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Q-I came into a small inheritance.  I was wondering if it would be better to put the money towards paying off my home mortgage, or to invest it?
A-It depends (of course).  When you use funds to accelerate the payoff of a mortgage, you have an "opportunity cost" in that you might be able to achieve a higher return by investing the cash.  The risk benefit ratio to this decision is strongly influenced by the interest rate you are paying on the mortgage.
For example, if you have a fixed rate low interest loan (say 3.5% in today's environment), then the investments need to do better than 3.5% over the long term to make investing the smarter choice.  If the mortgage rate was instead 6%, the chance of doing better in investments is lower.  Even though the mortgage interest is deductible, this is a complex net effect to calculate.  Each taxpayer may be in a different tax bracket and this may change year to year.  In addition the return on your investments may be taxed at rates from zero to 35% depending on the characteristics of the return (interest, dividends, or capital gains-short and long term).  So, I find it useful just to equate the mortgage interest rate with what your expected investment return will be when making the above rough comparisons between debt paydown and mortgage interest rates.
There are some good reasons to avoid paying off the mortgage.  These include a need for emergency cash, or incomplete funding of retirement plans (especially if an employer match is available).  Also, the cash may be better off used to ensure adequate life and disability insurance.  
Another issue that may tilt towards investments is that your ability to use the funds paid into a mortgage disappears in the short term.  Although you may have a home equity loan that would let you "re-borrow" the funds, this may not be a certainty.  Yet another reason to hold off paying down the mortgage debt would be that you think there will be significant inflation.  In this case, paying off the debt later on with "cheaper" dollars makes more sense than doing it now.
Good reasons to pay down the mortgage include the certainty of the return.  If you do not need the extra liquid funds and are keeping some investments in CDs or bonds that pay a lower rate of interest than the mortgage rate, paying off the mortgage makes sense.
Finally, there is the intangible desire to minimize debt in general.  It is not unreasonable to minimize debt even at the opportunity cost of potentially doing "better" with other investments. There is a certain peace of mind that comes with less debt that has its own value.
