock market, through mutual funds.

2. Start investing as early as you can. For instance, if you put aside only $2,000 a year in an Individual Retirement Account earning 8% for just the 10 years fiom ages 25 to 34, you'll have nearly $315,000 by the time you're 65. If you wait to age 35, however, and then start investing $2,000 a year in the IRA for a full 30 years, you'll have only about $245,000. Similarly, try to contribute the maximum allowable amount to your employer-sponsored retirement savings plan, such as a 401(k) plan. (For more on great tax-deferred retirement savings vehicles, see Chapter 11.)

PEOPLE 30 TO 44: THE CLIMBERS

1. Get serious about cutting your spending and debt. This is the time of your life to break bad spending and debt habits. Otherwise you'll likely be stuck with them for life and you'll find yourself strugghng to reach your financial goals.

2. Don't forget about insurance. It's easy to put off buying Me and disability insurance. Don't.You want to be certain that if something happens to you, the people you care most about won't be hurt financially.

3. Pump up your savings for your retirement and your children's college education. Check out tax-sheltered plans for both in chapters 10 and 11.

PEOPLE 45 TO 54: THE PEAK EARNERS

1. Don't let looming college bills prevent you fiom saving for retirement. When tuition payments approach, it's easy to decide to forgo contributions toemployer-sponsored retirement savings plans—such as your 401(k) or 403(b)—IRAs, and Keoghs. That would be a mistake, however. Borrow more for college, if you must. But you need to look out for yourself as well as your kids.

2. Meet with your aging parents to discuss their finances. Your parents may need some help with the likes of investing wisely, dealing with Medicare or Social Security, holding down medical bills, or simply making ends meet. You may even want to try to save a bit for their potential nursing home bills.

PEOPLE 55 TO 64: THE PRE-RETIREES

1. Meet with a financial adviser to discuss how to handle a pension and 401(k) or 403(b) payout. You might want to take all the money at once. Or, you might prefer to get the pension in monthly installments for the rest of your life. Whichever way you go: there will be tax and investment implications.

2. Make sure you're clear about IRA withdrawal rules. Although recent laws have made this process a lot less complicated, you'll still want a pro to help you work out the details.

3. Wise up about Social Security, particularly as you approach 60. You'll need to decide when to start getting your first checks. Plus, you should determine how much of your benefits will be taxable and whether income you earn in retirement might reduce the size of your Social Security checks. For more on these topics, see Chapter 11.

PEOPLE 65 AND UP: THE RETIREDS

1. Focus on preserving your assets and preventing them from losing value to inflation. That means keeping about half of your investments in stocks or mutual funds that buy stocks. You can put the rest in safe bonds, mutual funds that buy bonds, or the bank.

2. Don't buy a home for retirement in another part of the country until you've fully checked out the area. It's smart to rent for a year or so before you buy. That way you'll have time to see whether you like the climate, the setting, the people, and the attractions.

Setting Your Financial Goals

No matter how old you are or how much you make, you'll want to zero in on the key financial goals you hope to achieve. Too often, people have just vague notions about what they want financially. Their goals are things like “I want to have a lot of money.” Or “I don't want to die poor.” Or “I want to be comfortable.” Or “I want mutual funds that will go up.” Trouble is, these goals are too squishy to help you much.

Instead, you ought to get more precise and decide exactly what it is you want to have and when you want to have it. For instance, your goal might be “I want to be able to retire at 65 and live as well as did before retirement.” Or “I want to buy a house in my city within three years.” Or “I want to have enough saved to pay for 75% of my son's college education when he is a freshman.”

The best way to make the right goals is to figure out what's important, what isn't, and when you want to achieve your goals. Once you've placed priorities on your financial goals, you can start adopting appropriate strategies to hit your marks. For example, if reducing debt is much more important to you now than goals requiring you to save and invest—such as buying a house or financing education—you'll want to focus on your credit cardit cards and loan payments. If you've been negligent in properly insuring yourself and your family, you'll want to make that a top priority and concentrate on building up protection.

Similarly, its crucial to divide your goals into short-term, medium-term, and long-term commitments. That will help you see how quickly you need to work. For instance, if you have teenagers, paying for college is a short-term goal. So you'll need to find ways to increase your savings, borrow wisely, find scholarship or grant money, or some combination of all of these.

Complete the following two worksheets by checking off the appropriate money goals and you'll get a clear idea of both your true financial goals and your timetable for reaching them.

After you've created these master goal lists, remember to return to them from time to time, After all, your goals may change, or—with any luck—you'll be able to cross some off your list over time. At the very least, draw up new goals worksheets once a year. Be certain to make revisions when you have dramatic life changes, such as the birth of a child, a marriage, a divorce, a new job, a layoff, a move, or the purchase of a home.
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YOUR FINANCIAL-PLANNING CHECKLIST

One last way to get a read on how you're doing financially: a financial-planning checklist. This one was prepared by the Consumer Financial Education Foundation. Circle the YES or NO answer for each and see how you score when you finish:



	
1. Are you saving money?
	YES
	NO



	
2. Do you know how much you spend each month?
	YES
	NO



	
3. Do you pay all of your bills each month on time?
	YES
	NO



	
4. Is your net worth improving over time?
	YES
	NO



	
5. Do you have a satisfactory credit rating?
	YES
	NO



	
6. Do you have enough life insurance?
	YES
	NO



	
7. Do you have adequate medical coverage?
	YES
	NO



	
8. Do you have disability income insurance?
	YES
	NO



	
9. Are your investments diversified?
	YES
	NO



	
10. Do you invest according to your own tolerance for risk?
	YES
	NO



	
11. Do you have a growth component (such as stocks or stock mutual funds) in your investment portfolio?
	YES
	NO



	
12. Do you rely on financial information from an objective source?
	YES
	NO



	
13. Do you learn as much as you can before you invest?
	YES
	NO



	
14. Do you review your investments regularly?
	YES
	NO


	
15. Do you take taxes into account when you spend and invest?


	
16. Do you file tax returns on time?
	YES
	NO



	
17. Do you know how much money you'll need to live on when you retire? 18. Do you know how much you'll receive in Social Security benefits when you retire?
	YES
	NO



	
19. Do you contribute the maximum amount you are allowed to your exployer's 401(k) or other pension plan?
	YES
	NO



	
20. Do you know how much you'll need in personal savings to fund a comfortable retirement?
	YES
	NO



	
21. Do you have a will?
	YES
	NO



	
22. Have you considered ways to minimize estate taxes that may be due on your death?
	YES
	NO



	
23. Do you have a secure (hopefully fireproof) file for your important documents?
	YES
	NO



	
24. Have you recorded the location of all your assets?
	YES
	NO



	
25. Have you prepared advance directives such as a durable power of attorney, living will, and health care proxy?
	YES
	NO




Score (one point for each YES):

20-25 points: You have taken solid steps toward establishing financial security.
15-19 points: You have begun the journey to financial stability—continue and focus.
Less than 15 points: You need to take control of your financial life.

No matter what you scored the following chapters will help you improve in all of the areas covered in this checklist.


CHAPTER 2

Your Financial Foundation

Now that you know how well you're doing financially, you're ready to learn the basics about personal finances. One mistake people often make is skipping over the basics and plunging headlong into investing. Bad idea. It's essential, first, to learn how to keep good financial records, use a bank wisely, and purchase the insurance protection you need for yourself and your family. Once you have these bases covered, you can move to the next stage: managing your money and making it grow.

Keeping Good Financial Records

It's drag to see all those papers taking over the desk your bed. But it's even more of a drag to be audited by the Internal Revenue Service and suddenly realize that the crucial receipts you need to prove that mammoth tax deduction are now mingling with the landfill on the other side of town.

Think of it this way: The moderate amount of discipline that smart record keeping requires is good practice for moving on in your financial life. If you don't have the discipline to file away crucial bills and chuck useless ones, for instance, how will you have the discipline for the far more demanding task of saving large chunks of your money for retirement?

Let's start with documents you probably already have lying around in boxes. If you're like most people, you can safely toss many of them. Here are the ones to keep and store in a fireproof file cabinet or in a safe-deposit box:

•   Real estate documents.These include the title to your home, the deed of purchase, your mortgage contract, and your sales contract. (It's best to keep these in a bank safe-deposit box.) Also save any receipts for capital improvements or property repairs you have made, such as reroofing or adding a deck. You'll need these records to minimize the taxes you might owe someday after selling your home for a profit.

•   Receipts for valuable items such as furniture, silverware, furs, and jewelry. If you lack a receipt for, say, those diamond brooches your grandmother left you, have the jewelry appraised and save the appraisal forms. You'll need them to fill out an insurance claim if your house burns down or is burglarized.

•   Records of all personal property you own. It's best to keep photographs or a videotape of these items along with written estimates of their value. Your homeowners or renters insurer will be far more willing to accept your insistence that you owned four mint-condition Hepplewhite chairs if you can show him or her recent photos of them in your dining room. (It's a good idea to keep copies of all this at your office or in a bank safe-deposit box as well as at home, just in case.)

•   Warranty statements covering your major appliances or electronics, along with a receipt proving the date of purchase. Write down the make, model, and Serial number for all items, if applicable.

•   Old tax returns. It's crucial to keep copies of your income tax returns for the past three years. That's because the IRS can typically probe that far back if it chooses to audit you. But it's a good idea to keep all your tax returns: They can be helpful reminders of previous financial moves you made. For more information about the IRS and record keeping, get IRS Publication No. 552, Record Keeping for Individuals (800-829-3676; www.irs.gov).

•   Old tax-related documents. The three-year holding period also applies to documents that substantiate claims you made on your tax returns. In a tax audit, if you cannot document an expense you deducted, you may lose the write-off. So save receipts or canceled checks that prove your deductible expenses. Save your year-end W-2 forms from your employer and 1099 forms from your freelance clients for three years.

•   Insurance policies. Keep all policies you still hold, from life to liability, at home. But it's a good idea to create a list of all your policies and your agents and keep it in your safe-deposit box.

•   Legal documents. You also need to keep copies indefinitely of your will and, if you have them, your living will and power of attorney. Have your lawyer keep the originals; you should retain your copies at home. And be sure to get rid of old wills. Otherwise, after you die there could be confusion about which will is the one you wanted.

•   Credit-card statements. Save these for a year or so. That way, if a charge erroneously appears on your bill more than once, you'll be able to prove you already paid it. Also, if a product you bought breaks and needs to be returned, you'll remember where you bought it. The statements can also come in handy at tax time.

•   Bank checking and savings account statements, including canceled checks. Holding on to your checks helps you keep track of where your money goes. The checks can also work as proof of payment if necessary. For instance, it helps to have a check if your landlord says you didn't pay last September's rent and you know you did. Keep these statements and checks for three years, indefinitely for home improvements.

•   Investment records. Save monthly statements from your mutual fund companies and your brokerage firm—print out your online statements at least quarterly. These statements will establish what you paid for an investment, so you'll have the information to compute the taxes when you sell it. After you get your annual summary statement, you can toss the monthly statements—as long as the annual statement shows all your transactions for the past 12 months. Exception: Save all trade confirmations and dividend-reinvestment statements for three years after you file a tax return declaring a gain or loss from selling securities. Save your annual statements indefinitely. If you have certificates of ownership for stocks, bonds, or other investments, keep them in a safe-deposit box at the bank.

•   Retirement accounts. Hold on to all annual statements from tax-advantaged retirement accounts such as 401 (k)s, 403(b)s, 457s, Individual Retirement Accounts (IRAs), Keogh retirement accounts, Simplified Employee Pensions (SEPs), and Simple IRAs. The statements will document your contributions and your earnings. It's especially important to keep annual statements from any nondeductible IRAs you may have. Reason: You'll need them to show the IRS which part of any future withdrawal was funded with after-tax money. Otherwise you'll wind up being taxed twice. And if you make a nondeductible IRA contribution, be sure to keep a copy of your IRS form for it, No. 8606.

•   Debts. Aside from your mortgage contract, you'll also want to save records for your student loans, home-equity loans, car loans, bank loans, and other large debts. Then, when they're paid off, just keep the statement that says so.

•   Miscellaneous documents. Also keep in your safe-deposit box the following: the tide to your car, your birth and marriage certificates, your children's birth certificates, and deeds to cemetery plots you own.

Records You Can Toss

Here are the types of records you don't need to keep:

•   Old, expired insurance policies

•   Receipts for cars you don't own anymore

•   Pay stubs from earlier years

•   Expired product warranties

•   Old annual reports and proxy statements

Records You Should Start Keeping for Tax Time

Now it's time to get organized with the financial documents that will come rolling in this year. Doing so will make end-of-the-year tax moves much easier. For instance, if you maintain careful records of your family's medical expenses every month, toward the end of the year you'll be able to see if they'll exceed 7.5% of your adjusted gross income—the level at which they become deductible on your tax return. If they do, you can, say, shift upcoming January medical appointments to December in order to deduct them.

Don't worry. You needn't create a whole room or some fancy system for these records. Just pick up a large accordion file or a handful of individual manila folders and spend a few minutes labeling them by their deductible category. (Refer to Schedule A of last year's tax return to see what all these categories should be.) Don't forget to create a folder to stow your old tax returns, too.

For those who like to file things electronically, consider using money-management software or Websites like Intuits Quicken (www.quicken.com) and Microsoft Money (moneycentral.msn.com). Both make it easy to consolidate far-flung stock and mutual fund investments into one ledger, track bill payments and tax write-offs, store emergency records, and do your banking online.

Here are a few tips to be sure you don't miss anything important whether you're keeping records in a paper or electronic folder:

•   Medical expenses. Keep all receipts for health insurance premiums, prescription drugs, eyeglasses, and contact lenses, and for fees to your doctors, dentists, psychotherapists, and hospitals.

•   Charitable donations. Remember to hang on to canceled checks for your cash contributions plus receipts for used clothing and other property donations. If you throw a $10 bill in the collection plate at church every Sunday, keep a log of that, too. Don't forget that one-time donations of $250 or more to a charity require a written acknowledgment. Also keep a record of trips you make to perform volunteer work. You can deduct those travel expenses; see www.irs.gov for the specific rate.

•   Miscellaneous expenses. These expenses become deductible only once they exceed 2% of your adjusted gross income. So be sure to keep receipts and canceled checks documenting fees to financial planners and tax advisers; subscriptions to trade and professional journals; costs related to looking for another job in your current profession; and safe-deposit box rental fees.

•   Your income. In this folder toss in your pay stubs, of course. But be sure also to throw in records of all other earnings from any other sources of employment, such as freelance work or consulting. Otherwise you might wind up forgetting about the work at tax time. Guarantee: The IRS won't forget.

After you've completed your tax return for the previous year, you can junk any records of expenses that you couldn't deduct, such as medical receipts if the expenses didn't exceed 7.5% of adjusted gross income. Put the papers you did use in preparing your return into a file labeled by the tax year. As an added bonus, if you use a tax preparer, organizing your records this way before sending them to him or her should save so much time that you may be able to save as much as 50% off last year's bill. That should have you smiling all the way to the bank.

Banking Smart with Your Checking and Savings

A bank was probably your first connection to the world of personal finance. Remember that childhood savings passbook, stamped by a teller every time you deposited $5 from your paper route? Things have changed since then, but banks still provide a host of basic—and crucial—services, from checking to savings to borrowing. Surprisingly, how-ever, many people fail to get the most out of their banks.

If you are already a customer of a small, friendly bank where the staff knows your name and responds quickly to your needs, consider yourself lucky. But while good service is important, so is getting the most for your money. So don't feel you have to do all your bank business—from your checking to your credit cards to your mortgage— with the same institution. A dedicated relationship with one bank can sometimes work in your favor; for example, if you have your checking and savings accounts at one bank, that institution may lower or even waive its annual credit-card fee for you in gratitude. That said, you usually come out ahead if you shop around for the best deal on the individual services you need—including online services.

These days almost all U.S. banks offer some online services. If all you want is round-the-clock access to your accounts and to pay bills online, open up an account with an established bank that offers a variety of online services. But remember, while plenty of banks let you pay bills online, not every company you have accounts with is set up to present their invoices or bills or accept payments via the Web.

If you are looking for higher interest rates on your CDs or money-market accounts, you may want to check out a Net-only bank. But most don't offer all the convenient features of their bricks-and-mortar peers.

The most basic service that banks offer is the checking account. The purpose of a checking account is to give you a place to park your cash safely and let you spend it (via writing checks or making withdrawals) whenever you like. The bank with the best checking account for you is one that's conveniently located, has automated teller machines (ATMs) near where you live and work, and has the lowest possible fees.

More than ever, it's essential to check out a bank's fees before opening a checking account—and review fees on the account you already have. In the past few years banks have been hiking their fees on checking accounts like mad. They've also become increasingly creative in finding new ways to charge. Nowadays, unless you keep a balance of at least $2,400 in your checking account, your bank will probably charge you a monthly fee (the average for this fee is about $11) and maybe an additional fee of 34¢ for each check you write. Balances are figured in different ways, so be sure to ask a bank officer about the institution's method before opening an account.

A word to the wise: Some banks charge service fees according to your lowest balance during the month. That way, fees kick in if your bank requires a minimum monthly balance of $1,000 for free checking and your account, which averages $2,000, dips to $900 for a single day. Look instead for a bank that bases its fees on your average daily balance.

Also, ask any bank you're considering for a list of all fees associated with checking accounts. You may find that the bank is making up for a low monthly account fee by socking customers with big charges for bouncing checks ($24 or more), confirming account balances, stopping payment on checks, transferring funds by telephone, and— most insidious of all—using ATMs.

According to a 2001 study by Bankrate.com, ATM fees have climbed 6.5% since 1998. Most charge an average of $1.50 or so for making withdrawals from ATMs that are owned by another institution, but in addition, 90% of institutions that own ATMs charge non—account holders for each transaction. Note: Many Internet banks reimburse for any ATM surcharge fees, either for a certain number of transactions (about four) per month, or up to $6 or so each month.

Another strategy to cut your ATM fees (beyond looking for banks and machines that do not charge fees at all) is to take advantage of accessing cash through point-of-sale transactions. Most institutions that offer point-of-sale debit transactions (such as supermarkets that accept debit cards to pay for your groceries) do not charge extra fees to do so. For example, if the cashier asks you if you'd like to use your debit card, and if you would like cash back, you can ask for an extra $20 or so, at no extra charge. This strategy is likely to come in handy when you are out of town, or in a different part of town than you usually shop, which are the times you are most likely to be forced to use a foreign ATM. (For more specific information about ATM fees, see the U.S. Public Interest Research Group's Website, www.stopatmfees.com.)

You can get a complete list of most bank fees charged by the large banks at the Bankrate.com Website (www.bankrate.com).

On the positive side, most banks will pay interest on your checking account (well, not much interest, actually), provided you maintain a minimum balance of about $700 or more. Such accounts may be called NOW (negotiable order of withdrawal) accounts. Interest rates are normally pegged to your balance: the higher your balance, the higher the rate. In recent years the average interest-paying checking account has yielded around 1%.

If it's interest you're after, another alternative is to open a linked savings account at the same bank that supplies you with checking. As long as you maintain a minimum savings balance of around $1,000 to $3,000, some banks will waive all their checking account fees.

Checking accounts at credit unions are referred to as credit union share draft accounts. This kind of account is a lot like a bank checking account, except it generally pays more interest while charging no, or low, fees. In fact, the average credit union's checking fees are about half those of the typical bank. Best of all, most credit unions will give you free checking with interest no matter what your balance is. You don't belong to a credit union? No big problem. It's becoming easier and easier to get into one. Ask your friends or business associates if they're a member of a credit union you could join. Another place to look is your alumni association. Or you can ask the Credit Union National Association (www.cuna.org) how to locate your state credit union association, which can refer you to local credit unions you may be able to join. Just make sure that the credit union you choose is covered by the U.S. government's Federal Deposit Insurance Corporation (FDIC) insurance.

A savings account, of course, keeps your money safe but readily available for withdrawal, either at the teller's window or through an ATM. Deposits of up to $100,000 are insured by the FDIC. In other words, in the unlikely event that the bank or savings and loan fails, the feds will pony up your missing cash. (If you'd like to deposit more than $100,000, divide your money among different banks so you'll get full FDIC coverage on all of it.)

Oh, yeah—a savings account also pays interest, recently averaging about 1.5% to 2%. If you keep enough money on deposit, that is. Once your balance dips below $200 to $500 or so, some banks stop paying interest and even start charging account-maintenance fees. (Banks often waive these penalties for kids; alas, grown-ups have no such luck.)

When shopping for a savings account, be sure to analyze the way it calculates its yields, because methods of compounding interest vary. Try to use a bank that pays interest on the balance accumulated in your savings account every day, rather than on your average monthly balance or (even worse) on your lowest balance each month. And it's best to use a bank that compounds interest daily: All things being equal, the more often your interest is compounded, the more money you make. A quick way to cut through interest rate double-talk: Ask an officer at three different banks you're considering what $1,000 deposited today would be worth in a year if you leave all your interest on deposit. Go with the bank whose answer is highest.

There are also four safe alternatives to checking or savings accounts that will pay you more in interest:

ALTERNATIVE 1: A MONEY-MARKET ACCOUNT

If you've got at least several thousand dollars to sock away, consider stepping up to a money-market deposit account at your bank, S&L, or credit union. Such accounts ‘ often require minimum deposits of $1,000 or more but normally pay slightly higher rates than those on traditional checking and savings accounts. Yields rise and fall with short-term interest rates; the accounts often pay about two percentage points less than those of money-market mutual funds (see Alternative 2 below).

The money-market account is often free and you may get free checking, but you may be limited to writing only three to six checks a month.

You're not limited to the banks in your hometown or even in your home state, how-ever. So to get the highest possible yield, consider opening an out-of-state money-market account (for a monthly list of the highest-yielding money-market accounts from safe institutions, see MONEY magazine's “By the Numbers” column).The difference can be substantial: When the national average money-market rate is, say, 1.5%, you might be able to find a bank or S&L paying 4%. Institutions that court out-of-state depositors often have toll-free numbers; call to request application forms. Smaller regional banks trying to drum up business often offer some great deals, and Internet banks can be tough to beat.

ALTERNATIVE 2: A MONEY-MARKET MUTUAL FUND

A money-market mutual fund is a pool of money managed by an investment firm; you actually become a shareholder when you get into a money-market mutual fund. The money is typically invested in short-term IOUs from government agencies and corporations. Money funds, as they're often called, generally yield a few percentage points more than bank checking accounts and at least one percentage point more than bank money-market deposit accounts. They aren't federally insured, but the managers of the funds work to ensure that no shareholder ever loses money.

Most money funds make you keep a $5,000 minimum balance or let you write checks only for amounts of $250 or more. But there are a few exceptions. For instance, a few let you write an unlimited number of checks if your balance is at least $1,000. Some even have no minimum balance and let you write checks for amounts as small as $100. You typically make deposits into the money funds by writing a check and sending it through the mail to the fund trustee, or through automatic transfers from your bank. If you live in a high-tax state such as California or New York, you might want a municipal bond fund exempt from federal and state taxes. (Go to www.investinginbonds.com to calculate your best route.) Taxable money funds tend to yield a little more than one percentage point over tax-exempt funds.

Fund vs. account: For cash you might need on short notice, go with a money-market mutual fund, not a bank money-market account. The difference? Interest rates tend to be higher on money-market funds. There's another difference: The bank account is FDIC insured, while the money fund comes with no guarantee that you won't lose your principal. That might lead squeamish investors to stick with a money fund that invests only in U.S. government securities. But, it's highly unlikely that any money fund will “break the buck” (dip below the $1 share price at which investors buy in) because SEC regulations ensure that these funds invest in the safest instruments around. Yes, an issuer may default on its debt but any major fund company left holding worthless notes will make it up to shareholders. Mutual fund companies such as Fidelity or Vanguard have insurance policies to cover defaults, as well as reputations to protect.

The big fund companies also tend to keep fund expenses below the 0.5% norm, and low expenses are the only guarantee that a fund's yield will remain competitive. You can find the highest-yielding money funds listed in newspapers, on the Internet, or in each month's issue of MONEY (see “By the Numbers”). But look carefully at these deals, because some companies temporarily waive fees to draw customers. Check the fund prospectus, and call to ask if a fee increase is imminent. Of course, some money funds do waive fees indefinitely.

Discount brokerages like Schwab and E-Trade offer decent money-market rates, but if you're working with a traditional firm, make sure your spare cash does not go into a money-market fund with high expenses that subsidize a commission to the broker.

ALTERNATIVE 3: A BROKERAGE OR BANK CASH-MANAGEMENT ACCOUNT

Also known as an asset-management account, this may be the perfect arrangement for you if you own stocks or bonds and make at least a few trades every year. A cash-management account is a combination money fund, brokerage account, and checking account. As a rule, you need to keep at least $10,000 in cash or securities in the account. Also, you may be asked to pay an annual fee of $50 to $125.

ALTERNATIVE 4: CERTIFICATES OF DEPOSIT

If you're willing to lock up your cash for a period of time in exchange for a higher rate of interest than you would get from a savings account, ponder a bank or savings and loan certificate of deposit (CD). A CD has a fixed maturity—the most common terms are for three months, six months, one year, 21/2 years, and five years. At the end of the term, you can either withdraw your principal and interest, or roll over the proceeds into a new CD for another term earning whatever yields are at the time. Generally, the longer you commit your money, the higher the interest rate. For instance, if a six-month CD is yielding 4%, a five-year CD might well yield about 6%. If you withdraw the money before the CD matures, you'll pay a penalty equal to roughly three to six months' interest. So CDs are appropriate only if you're confident you won't need to raid the account soon. (CDs do not offer a check-writing feature.)

For a list of the highest-yielding CDs (which are often sold by online banks), check out www.bankrate.com. Every week, the site surveys more than 4,000 banks, credit unions, and other financial institutions and then lists the best deals in the U.S. on its site. Typically, you must call the institution to get an application for a CD, but some let you download an application to your computer directly from the site.

As long as you stick with institutions backed by the Federal Deposit Insurance Corporation and limit your deposits to less than $100,000 at any one institution, you will be completely protected against loss of principal. The CDs you purchase from a brokerage firm like Merrill Lynch or Charles Schwab are actually ones that have been issued by banks. So they're insured up to $100,000. And, as at a bank, you pay no commission to get them. Brokers tend to require minimum investments of $1,000 to $5,000.

Since issuers play lots of games with these certificates, watch out for these two CD traps:

1. Interest rates that don't reflect your true return. There are almost as many ways to compound interest as there are banks. Some compound your interest (or pay interest on your interest) each day. Some do it each month, each quarter, or each year. And others pay simple interest, which means they don't compound at all. A simple-interest CD isn't necessarily a bad one; it all depends on the rate the institution is paying. You could wind up earning more on a simple-interest CD than on one compounding quarterly, for example. To compare apples with apples, when you're shopping around for a CD, ask the financial institution for the certificate's annual percentage yield, which shows what really matters. The annual percentage yield will tell you the precise percentage increase you'd earn on your investment if you kept the CD for 12 months. Another way to compare CDs is to ask one simple question: How much money will I have at the end of the term of the certificate? That way, if you're planning to deposit, say, $10,000 in a CD, you'll see who will have paid you the most interest by the time the CD comes due.

2. Excessive penalties. If you withdraw your money before the CD matures, however, you'll pay a penalty, equal to roughly three to six months' interest. Some penalties are based on the cost to the institution to replace the funds you withdraw and can be calculated in a number of ways. One example: If you want to cash in a three-year, 4.5% CD after one year and the bank's current interest rate for two-year CDs is 5.5%, then its replacement cost would be 2% of the face value (or 1% times two years). That kind of penalty can be extremely costly if interest rates have risen since you bought the CD.

Aside from asking about withdrawal penalties before you make a CD deposit, you can minimize the bite of a withdrawal penalty by spreading your stash among several CDs. Then, if you have to cash out a portion of your money early, you won't pay a penalty on the entire principal; you can just take out a little from each of your CDs.

Another note of caution: Avoid callable CDs, which the issuer can redeem before maturity. After one or two years, the issuer can in effect return your money. Since that's most likely to happen if rates have fallen, you'll have to reinvest the money at a lower rate.

Getting the Right Insurance

Spending money on insurance policies is an act of faith: You are buying promises that you hope will never have to be kept. But because none of us can predict the future, it's crucial that you protect your assets (and therefore your family's well-being) from risks. Insurance is the way to do it. What follows is a guide to getting the insurance you need for the price you can afford.

Buying Health Insurance

It's amazing how many people think they can do without health insurance. They're making a big mistake. If you're uninsured, a serious accident or debilitating illness can wipe out you and your family financially. And yes, young people get sick, too. In short, insurance that protects you against major health catastrophes is absolutely crucial.

If you're like most working Americans, your employer supplies you with group health insurance coverage. Most employers will give you a choice of several plans, typically the traditional fee-for-service indemnity plan and a few managed-care plans such as HMOs, PPOs, and POS plans (explained below). The old-fashioned traditional fee-for-service plan covers visits to any doctor you choose. For an annual premium (sometimes paid by the employer, sometimes paid by the employee, and sometimes shared between them), group plans typically pay about 80% of your medical expenses after you pay an annual deductible of, say, $200 for a single person or $400 for a family of four. (A deductible is the amount you must pay toward your bills each year before your insurance kicks in. Once it does kick in, the small percentage of your medical expenses that insurance doesn't cover—and that you must pay for—is called your copayment.) Luckily, many group plans establish an out-of-pocket limit for your annual share of the bills (for example, $1,500), meaning that if you belong to that plan, $1,500 will be the most you should have to pay toward medical care in any year. Of course, if your plan excludes certain treatments, such as dentistry or drug abuse counseling, you'll have to pay the entire cost yourself.

To control costs, employers are either dropping the traditional higher-priced fee-for-service plans or passing along more costs to their employees. In fact, studies indicate that employees should expect a rise in premiums over the next few years. Therefore, it's important to get the right coverage at the right price. The alternatives to a traditional fee-for-service plan are called managed-care plans. There are a few main types of managed-care plans: health maintenance organizations (HMOs) and preferred-provider organizations (PPOs) or point of service (POS) plans.

Which should you choose? If you care less about cost cutting and more about the ability to see whichever hot specialist you've heard about—or if you're devoted to a current doctor who does not belong to your company's managed-care network—stick with your old fee-for-service plan. However, if you are looking for the least expensive plan (and one that provides fuller coverage for preventive care) consider a managed-care plan.

HMOs are the strictest managed-care plan: In general, HMOs don't require you to pay a deductible—and with HMOs you can avoid having to fill in lots of paperwork. However, typically only visits to doctors who are members of their network are covered automatically; you must get approval to see outside specialists. (For information on Medicare HMOs see Chapter 21.)

PPOs and POSs have higher monthly charges (typically $6 to $20 more) than HMOs and you will also have to shell out slightly higher out-of-pocket costs. PPOs and POSs usually charge copayments of just $5 to $15 for doctor visits, prescription drugs, and laboratory tests. However, unlike HMOs, PPOs and POS plans allow you to see specialists who are in their network (and you'll typically pay 10% to 20% of the bill) or they will allow you to choose to go out of network, but then you are often required to get a referral first and you may be paying up to 30% of the bill. It's a simple trade-off: Extra flexibility equals extra cost. So if you don't have any tricky medical conditions or you have young kids and will thus likely take them in for lots of potentially costly checkups, an HMO is probably your best choice.

SIZING UP A MANAGED-CARE PLAN

If your employer offers a new managed-care plan, and you need to decide whether to join, ask the following four questions:

1. How good are the doctors? First, get the plan's doctor directory and see if there's a doctor in it you know. If so, call the physician and ask his or her opinion of the other doctors in the plan. That will give you a clue about the quality of the group.

2. What kind of preventive services are offered? Some plans figure you'll get preventive care if you want. Others are more proactive, keeping records on patients and letting you know if, for instance, you're due for a mammogram. The more the HMO, PPO, or POS watches out for you in advance, the more you can feel sure the group cares about your health.

3. What kind of accreditation does the group have? Two voluntary accrediting agencies have started to certify managed-care plans based on strict measures of quality. They are the National Committee for Quality Assurance (888-275-7585; www.ncqa.org) and the American Accreditation Health Care Commission (202-216-9010; www.urac.org). This isn't to say that a plan without accreditation isn't a good one. But one that has ponied up the fee to get accredited and then met the standards demonstrates a quality plan.

4. What's it really like to be a member? Ask to see a copy of a patient satisfaction survey or a similar questionnaire that will let you know how it feels to be a member. Ask about doctor turnover. The average turnover for fee-based doctors, like the kind in many PPOs and POS plans, is 5% a year. It's about 10% for salaried physicians, who tend to work at HMOs. If you learn that the plan's turnover rate is higher than that, that could be a signal that the doctors in the group aren't very happy.

BUYING HEALTH COVERAGE ON YOUR OWN

What if you work for a company that does not provide group health insurance? Or you're self-employed? Or unemployed? There's no way around it: Buying health insurance on your own means you'll face some hefty bills. Sadly, there is simply no such thing as a bargain individual health policy. At least not yet. When it comes to forking over cash for your own individual health insurance policy, the first thing you must do is figure out how much coverage you truly need. When buying health insurance, as with any kind of insurance, you should insure only against losses that you couldn't absorb without derailing your family's finances. Remember: There's a seesaw effect between deductibles and premiums. The higher the deductible you choose—meaning the more you're willing to pay out of pocket—the lower your premium will be. The lower the deductible, the higher the premium. It's a waste of money to pay high insurance premiums for costs you could handle yourself without too much pain.

Your primary concern, then, should be catastrophic coverage. That is, if you're hit by a car or develop cancer and rack up total medical costs of $500,000, you want to make sure that your insurance will pick up as much of that staggering amount as possible. So buy a health insurance policy that has a maximum annual payout of at least $500,000 or (preferably) $1 million. It should cover the full cost of basic hospital services and surgery as well as most doctor bills and prescription drug costs. Also make sure never to buy a policy without a ceiling on your out-of-pocket expenses ($1,500 per year is typical). After you reach the ceiling amount, your insurer should pick up 100% of remaining bills. Finally, make sure the policy you buy is guaranteed to be renewable. That way the insurer can't cancel your policy just because your health deteriorates.

If you're turned down by a number of insurers because you have a preexisting condition such as diabetes or heart disease, check out your state insurance department and find out which companies offer policies for individuals in your area. Certain nonprofit insurers often have open enrollment periods when they take all applicants, regardless of their health. And they charge pretty much the same rates for everyone of the same age and sex in the same area. Another possibility is a health insurance pool for the “uninsured,” available in most states. The downside: You'll probably pay higher premiums and have higher deductibles. But at least you'll be covered.

One of the scariest experiences for people changing jobs or leaving the corporate world is the prospect of losing health coverage. If you are unsure whether you'll have health insurance in your new position, tell the benefits department of the company you're about to leave that you'd like to extend your old coverage under the terms of the Consolidated Omnibus Reconciliation Act (COBRA). As long as the company you are leaving has 20 or more employees, COBRA guarantees you the right to continue your health insurance coverage for up to 18 months. The 18 months will give you plenty of time to shop for an affordable longer-term policy. Unfortunately, although your employer probably paid much of the premium while you worked there, under COBRA you must pay the total cost of the premium yourself. Still, it's almost certainly cheaper than any plan you could buy on your own.

Individual coverage is determined by where you live and every state has a legal system unto its own. What's available depends on the insurance laws and characteristics in your state. An invaluable source of state-by-state information is available at www.healthinsuranceinfo.net, a Website run by the Georgetown University Institute for Health Care Research and Policy.

Even if your new job offers health insurance, extend your coverage under COBRA for a few months anyway. Reason: Many employers' health coverage doesn't go into effect until you've been working there for three months or so. If you're about to retire, you have different concerns. Once you reach age 65, the federal government's Medicare health insurance program kicks in. Medicare comes in two parts: Part A, which you get automatically and most people get for free, covers bills for hospital stays and care in hospices and skilled nursing facilities (after a related three-day hospital stay). Part B, for which you must sign up and pay a premium (in 2002 the premium is $54 a month), covers 80% of doctor bills, outpatient surgery, lab tests, X-rays, certain drugs, and other costs that don't exceed the “approved” amounts—those that Medicare has decreed are standard in your area.

But it is wise to learn the limits of Medicare. The federal health program for the elderly and disabled covers only short nursing home stays and home care when skilled care is needed (for instance, yes for therapy after hip replacement surgery; no for the custodial care Alzheimer's patients often need). Helpful Websites on Medicare: www.medicarerights.org and www.aarp.org.

If you're retired, check with your former employer to see whether its health plan will continue to give you and your family the care you need. If not, sign up for Medicare Part B. If you have an individual health insurance plan, definitely sign up for Part B when you turn 65. Your existing individual plan will metamorphose into a so-called Medigap policy, which pays only certain medical bills that Medicare doesn't.

You may also want to check out long-term-care insurance if you are concerned about the high cost of staying in a nursing home or having home health care for a long period of time. Turn to Chapter 21 to find out more about Medigap and long-term-care insurance.

SIX WAYS YOU CAN LOWER YOUR MEDICAL COSTS

1. Ask professional, fraternal, alumni, or religious groups you belong to whether they sell groUp health insurance to members. Group coverage is often—but not always—less expensive than individual coverage. If you don't belong to any such group, look into joining up.

2. Consult an independent insurance agent who sells comprehensive major medical policies for individuals from a variety of companies. He or she may be able to turn up a policy that you couldn't. Tell the agent you want policies only from financially sound companies.

3. Consider joining an HMO rather than buying an individual policy from an insurance company. You may have to give up a little freedom in your choice of doctors, but you'll help keep your medical costs down.

4. Choose the highest deductible that you can afford. If you figure you can probably afford $1,000 in medical bills this year, take a $1,000 deductible; it might be 25% cheaper than a similar policy with a $100 deductible.

5. Become a smarter medical consumer. Actually, this is sound advice for everyone these days. The more you understand about your own health, the more you can save. According to studies by the actuarial benefits consulting firm Milliman USA, at least 15% of doctor visits are wholly unnecessary. Speaking of doctors, you may be surprised to know how much doctor fees can vary in the same area. Studies show that charges for the same service can differ by more than 700% among local doctors. Lately it's been getting a little easier—though not too easy— to compare prices, since some local consumer and business groups have been putting together price guides.

6. Get healthier, too. You might be able to slash your health premiums by as much as 50% by stopping smoking or losing weight or taking action to lower your blood pressure or cholesterol level. Don't expect your insurance agent to tell you about such discounts. It's up to you to ask.

Buying Disability Insurance

What, you may think, me become disabled? Unfortunately, chances aren't as slim as you may think. At age 35, you have a fifty-fifty chance of being unable to work for more than three months before you turn 65, according to data from the Society of Actuaries. And, according to the Insurance Information Institute, at age 40, the average worker faces only a 14% chance of dying before age 65 but a 21% chance of being disabled for 90 days or more. Think of it this way: A disability policy is the way to insure what's likely your largest asset—your earning power. Here's how to get the coverage you need:

Generally speaking, you should have enough disability coverage to replace at least 60% of your gross income while a long illness or injury prevents you from working. In fact, that's usually the most coverage that insurers will sell you (though some will sell as much as 70%). If they provide much more coverage, they figure, you'll have little incentive to return to work. The best policies start paying benefits no more than 90 days after your disability occurs and continue to pay until you can work full-time again or reach age 65.

Large corporations often offer their employees a group long-term disability plan (typical percentage of pretax salary replaced: 40% to 60%, up to a specified ceiling). If you don't own such a policy, ask your benefits department if one is available. Your employer may also offer short-term disability coverage to bridge the gap between when your sick leave runs out and a long-term disability policy kicks in. Some states, including New York and California, require that most employers provide short-term disability benefits (usually for 26 weeks).

But if you work at a company that does not offer disability coverage at all, you're self-employed, or you work for an employer whose benefits fall below the 60% threshold, look for an individual disability policy sold by a life insurance company. Buy the highest-quality coverage you can get and be prepared to pay a bundle for the policy; the cost for women especially is rising because fewer and fewer insurers offer unisex policies.

The fee for your annual disability premium will depend on your age, occupation, how much income you want replaced, and how many months you're willing to wait before benefits kick in. Take a 40-year-old, nonsmoking, $80,000-a-year professional man. At the specialty disability insurer Unum Provident (www.unumprovident.com), premiums for his policy, which begins paying 90 days after he becomes disabled with a maximum benefit period to age 65, will cost roughly $1,500 a year. Some policies sell for a lot more. For instance, in 2001, a 45-year-old male executive might pay another insurer $230 a month for a policy that provides up to $5,000 a month; a female surgeon might pay $425 a month for a similar benefit. When you shop for a policy—available through insurance agents and financial planners—keep these points in mind:

•   Own-occupation coverage. This means that the policy will pay in the event that you develop any disability that prevents you from performing your own occupation, even if you are still able to do other kinds of work. For example, with such coverage, an airline pilot who went blind would collect benefits even though blindness wouldn't prevent him from being, say, a deskbound administrator. You can keep receiving benefits even if you earn money doing something else, as long as you are under a doctor's care. This coverage may cost up to 20% more than a policy that will pay benefits only if you are unable to work at any occupation suitable to your training and experience. And this feature is becoming harder and harder to find.

•   Residual benefits. This mouthful simply means that you can return to work part-time while you are recuperating and still collect partial benefits. If your policy doesn't have residual benefits built in, pay the extra fees to have it added as a rider.

•   A noncancelable contract. This feature means that the company must insure you without raising premiums or lowering benefits as long as you continue to pay the premiums. Like own-occupation coverage, noncancelable contracts have been becoming scarcer.

•   Guaranteed increase. This is simply the option of buying more coverage later without having to undergo a medical exam.

•   Guaranteed level premiums. By getting guaranteed level premiums, you'll prevent the insurer from raising premiums later. Again, this coverage is getting scarcer.

•   Annual cost-of-living adjustments. With this feature, your benefit payments will rise with inflation every year.

There are several ways to trim your premiums. For starters, you can accept the longest waiting period (also known as elimination period) available. The waiting period is the length of time you must be disabled before the insurance company starts paying benefits. Accepting a 180-day rather than the standard 90-day waiting period, for example, can save you several hundred dollars a year. Other cost cutters: You can select a shorter benefit period or reduce the number of options (riders) included with the policy.

If you automatically get employer-provided long-term disability coverage, your employer may let you buy more. But the insurer it uses may not offer the lowest available rates, so it pays to compare premiums among several insurers. At the very least, check with any professional organizations to which you belong, such as the American Institute of Certified Public Accountants. Such groups often can negotiate cheaper rates than a large company.

If you plan to leave the corporate world to strike out on your own, you may not qualify for disability insurance anymore—at least at first. Because people starting their own businesses don't have any income yet, they can't insure it against disability. Home-makers, with no earned income, have the same problem. One solution: Buy an individual policy before you quit your job.

Many people don't realize that the Social Security system provides disability benefits, too. But you must be in pretty bad shape to qualify: You've got to prove that your disability will keep you from working at any kind of job for more than a year or is fatal. Furthermore, these payments don't kick in until five months after your disability sets in. Your salary and the number of years you've worked determine your benefit amount.

Buying Homeowners or Renters Insurance

No matter where you live or whether you own your home or rent, you need to have insurance to protect your belongings against loss from theft and against damage by fire and other hazards. Homeowners insurance also covers the value of the home itself. In addition, property insurance on your home provides personal-liability protection for members of your household, covering you for claims against you involving injuries to people on or off your property.

Many renters and condo or co-op residents think they can get away without buying insurance for their apartment. They think differently after a burglary or other disaster, though. Don't be chintzy about paying to cover what you own. Renters insurance covers only your possessions so it's relatively inexpensive—a typical policy costs $169 a year for $15,000 worth of property. In a condominium or co-op, master policies cover the structure, including your bare walls, floors, and ceilings. But often you must insure anything on those surfaces, from rugs to chandeliers—even drywall and wallpaper.

For homeowners, the amount of coverage you should buy is whatever would be enough to pay for rebuilding your house if it were leveled by disaster. Standard homeowners policies cover your home's contents for half the dollar limit you place on the house. Most companies provide coverage for 50% to 70% of the amount of insurance you have on the structure of your home. So if you have $100,000 worth of insurance on the structure of your home, you would have between $50,000 and $70,000 worth of coverage for your belongings. The best way to determine if this is enough coverage is to conduct a home inventory. Your insurance agent can help you figure rebuilding costs, or you can hire a real estate appraiser for about $150.

Your annual premium depends on many different factors, among them the value of your house; its age; whether your area is prone to natural hazards such as hurricanes or earthquakes; the crime rate in your neighborhood; and what materials your house is made of (fire-vulnerable wooden houses cost more to insure than stone ones, for example). Annual premiums might run $500 to $1,000 for a $150,000 house, depending on coverage and where you live.

The best kind of coverage to get is known as HO-3 (homeowner 3), or “full coverage,” insurance. It protects your house against all perils not specifically excluded by the policy. (HO-1 and HO-2 policies are cheaper, but they cover fewer risks.) Depending on where you live, common exclusions are damage from floods, earthquakes, sewer and drain backups, war, and nuclear accidents. Your insurer may cover you for some of the excluded perils—at extra cost, of course. For instance, earthquake insurance—advisable for all Californians—runs about $400 to $900 a year for a $200,000 house, depending on where you live. (For more information on earthquake insurance, call the California Department of Insurance at 800-927-4357 or visit www.insurance.ca.gov.)

If you want to buy flood insurance, ask someone at your town hall whether your community is among the 18,000 or so that participate in the federal government's National Flood Insurance Program (www.fema.gov). That list includes almost every place with a serious risk of floods. To better gauge your vulnerability, ask your homeowners insurance agent to show you a flood insurance rate map; that will show you if you live in a minimal, moderate, or “special” hazard area. (If your risk is high, buy.) Cost: about $375 a year for a $100,000 house, depending on how much coverage and where you live. The coverage is available through your regular homeowners insurance agent; for insurers, call 800-427-4661 or check www.floodalert.fema.gov.

Even though cash-value coverage is the cheapest way to go, avoid it. These policies pay only the current value of any part of the house you lose. Instead, opt for guaranteed replacement cost coverage for your home. This simply means that you're insured for the full cost of replacing your house. (Most insurers cap coverage at 120% to 150% of the value of your house. Purchase extra if you believe your insurer's appraisal is low or your home has handcrafted cabinetry or other expensive features.) Your coverage will rise yearly with inflation. Not every home is eligible for guaranteed replacement cost coverage, though. Some insurers won't provide it for properties built more than 40 or so years ago. One reason: The intricate moldings and other detail work common in old houses can be very expensive to replace.

If guaranteed replacement cost is not an option, go for the second-best type of coverage: replacement cost. It covers the full cost of replacing your house, but with a price cap. If you buy one of these policies, it's important that you're covered for 100% of your rebuilding costs. Never let that amount fall below 80%. If your coverage is at or above the 80% mark, your policy may not pay the entire cost to rebuild your house if it's completely destroyed—but it will pay the entire repair cost if a portion of your home is damaged, such as after a fire. If your house is insured for less than 80% of its replacement cost, insurers will reimburse you for only that percentage of what is lost. For instance, if you've insured your house for only 60% of its value and your roof blows off, your insurance will pay only 60% of the cost of replacing the roof.

What if you have lots of expensive jewelry, silverware, furs, or a valuable stamp collection? You're right to ask, because most policies have a low $1,500 to $2,500 limit for these items. Hardly enough for such valuables. The solution: Buy a floater, or personal property rider, to make up the difference. Another advantage of a jewelry rider: It covers you for losses that occur on or off your property. So if a mugger takes off with your $10,000 engagement ring, you're covered. However, don't rely on your memory— photograph or videotape your possessions, and keep this dated record in a safe-deposit box or other secure place outside your home.

You may need more liability protection than the $300,0000 a typical standard policy provides. If you have a dog, a swimming pool, a home-based business, teenage children, a high-profile job, or a job that has the appearance of deep pockets, you're open to a lawsuit, warns the Independent Insurance Agents of America. (For more information, see the section on umbrella liability insurance later in this chapter.)

If you work from home, you need a home-business endorsement to cover your equipment and liability.

In the past few years a number of homeowners insurers have jacked up their premiums or stopped offering coverage altogether in certain areas around the country. If you find that your insurer has announced a giant rate hike, call your state insurance commissioner to see if the proposal is likely to go through.

If you can't find private homeowners or renters insurance at any price, you may be able to get coverage by joining your state's risk pool. Call your state insurance department for more information. Premiums may be steep, though. Often they go for 10% to 100% more than those on the open market.

EIGHT WAYS TO CUT YOUR HOMEOWNERS INSURANCE COSTS

1. Equip your home with smoke detectors, deadbolts, and burglar alarms, and tell your insurance company about them. These steps can reduce your homeowners premiums by 5% to 20%.

2. If you own a new home, ask about special breaks. Some insurers lower premiums by 5% to 25% for customers whose homes are less than five years old.

3. Raise your annual deductible. Hiking it from the standard $500 to $1,000, for instance, can save you as much as 15% per year; a $5,000 deductible, 25%.

4. Check to make sure the facts on your policy statement are correct. If the stated square footage is bigger than your house's actual square footage, say, or if the policy says your home has wood-frame construction when it's really concrete, you're being overcharged. Call your insurer to correct the problem.

5. Phone agents or check Websites to review six insurers to find the cheapest policy with the coverage you want. This advice is especially crucial now that major disasters such as hurricanes can hike rates as much as 30%. To shop on the Web, visit Netquote (www.netquote.com) and Homesite (www.homesite.com). The agents you call can be independents who represent a number of companies, or salesmen who work for a single insurer. Companies represented by independent insurance agents are almost always more expensive, mainly because your premium must cover their commissions.

Don't sacrifice safety for savings, though. A cheap policy won't be worth much if your insurer has gone under by the time you need to make a claim. Stick only with an insurer rated A or better by the insurance ratings service A. M. Best or AA-from Standard & Poor's (www.ambest.com; www.standardandpoors.com/ratings).You can also find these reports in most libraries.

6. Don't pay for floaters you don't need. If you bought a floater for a $5,000 fur coat you got five years ago, for instance, but have since given the coat to charity, be sure the insurer isn't still charging you for the coverage.

7. Ask agents about insuring your home and your car with the same company. Some insurers snip premiums on homeowners policies by 5% to 15% if you double up this way. But don't go this route until you check to be sure the insurer's car insurance premium is fairly priced.

8. Finally, if you have guaranteed replacement cost coverage, keep a close watch over your annual premium adjustments. The company will raise your rates each year to keep pace with inflation. If the price hikes are getting too hefty, look for a better deal elsewhere.

Buying Auto Insurance

Are auto insurance premiums costlier than ever? Is a car alarm noisy? Unfortunately, auto insurance premiums will continue to soar along with the costs of lawsuits, medical care, and car repairs. That's why it's crucial to become a smart auto insurance shopper. Even six-month premiums in big cities such as New York and Los Angeles often climb into the thousands of dollars, especially if you are under 25, own more than one car, or have a teenager in the house.

To find a suitable, affordable auto policy, first decide what level of coverage you want. Car insurance comes in a package that consists of the following provisions:

•   Liability protection. Like homeowners insurance, auto insurance protects you against liability. Here, the coverage protects you against claims for injury and property damage brought by other drivers, pedestrians, or property owners who allege that you caused an accident. Your auto insurer will defend you in or out of court against any claims. The insurance company pays the legal expenses and, if necessary, the damages, up to the dollar limit specified in your policy.

Most policies have three separate dollar limits for each of the following: (1) each person injured in an accident; (2) all people injured in the same accident; and (3) property damage, typically damage to the other driver's car. Most states require drivers to take a minimum of between $15,000 and $30,000 of coverage per person in an accident, with a cap of between $40,000 and $60,000 per accident. (This gets complicated; hang in there.)

A typical bare-bones policy covers $25,000 of liability per person, $50,000 per accident, and $10,000 for property damage; the shorthand name for the insurance would be 25/50/10 coverage. But that's not enough coverage for most people. Unless you have virtually no assets, be sure to purchase at least $100,000 of liability per person, $300,000 per accident, and $100,000 for property damage, or 100/300/100. This enhanced level of coverage will cost you about 20% to 30% more per year, but the protection is worth it.

•   Collision and comprehensive coverage. If you carry collision coverage, your insurer will pay for the repairs to your car in the wake of a smash-up. Comprehensive coverage takes care of damage from fire, storm, vandalism, or theft. Few banks and finance companies will approve you for a car loan unless you buy both kinds. Together, collision and comprehensive coverage can get expensive: They typically represent at least 30% to 40% of your total premium.

Both of these coverages are subject to a deductible, the amount you must pay out of your own pocket before the insurance kicks in. Beefing up your deductible can really cut your car insurance premiums. By raising your deductible from $100 to $500, for example, you can cut your collision premium by about a third; raise it to $1,000, and you'll cut this part of your premium in half. A tip: Deposit in the bank the money you're saving by upping your deductible, earmarking it to pay for fender-benders that don't reach the new deductible level.

If your car is more than five years old and on the decline, consider skipping collision and comprehensive coverage altogether. The reason: Your insurer will pay you no more than the car's market value if it's totaled or stolen. When the annual cost of your collision and comprehensive insurance exceeds 10% of your car's blue-book value— the amount you'd get if you sold the auto—drop the coverage. Your insurance agent can tell you the current blue-book value of your car.

•   Uninsured/underinsured motorist coverage. It has become a fact of modern American life: In many places, the streets are thick with drivers cruising blissfully without car insurance—or without enough insurance. The provision known as uninsured/underinsured motorist coverage means that if you have a close encounter with an uninsured, underinsured, or hit-and-run driver, your insurer will pay for injuries to your passengers, your own “pain and suffering,” and other expenses that health plans don't pick up. If you don't buy this coverage and get hit by one of these scofflaws, you'll have to pay for everything your medical insurance doesn't cover plus other expenses resulting from the accident. Clearly this is protection you want to have. You can buy as much coverage as you carry under the liability section of your policy, but it's a good idea to fork over the $40 or so a year that $100,000 of uninsured/underinsured coverage will cost.

•   Personal injury protection (PIP). You must purchase this type of coverage if you live in a state with no-fault insurance laws, which generally require your insurer to pick up medical costs for your injuries regardless of whether you or someone else caused the accident. Your agent can tell you whether you need PIP.

HOW TO CHOOSE A CAR INSURER

If you haven's shopped in three years for insurance, check what's out there. Get quotes from at least four carriers. First try a free database such as InsWeb (www.insweb.com), which offers quotes from up to eight insurers The larger the database, the better, If you're willing to pay for a more comprehensive database, go to the Consumer Reportse Web site (www.consumerinsure.org). The site's database compares up to 25 policies in 27 states. It costs $12 for the first vehicle, $8 for the second.

•   Use a direct writer. Companies like State Farm (www.statefarm.com) and USAA (www.usaa.com) that deal directly with consumers without using independent agents are called direct writers. In theory, they can pass on their savings by eliminating the middleman.

•   Read your junk mail. Direct marketers like GEICO (www.geico.com) and Progressive (www.progressive.com) save on overhead—and pass on the savings—by marketing by phone, mail, or the Internet.

•   Let your state be your guide. Two-thirds of state insurance departments and the District of Columbia offer shopping guides for auto insurance on the Web; half offer homeowners' guides. Your state's guide may identify little-known companies with competitive rates. Insure.com (www.insure.com) offers links to most state guides.

•   Check affinity groups. Your business association, club, or employer may offer group auto insurance at a discount.

Be sure to ask for any and all discounts you might be entitled to receive. The discounts might save you 5% to 25% of your premiums. Get the conversation started by telling your agent if any of the following factors apply to you:

•   You'll insure more than one family car with the same company.

•   Your car has safety features such as air bags, automatic seat belts, or an antitheft device.

•   Your car isn't a racy high-performance vehicle.

•   You've taken a state-approved defensive-driving course.

•   You're a senior citizen.

•   You're a middle-aged woman and are the only driver in your household.

•   You participate in a carpool.

•   You park in a garage rather than on the street.

CAR INSURANCE IF YOU HAVE TEENS IN THE FAMILY

If you have a teenager—which can double your insurance costs—look for discounts that he or she can help you get. Ask your insurance agent about discounts such as if your teen gets good grades or passes a driver's education course. Also, adding your child to your own policy will generally cost less than getting a new one just for your son or daughter. Be sure to tell the insurer if your teen is not the principal driver of the car but only pilots it occasionally, since occasional-driver status is often cheaper. Consider restricting your teen to driving your oldest or least expensive car and don't forget to tell your agent that he or she will be driving an old but safe clunker rather than a speedy sports car. If the kid has his or her own used car, you can always lower premiums by purchasing only liability coverage (though if it's a newer or late-model used car, you may want the extra protection). Finally, if your child is going away to college without a car—and the campus is at least 100 miles from home—request a discount for the months he or she will be away.

Buying Umbrella Liability Insurance

If you own a car or a home, of course, your homeowners and auto policies provide some liability coverage—typically $100,000 to $300,000 for your homeowners policy and about $50,000 for your auto policy. (Renters insurance policies provide some liability coverage, too.) But if you can afford it, you ought to buy additional liability coverage— known as umbrella liability insurance—from a homeowners or auto insurance agent. After all, if, say, you or a member of your household cripples a bigwig executive by plowing into him on a ski slope, you could be the target of a massive lawsuit that far exceeds those limits. Or if your teenager throws a party in your basement while you're away and a friend breaks a leg on the stairs, you could be held responsible and your liability could be enormous.

An umbrella liability policy covers any claims that come because you or members of your household have damaged others out of negligence—or libeled, slandered, or defamed them—in excess of the limits on your other policies. Buying such insurance is especially important if you fit one or more of the following profiles:

•   You have substantial assets and are thus a prime target for a big lawsuit.

•   You employ hired help who are not licensed or bonded, such as a cleaning woman, baby-sitter, or gardener.

•   You often have people house-sit for you.

•   You rent out a room in your home.

•   You have a home-based business.

To be safe, if you have as little as $200,000 in assets, it's wise to purchase a total of $1 in liability coverage (the minimum for umbrella policies). If you have, say, $500,000 in assets, you're better off with $2 d o n or more.The cost of the coverage depends on where you live and how many cars, boats, and homes you own. Generally, a $1 million policy might cost $200 to $300 a year.The next million dollars would cost an added $75 annually; you'll pay about $50 for every million thereafter. (Umbrella liability coverage on a home-based business will cost about $30 extra a year.)

To shave the cost of an umbrella liability policy, see about raising your liability coverage to the highest allowable levels on your homeowners and auto insurance policies. Then buy an umbrella policy for just the remainder you'd like covered. Also, look into buying your umbrella policy from the same insurer that provides your auto and/or homeowners coverage. In return for all this business, many companies will knock about 15% off your umbrella policy premium.

Buying Life Insurance

Amazing but true: Buying life insurance is one of the most important moves you can make to solidify your personal finances, yet it is also one of the most complicated. It's extremely difficult to compare life insurance policies. On top of that, life insurance has its own jargon that is enough to make anyone head for the aspirin bottle. It doesn't help, of course, that buying life insurance means coming to terms with your own mortality. Great.

Nevertheless, if you have dependents but your assets wouldn't provide for them adequately after you die, you need life insurance. By contrast, if you're single and have no dependents, you probably don't need to buy life insurance since no one is relying on your financial support. A life insurance agent may argue that you should buy a life insurance policy to cover the cost of burial when you die. But you should have enough in savings for this expense.

How much life insurance do you need? The simple answer: enough to sustain your family's present standard of living and let them meet their financial goals in the event that you're no longer around. If you're married and the only breadwinner, your life policy's death benefit—the face amount of the policy, collected by your beneficiaries after you die—together with your other assets should be large enough to deliver life-time income for your spouse. If you have kids, you'll need to provide income for them, too, until they leave home, as well as a tuition fund if you intend to pay their way through college. If both you and your spouse work and earn income that the family relies on, both of you need coverage.

But putting a dollar figure on the exact amount you need is trickier than you may think. The rule of thumb that says you should insure yourself for five to seven times your annual gross income is far too simplistic. Instead, meet with a life insurance agent or a financial planner who can do the calculations to match your situation. Many personal finance and insurance Web sites can also handle the calculations right on your personal computer—with no salesman in the room! Visit www.money.com/life on CNN-money's Web site or complete the worksheet below.

HOW MUCH LIFE INSURANCE DO I NEED?

To figure out how much life insurance you need, you must first answer some tough questions. How little could your survivors live on? Would your family move from your home? Could your spouse ever replace your income? This worksheet, developed with the help of insurance adviser Peter Katt, is flexible. For one, it gives you the option of providing for your heirs for only a few years--or indefinitely.
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You already may have some of the life insurance coverage you'll need through a policy provided by your employer at work. If the amount you calculated by the work-sheet is more than you can afford, consider trimming the amount by cutting back on certain goals (for example, maybe you don't want to leave each of your kids a $100,000 inheritance after all). Still, the basic amount of coverage a family of four needs can easily reach into the millions.

To decide which kind of life insurance policy is best for you, the first thing to under-stand is the difference between the two major types: term insurance and cash-value insurance.

Term insurance is pure insurance:Your premium payments go toward the guaranteed death benefit for your survivors. Well, almost exclusively. A portion also pays the agent's commission and the insurance company's overhead and profit. The term policy is good—in insurance terms “stays in force” —as long as you keep paying the premiums. When you stop paying, you're no longer insured.

Cash-value insurance, on the other hand, is a hybrid. It's life insurance combined with a savings fund. Part of the premium you pay goes toward the death benefit, the commission, and so forth, just as with term insurance. But a large piece of your premium goes into a tax-deferred investment fund. The balance you build up in this investment fund is known as the policy's cash value. The cash-value has a guaranteed interest rate, typically 4% to 5%, but the policy is likely to earn more than that for you. Depending on the policy, you can eventually borrow against your cash value or even withdraw it. Insurance agents sometimes like to call cash-value coverage “permanent insurance.”

So which kind of insurance is better: term or cash-value? For most people, term is the clear winner. If you're young or money is tight, opting for a cash-value policy is downright foolish. That's because for the same death benefit, term insurance is far less expensive, especially in the early years. And the commissions are far less steep (commissions on cash-value policies generally run five to 10 times higher than those on term policies). If you're 35 and want to buy $500,000 worth of life insurance, your annual term premiums will run about $850 to $1,500.

The most basic type of term insurance is called annual renewable term, which in most cases guarantees that you can renew your contract each year without a medical exam. Its premium rises each year as you age. Women pay less; smokers pay much more. You generally cannot renew the policy after age 70, at which point you probably won't need life insurance anymore anyway. If you go with an annual renewable term policy, make sure the contract guarantees that you'll be able to keep it regardless of changes in your health. Another kind of term: guaranteed level-premium term, which has premiums that remain constant for a period of years, then spike up.

Price hikes for annual renewable term are not as scary as they may sound. While the premium rate keeps rising, the amount of coverage the typical family needs will likely level off and then decline. That's because as your children grow up and your savings and investments accumulate, you typically need to own less insurance, not more. And cutting back on the death benefit amount means lowering the premiums.

If you're shopping for a term policy, don't be taken in by one just because it has the cheapest first-year premium. Instead, make sure the agent shows you its projected annual cost five, 10, and 20 years into the contract (through what's known as a policy illustration) and the maximum premium charge in each case. You can also find this information on insurance Web sites. A policy with the lowest initial premium may cost more as the policy ages than a similar policy with a higher initial charge. Your agent may recommend a level-term policy with set premiums for an extended period, such as 10 years. Since the premium is basically an average of the cost for the entire period, you'll pay more in the early years of a level policy than with a traditional annual renewable term. That's fine, but go for level-term only if you expect to keep the coverage for the entire period. (And note: Some level-term policies don't guarantee the premium for the entire term; check before you buy.)

The typical cash-value policy carries a much higher premium than a term policy because that premium must cover two things: insurance plus savings. That high premium ordinarily stays the same each year. But unlike term, cash-value insurance can be kept until you're at least 95. If you decide to purchase a cash-value policy, be sure you'll hang on to it for at least 10 years. Otherwise the policy's fees and agent commissions will eat up far too much of your cash-value fund.

There are many different types of cash-value policies. Among the most common are whole life, universal life, and variable life policies. Here's how they differ:

•   A whole life policy, the traditional form of cash-value insurance, invests mostly in bonds and earns a fixed, modest rate of return. This is the kind of policy your father or grandfather might have had. Premiums are fixed and in the early years tend to be higher than the cost of providing the protection; in later years they're usually less. The policyholder has no say in how the company manages these funds; long-range returns are comparable to those of bond funds.

•   Universal life policies let you adjust your premium and death benefit every year to suit your changing circumstances, so long as you keep enough cash value to cover administrative expenses and mortality charges. Part of your premiums are invested in short-term securities similar to those in money-market mutual funds, paying money-market rates of interest.

•   Variable life invests your cash value in your choice of stock, bond, or money-market funds. Returns fluctuate according to the markets and the fund manager's investing skill. Variable life policies generally deduct sales charges and other annual expenses that can cut their cash-value returns in half over the first 10 years you own them.

If you're shopping for a cash-value policy, be especially careful: Such policies are so complex that it's extremely difficult to compare the costs and benefits of different insurers' offerings. At a minimum, ask each agent what assumptions he or she is using to calculate policy illustrations. Some illustrations assume that cash-value accounts will earn an average of 8% a year for 20 years, for example, even though the kinds of things they invest in may now yield only 6%. Also ask the agent to verify that the interest rate figures are net of expenses, since that's what you'll really earn. Tell the agent to show you what would happen to your cash value if the insurer earned two percentage points less than anticipated, just to be sure. Also get a worst-case scenario—what the cash-value buildup would be if the insurer ended up paying the mere guaranteed rate, typically 4% to 5%. For $50, the Consumer Federation of America (www.consumerfed.org) will evaluate any cash-value policy's illustration, including expenses and commissions.

No matter which type of life insurance policy you want, don't sacrifice safety for price. If your life insurer goes belly-up, your coverage will be worthless. So stick with an insurer that gets a safety grade of no lower than A+ from rating agency A. M. Best (www.ambest.com) or AA-from Standard & Poor's (www.standardandpoors.com). Books detailing both agencies' ratings are also available at most public libraries.

THREE WAYS TO LOWER YOUR LIFE INSURANCE COSTS

Follow these suggestions to help save money on your life insurance premiums:

1. Get healthier. Quitting smoking can cut your life premium in half; losing excess weight can save almost as much.

2. Call a price-comparison shopping service or use one online. Several companies exist that will report the lowest rates available to you from a variety of different insurers. Price quotes are free; you can usually buy the policy you want directly from the company offering the price quote. Online services can also help you buy life insurance wisely, by advising you with calculators that help you figure out how much coverage you need, providing databases that can suggest appropriate types of policy, and identifying the least expensive one. A few such firms: Quotesmith (it scans more than 150 insurers: 800-556-9393; www.quotesmith.com); Select Quote (16 insurers: 800-343-1985; www.selectquote.com); Ins Web (www.insweb.com), the insurance content provider for MSN Money (moneycentral.msn.com) and Quicken.com; and Quick Quote (www.quickquote.com). A few companies focus exclusively on providing information about term life insurance: Term Quote (75 insurers: 800-444-8376; www.termquote.com) and Instant Quote (www.instantquote.com).

3. Get some quotes from low-fee insurance companies. Certain low-load insurers such as Ameritas Acacia and USAA, both of which sell by telephone, charge sales fees that amount to just 10% to 20% of your first-year premium and perhaps 2% of subsequent premiums. Check USAA (800-531-8000; www.usaa.com) or Ameritas (800-552-3553; www.ameritas.com). If you work with a fee-only financial planner, that pro can locate low-load policies for you, too. You'll pay a flat fee of perhaps $200 to $500 or a rate of something like $100 to $150 an hour.

Insurance You Don't Need

You may well be thinking, Gee—I sure need a lot more insurance than I have now! Well, maybe you do. And maybe you don't. According to the nonprofit Consumer Federation of America (CFA), fully 10% of the half a trillion or so dollars that Americans spend on insurance is unnecessary.

Remember, the purpose of insurance is to protect your family against financial catastrophe. So you should insure only against losses you can't absorb without serious pain— not against small losses that you can meet by tapping your savings. Nor should you buy policies that insure you against just one risk, such as dying in an airplane crash or contracting one specific illness. Such narrow policies are usually very expensive for what you get back in benefits.

Among the policies you should spurn—or dump if you already have them:

•   Life insurance for your kids. It's amazing how many people take out policies on their young children's lives considering how little reason there is to do it. You should insure a person's life only in order to protect his or her dependents against the loss of that person's income stream. So unless your kid is supporting you, save your money.

•   Dread-disease insurance. Policies that pay only if you get cancer, for example, cost a whopping $250 or so a year. Better to pay the premium for a policy that will cover you no matter what disease you get.

•   Hospital indemnity insurance. Such heavily advertised policies promise to pay you, say, $50 to $200 a day for every day you spend hospitalized. But a typical hospital stay costs $1,150 a day. And any decent comprehensive health insurance policy should cover hospitalizations adequately. Besides, you may have other medical expenses out-side the hospital. What's more, these policies don't protect you against medical-cost inflation, because their dollar limit is locked in place.

•   Credit life and credit disability insurance. It's a rare person who hasn't heard the credit insurance pitch from car dealerships, finance companies, or banks offering loans. “This policy will make your loan payments if you die or become disabled. And won't you feel better with that peace of mind?” Probably not—once you realize that credit insurance is usually a crashingly bad buy, costing perhaps $300 on a $10,000, four-year car loan.

About half of all credit-card issuers offer such insurance, too, usually pushed in flyers included with your monthly bill (cost: about 60¢ on every $100 of your credit-card balance each month). The insurance generally pays off revolving credit-card debt if you die, become disabled, or lose your job. But there's one big problem: The policies generally pay off your entire debt only if you kick the bucket. If you re disabled or laid off, they'll pay just the monthly minimum on your card—typically a puny 2.5% of your balance—usually for no more than a year. Meanwhile interest keeps accruing on the balance.

Instead of buying such insurance, simply beef up your personal emergency savings fund to cover small debts. As for large debts, make sure your life and disability coverage is adequate to cover them.

•   Mortgage protection insurance. Similar to credit life insurance, this type of policy would make your house payments for six to 12 months if you were laid off. But it's too overpriced to be appealing: Premiums usually amount to 3% to 4% of your annual mortgage payment.

•   Home warranties. Builders or real estate agents offer these contracts, which protect you against major defects in your home. Such warranties are expensive, though. They can cost up to $500 or more a year. And they are usually filled with exclusions. Another risk: The builder selling you the warranty will go out of business. If you're worried about defects in a house you're looking at, have a home inspector check it out instead.

•   Extended-service contracts on cars. These complex and overpriced policies pay if certain big-ticket components in your car break down, which is unlikely during the first few years of ownership.

The same goes for extended-service contracts on appliances and consumer electronics. But you're duplicating coverage for at least part of the time: The manufacturer's warranty usually lasts from three months to two years. Fact is, more than 80% of service contracts go unused.

•   Towing insurance. Typically piggybacked onto your auto insurance policy, this coverage pays, say, $75 for getting your sick car to a repair shop. But if you belong to an auto club such as AAA, you almost certainly have towing coverage already. Many luxury carmakers also throw in free towing for the first few years of ownership.
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