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Receiving an inheritance can be a life-changing event, offering both opportunities and
challenges. Whether you're in your 20s and 30s or approaching retirement, it's crucial to
manage this windfall wisely. This guide will explore prudent strategies for handling an
inheritance in Canada, tailored to different life stages.

For Young Adults in Their 20s and 30s

Go Slow and Plan Carefully

When you receive an inheritance in your younger years, it's essential to resist the urge to
spend impulsively. Take time to process your emotions and carefully consider your options.

In the short-term, consider placing the funds in a money market fund while you develop a
comprehensive financial plan and long-term investment strategy.

Pay Down High-Interest Debt

One of the most prudent moves for young adults is to use a portion of their inheritance to
eliminate high-interest debt, such as credit card balances or personal loans. This strategy
can significantly improve your financial health and free up future income for savings and
investments.

Invest for the Long Term

With a potentially long investment horizon ahead, young adults should consider investing a
substantial portion of their inheritance. A diversified portfolio of mutual funds or exchange-
traded funds (ETFs) can harness the power of compound growth over time.

Consult with a financial advisor to create an investment strategy aligned with your risk
tolerance and long-term goals.

Maximize Tax-Advantaged Accounts
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Take advantage of tax-sheltered accounts to grow your inheritance:

1. Registered Retirement Savings Plan (RRSP): Contribute to your RRSP to receive
immediate tax deductions and defer taxes on investment growth.

2. Tax-Free Savings Account (TFSA): Utilize your TFSA contribution room for tax-free
growth and withdrawals.

3. Fee-based non-registered accounts: A fee-based taxable investment account,
once you max out your TFSA and RRSP ( of if you are self-employed, you may prefer
not to have RRSP as you get enough via business tax deductions), will allow you to
deduct investment management fees your advisor charges for tax purposes.

Invest in Your Education or Career

Consider using some of the inheritance to further your education or enhance your career
prospects, or even start a business! This investment in yourself can lead to increased
earning potential and long-term financial stability.

Start Building Your Real Estate Portfolio

If homeownership is a goal, your inheritance could provide a substantial down payment.
However, be cautious not to overextend yourself financially. Ensure you can comfortably
manage mortgage payments and other housing expenses.

For Semi-Retired or Retired Individuals

Reassess Your Retirement Plan

An inheritance during or near retirement can significantly impact your financial landscape.
Take this opportunity to reassess your retirement plan and potentially adjust your lifestyle or
legacy goals.

Consider Tax Implications

While Canada doesn't have inheritance taxes, there may be tax consequences related to the
estate. Consult with a qualified tax professional to understand any potential tax liabilities
and strategies to minimize them.

Enhance Your Retirement Income

Use the inheritance to create additional income streams or bolster existing ones, such as
using covered call high-dividend ETFs.
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Estate Planning and Gifting

If the inheritance significantly increases your wealth, it's crucial to review and update your
estate plan. Consider the following:

1. Early gifting: You may choose to gift some of the inheritance to your children or
grandchildren while you're alive, potentially helping them with major life expenses
like education or home purchases.

2. Charitable giving: Explore options for charitable donations, which can provide tax
benefits while supporting causes you care about.

Healthcare and Long-Term Care Planning

Very important for my own client base. Use this opportunity to ensure you're adequately
prepared for potential healthcare costs as Canada’s healthcare system continues to look
increasingly challenged and bleak. Set aside funds specifically for future medical costs not
covered by provincial health insurance, such as out-of-country medical tourism and
surgeries. My own clients reported success traveling to Mexico or the US for hip and knee
private surgeries, instead of waiting a very long time here for an operation. Do your extreme
due diligence on the pros and cons of any out-of-country surgeries.

Diversify Your Investment Portfolio

No matter the amount of money involved, focus on diversifying your investment portfolio to
manage risk:

1. Fixed income: Allocation for stability.

2. High-dividend investments: Enough allocation to generate the retirement income
suitable foryou.

3. Growth investments: A small to moderate allocation to long-term investment
themes could potentially boost growth and performance. A bigger allocation may be
suitable if there is lesser goal for retirement income generation, and the investor can
handle higher volatility.

4. Alternative investments: Explore options like long / short investment funds or
precious metals to further diversify.



Strategies for All Ages

Seek Professional Advice

Regardless of your age, consulting with financial professionals is crucial when managing a
significant inheritance. A team including a financial advisor, tax specialist, and estate
planning attorney can help you navigate complex decisions and optimize your financial
strategy.

Create an Emergency Fund

If you don't already have one, use part of your inheritance to establish a robust emergency
fund. Aim for 3-6 months of living expenses in a readily accessible savings account.

Avoid Lifestyle Inflation

While it may be tempting to upgrade your lifestyle dramatically, resist the urge to significantly
increase your spending. Focus on long-term financial security rather than short-term
luxuries.

Invest in Your Health

Consider allocating some funds towards improving your health and well-being. This could
include gym memberships, preventive medical care, or stress-reducing activities that can
pay dividends in quality of life and potentially reduced healthcare costs in the future.
Improving your diet to have more expensive but healthy food is crucial as well. In Canada,
unlike many other countries, junk or unhealthy foods tend to cost less, and higher quality
healthy foods more expensive.

Give Back to Your Community

If you're in a position to do so, consider using a portion of your inheritance to support
charitable causes. This can provide personal fulfillment and potential tax benefits.

Managing an inheritance prudently requires careful consideration, planning, and often,
professional guidance. By taking a thoughtful approach tailored to your life stage and
personal circumstances, you can make the most of this financial opportunity and secure a
stronger financial future for yourself and your loved ones.

If you want to explore post-retirement goals aimed at creating healthy and balanced
financial strategies, please contact me at wwoo@researchcapital.com.
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