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INTRODUCTION
Look at this book as your personal trainer—your friendly, expert, immediately useful, personal trainer.
You know that the time has come to get into better shape, financially.
For most people, just getting started is the hard part. But once you're on your way, you'll wonder how you ever performed at your peak without your personal trainer.
No matter what kind of condition you're in now, your trainer will—week by week—carefully bring you to the next level.
In sum, your trainer—this book—will show you, step by step, how you can become financially fit. Every week, you will have a measurable and reasonable task that you can accomplish—or at least get a good start on.
The first week out, we'll get you to perform a little work on the treadmill. We'll do simple things like making sure that you are collecting the highest interest available on your savings and checking accounts. Then, a short time later, we'll go into a bit of weight training by having you learn to use some personal finance software. Soon after that, we'll make sure you are putting your money into the right IRA for your circumstances. Next, we'll do some heavier lifting by pursuing some profitable strategies for buying stocks and reinvesting dividends.
There's nothing extreme here—no Triathlon spurts of futures or options. You don't have to take those kinds of risks.
Getting your personal finances into good long-term shape is a demanding and often daunting job. But the work needed is much easier—and you are more likely to succeed—if you do one task at a time.
We have divided your job of effecting a financial plan into 52 pieces, one week each. We do not expect you to complete everything involved with each task in just one week. We do expect that you will get a strong start on it, while recognizing that you will have to continue pursuing each specific goal for a long while to come.
As you follow the practical suggestions in this book, you will feel better with every passing day. At the end of 52 weeks, you should have considerably greater control of your finances. And you can build from there. Staying fit will be something that you work at every day—profitably—for the rest of your life.
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Score Some Quick Wins
Who says there are no second chances? Every dawning day gives us all a fresh start, a new opportunity to begin making all the moves needed to get our finances in shape—at last! Remember: It’s seldom too late, and never too early, to start investing and saving intelligently, and to take other steps that are necessary to improve your financial health.
Let me share with you 10 of the most important steps I’ve learned over the years. Several may sound familiar to you; together, they create a useful checklist of sensible moves toward financial security. Consider them as a few quick hits—ways to make or save money immediately. All of them—and much more—will be detailed in the pages of this book. Start taking one or more of these steps this week, then follow up with others in subsequent weeks.
Step 1
Visit your bank and find out how much interest you’re collecting on your checking, savings, and other accounts. Ask a bank officer how you can collect a somewhat higher rate of interest. Many banks and savings institutions pay their bigger savers more; you may be able to get an extra point or so tacked onto your savings—just for asking. After all, you’re a good customer, and the bank wants to keep your business. Perhaps you can switch your cash from an ordinary savings account to a higher-yielding bank money market account or even a short-term certificate of deposit (CD). If you have $5,000 or more to put into a CD, ask your banker whether that will qualify you for a special bonus rate.
Step 2
Before your next payday, arrange with your bank—or your employer—to have a fixed amount deducted from every paycheck and deposited into your savings or investment account. Often, a bank will automatically transfer money—$25 or more each month—from your checking account to a stock mutual fund of your choice. Usually, there’s no fee for this service.
Step 3
Put up to $5,000 a year—in pretax dollars—into a Flexible Spending Account (FSA) for dependent care, if your employer offers such a plan. (Most do.) In effect, the dollars you put into FSAs are not taxed. Use the tax-free FSA funds to pay for the care of your dependent children or a disabled spouse or relative. You can also employ FSAs to pay for health care for you and your family—and save a ton on taxes.
Step 4
Start a tax-saving Individual Retirement Account (IRA). You and your spouse can contribute up to $2,000 each a year, and all the earnings on that money—dividends, interest, and capital gains—will be tax-free until you withdraw it. You also can deduct that $2,000 a year from your taxable income, so long as: (1) You are not covered by a pension plan already, or (2) Your adjusted gross income is less than $52,000 if you’re married or $32,000 if you’re single. (Married people who earn less than $62,000 and singles who earn less than $42,000 get a partial deduction.) It’s remarkable how fast your contributions can grow. Say that you were lucky enough—and smart enough!—to have started at age 21 to put $2,000 a year into an IRA. If you earn and reinvest an average of 9 percent on the money, you’ll have more than $1 million by the time you’re 65.
Step 5
You may choose to take advantage of the new, improved version: the Roth IRA. You can withdraw all your contributions to a Roth and your earnings on them, totally tax-free, provided you meet certain conditions. You must:
 
Have held the IRA for five years; and
	
Reached 59 1/2 years of age; or

	
Have passed away (the funds will be disbursed to your heirs); or

	
Have become disabled; or

	
Use the funds to pay for Qualified First Time Home Buyer expenses.


With a traditional IRA, you have to pay ordinary income tax on your money when you take it out.
Step 6
Check that you have one of these in place: a 401(k) plan; or a 403(b) plan if you work at a school or other nonprofit organization; or a 457 plan, if your job is in a state or local government agency. For each dollar you contribute, many employers add 50 cents or more to your account. That’s found money. If you already have a 401(k), review how much you’re putting into it, and consider whether you should kick in more. Of the income you earned in 2000, you can contribute up to $10,500 to a 401(k) or 403(b) plan. Here’s a potential bonus: Because the money you invest in a 401(k) is not considered part of your adjusted gross income, your contribution lowers your adjusted gross income (AGI), perhaps making it possible for you to deduct your IRA contributions from your taxable income.
Step 7
Be sure you are not overwithholding taxes from your paycheck. Many people do that just to build up a rich cash refund from the IRS. Bad idea! You’re giving an interest-free loan to Uncle Sam. Tell your employer’s payroll department to increase the number of your dependents. You’ll get an automatic pay raise, and you can use the found money to buy into a stock mutual fund or a money fund.
Step 8
Resolve to take every tax-saving step that you reasonably and legally can. Start right now to keep detailed records of your contributions to charity and any deductible expenses that are necessary for doing your job, such as your gasoline and parking fees when you drive to clients and make sales calls.
Step 9
Pay off all your credit-card bills—even if you have to take out a bank loan to do so. It costs you much less to pay the loan interest than to pay the interest rate on your credit-card bills, which often hits a walloping 18 percent. Just think: If you’re in the 28 percent tax bracket, you’d have to earn 25 percent on your money, before taxes, to equal what you would save by paying off your balance on a credit card that’s charging you 18 percent interest.
Step 10
Start now to give money away on a regular basis to your children, your grandchildren (if you have any yet), your nieces and nephews, and other heirs. This may save them tremendous sums in federal and state estate taxes when you eventually meet your Maker. Open a custodial account for each child at a bank or brokerage house. Much or all of the income from the account—dividends, interest, and capital gains—will be taxed at your child’s favorable rates. True, if the child builds up a large amount of money in his or her own name, he or she eventually may be eligible for less college aid. Even so, I’ve found that, for most families, it makes sense to open custodial accounts for the children.
There’s much more. Read on.

WEEK
[image: image]
2
Boost Your Savings: Here Are Ten Ways
You probably learned the virtues of saving at your mother’s knee. Putting money aside regularly and religiously is the only way you can accumulate an emergency fund, as well as the cash you’ll need for the down payment on a first house, a college education for your kids, and a comfortable retirement for you and your spouse. Systematic saving can provide you with the means to save still more money—for example, by enabling you to pay cash for your next car rather than financing the purchase.
Yet, even though thrift is thought to be a traditional American virtue, most of us don’t practice it. In the first half of 2000, we set aside only 0.2 percent of our disposable income—far below the peak of 10.9 percent in 1982. That’s dramatically less than the savings rate in Germany, Japan, and other industrialized nations. Of course, cultural comparisons are tricky—not to mention that each country’s way of calculating savings is different—but, indisputably, Americans are lousy savers.
How much should you save? The right answer for you depends on your age and your family circumstances. But here’s a plan that states the bare minimum:
	If you’re 40 or younger, aim to save or invest at least 5 percent of your pretax pay.
	From age 41 to 45, step up your savings by one percentage point a year.
	After age 45, put away 10 percent a year—and preferably 15 percent.

The earlier you begin saving, the better. Consider the following facts.
Starting at age 25, if you put $2,000 a year in a money market mutual fund, which paid interest averaging about 4.84 percent in August 2000, you’ll have $245,618 at age 65.
But if you don’t begin saving that annual $2,000 until age 35, your savings at age 65 will total only $137,541.
In short, by getting an early start, you can almost double your savings by retirement age, thanks to the magic of compounding—that is, you earn interest on the interest you’ve accumulated in previous years. (For simplicity’s sake, we have left the impact of taxes out of the calculations. But we’re not being entirely theoretical. You could accumulate those amounts, tax-deferred, in an Individual Retirement Account or some other qualified retirement savings plan.)
Some people are able to save money with no specific purpose in mind. But most of us need one or more savings goals.
The first goal can be to accumulate an emergency fund—cash you can tap in case of illness, job loss, or some other financial disaster. Keep this money in a bank savings account, a bank money market account, or a money market fund, so that you can get at it quickly. The total should equal at least three months’ living expenses. Better yet, put away six months’ worth. And, if you’re self-employed or your job isn’t secure, sequester enough money to pay your living expenses for a full year.
After you’ve topped off your emergency fund, begin saving for specific short-, medium-, and long-term goals. Your short-term goals might include taking a terrific summer vacation or being able to buy certain Christmas presents. Medium-term objectives (those that are three to five years away) might be to make the down payment on a first house, or to purchase a second home or a new car. Long-term objectives for most people are simply stated: college for their children and a stress-free retirement for themselves.
How fast will your money accumulate? Here’s a rule: Divide 72 by the return you expect on your savings. The answer will be how soon your money will double (before taxes, of course). Thus, if you put your savings in a money market fund paying 6 percent, your money will double in 12 years (72 divided by 6 equals 12).
Think you can’t afford to save? Think again. Here are ten ways you can save money right now:
	Cut your auto insurance premium more than 10 percent by raising your collision deductible from $250 to $500. Consider increasing it to $1,000 if you can afford to pay that much out of your own pocket for a fender-bender.
	Ask for low-cost generic versions of expensive brand-name drugs—provided your doctor or pharmacist agrees this is advisable.
	Save on stock market commissions by using an Internet broker, unless you need a full-service broker’s research and advice. Similarly, favor no-load or low-load mutual funds over their costlier kin.
	Use a home-equity loan (average interest rate in late September 2000: 10.25 percent) to pay off your consumer loans, particularly your credit-card balances (average interest rate: 17.36 percent). An extra bonus: Interest on the first $100,000 of home-equity loans is tax-deductible, whereas interest on credit-card debt and other consumer loans is not.
	Refinance your old high-rate mortgage with one of today’s somewhat lower-cost loans. (In late September 2000, rates on 30-year mortgages averaged about 7.92 percent.) Earmark the difference in monthly payments for savings.
	Favor a 30-year mortgage over a 15-year one. Your monthly interest payments will be lower, and you can save the difference.
	When you get your next raise, save it—and continue to live on your old income.
	Channel any bonuses into savings rather than splurging on a vacation trip or a new car that you don’t really need.
	Sock away any minor windfalls, such as gifts, tax refunds, investment profits, or freelance fees.
	Keep budgeting for debts that you’ve paid off. The only difference: Add the money to your savings.
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Put Your Savings and Investments on Auto Pilot
Here are six painless (well, almost painless) plans that automatically steer part of your earnings into savings, so you won’t get your hands on the money and be tempted to spend it.
You can put any of these plans into practice by filling out a simple form—provided by your employer or your bank or some other financial institution—that lets you set aside $25 a month or more. We’ve grouped the plans in two categories: (A) those sponsored by employers and (B) those offered by financial institutions.
Category A: Employer Plans
If your company offers an automatic deduction-and-deposit plan, grab it. Three programs are commonly available.
1. Retirement savings plans. Deposit money into your company’s profit-sharing or stock-purchase plan if your employer offers them. Your own contributions are not tax-deferred. But taxes are postponed on (a) any money put into your account by your employer, (b) any earnings on those contributions, and (c) any earnings on your own deposits.
Similarly, take advantage of any other retirement savings plan your employer offers—for example, 401(k) at private companies, 403(b) at schools and other nonprofit organizations, and 457 at state and local government agencies. Of the income you earned in 2000, you can contribute up to $10,500, tax-deferred, to a 401(k) or 403(b). Many employers contribute 50 cents or so for each dollar you put into your plan, up to a maximum of 6 percent of your pay.
2. U.S. Savings Bond plans. Figure out how much money you want withheld from your pay—from $1 per paycheck to $25,000 a year—and your employer will invest the money for you in Series EE Savings Bonds. Ask your payroll department for the enrollment form. Interest on your bonds is exempt from state and local taxes, and you pay no federal tax on the interest until you cash in the bonds when they mature. (The time it takes to collect the face amount on an EE bond depends on current interest rates. In mid-2000, when the EE bond rate was 5.73 percent, EE bonds would mature in 12 years.)
Better yet, if your adjusted gross income is below a certain total, you can avoid some or all of the federal tax on your EE or I bond interest if you use the proceeds to pay college or vocational-school tuition for yourself, your spouse, or your children. The income ceilings for full deductions in 2000 were $79,650 for married couples filing jointly and $53,100 for single persons. You could get partial deductions for income between $79,651 and $109,650 for married couples and between $53,101 and $68,100 for single persons. The ceilings rise with inflation, so check with the federal government before adopting this strategy. (For the latest bond yields and income limits, call the Bureau of Public Debt at 1-800-487-2663 or visit its website at www.publicdebt.treas.gov.)
3. Deferred compensation plans. Many companies offer these plans to highly paid employees who can afford to postpone taking some of their income until they need the money—say, at retirement. You only need to tell your payroll department to defer a bonus, or some of your salary, until an agreed-on time.
The advantage: You’re not taxed on the money until you receive it. Perhaps you will then be in a lower tax bracket than you are now.
The disadvantage: Tax law doesn’t permit your employer to guarantee that it will pay you the money. (If the company did, you would owe taxes on the deferred income, since you would technically be in receipt of it.) This leaves your money vulnerable to being seized by creditors if the company runs into financial trouble.
The obvious advice: If your employer looks shaky, don’t sign up for a deferred-compensation plan.
Category B: Private Plans
	Dividend-reinvestment plans (DRIPs). These plans allow you to plow your dividends into additional shares without paying commissions—and, sometimes, at slightly lower prices. At last count, nearly 1,000 publicly traded companies offered DRIPs. Some plans charge small fees, but they’re still far lower than the commissions you would pay to a full-service broker. (For more on DRIPs, see Week 29: Make Your Money Grow—Drop by Drop.)
	Transfers from a checking to a savings account. As a bank depositor, you can often arrange to have a fixed sum of money switched from your checking to your savings account or to a higher-paying money market account. You set the amount—typically, the range is from $25 a month to as much as you wish. You can get the authorization form at your bank.

Warning: Don’t forget to allow for the automatic transfer in your personal budgeting or you’ll risk overdrawing your checking account.
	Transfers from a bank account to a mutual fund. Stock and bond funds often accept transfers (typically, $25 a month or more) from checking accounts. Usually, there’s no fee for the service. You can withdraw the money whenever you wish—for example, when you need to buy a new car. Ask the fund of your choice for an application form, or ask your stockbroker, if you opened your mutual fund account through him or her. When you send back the completed application, attach a blank personal check. (Don’t forget to write “void” on the face of the check!) You can cancel the arrangement at any time by calling the fund or your broker.

All these plans have one principle in common: Pay yourself first. Whether you follow this strategy with an automatic savings plan or on your own, it’s the best way to pile up assets fast, so that you can handle most of your financial problems and ensure lifelong financial security for yourself and your family.
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Contribute the Max to Your Employer’s Savings and Investment Plans
This is the week to check that you are making the most of the retirement savings plans sponsored by your employer. They have various names. For-profit companies sponsor the famous 401(k) accounts; nonprofits such as schools, churches, and charities offer 403(b) plans; state and local governments maintain 457 plans. (The numbers indicate the federal tax code sections that permit the plans.) Small firms offer SIMPLE accounts, or Savings Incentive Match Plans for Employees.
No matter what your plan is called, the questions you face are the same: Are you putting as much as you should into your account? Are you investing your money too conservatively?
Your plan is most likely a dynamite deal. With Social Security’s future uncertain and with the decline of traditional pensions—the kind that require no contributions from employees—you are increasingly responsible for your own security in retirement. The best way to pile up the assets you’ll need is with an employer-sponsored savings plan that provides for tax-deferred compound growth.
You elect to put part of each paycheck into the plan. Your contribution isn’t considered immediate income, so it’s not taxed immediately. You can invest your contributions in stocks, bonds, and other assets, and the earnings on them will compound tax-free until you take them out of the account—usually not until you retire. When you do retire, your withdrawals will be taxed at regular income tax rates.
Employer-sponsored savings plans are often terrific benefits, for two reasons:
	Most companies match a portion of their employees’ contributions. This match generally ranges from 25 cents to $1.00 for every dollar the worker puts in, up to a certain dollar limit or a percentage limit—typically, $2,000 or 3 percent to 6 percent of earnings. Let’s say your employer matches your contributions dollar-for-dollar up to $2,000. If you put that much into your account, you’ll automatically double your money. Invest $6,000, and your company’s match of $2,000 will equal a 33 percent annual return—roughly equal to the stock market’s glorious performance in the late 1990s!
	Taxes are postponed on your investment earnings and contributions—up to the maximums described below—until you start withdrawing money from the account, usually after you retire. This enables your nest egg to grow much faster than if it were regularly raided by taxes. 

Let’s say you invest $6,000 a year (after taxes) at an 8 percent annual return and you’re in the 40 percent tax bracket. In 20 years, your taxable account would total about $274,572. But what if you put the money into a 401(k), 403(b), or other tax-deferred account? Your contribution will come from pretax earnings, so your annual investment can amount to $10,500, at no more out-of-pocket cost to you than in our first example. Over 20 years, an 8 percent annual return will turn your investments into $457,620—roughly 66 percent more than in a taxable account.
You don’t have to lose the benefits of tax-deferred compounding if you change jobs. If your balance totals more than $5,000, your original employer must allow you to leave your money in the plan if you wish.
But most benefits departments will encourage you to take the money. If you do, don’t ask for a check. If you accept a check, assuming you’re under age 59 1/2, you’ll most likely owe a 10 percent tax penalty plus regular federal and state income tax on your money—a whack that could amount to as much as 60 percent of your balance! Instead, enroll in your new employer’s retirement savings plan as soon as that employer allows you to. Then ask the new plan’s administrator to arrange for a transfer of your old account’s balance into your new one. You won’t have access to the money, so you’ll owe no tax on it.
Alternatively, you can roll the money over into an Individual Retirement Account (IRA). Just be sure to have your former employer transfer the money directly to your IRA. If the company makes out the check to you, it will have to withhold 20 percent of your balance to cover potential taxes. You would then have to come up with the missing 20 percent elsewhere and deposit the entire amount into your IRA within 60 days to avoid taxes and perhaps a 10 percent penalty. (The federal government would refund the withheld 20 percent after you file your tax return.)
How much should you put into your account? For a detailed answer, you can use the worksheets in Week 46: Calculate What You Will Need in Retirement. Or, you can turn for help to a financial planner or to computer software such as Quicken Deluxe 2000, priced between $45.00 and $60.00.
Federal law limits contributions to company-sponsored plans. Of the money you earned in 2000, you could kick in $10,500 to a 401(k) or 403(b) plan, or $6,000 to a SIMPLE plan. The ceilings will rise with inflation.
Many plans allow you to make additional contributions from your after-tax earnings. But your combined employee and employer contributions can’t exceed 25 percent of your pretax pay. If you’re a “highly compensated employee,” meaning you earn more than $80,000 or own more than 5 percent of the capital in the business, you may face still further limits.
Most Americans invest too little in their tax-deferred savings plans, but there’s also a danger in investing too much in these plans. After all, you probably have some other pressing goals—for example, buying a home or sending your kids to college. You can take money from a tax-deferred account before retirement, but unless you’re 59 1/2 or older, the withdrawal will generally be socked with a 10 percent penalty in addition to regular income taxes. (The penalty is waived if you withdraw money early to pay for medical expenses that amount to more than 7.5 percent of your adjusted gross income. Also, the penalty does not apply to early distributions from 457 plans.)
Most employers let you borrow against your 401(k). Tax law allows you to borrow up to $50,000 or 50 percent of the amount that is vested—whichever is less. The interest rate is likely to be lower than the rate you would pay to a bank or other commercial lender. You repay the loan with payroll deductions that can be spread over five years—or longer, if you’re buying a home. Also, your interest payments go into your account, so, in effect, you’re repaying yourself for the loan. Meanwhile, all of your money not on loan keeps earning tax-sheltered income.
On the other hand, unless the interest you’re paying yourself is a higher rate than you are earning on your investments in the tax-deferred account, borrowing from it may not be wise. The chief reason is that you’ll miss out on the tax-deferred compounding you would gain on the money if you hadn’t borrowed it. Also, these loans usually must be paid if you leave your job. If you can’t come up with the money, the loan balance will be treated as taxable income. You then may have to pay the 10 percent penalty, on top of the regular income tax on the outstanding loan.
One overall conclusion is: When you decide how much you should tuck away in your tax-deferred account, be sure not to lose sight of your other financial goals.
Another key consideration: Are you investing your money too cautiously? Unlike traditional pension plans, a 401(k) or other tax-deferred savings plan does not promise you a specific pension amount at retirement. Instead, your benefit will hinge on your contributions and your investment returns. Depending on the plan, you may be offered as few as three investment choices or, more commonly, 10 to 12, including small-company and large-company U.S. stock mutual funds, an international stock fund, U.S. bond and money market funds, guaranteed investment contracts (GICs), and your employer’s stock. If your plan does not give you enough choice, complain to your benefits department.
Many people put too much money in low-yielding investments like money market funds and GICs, and too little in stocks. Sure, stocks are riskier, but history’s lesson is that, over the long run, they offer far greater growth potential than fixed-income investments. Indeed, if you are in your twenties, your thirties, or even your forties, there is a strong argument that you would do well to put just about all your 401(k) money into stocks or stock mutual funds. If that strategy sounds too chancy, remember that you may already have one low-risk nest egg in Social Security and perhaps a second in your company’s pension plan.
As you get closer to retirement, you should take fewer risks by gradually moving your portfolio into more conservative investments: Treasury securities, blue-chip stocks, high-dividend stocks, and growth-and-income and income mutual funds. When you’re 10 years from retirement, financial experts suggest that your investment portfolio—including both taxable and tax-deferred accounts—might look like this:
	35 percent large-company stocks (or stock funds).
	20 percent small-company stocks.
	15 percent international stocks.
	20 percent high-quality bonds.
	10 percent high-yield bonds.

(For more on asset allocation, see Week 25: Choose the Right Investment Mix.)
Yes, you can have both a company-sponsored savings plan and an IRA. You might want to have both, even if you cannot deduct your IRA contributions from your taxable income. (For the rules, see Week 43: Open an IRA—or a Roth IRA.) But if you must choose one over the other, you might be better off with a 401(k). First, the annual contribution limits are higher with a tax-deferred company plan than with an IRA—up to $10,500 versus $2,000. Second, if your company offers a match—even a miserly 25 cents on every dollar you put up—the 401(k), 403(b), or other employer-sponsored plan probably wins hands down.

Alternative Plans

WEEK
[image: image]
5
Open a Flexible Spending Account
Health care expenses are devouring more and more of our family budgets, and many medical bills strike when we least expect them. Still, there are some costs not fully covered by health insurance that you can foresee—maintenance drugs and orthodontia, for example—and it’s wise to build a reserve of money to address these bills. One sound way to do that, and beat the rising costs of health care, is to enroll in a Flexible Spending Account (FSA) where you work.
If your employer offers you an FSA, you’d probably be smart to contribute to it.
Most of the Fortune 500 companies—and many others as well—have FSAs. Particularly in these times when it is hard to find and retain reliable workers, companies like to see their employees healthy and happy.
Workers embrace the FSAs: millions of Americans have such accounts. Their popularity also is symptomatic of the trend toward letting workers personalize their compensation packages, choosing between pay and benefits and selecting specific kinds of benefits.
With an FSA, you can set aside part of your pretax earnings to pay for health care for yourself and your whole family. You also can use it for dependent care for your kids and aged relatives. The FSA money is not taxed, so you save a bundle on taxes. In brief, the IRS enables employers to offer their workers a choice between taxable cash and a variety of nontaxable benefits.
To pay for those benefits, you can set aside part of your salary, up to certain annual limits set by your employer or the IRS. The ceilings may rise as high as $5,000 for health care and another $5,000 for dependent care (although you can choose to contribute much less). A number of employers even contribute 50 cents or a dollar for every dollar that you put in. You then can use this tax-free money to pay for a wide range of services—generally, those not fully covered by health insurance. They may include health insurance premiums; medical, dental, and vision deductibles and co-payments; prescription drug, mental health, and substance abuse treatment co-payments; certain smoking cessation programs; eyeglasses and laser eye surgery; tutoring for certain learning disabilities; special equipment installed in your home or car for medical reasons; and, in some cases, acupuncture or the services of a Christian Science practitioner.
In the dependent care area, you can use your nontaxable FSA dollars to pay for baby sitters, nursery schools, child care centers and day camps, or expenses for elder care centers or for a housekeeper to look after an aged parent or some other relative who is dependent on you.
Of course, there are a number of medical services that FSAs will not pay for. They include marriage counseling fees, maternity clothes, health clubs, weight reduction programs, hair replacement treatments, and cosmetic surgery.
For more information about eligible expenses, call 1-800-TAX-FORM and ask for IRS publication 502 (for medical and dental expenses) or 503 (for child and dependent care expenses). You can also retrieve publications online, at www.irs.gov. One warning: You must spend all your FSA money in the year you set it aside. In short, use it or lose it.
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