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Introduction

As a homeowner, you've likely heard the sales pitch about
paying your mortgage off more quickly with a HELOC. It’s
natural to be curious—so many people would love to have less
debt. The headlines suggest a number of crazy promises:

“Pay off your 30 year mortgage in 5 to 7 years... without
changing your budget!”

“14-Year Mortgage Banker Reveals the Fastest Way to Pay Off
Your Mortgage!”

“Pay off your home in 1/3 the time... With the same payments
you’re making now!”

“Replace your mortgage with a HELOC and be debt free
sooner!”

We'll preface our proof with the statement that “a lie is easier
to propagate than the truth is to educate.” These promises can
sound too good to be true, and that’'s when we prefer to dig a
little deeper. Can these strategies work as promised? In this
report, we uncover the Whole Truth for you—because we could
all use the peace of mind that comes with a sound strategy.

The lies surrounding equity, interest rates, and mortgages
have saturated the market, lending a false credibility to
companies like this. The truth takes longer to wade through.
We decided to put one such strategy to the test—eating the
cost of a $17 “special report” that breaks down exactly how
the process should work. To fully understand the depth of
these schemes, we put the numbers to the test using our Truth
Concepts financial calculators. We ran their projections and
analyzed the results.

What we uncovered might be surprising, but it certainly
demystifies the HELOC hype. No strategy is one-size-fits-all,
so we offer you a few options to consider, before you turn to a
HELOC to pay off your debt. We do all of this through the lens
of Prosperity Economics—a mindset of abundance.
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The Prosperity Economics Movement
aims to accomplish two goals:

@'_".

o
Learn the whole truth about Apply those truths to
financial matters financial strategies that help

clients prosper

Our commitment to financial education is based on Robert
Kiyosaki’'s metaphor of the three-sided coin. Heads is one
point of view; tails is another. The third side is the unbiased
edge, which allows both sides to be observed so the truth can
be determined. When discussing mortgage rates, the terms of
repayment AND the interest rates together paint a picture that
will help advisors best serve their clients.

The lie begins with a simple quote: “The terms of repayment
are keeping you from financial freedom; not the interest-rate.”
Without much to back the statement up, it sounds nice and
empowering. This is just one reason why the lie spreads as
quickly as it does.

They continue with this statement:

“Since this is such an unconventional program you will undoubtedly have many
questions. If you are like most, the predominate question being: ‘How in the world is
this possible?’ Followed by: ‘This is too good to be true, so it must be less than credible.’
Let us assure you; this is not magic, it’s just math! It's as easy as taking money from
your left pocket and putting it in your right pocket. It's as simple as 2 + 2 = 4!”

Let us assure you; this is not magic, it’s just math! It's as easy as taking money from
your left pocket and putting it in your right pocket. It's as simple as 2 + 2 = 4!”

You’llnotice thatthe company failed to address the “predominate
question,” and instead deflected to a partial truth. The only truth
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in the statement is that their program is “just math.” The rest,
however, is a misleading lie that is used to trick vulnerable
clients. The statement that, “It’s as easy as taking money from
your left pocket and putting it in your right pocket,” falsely
leads clients to believe that they get to put money into THEIR
pockets. The reality is, they’re using that money to pay the
HELOC loans they’ve created in their right pockets.

The statement passes for compliance because they didn’t
actually say that money was going into the client’s pocket, only
that the process is “as easy as” doing so. These companies
have a choice on how to frame their products, and have opted
for a deliberately misleading frame.

The second part of the statement, however, is not simply
misleading—it's quite false. They have taken an easy
concept—2+2=4—and through sleight of hand turned it into
something that is difficult for most people to understand or
prove. Without a proper loan amortization chart, it is impossible
to properly see what is hidden up the sleeve of the “magician.”
The only option is for clients to take the companies at their
word when they falsely list all of the money to be saved through
their “this is not magic” accounting nightmare.
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The Study

Let’s look at the math, as presented by a company offering
Home Equity Credit Lines. First, we have the current
amortization of a loan with the primary lender:

You'll see that the mortgage can be paid off in 25 years, or 300
months, with a minimum monthly payment of $1,266.71. The
net cumulative cost of the loan

is $380,013, while the initial

loan balance was $228,305.

The company offering a

HELOC promises that they

can save $217,874.12 in total

mortgage payments AND

have the client debt-free in 10

years and 8 months. Those

numbers are phenomenal,

and a little unbelievable

considering the initial price of

the home in question.
















Based on some client input on income and expenses, the
company we’re examining has determined that the client has
a positive monthly Profit/Loss of $1,233.29—this is surplus
money that the client theoretically is not using.

Next, the HELOC recommended by the company has
a beginning interest rate of 5.25%, which they suggest
INCREASES about 0.50% each year. You and your clients
must understand that this means moving from a fixed annual
rate of 4.48% to a variable annual rate that starts at 5.25% and
will increase to roughly 10.25% over this 10 year and 8 month
period. But interest rates still don’t matter?

Variable interest rates can add astronomical amounts to a
loan, even if the loan is paid off “faster” by going through these
companies. So they may be able to convince you to buy into
their plan on the basis of unique repayment terms, but the
interest rates are not obsolete. The increasing interest rates

are where they make all their profit.



For context, the estimated value of the home in
question is $300,000.




The meat of the report presents an array of misleading
information. Even with financial software, it takes real
imagination to figure out how they devised these numbers.
Fortunately, we think we’ve cracked the code.

We'll start with their “Payment” column. The initial payment of
$998.83 happens to be the monthly interest-only payment, as
stated in the “Accumulated Interest” column. The number is
based on the initial interest rate of 5.25%. Through the primary
lender, the interest would have been $852.79 at the rate of
4.48%. So this payment plan begins with $146.04 of additional
interest due to the company who says interest is not the most
important factor.

Next, we’ll take a look at the “Accumulated Payment Savings”
column. This column shows the interest only payment ($998.83
for the first payment) subtracted from the original loan payment
($1,266.71). The result is a perceived gain of $267.88 in the
first month. We say “perceived,” because there is no gain if the
next column, “Available Equity,” is correct.

The first month of the “Available Equity,” column is confusing
because the amount owed to the primary lender is $228,305,
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but the “Line Amount” is only $225,000. This leaves a shortfall
of $3,305 which shows up as a negative number in the first
month. It seems as though they’ve charged a hefty fee to the
client, in addition to the interest they’re collecting. Unfortunately,
the cost isn’t directly stated anywhere in the report—it’s a cost
the client can easily miss. The gaps will become even more
apparent as we continue.

It's only after the first month that the “Available Equity” column
begins to increase. This is where things start to fall apart, and
really don’t add up to 2+2=4. The numbers imply that 2+0=4,
which is simply not possible without magic or a misdirection of
numbers. Our vote is the latter. The information presented does
not cover everything a client needs to make a well-informed
decision. Instead, the numbers are scattered or left out so that
the client only sees the ones that have appeal.

Forgetting, for a moment, the unusual numbers in the first
column, in the “Year 1 Ending” column you’ll see $13,573.82
in “Available Equity” But how can this be possible unless the
line of credit principal was paid down by that amount? Bottom
line is—that’s exactly what had to happen, although they imply
that only a payment of $998.83 was paid. The reality is that
in order for the “Available Equity” column to increase as they
suggest in their amortization chart, a total payment of $2,500
must be made!

Here’'s where things go from questionable to completely
astonishing. If we consider the beginning of the report, where
client income and expenses are listed and a P/L value is
established. You might ask—why does the company even need
to know about a client’s surplus income (P/L) if the advantage
was due ONLY to their HELOC strategy?

Unfortunately this is where we find out that 2+0 does not equal
4, BUT the original mortgage payment to the primary lender

($1,266.71) plus the client’s P/L ($1,233.29) does equal $2,500
exactly.
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A Note For Advisors

One of the most confusing aspects of the “special reports” are
the repayment charts, which do not include all the components.
Aside from missing columns, the company has also marked
their “Year Ending” totals incorrectly. A quick run through a
financial calculator shows that the values actually represent
the beginning of the month.

The result? Their projections

are off by one month because

the “Year Ending” totals don’t

include the end sum of the

last month of the year.

The amortization schedule
shown below was created
using all the figures provided
by the company, including
their beginning interest rate
of 5.25%, increasing by 0.5%
each year over 128 months.
The final interest rate would
be 10.25%. You’'ll notice that
our projections match their
amortization projections
exactly when you look at the
beginning of the year.







As you can see from our
amortization  study, the
company was truthful about
being able to pay off the loan
in 128 months (10 vyears
and 8 months). They simply
neglected to mention the
extra $1,233.29 per month
that must be applied to the
loan in order to do so.

While the proclamation is
that their schedule is “just
math,” they are not comparing
apples to apples by using
comparable cash flows in their
comparisons. They've left
out some important details.
Their fine print makes up for
any confusion, however, by
implying that payments may
be different than stated due
to “other factors.”

The company’s proclamation
that interest rates “don’t
matter” lulls people into
placing their trust in a
company and paying higher
rates because they believe
they are getting ahead.




Another Way
to Get Ahead

While we don’t advocate for this approach, some clients can
insist on the peace of mind that being debt-free can provide.
Forthose clients, we’ve decided

to see what happens if that

extra payment of $1,233.29

were applied instead to their

original mortgage. We'll

bypass the cost of the $17

and any other fees they might

charge.

If the mortgage payments
to the primary lender are
accelerated, with a stable
interest rate of 4.48%, here’s
what will happen:




Instead of paying off the loan
in 128 months, our client is
now able to do it in 112. By
simply accelerating payments
with a fixed interest rate, their
current amortization schedule
outperforms the other option.
Here, we have a real savings
of $39,733.21, without the
need to jump through hoops
and sign more contracts.

Using “just math,” you can see
those savings up front. The
difference in these schedules
is a whopping 16 months,
of which the client will save
$2,500 in monthly mortgage
payments. That's a total of
$40,000. There’s one excess
payment on the primary
lender’s plan, returning an
additional $246.06 to the
client’s pocket. The HELOC
company’s strategy alsoended
up with an excess payment of
$512.85, and if we subtract
the loss of that payment from
our $40,246.06, we're left with
the sum of $39,733.21. It’s real
math, and real savings.

Although we don’t recommend an increased payment plan,
some clients will never have peace of mind as long as they
have debt. If you’re met with a client who WANTS their debts
paid off for this reason, remember to pay close attention
to programs like the one above. Often they come with high
interest rates and fees, and the client is better off applying that
extra money to the lender they’re currently with.
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Conclusions for
Advisors

After that proof, you're probably wondering what made this
scheme seem so appealing in the first place. First of all—
people want to believe in these kinds of solutions, even if they
seem too good to be true. Everyone loves to save money!

Second, many people only view debt in a
negative light. Help your clients consider,
on the other hand, what responsible debt
management can do for their finances today.
Almost everyone has debt—in one way or
another—but paying it off quickly only depletes
your options in the present. Mortgage deb t
is a “good debt,” one that can create value.
By making the lowest possible payment, the
client has more money freed up to save or
use for their Emergency Opportunity Fund.
Using all of the surplus leaves no room for
the unknown.

And third, people have built equity up to be so
much more than it is. Equity is great, but it’s
not as valuable as most people think.

To some, more equity equals more control
and more financial freedom. This is just one
of the myths of mortgages, and puts clients
at risk of investing in schemes that won't offer
them any real benefit. The allure of equity
is just another false selling point to prey on
homeowners in a scarcity mindset. These
clients fear having too much debt and want to
get rid of it as fast as possible.
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The reality of equity is:

* The bank still controls the equity, no matter what.

* Higher equity reduces the loan balance but does not
affect the value of the house, which is determined solely by
the market.

* More equity reduces negotiating strength with the bank.
To access the equity, you must sell the home or qualify for
financing to borrow against it.

e Extra payments toward the equity can cause a loss of
the home due to a reduction in the amount of available cash
outside of the house for emergencies.

The use of Equity in the names of these companies is
interesting, first, because equity is controlled by the bank. No
matter how much you have, you must go through the bank to
access the asset . It’s also important to note that two homes in
the same neighborhood, regardless of how much equity one
has, will grow at the same rate as the surrounding homes.
Having more equity will not change the rate at which a home
will accumulate equity. It is easy to believe that more equity
equals more control, yet the homeowner is never in control of
the equity.

Furthermore, the terms of loan repayment plans are often
misleading, have missing information, or use their words to
lull clients into believing the best. Truth Concepts software, or
financial calculators of your choice, are great tools for dissecting
and pulling the truth from these schemes. Work from what you
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understand about mortgages, and see what comes up—you’ll
often find what we have found. The math checks out...if you
extrapolate the numbers that the companies have glossed
over in their reports. We were able to recreate their projections
only because we dug for the answers that were hiding in
plain sight—the client’s P/L margin and the original mortgage
payment were more crucial than the company revealed.

Our goal in this paper is not to “out” any particular company,
but to emphasize that a HELOC program is not what it seems
to be. There are practical steps for homeowners to decrease
their debt and save money, but there are no magic solutions.
If it seems too good to be true, it probably needs a deeper
analysis for verification. More debt, by opening a line of credit
from the equity, is not a viable solution to debt.

We looked at JUST one company’s report, but the information
provided will help you to test these schemes for yourself as
they pop up. The terms of repayment are important, yes, but
so are the interest rates. Any financial decision you or your
client makes should be based on the whole truth of a situation,
and that is the bottom line.




Be informed,
Take Action

If this paper piqued your interest, find out more about the
Prosperity Economic Movement on our website: Prosperity
Peaks.

If you are a financial or insurance advisor and want to know
more about becoming a member of the Prosperity Economics
Movement, please contact us at Advisor Information.

The Prosperity Economics Movement is a community of
financial advisors and clients who recognize that typical
financial planning no longer works for most Americans. They
are committed to transparency in all communications with
clients and the companies with whom they do business, in
putting clients first, and working with tried and true financial
products that help build wealth, promote certainty, and provide
a permanent financial legacy for individuals, families and
organizations. For more information, see Truth Concepts.

DISCLAIMER: Prosperity Economics Movement™, Truth
Concepts™, Numbers Analytic Inc., and any of their
affiliates do not provide tax, legal, financial or accounting
advice. The calculations, results and other data provided or
displayed herein are expressly intended for illustrative and
informational purposes only, and are not intended to provide,
and should not be relied upon for, tax, retirement, legal,
financial or accounting advice. You should consult your own
tax, retirement, legal, financial and accounting advisors before
making or implementing decisions which have or may have
tax, retirement, legal, financial or accounting consequences,
or engaging in any transaction which has or may have any
such consequences.
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