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WORRY

Imagine an unexpected $670,000 inheritance out of the blue from a long-lost uncle. It doesn’t just happen
in the movies—it really happened to Diego and Renata Padilla. With a baby on the way, it will change their
lives forever. So why is Diego so miserable? BY JULIE CAZEIN ILLUSTRATION BY AMEDEO DE PALMA

hen Diego Padilla received a phone
W call last year from an estate law-

yer, the 34-year-old Montrealer
could hardly believe what he was hearing.
The message? One of Diego’s elderly uncles
had died and left him $670,000 in his will.
“I hadn’t seen my uncle Carlos for over 15
years so it was a huge shock,” says Diego,
an environmental engineer. “Growing up,
I'had heard stories that he was a very shrewd
businessman. So when I learned of the in-

heritance, I was happily surprised—but also
quite anxious.” i

That's because Diego is only recently mar-
ried and is worried about tying up his new-
found wealth with his wife Renata, 30, should
they later divorce. Prior to his big windfall,
the couple had been actively saving to buy
ahouse in the upscale neighbourhcod where
they rent—Diego’s inheritance, of course,
changes everything, “Part of me wants to
protect this money, and the other half wants

tojust go for it and buy the $1-million house
of our dreams,” he says. “But what if I put
the inheritance money toward the purchase
of a family home and Renata and I divorce
in a few years. Will I lose half that money?”
Complicating matters is the fact that he
and Renata are expecting a baby soon, which
makes Diego feel guilty for even thinking
about how to proceed. “I feel like I'm at a
fork in the road. I love my wife, but I don’t
know what to do with all this money.” »
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L AMILY PROFILE

YEARLY DISPOSABLE INCOME
Diego'sincome  $60,000
Renata’s income _ $60,000
Minus: taxes ‘

and other deductions —$38,000
NET DISPOSABLE INCOME $82,000
YEARLY EXPENSES

Shelter

Refitess @07t v 46080
Homeinsuance . $240
Hydro/gas/water  $360
Cell phone/intemet/ TV $2,400
Total shelter $19,080
Transportation

Car insurance i AR 1 BET0)
R O 1
Maintenance ; $2,500
| Total transportation $4,770
Personal ;
Gruconess v ses o TR 36I00D
Clothes, hairouts,etc. __ $4,000
Fumiwe - $3000
Vacation . _ $7.000
Gifts for holidays and birthdays __$500
Restaurants ~  $9,600
Sportsandhobbies ___$1,000
Miscellaneous - $3,000
Total personal $34,100
“TOTAL EXPENSES $57,950
Annual income  $24,050
| available for investment (total

Income minus total expenses)

Annual income available
for investment 29.3%

Transportation
5.8%

Other 9.2%

Shelter 23.3%

Groceries 7.3%
Vacation 8.5%

Restaurant 11.7%

Clothes/
haircuts 4.9%

*Figures are percentages of after-tax income spending J
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For now, Diego and Renata continue to
rent a two-bedroom apartment in the Mon-
treal neighbourhood they hold close to their
hearts, “Both Renata’s parents and my own
rented in this same neighbourhood all their
lives and we grew up here too. We have no
plans to leave,” says Diego, noting that he
and his wife have known each other since
elementary school. “If we ever bought a
house, it will be here,” agrees Renata. But
while the couple’s rent is modest (just $1,340
a month), the truth is that real estate prices
for detached homes in their beloved stomp-
ing grounds are astronomical—from $1
million to $5 million.

Right now, the Padillas earn $120,000
ayear between them, and they have about
$150,000 saved in RRSPs, i .
TFSAs and a joint bank ac-

get far ahead financially,

given their relatively young

ages. “We knew it would take us several
years to save up a down payment but we’re
patient,” says Renata, adding that they're
still putting $24,000 of their annual incomes
into RRSPs and TFSAs.

Diego's $670,000 inheritance, of course,

now has the couple conternplating immedi-
ate home ownership—but only in fits and
starts, as Diego vacillates on what course of

action he should take. Believe it or not, his ,

apprehension about what to do with hun-
dreds of thousands of dollars of free money
has even made for some sleepless nights in
their household. “Honestly,” says Renata,
“the inheritance complicates things for us.”

That the couple should even find them-
selves in such a position—deciding what
do with Diego’s golden ticket—is fairly re-
markable. Both Diego and Renata grew up
modestly, and while there was always enough
money to go around, both of their families
shunned frivolous or unnecessary spending.
Educationi, however, was a big priority, and
it was at the University of Sherbrooke—Diego
for engineering, Renata for business admin-
istration—that the couple’s relationship
morphed from friendship into something
much more special. “We discovered that we
get along well and generally agree on every-
thing,” says Diego. Three years ago, the
couple had a big church wedding and then

moved into their present rental apartment,

where there's now a lot of teeth-gnashing
over what do with a big chunk of money.

Renata, who is sensitive to Diego’s con-
cerns about his inheritance, has suggested
combining the money they've already saved
together with a smaller portion of her hus-
band’s newfound wealth—just enough to
enable them to put a 40% down payment
on a house (say $400,000 or so), and then
mortgage the rest. “I like the idea of both
of us contributing money to the purchase
of a home,” says Renata. “I want Diego to
always feel his inheritance is his own and
whatever he decides is fine with me.”

A different option Diego is considering
is to simply keep going with their original
plan of saving up for a down payment of

: 20% with money from
their job incomes. In the

count. They had been plan- DIEGO GOT meantime, the couple
ning to use most of their A $670 ,000 would continue to rent,
(sjavings to maketa Zgib.hotrﬁe GIFT AND ;1:1d$lg7iggg O:f)v?ullld Tvest
. down payment within the z ~ his /000 inheritance
next five to 10 years. Living ISN'T SURE IF on his own, thereby leav-
a simple lifestyle and follow- HE SHOULD ing it safely set aside for
ing an ambitious savings SHARE IT WITH future use, That option,
plan has enabled them to HIS WIFE however, leaves him won-

dering about the right way
toinvest the money. “I've
picked some bank stocks on my own re-
cently,” says Diego, who has been reading
up on investing for several months now.
“However, I've realized that I don't like a lot
of volatility and I'd kick myself if [ lost the
money in a market crash. So if we decided
to invest this money instead of buying a
home, I'd probably need an adviser’s help
to manage it.” But even that decision makes
him anxious because he’s not sure how to
pick a qualified professional. “Right now, I
think markets are very high so I feel para-
lyzed. I don’t want to make a mistake with
any of our savings and investments.”
Diego’s lack of confidence in managing
the money then brings his conundrum full
circle: Should he just buy the house outright
and be done with it? It's a simple choice,
he says, not to mention a solid investment
for their future. “The money will be safely
tucked into the equity in my home. I like
that,” he says. “The risk, of course, is if Re-
nata and [ divorce and [ lose half the money.
That thought keeps me up at night.” And

* 50 the-cycle continues.

Thankfully, Renata and Diego have a
pleasant diversion from all of this indeci-
sion over money: the impending birth of
their first child. Whatever Diego decides to
dowith the money, says Renata, is ultimately
not a big concern. “We're lucky,” she says.
“We live very simply and don't even spend
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what we earn now. Plus, our daycare bills
will be tiny because we have two sets of
grandparents a few blocks away anxious to
watch the baby when I return to work.”

Thinking about all that he’s blessed to
have in his life makes Diego realize it's now
time to make a definitive decision about
what to do with his inheritance—for his
own peace of mind, as well as his wife's.
“We have a really nice life together now.
I'm lucky to have found Renata. I don'’t
want to mess that up.”

WHAT THE EXPERTS SAY

Diego and Renata Padilla have a lot of hepes
and dreams. With a new baby on the way
as well as an unexpected $670,000 inheri-
tance, it’s not uncommon for the young
couple to feel uncertain about how to pro-
ceed. “Diego is very risk-averse,” says Ayana

- Forward, a certified financial planner with

Ryan Lamontagne Inc. in Ottawa. “But
doing nothing with the money would be
a missed opportunity.”

Tatiana Terekhowva, a certified divorce
financial analyst with Fairsplit Inc. in Oakville,
Ont,, agrees. She also stresses that even though
Diego's greatest fear is that his marriage will
end and he’ll lose his inheritance, the truth
is that with a child on the way his relation-
ship with his spouse will continue indefinitely.
“It's possible to do nice things for your fam-
ily, while at the same time protecting a por-
tion of your inheritance for yourself.” Here’s
what the Padillas should do.

Buy the house sooner. The Padillas were plan-
ning to buy a home even before Diego
received his inheritance. But they were
planning to do it in five to 10 years when
they had saved up a 20% down payment.
Moving that purchase up and buying the
house in two to three years is the right
thing to do. “They should continue saving
as much as they can together from their
own incomes and when they have $200,000
saved up—in two years or so—they should
buy the house,” says Terekhova, adding
that the additional $200,000 required to
make a 40% down payment will come from
Diego’s inheritance,

If Diego is hesitant to do this, he needs
to appreciate the bigger picture. Putting some
of his inheritance toward the purchase of a
home will be crucial if he wants to maintain
a happy marriage—not to mention diversify
his investments. All of our experts believe
it's important that Diego show some gen-
erosity to his wife. “If he doesn’t contribute
any part of the inheritance to the purchase
of the home, it will always be the elephant

ASSETS

Inhertancemoney _$670,
Joint savin‘g_“s-égc}c;un'g._ o

Diego's RRSP ‘ S
RenatasRRSP  $25,000
Diego'sTFSA $37,000
RenatasTFSA  $26,000
Diego’s compans; pension T N = $15 OOQ
Car " $10,000
TOTAL ASSETS , $864,000
TOTAL LIABILITIES $0
NET WORTH : $864,000
(total assets minus total Habilities)

in the room,” says Terekhova. “That would
cause more strife in their marriage than sim-
ply sharing some of it.”

However, Diego will need to keep in mind
that after married couples co-mingle their
money, and if they divorce, the proceeds
from the sale of the family home are split
50-50, regardless of where the money came
from. Even if Renata agreed to let Diego
keep whatever he contributed to the down
payment of the house from his inheritance,
“the truth is, if a divorce happens, the agree-
ment would most likely be thrown out and
litigation would follow,” says Terekhova.
But he wouldn’t lose it all: “Even if they
divorce, $100,000 of that $200,000 would
still legally be his,” adds Caroline Nalban-
toglu, president of CNal Financial Planning
in Montreal.

Divorce issues aside, Diego and Renata
should feel good about this plan because it
ensures they're sharing the responsibility
of the purchase and ongoing mortgage to-
gether. “It’s important for the two of them
to feel that they are both contributing,”
says Terekhova, “Sure, they could buy the
house for cash now and be mortgage-free
with a $1-million home, but then what do
they have to strive for? They're only in their
30s. It's working together that will keep
their relationship healthy.”

With a $400,000 down payment, the
Padillas will be able to carry their $600,000
mortgage comfortably using only their
salaries. “Children change your life,” says
Nalbantoglu. “Some of the money saved
from Jower restaurant and vacation costs
can be used to offset higher home mainte-
nance expenses.”

Invest the rest. Diego should keep the remain-
ing $470,000 in a self-directed investment
account. That way, it will remain his—even
if they get divorced. “Just maintain a clear

paper trail that this is his inheritance money,”
says Forward. Diego should also find an
adviser to help him manage his money.
“He likes investing, but emotionally, he
panics,” says Forward, He can search for a
planner at moneysense.ca/planners and
interview two or three before deciding who
he will hire. “He should pay attention to
fees and designations, and have a thorough
risk assessment done,” says Forward. Once
Diego has found someone he’s comfortable
with, he should put the money away for a
long-term goal, like retirement. “Even with
alow-risk portfolio invested 50% in bonds
and 50% in stocks, an average net annual
return of 4% is attainable with very little
risk,” says Terekhova.

Don'’t forget taxes. Interest and dividends
from the inheritance will be a tax liability
for him. Diego should top up his RRSP and
TESA, if he has any allowable contribution
room, to mitigate some of the taxes payable
in the years ahead.

Review theirwills. The Padillas need to update

their wills, name a power of attorney and
choose a guardian for their child. They should
also pay attention to one other detail, “Diego
needs to specify who he’d like to bequeath
his inheritance money to in the investment
account, because if he doesn’t name Renata
specifically in the will, she won't get it,” says
Terekhova. “Or, he may choose to leave it
to his child. It's totally up to him.”

Going forward, Renata can keep invest-
ing $900 a month in her own RRSP as she’s
been doing all along. This will be her retire-
ment nest egg. As for their $1-million prin-
cipal residence, it will likely keep going up
in value by 2% or 3% a year. “Those gains
will be totally tax-free,” says Nalbantoglu.
"By their early 60s, they'Tt have a house worth
$2 million or more, a retirement nest egg
for Diego worth $1.2 million and about
$650,000 for Renata in her RRSP. If they do
all this, they will look back at this time in
their lives, and at Diego's inheritance, as
truly a wonderful gift.” || m
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' Julie Cazzin is an award-winning
! business journalist and personal
. finance writer based in Toronto.
For previous Family Profiles and
other stories by Julie, please visit
¥ our website at moneysense.ca
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