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Should I Pay Off My House With My Recent Inheritance? 

Probably not in one lump sum. Especially if you are receiving a housing allowance, your mortgage payment is a 
major tax deduction for you. Your housing allowance cannot exceed the lesser of the fair market rental value 
of your furnished home and utilities and your actual housing expenses. By paying off your home, your actual 
housing expenses are reduced by the amount of your mortgage payments over the year. In addition to a 
housing allowance, if you itemize your deductions, you can claim the interest payments on your mortgage as a 
deduction. Finally, consider the annual rate of return on your other investments. There is a good chance that 
you are receiving a return on investment that is comparable to, or better than, the interest rate that you are 
paying on your house. If you invest your inheritance rather than paying off your mortgage, you can continue to 
receive the tax benefits of a mortgage and offset the cost of the mortgage with earnings on other investments. 

Suppose a Wycliffe member has a current mortgage of $100,000 with a current interest rate of 6.25% costing 
them roughly $850 per month. Also, suppose they have received an inheritance of $100,000. If this member is 
itemizing their deductions they are enjoying a tax deduction on the portion of their mortgage payment that is 
interest (roughly $600 per month). In addition, they enjoy a housing allowance that directly lowers their 
income subject to taxation by the $850 per month plus utilities and furnishings (roughly $1000 per month 
total). In calculating this members housing allowance, they are using their actual expenses as opposed to the 
fair market rental value of their dwelling (which is $1500 per month). In this case, we would recommend that 
the member not pay down their mortgage in one year, but pay an additional $6000 towards the principle each 
year. When the member pays additional principle towards the mortgage they can increase their housing 
allowance by the amount paid (up to the fair market rental value of the dwelling). In this case the housing 
allowance was $1000/month and the fair market rental value was $1500/month, the member can increase 
their housing allowance by $500/month by paying $6000 towards the principle of the mortgage. By doing this 
the member not only decreases the mortgage, but increases the housing allowance and stretches out the 
years when the member can take the housing allowance. Remember, if they paid off their mortgage in one 
lump sum, they would drastically decrease their housing allowance. These decisions must be made on a case 
by case basis and there are no blanket recommendations that can be made for this calculation. If you are 
considering this, you should contact FMN for advice.  

One consideration that could make paying off your home a wise decision would be in planning for your 
children's college education. Especially if you do not have a housing allowance, you may want to shelter the 
money that you have inherited by placing it into equity in your home prior to applying for financial aid. 

 


