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“The most important loan to pay is your student loan.

It's more important than your mortgage, car and
credit card payments. You cannot discharge student

loan debt in the majority of cases.”

- Suze Orman
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Introduction
college education is often one of the first and most 

important investments in the life of a young adult. 
Unfortunately, it has become very expensive to pursue 

higher education. Tuition costs have been rapidly rising at 
both state and private institutions.

Students are being forced to borrow money or take out 
student loans in order to meet the rising college costs. In 

fact, the amount owed for student loans has recently 
surpassed the amount owed on credit cards. The principal 

owed on student loans is well over $1 trillion in the United 
States.

If you have student loans, you’ll have to face paying them off 
sooner or later. It’s important to understand all the available 

options. Otherwise, you’ll likely pay more than necessary.

There are numerous ways to repay your loans. There are 

payment plans or, in some cases, you can even get part of 
your loans forgiven. There is even a way to get your loans 

discharged. While this is difficult, it has never been easier 
than it is now.

The most important issue regarding loans is to avoid 
defaulting. If you fail to make your student loan payments, 

Uncle Sam can make your life challenging.
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Repayment Plans
There are many different ways to repay your loans, each 

with their own advantages and disadvantages. 

Check out these repayment strategies:

1. Standard repayment plan. This is the repayment plan 
you’ll get unless you make other arrangements with 
your loan servicer. Your loan servicer is the company 
that deals with all the billing and other issues associated 

with your federal student loans. 

❖ The payments are fixed and are a minimum of $50 

per month. These loans have a repayment period of 
10 years.

❖ With the standard repayment plan you’ll pay less in 
interest than you would with any other repayment 

option.

❖ This is likely to be the best repayment plan if you 

aren’t experiencing financial hardships. It’s the least 
expensive option if you’re in the position to be able 

to pay back 100% of your loan.

2. Graduated plan. With this plan, the payments start 

lower than with the standard repayment plan. The 
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payment amount increases over time. This increase 

usually happens every two years. 

❖ These loans are also for a 10 year period. You’ll 
ultimately pay more over time with the graduated 
repayment plan than with the standard plan, as the 
principal is paid off more slowly at the beginning of 
the loan repayment. This means the total amount of 

interest paid is higher in the end.

❖ The payments are never less than the amount of 

interest that accrues between payments, and the 
principal on your loan doesn’t increase.

❖ Consider this payment option if your income is 
relatively low now, but you expect it to increase over 

time. This can accommodate your limited income, 
but not extend your loan period.

3. Extended plan. This permits you to extend your 
payments to up to 25 years, which can significantly 

reduce your payment. Of course, you’ll be paying 
interest for up to 25 years, as well.

❖ To be eligible for this repayment plan, you must have 
a loan balance of at least $30,000, depending on the 

type of loan.

❖ The payments can be fixed over the life of the loan or 

they can be graduated. Graduated payments make 
sense if you’re just starting your first job.
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❖ If your loan balance is significant and the standard 
payment plan is too expensive, an extended 
repayment plan might be good for you.

4. Income-Based plan. Your payments are based on your 
discretionary income. Your discretionary income is the 

difference between your adjusted gross income and 
150 percent of the poverty level for your family size and 

state of residence.

❖ The maximum monthly payment is 15% of your 
discretionary income. Your payments will be lower 
than they would be under the standard plan, but 

you’ll likely pay more over the lifetime of the loan. 
Your payments change as your income changes. This 

keeps the payment within your budget.

❖ After 25 years of payments, the remaining balance 
of your loan will be forgiven. But remember that 25 
years is a long time. You might also owe income tax 

on the forgiven amount.

5. Pay as you earn plan. Your maximum payment each 
month is set at 10% of your discretionary income. As 
with the income-based repayment plan, your payments 

change along with your income.

❖ After 20 years of payments, the remaining balance 

of your loan will be forgiven. Again, you may have to 
pay income taxes on the forgiven amount.
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❖ To qualify, you must have received a loan 

disbursement on or after October 1, 2011. You also 
are required to be a new borrower on or after 

October 1, 2007. This program is only for recent 
borrowers.

6. Income-Contingent plan. Your payments are 
recalculated each year and are based on your gross 

adjusted income. Your family size and the amount of 
your loans are also included in the calculation.

❖ Your payments will change with your income. The 
payments are only calculated once you’ve filed your 

income tax return. 

❖ This repayment plan is also for up to 25 years.

❖ After 25 years of payments, the remaining balance 
of your loans is forgiven. You may be responsible for 

paying taxes on the forgiven amount with this plan as 
well.

7. Income-Sensitive plan. This also bases your payment 
on your monthly income and your payments will change 

along with your earnings. This loan plan is for up to 10 
years.

As you can see, there are many loan payment options 
available. Remember that the standard plan will likely be the 

least expensive over the lifetime of the loan. But sometimes 
the best choice isn’t the most obvious.
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Consider all repayment options and choose the best one for 
your situation. There are many calculators available online 
that will show you how much you can expect to pay.

“You cannot spend your way out of recession

or borrow your way out of debt.”

- Daniel Hannan
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Loan Consolidation
Consolidating your loans is essentially combining all of your 

loans into one, which allows you to make a single payment 
each month. It can also extend your payments for up to 30 

years.

Should You Consolidate Your Loans?
Consolidating your student loans is a decision that requires 

careful consideration. It does make repaying your loans 
much more convenient, since you’ll only have one payment 

to make each month.

You also gain access to different repayment plans. You even 

have the option of changing a variable interest rate to one 
that’s fixed.

You can significantly lower your payments by increasing the 
length of your loan period. However, increasing your loan 

payback period also results in paying more interest. Ensure 
that you look at the total amount you’ll be paying back 

versus your current payment scheme.

One thing to realize when you consolidate is that you can 
potentially lose any borrower benefits that were offered 
with your original loans. These can include things like 
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interest rate discounts, cancellation benefits, and principal 

rebates. Losing these advantages can have a significant 
impact on your loan repayment, so consider this before 

deciding to consolidate. 

Once your loans are consolidated, the original loans are 

paid off and cease to exist.

The Requirements to Consolidate a Loan
Not every loan is eligible for consolidation.

There are 3 main issues that determine whether or not 
a loan can be consolidated:

1. To consolidate your loans, you must have at least one 
eligible loan that’s in the grace period or in repayment 
status. The grace period is the period of time between the 
end of your student status and the date of your first 
payment. Always know your grace period.

2. If one or more of the loans you want to consolidate are  
in a default status, it gets more complicated. You need 
to either be current with your loan provider, or pay your 
consolidation loan under either the income-based 
repayment plan or the income-contingent repayment plan. 
You lose options when you default on a debt, so always 
pay on time. 

3. In most cases, you’re unable to consolidate a loan 
that’s already been consolidated. However, if you have a 
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loan that hasn’t been consolidated, you may consolidate all 
existing loans whether they’ve already been consolidated 
or not.

Additional Notes
Keep this additional information in mind regarding loan 
consolidation:

1. The interest rate on a consolidation loan is always 
fixed over the lifetime of the loan. The interest rate will 
be the weighted average of all the loans that are being 
consolidated. The rate can’t exceed 8.25%.

2. Repayment will begin no more than 60 days after the 
loan is disbursed. Remember that the disbursement goes 
to pay off your existing loans. You’ll never see any of that 
money.

3. The loan repayment term will range from 10 to 30 
years.

Consolidation can be a great tool for some borrowers. 
Compare your consolidation options with your current 
payment plan. But keep in mind that consolidation may not be 
the appropriate choice in some situations.

“If you're trying to get out of debt, you have to be
willing to treat everything as expendable.”

- Phil McGraw
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Deferment and Forbearance
Under specific circumstances, it’s possible to get a 

deferment or forbearance on your student loan. This will 
allow you to temporarily stop or reduce your payments. 

These options can also provide a way to avoid defaulting on 
your loans. Getting a deferment or forbearance is usually 

quite easy. The form is very short and available through 
your service provider. Just fill it out!

Deferment
Deferment allows you to stop making payments on your 
loan for a period of time.

If you have a subsidized loan, the federal government pays 
the interest for you during deferment, so additional interest 

doesn’t accrue on the loan.

On unsubsidized loans, you’ll be responsible for the 

interest. You have the option of either making interest 
payments or having the interest added to the principal of 

your loan.

To be eligible for deferment, you must meet one of the 

following conditions:

❖ You are enrolled in school at least half-time.
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❖ You have a graduate fellowship or are in an approved 

rehabilitation training program for the disabled.

❖ You are unemployed or can’t find full-time 

employment. This deferment can last for up to three 
years.

❖ You’re in a period of economic hardship or in the 
Peace Corps. This deferment is also for up to three 

years.

❖ You’re active in the military during a military 

operation, national emergency, or during a time of 
war.

❖ It has been less than 13 months following your 
qualifying active military service.

There is a formal request process for deferments. 
Deferments are not given automatically as the result of not 

making your payments. Contact your loan servicer for 
deferment requests.

Forbearance
If you’re not eligible for a deferment but are unable to make 
your scheduled payments, you may be able to get a 

forbearance. 

Forbearances allow you to stop making payments, but the 
interest will continue to accrue on all of your student loans.
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There are 2 types of forbearance:

1. Mandatory. In this case, “mandatory” means that your 
lender must approve forbearance if you apply for it 

under certain conditions. A mandatory forbearance will 
be granted to you if you meet any of these requirements:

❖ You’re in a dental or medical residency program.

❖ The total of your student loan payments is 20% or 

more of your total monthly gross income.

❖ You’re a teacher in a role that qualifies for teacher 

loan forgiveness.

❖ You’re an activated member of the National Guard 

and not eligible for a military deferment.

❖ You have received a national service award and are 

still serving in that role.

❖ You are eligible for partial repayment of your loans 

under the US Defense Department Student Loan 
Repayment Program.

2. Discretionary. Unlike a mandatory forbearance, a 
discretionary forbearance is up to the discretion of your 
lender. You can request a discretionary forbearance in 
situations of financial hardship and illness.
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Just like a deferment, you’re required to request either type 

of forbearance from your loan servicer. Documentation is 
frequently requested.

Remember that the main difference between deferment 
and forbearance is regarding interest. In many cases, you 

aren’t responsible for the interest during a period of 
deferment. Deferments can last for up to three years, 

whereas forbearances only last for up to 12 months. 

Deferments are preferable to forbearances.

If you aren’t able to qualify for either and you’re struggling 
to make your payments, contact your loan servicer 

immediately. You might be able to change your payment 
plan.

“Private student loans should be avoided at all costs.”

- Suze Orman
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Forgiveness, Cancellation, 
and Discharge

Under certain circumstances, part or all of your student 
loan can be eliminated:

1. Total and permanent disability. If you’re totally 
disabled or are considered to have a permanent 
disability, you can be relieved of all of your student loan 
obligations. As you would expect, there’s a lot of 

documentation involved to claim this type of discharge.

❖ If you’re a veteran, the US Department of Veterans 

Affairs can provide documentation that you’re 
disabled and unemployable.

❖ If you’re receiving Social Security Disability 
Insurance or Supplemental Security Income, you can 

qualify for a student loan discharge.

❖ Your physician can certify that you have an 

impairment that’s expected to result in death, that 
has lasted for a period of at least 60 months, or 

that’s expected to last for at least 60 months.

2. Death. If you die, a family member can provide a copy of 

your death certificate to the loan servicer and have your 
loan discharged. Obviously, this doesn’t help you, but at 
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least the loan balance doesn’t get taken out of your 

estate, leaving only what is left of your estate for your 
loved ones.

3. Bankruptcy. This is difficult to accomplish, but the laws 
have changed and the process is considerably easier 

than it once was. The process is not automatic, as you 
must prove to the court that making your loan payments 

creates an undue hardship. There is a 3-part test used 
by the bankruptcy court to see if your loan can be 
discharged:

❖ Can you maintain a minimal standard of living if 

you’re forced to repay the loan?

❖ Will your hardship be likely to continue for a 

significant period of time?

❖ Have you made a good-faith effort to repay to loan 

prior to filing for bankruptcy? This usually means 
that you’ve made payments for at least 5 years.

❖ All three of these requirements need to be met to 
the satisfaction of the bankruptcy court in order for 

it to be discharged.

4. School closure. This applies if your school closes while 

you’re enrolled, and you are unable to complete the 
program due to the closure. Any loans obtained for 

attending this school can be discharged. Your loan 
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servicer will have the appropriate application for you to 

fill out.

5. False certification of student eligibility or 

unauthorized payment. This basically relieves you of 
your student loan obligations if you’re the victim of 

identity theft or the school commits fraud. 

6. Unpaid refund. If you withdraw from school, the school 

is required to provide a refund to the lender. If the 
school fails to provide this refund, you’re relieved of 

having to pay for a portion of your student loan equal to 
that refund amount.

7. Teacher loan forgiveness. If you’re a teacher and 
didn’t obtain a student loan prior to October 1, 1998, 
you might be able to have as much as $17,500 of your 
student loans forgiven. In order to get this, you need to 

have been teaching full-time in a qualifying low-income 
elementary or secondary school for 5 consecutive years.

8. Public service loan forgiveness. If you’ve made at 
least 120 payments and are employed in certain public 

service jobs, you can apply to have to remainder of 
your student loan balance discharged. Your loans can’t 

be in default status. There are many rules governing 
what type of employment qualifies for this type of loan 

forgiveness. 
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If you believe that you qualify for any of these options, 

contact your loan servicer. After applying for a discharge, 
you’ll still have to continue making payments while your 
discharge is being reviewed. But remember, you may qualify 
for a forbearance which would allow you to cease making 

payments temporarily.

In addition to these federal programs, your state or private 

organizations in your area might also have programs to help 
you reduce or eliminate your student loans. Some 

employers are even offering to pay some of your student 
loans now as an employment perk.

Depending on your loan balance, it may be well worth your 
efforts to research such opportunities in your area.
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Understanding Default
It’s very important not to ignore default or delinquency 

notices from your loan servicer. At first you’ll be delinquent, 
and then you eventually go into default status. Contact your 

loan servicer as soon as you start having trouble making 
your payments.

Your loan is technically delinquent the day after you miss a 
single payment. As soon as your loan is 90 days delinquent, 
it will be reported to all three of the major credit bureaus. 
Your loan is considered to be in default if you fail to make a 
payment for 270 days. 

If your loan is in default status, contact your loan servicer to 

explore your options. 

There are several consequences that come along with 

being in default:

❖ Everything you owe on the loan, including the loan 

balance plus interest, becomes due immediately.

❖ You’ll no longer be eligible for alternate payment 

plans. Plus, you lose the options for deferment or 
forbearance.

❖ You aren’t able to obtain additional student loans.
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❖ Your defaulted loan is also turned over to a 

collection agency.

❖ Your tax refunds will be withheld and applied to your 

unpaid balance.

❖ Late fees, extra interest, collection fees, legal fees, 

and court costs are added to your debt.

❖ You can have your wages garnished.

If you’re unable to make your payments, it’s best to make 
arrangements with your loan servicer as soon as possible. In 

most cases, you’ll likely be able to get a deferment, 
forbearance, or set up a different payment plan that works 

better for you. Use these options to your advantage!

“Poorer students take out larger loans and will have to 
contribute more to the cost of higher education.”

- Anne Campbell
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Ways to Pay Off Student 
Loans Faster

If you want to get rid of those student loans quickly, 
consider these tips:

1. Knock down the interest rate as much as possible. 
Most loan servicers will give a 0.25% discount if you use 
automatic bank drafts to make your loan payments, 
which can really add up over 10 years or more. 

❖ Check with your lender and see if there are any 
other interest rate deductions available. A history of 

on-time payments is a common reason for giving a 
lower interest rate.

❖ Consolidated loans can sometimes end up with a 
lower interest rate, depending on who is doing the 

consolidating.

2. Make larger payments. Just because your monthly 

payment is $217 doesn’t mean you always have to just 
pay $217. Paying more than the minimum is the fastest 
way to pay off your loans. Just remember that you’re 
still required to make your payments each month, no 

matter how much you paid the previous month.
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3. Create a budget. Everyone knows that creating a 

budget is a good idea, yet very few people actually do it. 
A simple budget can show you exactly where your 

money is being spent and where you can save.

4. Earn more money. Although this may seem obvious, it 
really helps if you can increase your income. This will 
give you more disposable income to pay towards your 

student loans. This can mean asking for a raise, finding a 
higher paying job, or even getting a second job.

5. Refrain from borrowing more than you need. It gets 
easier every year to borrow money. In fact, it’s so easy 

that many students are borrowing money and using it to 
pay for more than just school. Many college students are 

using loan money to pay their rent and finance their 
social lives. Keep the extras to a minimum and borrow as 

little as possible.

“We need to make college affordable in price,
and also have lower-cost student loans and

more available grants for students.”

- Debbie Stabenow
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Conclusion
Student loans are a serious undertaking that can impact 

your financial life for a long time. That’s why it’s so 
important to be responsible. The government can garnish 
your wages, hold your income tax refunds, or even take you 
to court if you fail to pay back your loans. 

Remember that it’s likely the federal government either 
made the loan or guaranteed the loan in the first place. The 

government might be inefficient, but it’s powerful.

Defaulting on your student loans can create a lot of financial 

challenges, so stay on top of your loans, and get them paid 
off. Contact your loan servicer at the first sign of trouble.

There are many different payment options available to 
make the repayment process as easy as possible. There are 

also many ways to potentially eliminate your student loans. 
Be sure to look into loan forgiveness, cancellation, and 

discharge fully before you eliminate these options.

“For-profit higher education is today a booming industry, 
feeding on the student loans handed out to the desperate.”

- Thomas Frank
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