
Oracle Finanial Planners
John Severy-Hoven, CFP®, MBA
Financial Planner
1595 Selby Avenue
Suite 213
St. Paul, MN 55104
651-442-0465
jhoven@oraclefp.com
www.oraclefp.com

September 2017 Oracle Financial
Newsletter
Life Is for the Living, and So Is Life Insurance

Five Common Financial Aid Myths

How do economists measure inflation, and
why does it matter to investors?

How much can I deduct if I donate my car to
charity?

The Oracle's Investment Letter
Providing Financial Planning and Life Insurance

For Women, a Pay Gap Could Lead to a Retirement Gap
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Women in the workforce
generally earn less than men.
While the gender pay gap is
narrowing, it is still significant.
The difference in wages, coupled
with other factors, can lead to a

shortfall in retirement savings for women.

Statistically speaking
Generally, women work fewer years and
contribute less toward their retirement than
men, resulting in lower lifetime savings.
According to the U.S. Department of Labor:

• 56.7% of women work at gainful employment,
which accounts for 46.8% of the labor force

• The median annual earnings for women is
$39,621 — 21.4% less than the median annual
earnings for men

• Women are more likely to work in part-time
jobs that don't qualify for a retirement plan

• Of the 63 million working women between the
ages of 21 and 64, just 44% participate in a
retirement plan

• Working women are more likely than men to
interrupt their careers to take care of family
members

• On average, a woman retiring at age 65 can
expect to live another 20 years, two years
longer than a man of the same age

All else being equal, these factors mean
women are more likely than men to face a
retirement income shortfall. If you do find
yourself facing a potential shortfall, here are
some options to consider.

Plan now
Estimate how much income you'll need. Find
out how much you can expect to receive from
Social Security, pension plans, and other
available sources. Then set a retirement
savings goal and keep track of your progress.

Save, save, save
Save as much as you can. Take full advantage
of IRAs and employer-sponsored retirement
plans such as 401(k)s. Any investment
earnings in these plans accumulate tax
deferred — or tax-free, in the case of Roth

accounts. Once you reach age 50, utilize
special "catch-up" rules that let you make
contributions over and above the normal limits
(you can contribute an extra $1,000 to IRAs,
and an extra $6,000 to 401(k) plans in 2017). If
your employer matches your contributions, try
to contribute at least as much as necessary to
get the full company match — it's free money.
Distributions from traditional IRAs and most
employer-sponsored retirement plans are taxed
as ordinary income. Withdrawals prior to age
59½ may be subject to a 10% federal income
tax penalty.

Delay retirement
One way of dealing with a projected income
shortfall is to stay in the workforce longer than
you had planned. By doing so, you can
continue supporting yourself with a salary
rather than dipping into your retirement savings.
And if you delay taking Social Security benefits,
your monthly payment will increase.

Think about investing more
aggressively
It's not uncommon for women to invest more
conservatively than men. You may want to
revisit your investment choices, particularly if
you're still at least 10 to 15 years from
retirement. Consider whether it makes sense to
be slightly more aggressive. If you're willing to
accept more risk, you may be able to increase
your potential return. However, there are no
guarantees; as you take on more risk, your
potential for loss (including the risk of loss of
principal) grows as well.

Consider these common factors that
can affect retirement income
When planning for your retirement, consider
investment risk, inflation, taxes, and
health-related expenses — factors that can affect
your income and savings. While many of these
same issues can affect your income during your
working years, you may not notice their
influence because you're not depending on
your savings as a major source of income.
However, these common factors can greatly
affect your retirement income, so it's important
to plan for them.
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Life Is for the Living, and So Is Life Insurance
Life can be busy. The requirements of work and
family often leave little time to step back and
think about where you've been and where
you're heading. But as your responsibilities
grow, so does the need to evaluate what would
happen if life for you stopped. September is Life
Insurance Awareness Month and a good time
to reflect on how life insurance can help those
you leave behind — the living.

Your spouse or life partner
A successful marriage is often predicated on
sharing and providing for one another, and that
includes each other's financial obligations. If
you were suddenly no longer in the picture,
would there be enough money to pay for your
final expenses, cover debt, and buy some time
to allow your significant other to adjust to a new
way of life? Life insurance can provide funds to
cover immediate expenses and income to help
support your surviving loved one.

Your children
You've worked hard to provide for your kids, to
give them the chance to realize their hopes and
dreams. Your children are likely your greatest
responsibility — a responsibility that doesn't end
with your passing. Whether your children are in
diapers or about to enter college, if something
happened to you or your spouse, or both of
you, would there be enough income to continue
to provide financially for your children? Life
insurance can help provide the resources for
their continued growth and maturation.

Your home
Buying a home may be the largest single
expenditure of your life. While being a
homeowner is exciting, mortgage payments,
often lasting 30 years, along with maintenance,
utility costs, homeowners insurance, and real
estate taxes can add up to a long-term financial
commitment. Adequate life insurance protection
can provide funds that could be used to cover
these expenses, allowing your family to remain
in their home.

Your business
Do you own your own business? Life insurance
can fit into your business plan in many ways. It
can be part of an employee benefit program,
with coverage under a group plan. Life
insurance purchased on the lives of certain key
employees can protect your company from the
loss of talented and valuable workers. And life
insurance can be used to fund a buy-sell
agreement.

Caring for an aging parent or loved one
Are you caring for an aging parent or loved
one? Would the people who depend on you be

able to afford quality health care and a
comfortable place to live without your financial
support? Life insurance can become extremely
important in these situations, helping to provide
for these individuals in the event of your death.

Planning for retirement
Preparing for retirement probably means you're
saving as much as you can in your 401(k), IRA,
or other savings vehicle. If you die before you
get to enjoy your retirement, will your retirement
plan die for your surviving loved ones as well?
Not only will your salary be unavailable to help
pay for current living expenses, but your
income won't be there to build the nest egg for
the retirement of your spouse or life partner.
Life insurance can help provide funds that can
be used for your spouse's or life partner's
retirement.

Your health has changed
If your health declines, how will it affect your life
insurance? A common worry is that your insurer
could cancel your coverage should your health
change. However, changes to your health will
not affect your current insurance coverage,
provided you continue to pay your premiums on
time. In fact, you should take a closer look at
your life insurance policy to find out if it offers
any accelerated (living) benefits that you can
access in the event of a serious or long-term
illness.

Leaving a legacy
Life insurance can be used to increase the size
of an estate for your heirs. The death benefit
could provide your beneficiaries with a larger
legacy than might otherwise be possible. The
cost of life insurance may be significantly less
than the proceeds of the policy paid to your
beneficiaries when you die.

Charitable giving
Donating a life insurance policy to a charity may
enable you to make a larger gift than you
otherwise could afford. Further, the government
encourages charitable giving by providing tax
advantages for certain charitable donations (the
charity must be a qualified charity). This means
that both you and the charity could benefit from
your donation (though some charities may not
accept a gift of life insurance for various
reasons).

The cost and availability of
life insurance depend on
factors such as age, health,
and the type and amount of
insurance purchased. As
with most financial
decisions, there are
expenses associated with
the purchase of life
insurance. Policies
commonly have mortality
and expense charges. In
addition, if a policy is
surrendered prematurely,
there may be surrender
charges and income tax
implications.

Life insurance guarantees
are based on the
claims-paying ability and
financial strength of the life
insurance company issuing
the policy.
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Five Common Financial Aid Myths
With some private colleges now crossing the
once unthinkable $70,000-per-year mark in the
2017/2018 school year, and higher costs at
public colleges, too, financial aid is essential for
many families. How much do you know about
this important piece of the college financing
puzzle? Consider these financial aid myths.

1. My child won't qualify for aid because
we make too much money
Not necessarily. While it's true that family
income is the main factor in determining aid
eligibility, it's not the only factor. The number of
children you'll have in college at the same time
is a significant factor — for example, having two
children in college will cut your expected family
contribution (EFC) in half. Your assets, overall
family size, and age of the older parent also
play into the equation.

Side note: Even if you think your child won't
qualify for aid, you should still consider filing the
government's Free Application for Federal
Student Aid (FAFSA) for two reasons. First, all
students — regardless of income — who attend
school at least half-time are eligible for
unsubsidized federal Direct Loans, and the
FAFSA is a prerequisite for these loans.
("Unsubsidized" means the student pays the
interest during college, the grace period, and
any loan deferment periods.) So if you want
your child to have some "skin in the game" by
taking on a small student loan, you'll need to file
the FAFSA. Second, the FAFSA is always a
prerequisite for college need-based aid and is
sometimes a prerequisite for college
merit-based aid. Bottom line? It's usually a
good idea to file this form.

2. The form is too hard to fill out
Not really. Years ago, the FAFSA was
cumbersome to fill out. But now that it's online
at fafsa.ed.gov, it is much easier to complete.
The online version has detailed instructions and
guides you step by step. There is also a
toll-free number you can call with questions:
1-800-4-FED-AID. All advice is free. In addition,
a recent change has made the FAFSA even
easer to fill out: The FASFA now relies on your
tax information from two years prior rather than
one year prior (referred to as the "prior-prior
year" or the "base year"). For example, the
2017/2018 FAFSA relies on your 2015 tax
information, the 2018/2019 FAFSA relies on
your 2016 tax information, and so on. This
means that your necessary tax numbers will be
handy as you answer questions on the FAFSA.
The first time you file the FAFSA, you and your
child will need to create an FSA ID, which
consists of a username and password.

Side note: The CSS/Financial Aid PROFILE, an
additional aid form required by most private
colleges, is more detailed than the FAFSA and
thus harder to fill out. It essentially takes a
financial snapshot of your family's past year,
current year, and upcoming year (it asks for
estimates for the latter).

3. If my child applies to a more
expensive school, we'll get more aid
Not necessarily. Colleges determine your EFC
based on the income and asset information you
provide on the FAFSA and, where applicable,
the CSS PROFILE. Your EFC stays the same
no matter what college your child applies to.
The difference between the cost of a particular
college and your EFC equals your child's
financial need (sometimes referred to as
"demonstrated need"). The more expensive a
college is, the greater your child's financial
need. But a greater financial need doesn't
automatically translate into a bigger financial
aid package — colleges aren't obligated to meet
100% of your child's financial need.

Side note: When making a college list, your
child can research a particular college's
generosity, including whether it meets 100% of
demonstrated need and if it replaces federal
loan awards with college grants in its aid
packages.

4. We own our home, so my child won't
qualify for aid
The FAFSA does not take home equity into
account when determining a family's expected
family contribution (it also does not consider the
value of retirement accounts, cash value life
insurance, and annuities).

Side note: The CSS PROFILE does collect
home equity and vacation home information,
and some colleges may use it when distributing
their own institutional aid.

5. I lost my job after I submitted aid
forms, but there's nothing I can do now
Not true. If your financial circumstances change
after you file the FAFSA — and you can support
this with documentation — you can politely ask
the financial aid officer at your child's school to
revisit your aid package; the officer has the
authority to make adjustments if there have
been material changes to your family's income
or assets.

Side note: A blanket statement of "I can't afford
my family contribution" is unlikely to be
successful unless it is accompanied by a
significant changed circumstance that affects
your ability to pay.

Net price calculators

Net price calculators, available
on all college websites, provide
families with an advance
estimate of what their "net"
price will be at a particular
college based on their income,
assets, and personal family
information. The net price is
the price after grants and
scholarships are factored in.
This figure gives families a
much better idea of the real
cost of a particular college so
they can make well-informed
financial decisions.
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How much can I deduct if I donate my car to charity?
If you donate your car to
charity, you can claim an
income tax deduction for the
donation if you itemize your
deductions on your federal

income tax return.

The fair market value (FMV) of your car
represents the maximum deduction you may
take on your federal income tax return. Certain
commercial firms and trade organizations
publish monthly or seasonal guides for different
regions of the country that contain dealer sale
prices or average dealer prices for
recent-model cars. While these prices are not
"official" and the publications are not
considered appraisals of any specific donated
property, they do provide clues for making an
appraisal and suggest relative prices for
comparison with current sales and offerings in
your area. In certain circumstances, if the tax
deduction you claim for your car is greater than
$5,000, you may need a written appraisal of the
car's FMV from a qualified appraiser.

If the charity sells your car and you claim a
deduction of more than $500, you can deduct
the lesser of (1) the gross proceeds of the sale
(as indicated on IRS Form 1098-C) or (2) the

car's FMV on the date of your contribution. In
the following circumstances, you can generally
deduct the car's FMV at the time of your
contribution: The charity is going to significantly
use your car instead of selling it; the charity is
going to fix up the car materially before selling
it; or the charity is going to give the car away or
sell it (at a price well below its FMV) to a needy
individual as part of its charitable mission. In
this instance, IRS Form 1098-C should indicate
which of the exceptions applies.

If the charity sells your donated car for $500 or
less, you can deduct the lesser of $500 or the
FMV of your car on the date of your
contribution. However, if one of the exceptions
noted above applies, you may generally deduct
the FMV of your car.

Charitable contribution deductions are generally
limited to 50% of your adjusted gross income
(AGI), or 30% or 20% of AGI depending on the
type of charity and the property donated.
Disallowed amounts can generally be carried
over and deducted in the following five years,
subject to the percentage limits in those years.
Your overall itemized deductions may also be
limited based on the amount of your AGI.

How do economists measure inflation, and why does it
matter to investors?
The Federal Open Market
Committee (FOMC) adjusts
interest rates to help keep
inflation near a 2% target. The

FOMC's preferred measure of inflation is the
Price Index for Personal Consumption
Expenditures (PCE), primarily because it
covers a broad range of prices and picks up
shifts in consumer behavior. The Fed also
focuses on core inflation measures, which strip
out volatile food and energy categories that are
less likely to respond to monetary policy.

The typical American might be more familiar
with the Consumer Price Index (CPI), which
was the Fed's favorite inflation gauge until
2012. The Consumer Price Index for All Urban
Consumers (CPI-U) is used to determine
cost-of-living adjustments for federal income
taxes and Social Security.

The CPI only measures the prices that
consumers actually pay for a fixed basket of
goods, whereas the PCE tracks the prices of
everything that is consumed, regardless of who
pays. For example, the CPI includes a patient's
out-of-pocket costs for a doctor's visit, while the
PCE considers the total charge billed to

insurance companies, the government, and the
patient.

The PCE methodology uses current and past
expenditures to adjust category weights,
capturing consumers' tendency to substitute
less expensive goods for more expensive
items. The weighting of CPI categories is only
adjusted every two years, so the index does not
respond quickly to changes in consumer
spending habits, but it provides a good
comparison of prices over time.

According to the CPI, inflation rose 2.1% in
2016 — right in line with the 20-year average of
2.13%.1 This level of inflation may not be a big
strain on the family budget, but even moderate
inflation can have a negative impact on the
purchasing power of fixed-income investments.
For example, a hypothetical investment earning
5% annually would have a "real return" of only
3% during a period of 2% annual inflation.

Of course, if inflation picks up speed, it could
become a more pressing concern for
consumers and investors.
1 U.S. Bureau of Labor Statistics, 2017 (data through
December 2016)
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