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Introduction
With the economy going down the tubes, banks failing left and right, and a major threat of
recession is creating panic around the globe. Worse yet, the financial markets are falling
apart, the stock market has seen an all-time low, and many investments and retirement plans
have been cut in half. Maybe this has even happened to you!

As a result, many people today are hunkering down and tightening their belts. Everyone
seems to be cutting back on their spending and reducing their expenses.

 Are you looking for a way to cut costs during these difficult economic times?

 Have your investments or retirement plan taken a beating in the market and you don’t
know where to put your money?

If so, there’s one sure-fire way that you can cut costs, and at the same time get a guaranteed
6%-20% rate of return on your money – pay off your outstanding debt and the ridiculously
high finance charges that go along with that debt.

Are you aware of how much your debt really costs you? Let’s take a closer look:

Example: The Smith’s just recently refinanced their home to take out money to
purchase a new car. Their brand new mortgage was $316,500 at a fixed rate of 6.5%
for 30 years. Below is a sample of their Truth-In-Lending Disclosure Statement that
comes with every mortgage.

Section

Loan Number: 0052789478

FEDERAL TRUTH-IN-LENDING DISCLOSURE STATEMENT
(Real Estate)

Lender (Creditor) Borrower(s) Name(s)
Option One Mortgage Co. John Doe
2600 Corporate Exchange Drive Salle Doe
City, State, 45000

Address
Loan Type: Conventional 10105 State Street

City, State, 52000

ANNUAL PERCENTAGE RATE

The cost of your credit as a yearly rate

6.500%

AMOUNT FINANCED

The amount of credit provided
to your or on your behalf

$316,500

FINANCE CHARGE

The dollar amount the
credit will cost you

$403,678

TOTAL OF PAYMENTS

The amount you will have
paid after you made all
payments as scheduled

$720,178
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Over the next 30 years the Smiths will pay $403,678 in total finance charges for that
mortgage, effectively paying for their home more than 2 times ($720,178 / $316,500)!

If the Smith’s could afford to make extra payments on their mortgage they could dramatically
reduce the amount they end up paying for their home. Yet most people feel that they can’t
afford to make extra payments toward their debt. They need all the money they can get.

However, that’s not true! You can have your cake and eat it too. You can pay off your debt
fast and you can do it with very little change in your current spending habits or financial
lifestyle!!

How?

Up until now you had to pay up to $3,500 for the privilege of purchasing a system and
software that would allow you to pay off your debt in a fraction of the time, with very little
change in your current spending habits or financial lifestyle.
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Interest Recapture
The Interest Recapture system is somewhat similar to a bi-weekly monthly
payment program, but it works much better. It is a very simple process that
only requires a simple calculator and some administrative work to get fantastic
results, not sophisticated software that costs anywhere from $1,000 to $3,500.

The Interest Recapture program originated with the hiring of a group of CPAs
and bankers to develop a program to drill down into the mathematical formula
behind the concept. We took this research and reduced it to a simple debt
reduction system; and because this system involves the recovery of interest,
or finance charges, that you would have paid if you had stayed on the same
payment plan, we called the system Interest Recapture.

We then developed an Excel software workbook with a complete step-by-step
procedure manual around the Interest Recapture Program. As a result, you
can use this Interest Recapture system to pay off your mortgage and any
other debt in a fraction of the time, while dramatically reducing your interest
expense and increasing your credit rating (FICO score) at the same time.

Furthermore, if you are an entrepreneur, you can even use this Interest
Recapture system to show your clients and prospects how to payoff any major
debt in half the time, generate a client for life, and also get a ton of referrals.

This Interest Recapture Excel program and step-by-step procedure guide can
help you:

 Pay off your mortgage in a fraction of the time and save $100,000 to
$1 million in interest expenses

 Dramatically improve your credit score and eliminate your credit card
debt in as little as a few months

 Pay off your student loans in record time and save as much as two full
years of tuition cost

 Own your business equipment or farm land free and clear in just a few
short years

 Dramatically improve your credit rating and cash flow in order to
purchase more investment property or foreclosures

Section

# 1 K E Y

The Interest Recapture
system is somewhat
similar to a bi-weekly
payment program, but
it works much better.
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You can use the Interest Recapture system to easily slash the interest costs
you pay on any debt. You can virtually become completely debt free in record
time with little or no financial impact on your day-to-day spending habits.

The Interest Recapture Concept
Most families use their checking account to deposit their income and pay their
monthly expenses. At the end of the month, any money that the family has left
over is either left in their checking account, or transferred into a savings
account.

Most Americans carry a monthly checking account balance from $1,000 to
$10,000. Some families carry balances of as much as $50,000 to $100,000,
and more. However, this excess money sits in those checking and savings
accounts earning very little money. Most have a rate of return of… 0%!

This traditional method of handling money can be very costly if the family
builds up significant balances in their checking and savings accounts, while at
the same time carrying substantial balances on their mortgage and credit
cards with finance charges ranging from 6% to 20%, and more!

Think of it this way; why would you keep money in a checking or savings
account that earns you a rate of return of 0%, when you can use that money to
get a guaranteed rate of return of 6%-20% or more by paying off your
mortgage or credit cards and avoiding the high finance charges?

The answer is simple. The reason most families keep large balances in their
personal checking accounts is to create a financial reserve in case of
emergencies. However, the Interest Recapture concept allows you to do both:

1. Keep a financial reserve in case of emergencies, and

2. Use the excess money in your checking or savings account to reduce
debt

How can this be done? It’s done by the creative use of a bank “Line Of Credit”.
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The Line Of Credit (LOC)

All loans work on the declining balance method. This means that as payments
are made, the finance charges (interest) is taken out, and the balance of the
payment is applied against the remaining principal of the loan. It’s the gradual
reduction of this principal that reduces your debt to zero.

Conventional mortgages, business loans, and student loans are all “closed-
end” loan vehicles; meaning there is a set period of time in which you make
standard payments. This is called an amortization schedule. Once payments
are made over that time period, the loan is then paid off.

An “open-end” Line Of Credit (LOC) is similar to a revolving line of credit
(credit card). A borrower goes to a bank (lender) and establishes a "line of
credit." This line of credit can be a secured line of credit (home equity line of
credit), or an unsecured line of credit.

The LOC also has a feature that other loans vehicles do not have: the
borrower has the flexibility to use any amount of the line of credit when they
need it, and only pay finance charges on the amount they use.

In other words, the borrower can take out a $25,000 LOC, keep $13,000 as a
“reserve” that they can use anytime for emergencies, and only pay finance
charges on the $12,000 that they used.

Furthermore, some banks allow you to deposit money into (such as your
paycheck) and write checks out of (to pay your bills) these open-end loan
vehicles. In essence, this LOC account becomes your checking account.

Therefore, depending on the timing of these deposits and check payments,
and the excess money you carry in the LOC account; the average daily
balance (and the interest you pay on that balance) can be greatly reduced
over time. Since the monthly interest payment due on a LOC is based on the
outstanding balance, there are no monthly finance charges due if the LOC has
a zero balance.

The fundamental strategy involving the Interest Recapture process is to get
you to use your idle cash to work more efficiently for you. To do this you
simply shift the balance of your excess cash from a low return bank account to
reduce the interest expense (finance charges) of your higher cost mortgage or
other debt account.

Below is a chart explaining how the simple Interest Recapture process works:
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Example: Each month John receives a $7,000 paycheck and writes
$6,000 in checks to cover his bills, including his mortgage. His monthly
excess cash flow is $1,000. So John takes out an LOC of $25,000, keeps
$13,000 in his LOC account for emergency reserves, and sends the other
$12,000 to his mortgage company, in addition to his normal mortgage
payment. John now deposits his paycheck into the LOC and writes
checks from the LOC to cover his bills. Each month the extra $1,000
reduces his LOC balance by $1,000 and at the end of 12 months the
balance is $0. John then repeats this entire process until his mortgage is
completely paid off.

Note: The larger the dollar amount of your excess cash flow, the faster you can
transfer lump sums to pay off your mortgage and reduce your LOC balance. This
is how you can use debt to pay off debt and make it work to your advantage. For
example, if your excess cash flow is large enough, it’s feasible that you could
end up using a 10% Line Of Credit to pay off a 6% mortgage and still cut years
off your loan.

HOW INTEREST RECAPTURE WORKS

1. The excess money you carry in your checking or savings account does
not work very efficient when it earns little or no interest or rate of return.

2. If you used that idle, or excess, money to pay down your mortgage or
credit cards, it would be the same as getting a 6%-20% rate of return on
that money.

3. Most people feel comfortable carrying a cash reserve for emergencies,
even if it earns 0%.

4. If you could use your mortgage as your checking account that you could
deposit money into and write checks from, any excess money would
gradually reduce your debt and the finance charges you pay on your
mortgage.

5. You can’t do this with your closed-end mortgage, so you use an “open
end” LOC account that functions as your primary checking account. Then
you begin the process by advancing a pre-determined lump-sum from the
LOC account and applying it to your mortgage account.

6. At the same time you continue to make your normal monthly mortgage
payments.

7. Together, these payments dramatically reduce the mortgage balance you
owe and thus, the finance charges you pay.

8. Then you continue to use the LOC account as your checking account to
deposit money and write checks, while also providing you with an
available cash reserve for emergencies.

9. Any excess money (deposits minus checks) that you carry in the LOC
account will gradually reduce the LOC balance you owe to $0.

10. Then you repeat this entire process over and over until your debt is paid
free and clear.
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The Conventional Method
Of Paying Off Debt

The conventional method that virtually everyone uses to pay their bills is to
deposit their paycheck into their checking account and pay their expenses,
including their mortgage, credit cards, and other debt from the same checking
account.

Since your mortgage is most likely the largest debt that you carry, the
following example demonstrates the conventional method of paying your debt:

Example: Assume you have a $316,500 mortgage at a fixed rate of
6.5% for 30 years. The monthly payment is $2,000.

Let’s say each month you receive a paycheck of $7,000, your monthly
mortgage payment is $2,000, and your other bills total $4,000. Each
month you deposit your $7,000 paycheck into your checking account,
and write $6,000 in checks to cover all your bills, including the $2,000
mortgage payment.

At the end of each month you have excess cash of $1,000 laying in
your checking account that earns you a rate of return of 0%.

This is how most Americans pay their bills, their mortgage, and other debt. But
there’s a better and more efficient way to pay off your debt.

Section

CHECKING
ACCOUNT

$7,000
$4,000
$2,000
$1,000

0%
Rate of Return

Expenses

MORTGAGE
6.5% - 30 Yrs

$316,500

($2,000)
Cash Flow Excess

Income
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The Interest Recapture Methodology
–A Step-By-Step Blueprint
The following is a step-by-step explanation on how the Interest Recapture
process works, and how you can make this extraordinary concept work for
you.

Step 1: Determine if you have excess
(positive) cash flow in your checking
account
The first thing you need to do is answer the question below and fill in the
amount:

How much income do you feel that you can contribute to
reducing your debt each month? $____________

Everyone has a vague idea of how much extra income they have each month
that they could, without changing their current spending habits. This will
establish a beginning point in determining your positive cash flow.

Note: If you do not feel you have any extra income that you can
contribute each month, then STOP HERE. The Interest Recapture
process will most likely not work for you.

After you complete the above exercise, you now need to drill down into your
checking account to get a better feel as to whether or not you have a monthly
positive cash flow. To do this you need to get the last 12 months of your
checking account statements and record the dollar amount of each month’s
beginning balance, deposits, withdrawals, and ending balance in the table
below. If the “Ending Balance” shows a continuous excess (positive) cash
flow going through your checking account, then you can proceed to the next
step.

Section
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CHECKING ACCOUNT

Month
Beginning

Balance Depos i ts Wi thdrawals
Ending

Balance

1. $ $ $ $

2. $ $ $ $

3. $ $ $ $

4. $ $ $ $

5. $ $ $ $

6. $ $ $ $

7. $ $ $ $

8. $ $ $ $

9. $ $ $ $

10. $ $ $ $

11. $ $ $ $

12. $ $ $ $
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Step 2: Determine the amount of monthly
excess (positive) cash flow you have

In order to determine the dollar amount of your monthly positive cash flow, you
need to enter the ending balance of the last 12 months of your checking
account statements (from the table in STEP 1) into the table below. Then
subtract each month’s ending balance from the previous month’s ending
balance and enter each month’s increase (or decrease) into the table below.

Once you have entered each month’s increase (or decrease) into the table
above, you then need to add the 11 month’s increases (or decreases) and
arrive at a total. Then divide that total by 11 months (Total / 11) to arrive at an
estimated monthly excess (positive) cash flow you have in your checking
account.

Enter that result here: $_____________

Now go to STEP 1 where you are asked the question: How much income do
you feel that you can contribute to reducing your debt each month?

Enter that result here: $_____________

Compare the two dollar amounts and make a determination as to the average
dollar amount of excess cash flow that you are willing to contribute to reducing
debt each month and enter the dollar amount below:

CHECKING ACCOUNT

Month
Ending

Balance
Month l y

Increas e / Decreas e

1. $ xxxxxxxxxxxxxxxxxxxxxxxxx

2. $ $

3. $ $

4. $ $

5. $ $

6. $ $

7. $ $

8. $ $

9. $ $

10. $ $

11. $ $

12. $ $

TOTAL xxxxxxxxxxxxxx $
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Estimated Excess Monthly Cash Flow $_____________

Note: If your actual excess monthly cash is less than your estimated excess
monthly cash flow, then it will take you longer to pay down the balance of your
LOC. If your actual excess monthly cash is greater than your estimated
excess monthly cash flow, then you will be able to pay down your LOC much
faster.
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Step 3: Determine the amount of the bank
Line Of Credit (LOC) that you will need to
make the Interest Recapture strategy work
for you

Step 3 of the Interest Recapture process is to determine the amount of the
bank Line Of Credit (LOC) that you will need.

1. Use the dollar amount of your Estimated Excess Monthly Cash Flow
in Step 2 and multiply that number times 12 (ex. $1,000 x 12 =
$12,000). This will be the dollar amount that you send once each year
to your mortgage company to apply towards the principal of the
mortgage. This is in addition to paying your normal 12 monthly
mortgage payments.

2. Determine the dollar amount that you would like to keep as a cash
reserve for emergency purposes (ex. Thirteen months reserve x
$1,000 = $13,000). This amount will then always be available to the
borrower in case of emergency.

3. Add these two dollar amounts to determine the amount of the LOC you
need (ex. $12,000 + $13,000 = $25,000 LOC.
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Step 4: Obtain your bank Line Of Credit
(LOC)

Step 4 of the Interest Recapture process is to secure your line of credit. Many
people already have a line of credit tied to the equity in their home. This is
called a Home Equity Line of Credit (HELOC). The HELOC is a secured loan,
usually a 2nd mortgage on the home.

However, some families may have no equity available to borrow because the
value of their home declined significantly during the current economic crisis, or
they may have previously borrowed the maximum from their home equity.
They may even rent or lease their residence. If this is the case, then you’ll
need to find a bank that will open up a personal line of credit for you.

There are dozens of organizations that offer both secured and unsecured
credit lines to consumers. However, your best bet is to try your own bank first.
They know you and your credit history. If they won’t give you the line of credit,
then you may need to search online.

Some websites will allow you to apply for lines of credit at several lending
institutions at once. There are also lenders that specialize in loans to people
with less-than-perfect credit. The drawback for most people with low credit
(FICO) scores is that you will be charged a higher interest rate.

One of the best places to compare lines of credit is at:
http://www.bankrate.com/

Alternative To Using A Line Of Credit

If you’d rather not use a line of credit, there are alternatives available to
implement the Interest Recapture process. One alternative is to self-fund the
process by utilizing your own cash savings in place of the LOC.

Example: Assume you have $12,000 in savings just sitting in a simple
savings account earning minimal interest. You could open up a money
market account and deposit this $6,000 of this $12,000 into the new
account. Search around for the best interest rate and be sure that the
account allows you full access to your money. What this does is
essentially replace the money you would have borrowed in the form of
a LOC. This $6,000 savings will be used to make your lump payments
against your mortgage principal. Now, instead of paying interest on a
LOC, the excess monthly cash flow earns you money at the same time
you’re reducing your mortgage principal.

You will still deposit your monthly income into the money market
account. However, all your bills will be paid from your regular checking
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account, and then once each month you write one check from the
money market account to cover the total amount of that month’s bills.

The excess monthly cash flow will allow you to build the money market
account back up to the original amount, after making a lump payment against
your mortgage principal, and you merely start the process all over again.
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Step 5: Implement the Interest Recapture
strategy in MONTH 1

MONTH 1

As we discussed previously, the Interest Recapture method of paying your
mortgage, or any other debt, provides a better use of your excess monthly
cash flow by using it to pay down the average daily balance of your debt,
rather than leaving the money lay in a 0% return checking account. Paying
down 6.5% debt is better than getting a 0% return.

In this example, let’s assume we take out a $25,000 Open-End Line Of Credit
(LOC), leave $13,000 in the account for an emergency reserve, then withdraw
$12,000 from the LOC and use that money to make a lump sum payment of
$12,000 to your mortgage company.

Note: This $12,000 payment is in addition to your normal monthly
mortgage payment. When you make this payment be sure to let the
bank know that the payment is to be applied to the loan’s principal.

Although the total dollar amount of your income (paycheck) and expenses
(bills) will always fluctuate from month to month, in this example let’s assume
that each month your income is $7,000, your mortgage payment is $2,000,
and the total of your other monthly bills is $4,000.

Each month you will deposit your $7,000 paycheck into the LOC, instead of
your checking account. You will also write a $2,000 check to pay your
mortgage, and checks totaling $4,000 from that same LOC to cover all your
bills. This LOC essentially becomes your checking account.

Therefore, in the first month, the $1,000 excess cash flow will effectively
reduce the LOC balance from $12,000 to $11,000 and the balance owed on
the mortgage has been reduced from $316,500 to $304,214.

MORTGAGE
6.5% - 30 Yrs

$316,500
($12,000)

($2,000)

$304,214

Income

Expenses

Cash Flow Excess

LOC
6.5%

$12,000

$7,000
$4,000
$2,000
$1,000

$11,000LOC Balance
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Step 6: Implement the Interest Recapture
strategy in MONTH 2

MONTH 2

In Month 2 you follow the same procedure and deposit your $7,000 paycheck
into the LOC and write $6,000 in checks from the LOC to cover your $2,000
mortgage payment and the other $4,000 in bills. The $1,000 excess now
reduces your LOC to $10,000.

The balance owed on the mortgage is now $303.861.

This exact same procedure is repeated for months 3 through 12.

Income

Expenses

Cash Flow Excess

LOC Balance

LOC
6.5%

$11,000

$7,000
$4,000
$2,000
$1,000

$10,000

MORTGAGE
6.5% - 30 Yrs

$304,214

($2,000)

$303,861
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Step 7: Implement the Interest Recapture
strategy in MONTH 12

MONTH 12

Using the same exact procedure from month to month, by MONTH 12 the
$1,000 of monthly excess cash flow has now reduced your $12,000 LOC to $0
and the balance you now owe on your mortgage has gone from $316,500 to
$300,227.

Now you can start the same exact procedure all over again in MONTH 13
(second year).

Note: By paying $12,000 down on the primary mortgage, you will obviously
dramatically reduce the principal and the interest that would have been paid
on the loan over the long 30-year term. Having made this payment, you will
now have to pay the interest cost on the declining balance of the LOC, until
the LOC balance is $0. The key is how quickly you can pay down the LOC.
And remember, using the INTEREST RECAPTURE procedure, you will NOT
have to change your spending habits, which makes this a very powerful
strategy.

Income

Expenses

Cash Flow Excess

LOC Balance

LOC
6.5%

$1,000

$7,000
$4,000
$2,000
$1,000

$0

MORTGAGE
6.5% - 30 Yrs

$300,600

($2,000)

$300,227
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Step 8: Implement the Interest Recapture
strategy in MONTH 13

MONTH 13

In Month 13 (second year) you have paid back the entire $12,000 LOC and
you can now repeat the exact procedure (as you did in MONTH 1) by
withdrawing $12,000 from the LOC and making a lump sum payment of
$12,000 into the primary mortgage.

Using the dollar amounts in this example, if you repeat this 12 month process
explained in STEP 5 through STEP 8, your entire mortgage will be
completely paid off and you own your home free and clear in 13 years… not
30 years!

Now let’s take a look at the power of the Interest Recapture process and how
your mortgage is reduced over those 13 years.

Income

Expenses

Cash Flow Excess

LOC Balance

LOC
6.5%

$12,000

$7,000
$4,000
$2,000
$1,000

$11,000

MORTGAGE
6.5% - 30 Yrs

$300,227
($12,000)

($2,000)

$287,853



T H E I N T E R E S T R E C A P T U R E P R O G R A M

21

The Power Of Interest Recapture

Results in YEAR 1

Here’s a table demonstrating the Interest Recapture process and a
comparison of the month-end mortgage balance using the Conventional
Method with the Interest Recapture Method. As you can see at the end of the
first year, if you used the conventional method of paying this mortgage you’d
owe a balance of $312,562 vs. $300,227 using the Interest Recapture
method.

Furthermore, you haven’t changed your spending habits one bit… you’re just
using your excess monthly cash flow more efficiently.

Section

Conventional Method vs. Interest Recapture MethodConventional Method vs. Interest Recapture Method

$312,962300,227$2,000$4,000$7,000$0December

$12,000

LOC
To

Mortgage

300,600

300,970

301,338

301,705

302,069

302,431

302,792

303,150

303,507

303,861

304,214

Interest
Recapture
Mortgage
Balance

$1,000

$2,000

$3,000

$4,000

$5,000

$6,000

$7,000

$8,000

$9,000

$10,000

$11,000

Balance
Owed

On
LOC

$313,266$2,000$4,000$7,000November

$313,568$2,000$4,000$7,000October

$313,868$2,000$4,000$7,000September

$314,167$2,000$4,000$7,000August

$314,464$2,000$4,000$7,000July

$314,760$2,000$4,000$7,000June

$315,054$2,000$4,000$7,000May

$315,346$2,000$4,000$7,000April

$315,637$2,000$4,000$7,000March

$315,926$2,000$4,000$7,000February

$316,214$2,000$4,000$7,000January

Conventional
Mortgage
BalanceMortgage

Bills
Incl.
LOC

CostsIncomeMonth

YEAR 1
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Results From YEAR 2 – YEAR 13

Again, if you repeat this same Interest Recapture process year after year, the
interest savings and home equity buildup begins to accelerate. In this
example, using the Interest Recapture method you will completely pay off your
original $316,500 mortgage in 13 years. If you used the conventional method
to pay off your mortgage, you would still owe $246,633 after 13 full years, or
78% of your total mortgage ($246,633 / $316,500).

$281,078$151,3608

$275,166$124,0279

$268,861$94,86510

$262,133$63,75011

$254,954$30,55012

$286,615$176,9767

$0

$200,985

$223,486

$244,575

$264,341

$282,866

Interest
Recapture
Mortgage
Balance

$246,63313

$291,8076

$296,6725

$301,2324

$305,5063

$309,1882

Conventional
Mortgage
BalanceYear

YEARS 2-13

Conventional Method vs. Interest Recapture MethodConventional Method vs. Interest Recapture Method
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Using Interest Recapture To Build Wealth

After 13 years your home is completely paid off! Now let’s say that you’re 53
years old and you have 12 more years until you plan to retire at age 65.

Now you can use the same Interest Recapture process and invest the $12,000
draw from the LOC, plus your $2,000 monthly mortgage payment that you will
no longer be paying, to build additional wealth for your retirement.

In the above example, if you invest the $12,000 draw from the LOC plus your
$2,000 monthly mortgage payment, at a rate of return of just 5%, after 12
years you will have an additional $584,630 that you can use for your
retirement by age 65. How powerful is that!

53Age At Loan Payoff

$12,000 Interest Recapture per year

$2,000 Monthly Mortgage Payment

Additional Retirement Funding

5% Rate Of Return

$584,630Balance At Retirement

12 # Years to Retirement

65Age At Retirement

Interest Recapture
Investment Accumulation
From Loan Payoff To Retirement
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Making Interest Recapture
Work For You
Now let’s take a close look at how you can make the month to month process
of Interest Recapture work for you. Please understand that the exact numbers
used below are not important because everyone's personal finances are
different. It's the concept that either does or does not work.

Remember: The Interest Recapture concept will only work for you if you
have the discipline to use it and have an excess monthly cash flow idly
sitting in your checking, or savings, account. While you are going to have
unexpected expenses that will change the dollar amount of excess cash flow
you have available from month to month, overall you should have a positive
cash flow to make the strategy work.

So let’s look at an example of the month to month process you would need to
go through to make Interest Recapture personally work for you:

In the above example you establish a “Line Of Credit” for $25,000. $13,000 of
this $25,000 credit line will be kept available as a reserve for emergencies.

Section

Month

Beginning
LOC

Balance

LOC
Transfer

To
Mortgage

Monthly
Deposits
To LOC

Monthly
Mortgage
Payment

From
LOC

Other
Monthly

Bills
Paid
From
LOC

Ending
LOC

Balance

January $25,000 ($12,000) $8,500 ($2,570) ($4,200) $14,730
February $14,730 - $8,500 ($2,570) ($4,750) $15,910
March $15,910 - $8,500 ($2,570) ($5,020) $16,820
April $16,820 - $8,500 ($2,570) ($8,550) $14,200
May $14,200 - $8,500 ($2,570) ($4,120) $16,010
June $16,010 - $8,500 ($2,570) ($3,250) $18,690
July $18,690 - $8,500 ($2,570) ($3,460) $21,160
August $21,160 - $8,500 ($2,570) ($4,300) $22,790
September $22,790 - $8,500 ($2,570) ($4,210) $24,510
October $24,510 - $8,500 ($2,570) ($5,600) $24,840
November $24,840 - $8,500 ($2,570) ($4,700) $26,070
December $26,070 - $8,500 ($2,570) ($7,020) $24,980
January $24,980 ($12,000) $8,500 ($2,570) ($4,000) $14,910
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You then access $12,000 of this line of credit and send it to the bank to pay
against the principal of your mortgage (or any other debt you choose).
Remember, this is in addition to your normal monthly mortgage (debt)
payment.

Now let’s say you get paid twice each month and each paycheck totals
$4,250. Since this LOC works the same as your checking account, you will
have your two paychecks (totaling $8,500) directly deposited into this LOC
account, instead of your normal checking account.

Next you will utilize the check-writing ability of your LOC to pay your mortgage
payment. For this example, we assume your mortgage payment is of $2,570
each month.

Finally, you will also use the check-writing ability of this LOC to pay your other
monthly bills. If your LOC account comes with a book of checks similar to your
primary checking account, you can use these checks to pay all your bills. If
your LOC account only comes with a few checks, you can write one check
each month from the LOC account to your primary checking account to cover
these other monthly bills, and then pay these bills from your primary checking
account.

The dollar amount of your other bills will naturally fluctuate up and down each
month. In our example the total monthly bills, excluding the monthly mortgage
payment, range from a low $3,250 in June to $8,550 in April.

Note: The total amount of your other monthly bills includes the monthly
cost of carrying a balance in your LOC account.

Now let's look at the running balance of your LOC account for the next twelve
months. From January through March you gradually reduce your LOC each
month and start to build up your line of credit again from $13,000 ($25,000 -
$12,000) to $16,820.

In April a sizeable amount is due to pay the balance owed on your IRS taxes.
This reduces the balance in your LOC account to $14,200. Then in May you
start to build your LOC balance back up again until November when your
available credit is now $26,070. Theoretically, at this point you could start the
Interest Recapture process all over again and transfer another $12,000 from
your LOC account to the bank to pay against the principal of your mortgage
(or any other debt you choose).

However, December is coming up, so you forgo an additional $12,000 transfer
of money until you have your final spending results for the Holidays. Then at
the end of December your LOC balance is $24,980, so you can begin the
Interest Recapture process again in January. You continue this Interest
Recapture process and the monthly balancing of your LOC account until your
debt is paid off.
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Conclusion
To make the Interest Recapture process work you need to have:

1. Financial discipline, and
2. Positive monthly cash flow that you can apply consistently to your debt.

If you do not consistently have extra cash flow then you have need to buckle down, create a
budget to cut costs, then be responsible and follow through to achieve your final goal. When
you own your home free and clear in a few years, or you’ve paid off all your credit cards, or
added thousands of dollars to your retirement; you will be happy you made the extra effort.

The real danger is that you can be tempted to increase your credit card spending, or even
worse, spend the money that you have reserved in your LOC for emergencies to take a
vacation or buy a new TV. You need to avoid this temptation, or you’ll end up defeating the
entire purpose of Interest Recapture. In fact, you could put yourself into deeper debt that
would be almost impossible to recover from.

Using an inexpensive money management software program such as Quicken, could give you
the financial discipline to avoid some of these temptations. This software can make it much
easier to identify money that is being wasted and can now be saved.

Financial discipline and a positive cash flow are the keys to make Interest Recapture
successful. Another major advantage to Interest Recapture is the fact that it can help you
dramatically increase your credit (FICO) score, which will help you get lower interest rates and
higher credit limits on any future borrowing.

Good Luck!

.

Section
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APPENDIX A
InterestRecapture Worksheet

The following Interest Recapture worksheet allows you to record your own personal financial
information and track your monthly results.
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2009

Beginning
LOC

Balance

LOC
Transfer

To
Mortgage

Monthly
Deposit

s
To LOC

Monthly
Mortgage
Payment

From
LOC

Other
Monthly

Bills Paid
From
LOC

Ending
LOC

Balanc
e

January $ $ $ $ $ $
February $ $ $ $ $ $
March $ $ $ $ $ $
April $ $ $ $ $ $
May $ $ $ $ $ $
June $ $ $ $ $ $
July $ $ $ $ $ $
August $ $ $ $ $ $
September $ $ $ $ $ $
October $ $ $ $ $ $
November $ $ $ $ $ $
December $ $ $ $ $ $

2010
January $ $ $ $ $ $
February $ $ $ $ $ $
March $ $ $ $ $ $
April $ $ $ $ $ $
May $ $ $ $ $ $
June $ $ $ $ $ $
July $ $ $ $ $ $
August $ $ $ $ $ $
September $ $ $ $ $ $
October $ $ $ $ $ $
November $ $ $ $ $ $
December $ $ $ $ $ $

2011
January $ $ $ $ $ $
February $ $ $ $ $ $
March $ $ $ $ $ $
April $ $ $ $ $ $
May $ $ $ $ $ $
June $ $ $ $ $ $
July $ $ $ $ $ $
August $ $ $ $ $ $
September $ $ $ $ $ $
October $ $ $ $ $ $
November $ $ $ $ $ $
December $ $ $ $ $ $
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APPENDIX B
BorrowingAndYourCreditRating
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Having good credit is essential to obtaining your financial goals because:

 Loans come with a lower interest rate with good credit
 Credit bureaus keep your financial history for several years.
 Expanding your business requires good credit
 The better your credit is, the more money you can borrow to take advantage of

business opportunities using Interest Recapture.

In order to maximize the Interest Recapture technique, a good credit rating will allow you to
build a larger line of credit in a shorter period of time. This is important in order to take
advantage of strategic business opportunities that will surely come to you from time to time.

Credit ratings and how they work

Your credit score is a number generated by a mathematical algorithm -- a formula -- based on
information in your credit report, compared to information on tens of millions of other people.
The resulting number is a highly accurate prediction of how likely you are to pay your bills.

Credit scores are used extensively, and if you've gotten a mortgage, a car loan, a credit card
or auto insurance, the rate you received was directly related to your credit score. The higher
the number, the better you look to lenders. People with the highest scores get the lowest
interest rates.

Whether you are an individual, or a business, lenders can use one of many different credit-
scoring models to determine if you are creditworthy. For individuals, the FICO score is one
such popular scoring method; named after the Fair Isaac Corp. which developed the FICO
score.

The FICO scale runs from 300 to 850. The vast majority of people will have scores between
600 and 800. A score of 720 or higher will get you the most favorable interest rates on a loan.
The Fair Isaac Corp. reports that the American public's credit scores break out along these
lines:

Credit Score & Percentage of Individuals

< 499 - 2 percent
500-549 - 5 percent
550-599 - 8 percent
600-649 - 12 percent
650-699 - 15 percent
700-749 - 18 percent
750-799 - 27 percent
> 800 - 13 percent

There are three credit reporting agencies that report consumer credit ratings: Experian, Trans-
Union, and Equifax. Since some lenders only report to one of these companies, individuals
usually have three different personal credit scores. Regardless, your credit score is
determined by the following % breakdown:
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 35% - Payment history
 30% - Outstanding debt
 15% - Length of your credit history
 10% - Recent inquiries on your credit report
 10% - Types of credit in use

The following is an explanation of these five factors and their weighting on your credit score:

PAYMENT HISTORY: 35%: Those who pay on time are going to have a good score,
usually between 650 and 750. You can add a few extra points to your score by paying
the moment you receive the bill.

ACCOUNT BALANCES: 30%: You can pay your minimum payments every month and
still have a low score because you have high balances. FICO likes to see that people
are using a low amount of their credit limit. Some say that it's best to leave a small
balance on your revolving credit card debt, but in reality, you will get the highest FICO
score if you pay off the entire balance each month.

LENGTH OF TIME WITH CREDIT:15%: Someone who has used their credit
responsibly for 20 years, versus someone just out of college, is going to have a greater
benefit from the length of their credit history. The moral of the story here is never close
your accounts. When you do, it lowers your scores. First, if you close an unused
account, your total credit card limit may immediately be maxed out if you are using
100% of your other credit accounts. By keeping the account open, you would only be
using 50% of your credit card limit. Second, closing your account shortens your credit
history.

INQUIRIES AND NEW CREDIT: 10%: Anytime you take out new credit, it's a short
term drop in your score. Likewise, every time someone gives permission to a lender to
pull his or her credit report, your credit score also drops.

MIX OF CREDIT: 10%: Having different types of credit can positively impact your
score. To get the best score, its best to have a mix of revolving accounts and
installment loans. Revolving accounts are credit cards and line of credit accounts.
Installment loans are student loans, mortgages, and auto loans.

No matter which scoring model lenders use, it pays to have a great credit score. Low credit
scores will cost you a lot of money in higher interest payments on loans, credit cards, and
insurance. For example, a borrower who applies for $250,000 home loan and who has a 580
credit score will pay over $350 per month more than if they had a 720 credit score. The bottom
line is there is no reason for you not to increase your credit score before using Interest
Recapture.

Building up your present credit rating

Here are five simple steps to raise your credit score quickly.
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1) Pay past due accounts,
2) Get rid of late payments,
3) Have credit limits increased,
4) Become an authorized user, and
5) Do not close old accounts.

Let’s take a look at each:

Pay past due accounts
Pay all accounts that show a past due balance on your credit report. Past due accounts do not
necessarily mean 30 days late, past due accounts can be one day late and show as past due
on a credit report. This can severely hurt a credit score. Pay all past due accounts as quickly
as possible to increase the credit score.

Get rid of late payments
Get late payments removed by contacting creditors and requesting to have any late payments
removed. If your first attempt is not successful, try again as each time you phone a new
representative will answer the phone. If you are successful and the creditor agrees to remove
the late payment charge, be sure to request a letter. The letter needs to be on the company
letterhead of the creditor, needs to be signed by an employee and the letter must document
your name, address, account number, and the specific late payment or late payments that
should be removed.

Pay down your credit line below 50%
You'll get points deducted from your score any time you charge more than 50 percent of the
limit on any kind of credit card, so pay down the cards that are maxed out first. Another way to
achieve this 50% goal is to increase your credit limits. Every six months or so call each
creditor and request that each increase your credit limit.

Become an authorized user
Become an authorized user on a relative or friend’s credit account. But, if they agree, be sure
to confirm that the account has been paid on time and the current balance to limit ratio is
below 10%.

Do not close old accounts
Do not close accounts, even if you have heard that old accounts that you no longer use should
be closed. When you consider that one-third of your score is based on how much of the credit
available to you that you're actually using, cutting up credit cards will automatically decrease
the amount of credit you have available. Closing accounts can actually lower your credit score,
especially if the account has a long credit history.
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APPENDIX C
BuildingStrategicLinesof Credit
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One of the most difficult and time consuming elements of Interest Recapture is securing the
line of credit.

An “open-end” line of credit gives you or your business access to funds up to a specified, pre-
determined amount for a pre-determined period of time (from 1 to 30 years). You can then
borrow against that at the determined interest rate. There are three types of credit lines
available to people.

1. Personal line of credit (unsecured – such as credit cards)
2. Secured line of credit (secured – usually by the home)
3. Business line of credit (based on business history)

A personal line of credit will usually be approved in three days or less. The problem is
personal credit lines are usually not very large. Also, since personal lines of credit are
unsecured (meaning that there is no physical collateral backing them), the interest rate will be
higher.

A personal secured line of credit is usually established using a home equity credit line of credit
(HELOC). This secured line of credit usually comes with a lower interest rate, but it may take
weeks or months to get approved.

Securing a line of credit isn’t as hard as it seems, but larger lines of credit will be more difficult
until you build a history. There are dozens of organizations out there that offer credit lines to
consumers. Try your own bank first. They know you and your history. If not then go online.
Some websites will allow you to apply for lines of credit at several lending institutions at once.
Some lenders specialize in lines of credit to people with less-than-perfect credit. However,
these usually come at a higher interest rate.
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APPENDIX D
CreativeBorrowingStrategies
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Case 1

The Desperate Housewife

A desperate 43 year old housewife was going through a terrible divorce. Because of
unscrupulous lawyers, new state laws regarding alimony, and a husband that left the country
with his money and his new girlfriend; she was left with very little money to raise her two
children. To make things worse, because she had no job, she knew that her credit would soon
go from good to bad. But three of the items her husband did leave her were an existing home
equity line of credit on her home and two credit cards with a low balances.

She also had a positive attitude and an idea.

When she was in Mexico on vacation, she came across a vendor who made the most
beautiful kit leather handbags she’d ever seen with an absolutely exquisite design. So she
contacted the vendor and bought five of these handbags. She then had a friend show her how
to set up an E-Bay account and promoted the five bags on her E-Bay account. They were sold
in two days and about a week later those five purchasers came back to her with other friends
who wanted one of these extraordinary handbags. So she drew $5,000 out of one credit card
to buy more of the handbags from the Mexican vendor. She planned to shift the balance of the
credit card back and forth to her other credit card. Each time she did this within the 30-day
time period to avoid finance charges. After she sold those bags on E-Bay, she set up an
arrangement with the Mexican handbag vendor for future purchases on credit using an
International Bank Line Of Credit.

She then got powerful testimonials from her five customers and loaded them on her E-Bay
site. In 9 short months she built her sales up to $84,207. She started her business using this
unique balance shifting concept, with $0 in borrowing costs. Today she is a thriving
businesswoman who sells several products online and has built up a $250,000 credit line.
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Case 2

The 401k Condo

Fred and Clarissa were both 45 years old and their only child had just graduated from college.
Fred and Clarissa were now empty nesters. At that time they had accumulated a total of
$100,000 in their company retirement account (401k) and their home was worth $200,000.
Since their daughter was now out of college, they were going to start contributing $1,500 per
month into their 401k plan for the next 20 years until retirement. If they stayed on track and
earned a 7.2% on their money, at the end of 20 they would have almost $1.2 million in their
401k account to live on. Their retirement would be golden.

But Fred heard some alarming news! He was watching the Suze Orman show on TV one night
while she was discussing company 401k plans. Suze was explaining how the 401k was taxed
when employees withdraw their money to live on. It seems as though their 401k be fully taxed
like their current paycheck and not at capital gains tax rates like stocks and mutual funds.
Worse, any withdrawal from the 401k account would be counted into the provisional income
calculation to calculate the tax liability on their social security benefits. As a result, Fred and
Clarissa would be taxed on 85% of their social security benefits in retirement. So instead of
just one hand, Uncle Sam would have both hands in their pocket.

To make matters worse, Clarissa’s sister and her husband were selling their condominium
that sits on a nice lake with beautiful scenery for $200,000. It was a steal deal. It would be the
perfect retirement home for them in 20 years, but they could not afford the down payment; nor
could they afford the monthly payments on two residences.

Then Fred had an idea. First, he got a $20,000 home equity line of credit (HELOC) on their
home. Their credit was outstanding and they had the available equity in their home. The
$20,000 from the HELOC was used for the down payment on the condo.

Second, Fred and Clarissa discontinued their $1,500 per month contribution to their 401k and
used the money to make the monthly payments on the condo purchased from Clarissa’s
sister. They made payments for one year on the condo then refinanced the condo to pay off
the $20,000 HELOC.

Fred and Clarissa can now enjoy vacations and weekends in that condo for the next 20 years,
not wait until retirement when it would certainly be more expensive. Then it twenty years, they
can sell their current home at an estimated $500,000 and live in the condo full time during
retirement. This entire $500,000 sale would be tax free under current IRS regulations. They
would also have their 401k account, which would increase in value from $100,000 to $400,000
at 7.2%. This would be fully taxed.

So at retirement, instead of ending up with $1.2 million that is fully taxable, Fred and Clarissa
would have $400,000 that is fully taxable, $500,000 that is completely tax free and a condo
that they can use forever. It was the perfect trade-off for Fred and Clarissa because it wasn’t
ever “all about the money” to them.



T H E I N T E R E S T R E C A P T U R E P R O G R A M

38

Case 3

My Own Dorm

Three years ago Richard and Judy sent their daughter to college and upon visiting her they
discovered that they were unhappy with the on-campus living facilities. They were looking to
purchase off-campus property to house their daughter and two friends in the following year,
but they didn’t have the down payment.

Purchasing and selling campus real estate can be tricky, but very rewarding. Done correctly
you can use the child as the “property owner”, then write off a bunch in taxes, pay for all the
student’s Room and Board costs, and turn the property over at a profit after college.

Richard and Judy’s credit was great and they had plenty of equity in their home, so they took
out a $25,000 home equity line of credit (HELOC) and used the $25,000 as a down payment
on an off-campus house.

Their daughter would be in school for another three years, so they structured their property
loan so that their daughter was able to co-sign on the mortgage with Richard and Judy. The
parents received an income stream from the rentals of the rooms to the daughter’s two
friends. This income stream was paid to their daughter as wages for “managing’ the property.
As a result, there were no taxes on the rental income stream. The daughter used these wages
to pay for some of her tuition.

Then two months after their daughter graduated from college, Richard and Judy sold the off
campus property for a nice profit and paid off both the mortgage and the $25,000 HELOC.
With income from the rentals, all the available tax write-offs, and the net profit from the sale of
the off-campus property; the entire cost of college for their daughter was $0. In fact, they
actually made money. Better yet, their daughter leaves school with a high credit score,
because her name was on the mortgage when it was paid off and the mortgage is the #1
payment looked at when establishing a credit rating.
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Case 4

My Own Bank

The sad truth is that equity in your home does not build or enhance your net worth. Another
truth in the lending world is that banks will only loan you money, if you can prove you don't
need it.

Jamie is a 32 year old successful entrepreneur. He dropped out of college when he was
twenty one to start his own business. At that time his mother and father gave him $20,000 to
put as a down payment on a house. It represented the cost of his last year in college because
they wanted him to begin his life with his own home investment.

By 2005 Jamie’s home had appreciated considerably and he had over $100,000 in equity in
the property. But Jamie was smart and realized that $100,000 in unused equity does not earn
him a thing. He was considering using that available credit to buy a new business.

Then Jamie ran into his friend Mark who is an insurance agent. He explained to Jamie that his
original $20,000 down payment on his house was given to the bank, and THEY got to invest it.
His money was working for the bank. Mark stated that Donald Trump once said, "I’d rather
have a million dollars in my pocket and be in debt a million dollars, than have zero dollars with
no debt." The point he was trying to make to Jamie was that wealthy individuals beat inflation,
taxes, and the high cost of borrowing by creating their own “Mini-Bank” and then borrow from
themselves.

Mark explained to Jamie that the concept of creating your own “Mini-Bank” to borrow from
yourself is simple. Basically, you fund as much money as fast as you can into a specially
designed tax-advantaged insurance policy (Mini-Bank) that allows you accumulate money
without paying taxes on the growth. Then when you need it you can borrow the money from
yourself… tax free. This Mini-Bank also legally protects your wealth from money vultures.

Example: you borrow the money from yourself (Mini-Bank) to purchase any item, then
you pay yourself back the same principal plus the interest (say 12%) that you’d
normally pay to the bank or credit card companies. This profit (12%) is then used to
continue building your wealth. You also never have to pay taxes on your profits (12%
interest) because you’re paying yourself back. Banks and credit card companies must
pay taxes on the 12% interest that you pay to them.

As a result of their conversation, Jamie refinanced his home mortgage to remove the
$100,000 equity and used it to fund his own (Mini-Bank) that could earn him as much as a 7%
rate of return. If Jamie retired at age 65, the $100,000 alone would be worth $932,000. But he
decided that he would also add an extra $1,000 per month to his Mini-Bank. As a result, at
age 65 Jamie will now have $2.4 million in his Mini-Bank that will be entirely tax-free and
Uncle Sam and any other creditors can never touch for any reason.

The shaky future for U.S. Stocks is creating need for investment safe havens like this.
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Case 5

Detroit Real Estate Tycoon

The job market has rather bleak outlook for Detroit. Jobs are scarce and people were leaving
the area in droves. In addition, the sub-prime mortgage fiasco has taken its effect on Detroit
and home foreclosures are on the rise.

Jeffrey had a job in the maintenance department at Ford Motor Company. At 50 years old he
wonders how long he can keep his job, yet he is too young to retire. He has some money in
his retirement and a rental property that he received from the estate of his deceased father.
He was at a crossroads as to what to do with his financial life.

The good news was that Jeffrey was good with his hands and increased the value of his
current rental property with just a few remodeling upgrades. He also knew that there would
soon be sheriff sales coming up on foreclosed properties that he could pick up for a song. He
could remodel these properties and sell them for enough profit to put money away for
retirement.

However, Jeffrey did not have a lot of money to invest. He already had used $10,000 of a
$40,000 home equity line of credit (HELOC), plus $30,000 in credit card debt to remodel his
current rental property. In order to buy more property, Jeffrey needed to clean up his
financials.

To do this Jeffrey first paid off his outstanding credit cards with the $30,000 balance on the
HELOC. He was spending $1,000 per month for that $30,000 of high cost credit card debt and
an extra $30,000 on his HELOC at 5% would only cost him an additional $300 per month.
That freed up $700 per month ($1,000-$300) in additional cash flow, which Jeffrey invested in
a bank CD.

Jeffrey waited two months to be sure the credit cards companies would report the transaction
to the credit bureaus. Then he went to his bank and refinanced his current mortgage and the
$40,000 HELOC into a new mortgage. This cleaned up his financials dramatically. At the
same time he also obtained a new $25,000 HELOC from the bank.

About ten months later, the perfect deal appeared for Jeffrey. A house worth around
$250,000 in a top neighborhood with great schools came up in the Sheriff’s auction. It was
bought on speculation by the original owner and they could no longer make the payments. The
house needed some work, so Jeffrey was able to outbid other bidders and bought the rights to
the house for $118,000.

Jeffrey needed a 20% down payment ($23,600) to get approved for the mortgage. Since he
already had $7,000 in cash saved up in his bank account ($700 x 10 months) from eliminating
his credit card payments, he only needed about $17,000 to close the property deal. Jeffrey
then used the other $8,000 ($25,000 - $17,000) from his HELOC line of credit to make the
necessary improvements.

After seven months, Jeffrey sold the house for $259,600 and is well on his way to becoming
the Detroit real estate tycoon by using the money to purchase two other foreclosed properties.
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Case 6

Incentive Stock Options Turned Gold

There comes a time in everyone’s life where opportunity knocks that is too good to pass up,
yet sadly you must because you don’t have the money to take advantage of that particular
opportunity.

Such was the case with Cliff in 2004. He was an executive with an Internet company that was
publicly traded. In his new contract, his company awarded Cliff with an incentive stock option
(ISO) to buy 10,000 shares of company stock. At the time the company stock was being
traded at $9.00 per share.

However, three mitigating factors had created a roadblock and kept Cliff from taking
advantage of these stock options:

1. He had two children in private colleges (twin freshmen daughters) that was sucking up
virtually all of his cash flow

2. His company was on the verge of announcing a major product innovation that could
easily drive the company’s stock to double the current market price in the next three to
six months.

3. If you exercise and sell the stock options within 2 years from the time they are granted,
you must pay ordinary wage taxes on the exercised price, instead of capital gains tax.

Cliff was facing a dilemma. He did not have the $90,000 cash to exercise the stocks options
immediately. He needed all his available cash to fund his kid’s college educations.
Furthermore, his income level put him in a high tax bracket of 42% (33% federal and 9% CA
state tax).

Cliff could immediately borrow the money to exercise the options, but then he would have to
make monthly payments on that loan over the next two years before he sold them, in order to
take advantage of the capital gains tax. If he waited and the stock rose dramatically, he would
need even more cash to exercise the stock options. If sold the options at the higher exercise
price, but before the two year limitation; he would then get charged ordinary income taxes of
42% on the gain, rather than capital gains tax of 15%. It truly was a desperate dilemma.

Here is Cliff’s strategy: Real estate in California had shot up over the years and by 2003 the
value of Cliff’s home went was $921,000. Since his credit was great, he still had enough equity
in his home to get a $100,000 home equity line of credit (HELOC) from his bank. He used
$100,000 from the HELOC to exercise (buy) the options at the market price of $9.00.

Six months later, Cliff’s company launched their new product and the stock price jumped from
$9.00 to $15. Cliff did not exercise (buy) the stock until his two-year time period was past in
2005. At that time he the exercised (bought) the stock and simultaneously sold it for $25 per
share, netting him a profit of $160,000 ($25 per share x 10,000 shares = $250,000 - $90,000).
This also saved him $43,200 in taxes (42% ordinary income tax - 15% capital gains tax = 27%
x $160,000 = $43,200).

The net profit and tax savings Cliff made paid for his twins college educations.
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APPENDIX E
InterestRecaptureDemoSoftwareOperationTutorial
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The Interest Recapture “Demo Software” is an Excel 2003 file that is used to demonstrate the
power of the Interest Recapture method of paying off a loan versus the Conventional Method.
The following is a description of each line item on the software.

Loan Information

Loan Amount
This is the dollar amount that has been borrowed on your loan. If you enter the current
balance of your loan, make sure you adjust the "Number of Monthly Payments" to be
the amount of months you have left on your loan.

Annual Interest Rate
This is the loan interest rate quoted by your loan lender. The annual interest rate can
normally be found on your monthly loan statement. Note: that the value is not the same
as "APR". Most U.S. loans are usually quoted based on a monthly compound period.

Number of Monthly Payments
The total number of months it will take to pay off the loan. Typical loan terms are 120,
240, and 360. If you are not sure of the remaining length, the Loan Information
Calculator can help with that calculation.

Monthly Payment Amount
This is the exact dollar amount of the monthly loan payment.

Extra Payments

Extra Monthly Payment
If you wish to make regularly scheduled monthly prepayments to the principal of your
loan (extra monthly payments in addition to your normal monthly payment), enter the
monthly dollar amount in this field.

Extra Annual Payment
If you wish to make regularly scheduled annual prepayments to principal of your loan
(one extra payment per year), enter the annual dollar amount in this field.

Month of Annual Payment
This allows you to specify which month of the year you want to make your extra annual
payment. For example, it might be the month after you file your tax return, or when you
get your annual bonus. Enter a number between 1 (January) and 12 (December)

Total Extra Payments
This is the total amount of the Extra Monthly Payments (Cell E12) and the Extra
Annual Payments (Cell E13) that you will end up making over the lifetime of the loan.
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Loan Summary

Total of All Payments
The total dollar amount of payments made over the course of the loan, including
interest and principal.

Total Interest Paid
The total amount of interest paid over the course of the loan.

Years Until Paid Off
This is the exact number of years it will take to pay off your loan. If extra payments
have been elected, your loan may be paid off earlier than the original amortization
period.

Interest Savings
This is the total amount of reduced interest associated with making extra payments
(prepayments) over the period of the loan. When you make extra payments on the
principal, then your total interest cost will be less. This calculation does not include any
tax deductions.

Loan Information Calculator

Current Principal Balance
Enter the principal balance that remains on your existing loan. This amount can
normally be found on the monthly loan statement.

Annual Interest Rate
This is the loan interest rate. The annual interest rate can normally be found on your
monthly loan statement. Note: The value is not the same as "APR. Most U.S. loans are
quoted based on a monthly compound period.

Monthly Payment Amount
This is the monthly dollar amount of your loan payment. This amount can normally be
found on your monthly loan statement. Note: If your loan is a mortgage, the dollar
amount of this entry should not include any payments to an escrow account, such as
for taxes and insurance, if your loan servicer makes these payments for you.

Number of Payments Remaining
This number should reasonably represent the number of payments remaining on your
existing loan.



T H E I N T E R E S T R E C A P T U R E P R O G R A M

45

Investment Summary

Current Age
Enter the individual’s current age here.

Retirement Age
Enter the individual’s anticipated retirement age here.

Investment per Year
Enter the anticipated annual dollar amount of investment above and beyond any
additional “extra payment” (Cell E12+ Cell E13) applied to the loan (under "Extra
Payments").

Rate of Return
Enter the projected rate of return for the period of years until retirement.

Years Until Paid in Full
This is the exact number of years it will take to pay off your loan. This number should
be exactly the same number as in “LOAN SUMMARY - Years Until Paid in Full” in Cell
E20.

Value of Investment @ Paid in Full
This represents the total dollar amount of the additional investment per year (Cell I14)
from your current age until your anticipated retirement age (Cell I16), at the
determined rate of return (Cell I15)

Number of Years Until Retirement
This represents the number of years until retirement, once the loan is paid in full.

Extra Payment per Year
This represents the sum of the "Investment per Year" (Cell I14) that will be made from
your current age to the loan paid-off date, plus the annualized dollar value of all
additional payment amounts (Cell E12+ Cell E13) that have been applied to the loan
before pay-off. All extra payments once applied to the loan can now be invested, since
the loan is now paid in full.

Monthly Loan Payment
This is the exact dollar amount of the monthly loan payment (Cell E9) that can now be
invested also, since the loan is now paid in full.

Balance at Retirement
This represents the total dollar value available at retirement from the reinvestment of
the "Value of Investment @ Paid in Full" (Cell I17) + the value of the "Extra Payments
per Year" (Cell I19) at retirement + the value of the "Monthly Loan Payment" (Cell I20)
at retirement. These are calculated from the date the first loan is paid-off in full until
retirement.
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APPENDIX F
InterestRecaptureExampleCases
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Example 1: Conventional Payment of a Mortgage

$316,500 $1
6.50% 0.00%

Number of Monthly Payments 360 $1.00

$2,000.50 1.00

$0 40
$0 65
1 $0

$0.00 0.00%
30.00
$0.00

$720,178.31 Number of Years Until Retirement 0.00
$403,678.31 $0

30.00 $0.00

$0.00 $0.00

Investment Summary

Investment per Year

Years Until Paid Off

Retirement Age

Value of Investment @ Paid in Full

Extra Payment per Year

Years Until Paid in Full
Rate of Return

Current Age

Monthly Payment Amount

Extra Monthly Cash Flow
Extra Annual Cash Flow Contribution

Month of Annual Cash Flow Contribution

Loan Summary

Extra Cash Flow

Total Extra Cash Flow

Total Interest Paid

Interest Savings

Total of All Payments

Monthly Payment Amount

Balance at Retirement
Monthly Loan Payment

Loan Information

Annual Interest Rate
Current Principal BalanceLoan Amount

Annual Interest Rate

Loan Information Calculator

Number of Payments Remaining

Loan Information
In this example a 40 year old individual who wants to retire at age 65 has a new conventional
$316,500 mortgage with a fixed rate of 6.5% over 30 years (360 monthly payments). The
monthly payment is $2,000.50.

Loan Summary
The total dollar amount of the 360 payments you will make under a normal amortization
(conventional method) is $720,178.31 and the total dollar amount of interest you will pay over
this 30 year period is $403,678.31.

Investment Summary
The individual is currently 40 years old and wants to retire at age 65.



T H E I N T E R E S T R E C A P T U R E P R O G R A M

48

Example 2: The Interest Recapture Method using one extra $12,000 payment per year

$316,500 $1
6.50% 0.00%

Number of Monthly Payments 360 $1.00

$2,000.50 1.00

$0 40
$12,000 65

1 $0
$156,000.00 5.00%

12.83
$0.00

$463,224.30 Number of Years Until Retirement 12.17
$146,724.30 $12,000

12.83 $2,000.50

$256,954.00 $595,663.12

Investment Summary

Investment per Year

Years Until Paid Off

Retirement Age

Value of Investment @ Paid in Full

Extra Payment per Year

Years Until Paid in Full
Rate of Return

Current Age

Monthly Payment Amount

Extra Monthly Cash Flow
Extra Annual Cash Flow Contribution

Month of Annual Cash Flow Contribution

Loan Summary

Extra Cash Flow

Total Extra Cash Flow

Total Interest Paid

Interest Savings

Total of All Payments

Monthly Payment Amount

Balance at Retirement
Monthly Loan Payment

Loan Information

Annual Interest Rate
Current Principal BalanceLoan Amount

Annual Interest Rate

Loan Information Calculator

Number of Payments Remaining

Loan Summary
Using the Interest Recapture Method and one extra $12,000 payment per year will allow this
individual to pay off this mortgage in 12.83 years, instead of the conventional method of 30
years. The total dollar amount of the payments using the Interest Recapture method is now
$463,224.30 and the total dollar amount of interest you will pay over this 30 year period is only
$146,724.30 – for a total interest savings of $256,954.00 over the period of the loan.

Investment Summary
The individual is currently 40 years old and wants to retire at age 65. Therefore, after paying
off the 30 year loan in only 12.83 years, the individual now has 12.17 years left until age 65. If
that individual invests that same $12,000 extra payment plus the normal monthly payment of
$2,000.50 at a rate of return of 5% until they reach age 65 (in12.17 years), they will have a
total of $595,633.12.
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Example 3: The Interest Recapture Method using an extra payment of $1,000 per month

$316,500 $1
6.50% 0.00%

Number of Monthly Payments 360 $1.00

$2,000.50 1.00

$1,000 40
$0 65
1 $0

$157,000.00 5.00%
13.08
$0.00

$470,537.67 Number of Years Until Retirement 11.92
$154,037.67 $12,000

13.08 $2,000.50

$249,640.64 $585,167.93

Investment Summary

Investment per Year

Years Until Paid Off

Retirement Age

Value of Investment @ Paid in Full

Extra Payment per Year

Years Until Paid in Full
Rate of Return

Current Age

Monthly Payment Amount

Extra Monthly Cash Flow
Extra Annual Cash Flow Contribution

Month of Annual Cash Flow Contribution

Loan Summary

Extra Cash Flow

Total Extra Cash Flow

Total Interest Paid

Interest Savings

Total of All Payments

Monthly Payment Amount

Balance at Retirement
Monthly Loan Payment

Loan Information

Annual Interest Rate
Current Principal BalanceLoan Amount

Annual Interest Rate

Loan Information Calculator

Number of Payments Remaining

Loan Summary
Using the Interest Recapture Method and an extra payment of $1,000 per month will allow this
individual to pay off this mortgage in 13.08 years, instead of the conventional method of 30
years. The total dollar amount of the payments using the Interest Recapture method is now
$470,537.67 and the total dollar amount of interest you will pay over this 30 year period is only
$154,037.67 – for a total interest savings of $249,640.64 over the period of the loan.

Investment Summary
The individual is currently 40 years old and wants to retire at age 65. Therefore, after paying
off the 30 year loan in only 13.08 years, the individual now has 11.92 years left until age 65. If
that individual invests that same $1,000 per month extra payment plus the normal monthly
payment of $2,000.50 at a rate of return of 5% until they reach age 65 (in11.92 years), they
will have a total of $585,167.93.
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Example 4: The Interest Recapture Method – splitting the one extra $12,000 payment per
year - $6,000 per year to pay down the loan and investing the other $6,000 per year.

$316,500 $1
6.50% 0.00%

Number of Monthly Payments 360 $1.00

$2,000.50 1.00

$0 40
$6,000 65

1 $6,000
$108,000.00 5.00%

17.58
$162,936.60

$529,605.51 Number of Years Until Retirement 7.42
$213,105.51 $12,000

17.58 $2,000.50

$190,572.79 $553,835.62

Investment Summary

Investment per Year

Years Until Paid Off

Retirement Age

Value of Investment @ Paid in Full

Extra Payment per Year

Years Until Paid in Full
Rate of Return

Current Age

Monthly Payment Amount

Extra Monthly Cash Flow
Extra Annual Cash Flow Contribution

Month of Annual Cash Flow Contribution

Loan Summary

Extra Cash Flow

Total Extra Cash Flow

Total Interest Paid

Interest Savings

Total of All Payments

Monthly Payment Amount

Balance at Retirement
Monthly Loan Payment

Loan Information

Annual Interest Rate
Current Principal BalanceLoan Amount

Annual Interest Rate

Loan Information Calculator

Number of Payments Remaining

Loan Summary
Using the Interest Recapture Method and an extra payment of $6,000 per year will allow this
individual to pay off this mortgage in 17.58 years, instead of the conventional method of 30
years. The total dollar amount of the payments using the Interest Recapture method is now
$529,605.51 and the total dollar amount of interest you will pay over this 30 year period is only
$213,105.51 – for a total interest savings of $190,572.79 over the period of the loan.

Investment Summary
The individual is currently 40 years old and wants to retire at age 65. During the 17.58 years
that this individual is paying down the mortgage, they split the $12,000 per year extra cash
flow, making a $6,000 per year extra payment to the mortgage and investing $6,000 per year
at a 5% rate of return. Then after paying off the 30 year loan in only 17.58 years, the individual
now has 7.42 years left until age 65. This individual can now invest the full $12,000 per year
extra payment plus the normal monthly payment of $2,000.50 at a rate of return of 5% until
they reach age 65 (in7.42 years). By doing this they will have a total of $553,835.62 at
retirement.

Note: All formulas used in this calculation uses a 30/360 basis. The above information is not
intended to give financial or investment advice.

.
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APPENDIX G
Monthly Analysis Worksheet Operation Tutorial
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The Interest Recapture “Monthly Analysis Worksheet” is an Excel 2003 file that is used to
keep track of the monthly results when using the Interest Recapture method to pay off a loan
(debt). The following is a description of each column and entry on the worksheet.

Date
Enter the beginning date of each month.

Beginning LOC Balance
Enter the total dollar amount of the Line Of Credit that you establish. This includes the
dollar amount that you will keep available as a reserve for emergencies. After the first
month’s entry, the beginning balance of each month after will be automatically entered.

LOC Transfer To Mortgage
Enter the dollar amount that you will access from the Line Of Credit and transfer to the
bank to pay against the principal of your mortgage (or any other debt you choose).
Remember, dollar amount of transfer is in addition to your normal monthly mortgage
(debt) payment.

1. If you transfer amounts once each year, you will enter the dollar amount of the
transfer in the month you made the transfer.

2. If you transfer amounts twice each year, you will enter each transferred amount
in the two months that you made the transfer.

3. If you transfer amounts once each month, you will enter the dollar amount of
each transfer in the month you made the transfer.

Monthly Deposits To LOC
Since your Line Of Credit works the same as your checking account, enter the monthly
income (the total amount of your paychecks) that was direct deposited during the
month into your Line Of Credit account.

Monthly Mortgage Payment From LOC
Since your Line Of Credit allows you check-writing capability, enter the monthly dollar
amount of the mortgage payment that you made during the month from your Line Of
Credit account.

Total Of Other Monthly Bills Paid From LOC
Since your Line Of Credit allows you check-writing capability, enter the monthly total
dollar amount of all the other bills that you paid from your Line Of Credit account
during the month. (Total Bills – Mortgage Payment = Total Other Bills)

Ending LOC Balance
This represents the dollar amount of the ending balance of your Line Of Credit each
month. This dollar amount should match the ending balance recorded on the Line Of
Credit statement each month.

Mortgage / Other Debt Balance
Enter the ending balance of your mortgage each month. This can be found on your
monthly mortgage statement from your bank or mortgage company.


