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Think before you spend

 In their book, Happy Money: 
The Science of Smarter Spending, 
Professors Elizabeth Dunn and 
Michael Norton summarize their 
own and others’ research. What they 
found is that it’s not necessarily how 
much you make that matters to overall 
happiness (although that certainly 
contributes), but what you do with 
your money. They boiled down the 
findings to five “key principles of 
happy money.”
 
1. Buy Experiences. 
 Investing in memories can result 
in a more sustained level of happiness 
than buying a bigger house, a more 
luxurious car, or other material 
goods. Buying the latest technological 
gadget might elicit the kind of joy of 
a child experiences opening a new 
toy on the holidays, but just like that 
new toy, the gadget loses its novelty 
with time—a principle psychologists 
refer to as “hedonic adaptation.” On 
the other hand, experiences—even 
those that are fleeting or may initially 

provoke trepidation, such as hang 
gliding—create memories that help 
foster prolonged contentment. 
2. Make It a Treat. 
 While you’re investing in those 
experiences, be sure to spread 
them out so they don’t become 
expectations or habits. In this way, 
the novelty of each new experience 
will be fully realized. As the book 
says, “Abundance is the enemy of 
appreciation.” This is also true with 
something as simple as a cappuccino. 
If you make it a daily ritual, it becomes 
a habit. If you instead substitute your 
daily coffee once a week with a froth-
covered treat, then it becomes a 
reward to savor. 
3. Buy Time. 
 According to Dunn and Norton, 
individuals should ask themselves 
the question, “How will this purchase 
change the way I use my time?” For 
example, will it allow you to spend 
more time with your friends or family, 
or create more “to-dos” to clog your 
list? Will it free you up to participate 

It’s Complicated: 
 Money and Happiness
Does more wealth lead to more happiness? 
Researchers have tackled this question for decades, 
and although the results have differed, one fact is 
certain: The relationship between money and happiness—or 
“well-being,” as many researchers put it—is complicated.

in more activities you enjoy? Investing 
in products or services that allow you 
to spend time on the things you love 
will lead to greater overall well-being. 
And, say the authors, don’t fall into 
the trap of putting a dollar value on 
your time, as this leads to increased 
stress levels. “Simply feeling like your 
time is valuable can make it seem 
scarce.”
 
4. Pay Now, Consume Later. 
 Paying for a treat or experience 
up front, such as event tickets you 
buy months in advance, allows 
you to benefit from the extended 
pleasure of eager anticipation. With 
all due respect to Tom Petty, the 
waiting, it seems, may be the best 
part. Conversely, credit cards can 
be a dangerous, albeit convenient, 
financial tool, facilitating a “consume 
now, pay later” dynamic. One study 
cited in Happy Money found that all 
30 people surveyed underestimated 
their monthly credit-card bills by a 
sizable average of nearly 30%.
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 Today more than ever, charitable institutions stand 
to benefit as the first wave of baby boomers reach the 
stage where they’re able to make significant charitable 
gifts. If you’re like many Americans, you too may have 
considered donating to charity. And though writing a 
check at year-end is one of the most 
common ways to give to charity, planned 
giving may be even more effective.

What is planned giving?
 Planned giving is the process of 
thinking strategically about charitable 
giving to maximize the personal, 
financial, and tax benefits of your gifts. 
For example, you may need to receive 
income in exchange for the assets you donate, or you 
may want to be involved in deciding how your gift is 
spent—things that typically can’t be done with standard 
checkbook giving.

Questions to consider
 To help you start thinking about your charitable plan, 
consider these questions:
n Which charities do you want to benefit?
n What kind of property do you want to donate 
 (e.g., cash, stocks, real estate, life insurance)?
n Do you want the gift to take effect during your life 
 or at your death?
n Do you want to retain an interest in the property 
 you donate?
n Do you want to be involved in deciding how your 
 gift is spent?

Gifting strategies
 There are many ways to donate to charity, from a 
simple outright cash gift to a complex trust arrangement. 
Each option has strengths and tradeoffs, so it’s a good 
idea to consider which strategy is best for you. Here are 
some common options:
Outright gift. An outright gift is an immediate gift for 
the charity’s benefit only. It can be made during your life 
or at your death via your will or other estate planning 
document. Examples of property you can gift are cash, 
securities, real estate, life insurance proceeds, art, 
collectibles, or other property.
Charitable trust. A charitable trust lets you split 
a gift between a charitable and a noncharitable 
beneficiary, allowing you to integrate financial needs 
with philanthropic desires. The two main types are a 
charitable remainder trust and a charitable lead trust. A 
typical charitable remainder trust provides an annuity or 
unitrust interest for one or two persons for life. An annuity 

interest provides fixed payments, while a unitrust interest 
provides for payments of a fixed percentage of trust assets 
(valued annually). At the end of the trust term, assets 
remaining in the trust pass to the charity. This can be an 
attractive strategy for older individuals who seek income. 

There are a few other variations of the 
charitable remainder trust, depending 
on how the income stream is calculated. 
With a charitable lead trust, the order 
is reversed; the charity gets the first, or 
lead unitrust or annuity interest, and the 
noncharitable beneficiary receives the 
remainder interest at the end of the trust 
term.

Charitable gift annuity. A charitable gift annuity 
provides a fixed annuity for one or two persons for life. 
It’s easier to establish than a charitable remainder trust 
because it doesn’t require a formal trust document.
Private foundation. A private foundation is a separate 
legal entity you create that makes grants to public 
charities. You and your family members, with the help 
of professional advisors, run the foundation—you 
determine how assets are invested and how grants are 
made. But in doing so, you’re obliged to follow the many 
rules and regulations governing private foundations.
Donor-advised fund. Similar to but less burdensome 
than a private foundation, a donor-advised fund is an 
account held by a charity to which you can transfer assets. 
You can then advise, but not direct, how your assets will 
be invested and how grants will be made.

Tax benefits
 Charitable giving can provide you with great personal 
satisfaction. But let’s face it, the tax benefits are valuable, 
too. Your gift can result in a substantial income tax 
deduction in the year you make the donation, and it 
may also reduce capital gains and estate taxes. With a 
charitable remainder trust, you generally receive an up-
front income tax deduction equal to the estimated present 
value of the interest that will eventually go to charity.
 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.
 The charity must be a qualified public charity in order for 
you to enjoy these tax benefits. Not all tax-exempt charities 
are qualified charities for tax purposes. To verify a charity’s 
status, check IRS Publication 78, or visit www.irs.gov.   n 

Planned Charitable Giving
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  EXTING VERSUS EMAIL 
 (or even snail mail). Angry Birds 
versus Monopoly. “The Theory of 
Everything” versus “The Sound of 
Music.” “Dancing with the Stars” 
versus “American Bandstand.”
 It’s no secret that there are a 
lot of differences between baby 
boomers, born between 1946-1964, 
and millennials, who were generally 
born after 1980 (though there is 
disagreement over the precise time 
frame for millennials). But when it 
comes to finances, there may not be 
as much difference in some areas as 
you might expect. See if you can guess 
which generation is more likely to have 
made the following statements.

Boomer or millennial?
1)  I have enough money to lead the 
 life I want, or believe I will in the 
 future.
2) My high school degree has 
 increased my potential earning 
 power.
3) I rely on my checking account to 
 pay for my day-to-day purchases.
4) I consider myself a conservative 
 investor.
5) Generally speaking, most people 
 can be trusted.
6) I’m worried that I won’t be able 
 to pay off the debts that I owe.

Millennials vs. Boomers: How Wide is the Gap?

T

The answers
1) Millennials. According to a 2014 
survey by the Pew Research Center, 
millennials were more optimistic 
about their finances than any other 
generational cohort, including baby 
boomers. Roughly 85% of millennials 
said they either currently had 
enough to meet their financial needs 
or expected to be able to live the 
lives they want in the future; that’s 
substantially higher than the 60% of 
boomers who said the same thing. 
Although a higher percentage of 
boomers—45%—said they currently 
have enough to meet their needs, 
only 32% of millennials felt they had 
enough money right now, though 
another 53% were hopeful about their 
financial futures. Source: “Millennials 
in Adulthood,” Pew Research Center, 
2014

2) Boomers. The ability of a high 
school education to provide an 
income has dropped since the 
boomers’ last senior prom, while a 
college education has never been 
more valuable. In 1979, the typical 
high school graduate’s earnings 
were 77% of a college graduate’s; in 
2013, millennials with a high school 
diploma earned only 62% of what 
a college graduate did. And 22% of 
millennials with only a high school 
degree were living in poverty in 2013; 
back in 1979, the figure for boomers 
at that age was 7%. Source: “The 
Rising Cost of Not Going to College,” 
Pew Research Center, 2014

3) Boomers. Not surprisingly, 
millennials are far more likely than 
boomers to use alternative payment 
methods for day-to-day expenses. 
A study by the FINRA Investor 
Education Foundation found that 
millennials are almost twice as likely 
as boomers to use prepaid debit cards 
(31% compared to 16% of boomers). 
They’re also more than six times as 
likely to use mobile payment methods 
such as Apple Pay or Google Wallet; 

13% of milliennials reported using 
mobile methods, while only 2% 
of boomers had done so. Source: 
“The Financial Capability of Young 
Adults—A Generational View,” 
FINRA Foundation Financial 
Capability Insights, FINRA Investor 
Education Foundation, 2014
4) Millennials. You might think that 
with thousands of baby boomers 
retiring every day, the boomers 
might be the cautious ones. But in 
one survey of U.S. investors, only 31% 
of boomers identified themselves as 
conservative investors. By contrast, 
43% of millennials described 
themselves as conservative when it 
came to investing. The survey also 
found that millennials outscored 
boomers on whether they wanted to 
leave money to their children (40% 
vs. 25%) and in wanting to improve 
their understanding of investing 
(44% vs. 38%). Source: Accenture, 
“Generation D: An Emerging and 
Important Investor Segment,” 2013
5) Boomers. Millennials may 
have been around the track fewer 
times than boomers have, but their 
experiences seem to have given 
them a more jaundiced view of 
human nature. In the Pew Research 
“Millennials in Adulthood” survey, 
only 19% of millennials said 
most people can be trusted; with 
boomers, that percentage was 31%. 
However, millennials were slightly 
more upbeat about the future of the 
country; 49% of millennials said the 
country’s best years lie ahead, while 
only 44% of boomers agreed.
6) Millennials. However, the 
difference between the generations 
might not be as significant as 
you might think. In the FINRA 
Foundation financial capability 
study, 55% of millennials with student 
loans said they were concerned 
about being able to pay off their debt. 
That’s not much higher than the 50% 
of boomers who were worried about 
debt repayment.   n
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Continued from page 1:
It’s Complicated: Money and Happiness

Dividends can be an important source of income.  
 However, there are several factors you should take 
into consideration if you’ll be relying on them to help pay 
the bills.
 An increasing dividend is generally 
regarded as a sign of a company’s 
health and stability, and most corporate 
boards are reluctant to cut them. 
However, dividends on common 
stock are by no means guaranteed; 
the board can decide to reduce or 
eliminate dividend payments. Investing 
in dividend-paying stocks isn’t as 
simple as just picking the highest yield; 
consider whether the company’s cash 
flow can sustain its dividend, and 
whether a high yield is simply a function 
of a drop in a stock’s share price. (Because a stock’s 
dividend yield is calculated by dividing the annual 
dividend by the current market price per share, a lower 
share value typically means a higher yield, assuming the 
dividend itself remains the same.)
 Also, dividends aren’t all alike. Dividends on 
preferred stock typically offer a fixed rate of return, 
and holders of preferred stock must be paid their 

5. Invest in Others. 
 Regardless of your circumstances—
wealthy or not, young or old—
research finds that spending money 
on others leads to greater happiness 
than spending on oneself.

The danger zones
 While some experts differ on 
whether higher incomes result in 
greater levels of happiness, they tend 
to agree on the following: Increasing 
debt levels are detrimental to 
happiness, and keeping up with the 

Joneses can lead to a general sense 
of dissatisfaction. Instead, actively 
managing debt while finding ways 
to appreciate what you already have 
on a day-to-day basis may help you 
make well-thought-out saving and 
spending choices that support your 
overall level of well-being.  n

promised dividend before holders of common stock 
are entitled to receive theirs. However, because their 
dividends are predetermined, preferred stocks typically 
behave somewhat like fixed-income investments. For 

example, their market value is more 
likely to be affected by changing interest 
rates, and most preferred stocks have a 
provision allowing the company to call 
in its preferred shares at a set time or 
at a specified future date. If you have 
to surrender your preferred stock, you 
might have difficulty finding an equivalent 
income stream.
 Finally, dividends from certain types of 
investments aren’t eligible for the special 
tax treatment generally available for 
qualified dividends, and a portion may be 

taxed as ordinary income.

 Note:  All investing involves risk, including the potential loss 
of principal, and there can be no guarantee that any investing 
strategy will be successful. Investing in dividends is a long-term 
commitment. Investors should be prepared for periods when 
dividend payers drag down, not boost, an equity portfolio. A 
company’s dividend can fluctuate with earnings, which are 
influenced by economic, market, and political events.   n

Are stock dividends reliable as a source of income?


