
Being Wiser About Student Loan Debt 
 
Over the last few years we have had more professional clients with larger amounts of student 
loan debt than we have seen in the past.  While it is true that American’s owe $1.4 trillion in 
student loans, for us the reason we are seeing so much more is that we are working with more 
professionals that typically run very high debt to get through graduate school.    Like many 
things, getting the loan may have been a whole lot easier than paying it off.  We really feel the 
struggle when clients almost have their own loans paid off and turn around and then have to 
begin education loans for their children.   Knowing the rules of debt repayment should make the 
whole process easier, less costly and shorter. 
 

Loan Repayment Options: 
There are 8 different loan repayment options to the federal student loan borrower, plus a loan 
forgiveness plan.    The eight plans are: 
 
Standard.  Breaks a student’s loan balance into 120 equal monthly payments.  A the end of 10 
years the loan will be paid off.  This option often results in the lowest total amount being paid 
and moderately high payments. 
 
Extended Fixed.  Requires a minimum debt level of $30,000.  Payments are the same amount 
each month, as they are with the standard plan.  The primary difference being that you  have 
300 months (25 years) to repay the loan. 
 
Graduated.  Payments start low and increase every 2 years. The key here is that the monthly 
payment will never be less than the amount of interest that accumulates between one month 
and the next  and will never be more than 3 times any other repayment option.  Loans will still 
be repaid in 10 years.   It is important to know that choosing this option will eliminate you 
from the Public Service Loan Forgiveness program. 
 
Extended Graduated.  Requires a minimum debt level of $30,000. As with the Graduated plan, 
payments increase every two years.  The primary difference being that you have 25 years to 
repay the loan. 
 
Options if you can show a partial financial hardship: 
 
Income Contingent Repayment.  Monthly payments are calculated on the basis of the family’s 
adjusted gross income and family size.  The monthly repayment amount is based on a 12 year 
repayment multiplied by a rate of interest that varies with your annual income or up to 20% of 
your monthly discretionary income.  This plan is based more on discretionary income, whereas 
the income based plans rely more on earnings size.   Any remaining loan balance is forgiven 
and taxable to the borrower after 25 years.  This is not an option for parent PLUS loans. 
 
Income-Based Repayment.  Any one may select an income based repayment schedule.  
Monthly payments are recalculated every year, based on the borrower’s adjusted gross income, 
family size and loan balance.  After 25 years, any outstanding balances will be forgiven and 
taxable to the borrower.  Most often this results in a higher, total amount being paid. 
 

  



New Income-Based Repayment.  Available only on amounts borrowed after July 1, 2014 
under the Direct Loan program. The bar for financial hardship is lower than the old income 
based repayment schedule and have more generous repayment terms.  Any remaining loan 
balance is forgiven and taxable to the borrower after 20 years. 
Pay as you earn.  These regulations go by the acronym: PAYE. Available to borrowers who as 
of October 1, 2007 had no outstanding student loan debt and who received a loan disbursement 
after October 1, 2011. 
 
If a borrower does not make a choice, they will automatically be enrolled in the Standard  
repayment plan. 
 
The chart below gives a general idea of total costs for each loan, if they are held to maturity: 
 
Repayment Type Months to pay Comparative 

Monthly Payment 
Total Cost 

Standard 120 Moderately Least amount. 
Fixed Standard 300 Smaller More than fixed; less 

than graduated 
Graduated 120 Increasing, less than 

fixed 
More than standard 

Extended Graduated 300 Increasing, less than 
graduated. 

More than graduated 

Income Based 
(all 3 plans) 

300 Smaller, but, 
recalculated annually 

More than  graduated 

PAYE 300 Smaller, but, 
recalculated annually 

Could be less than 
Income based 

 
Figuring this out is complicated and often, there is only one chance to get it right.  Don’t hesitate 
to call for some help.  I find the government website helpful: https://studentaid.ed.gov/sa/repay-
loans/understand/plans 
 
Repayment Plans - studentaid.ed.gov 
 
Although you may select or be assigned a repayment plan when you first begin repaying your student 
loan, you can change repayment plans at any time—for free.  Contact your loan servicer if you would like 
to discuss repayment plan options or change your repayment plan. You can get information about all of 
the federal student loans you have received and find the loan servicer- for your loans by logging in to My 
Federal Student Aid. 
(then go to Repayment Estimator). Or google: US Department of Education.  
  
A Simple Example 
Jeanie (single, $65,000 adjusted gross income) owes $300,000 (or $30,000, just move the decimal point).  
This example assumes that Jeanie qualifies on a loan, income and dates basis, for all plans. 
 

Repayment 
Plan 

Repayment 
Period 

 

Month Payment
Initial to Final 

Amounts 

Protected 
Loan 

Forgiveness 

Total 
Interest 

Paid 

Total 
Amount 

Paid 

Standard 120 months $3,256 to $3,256 $0 $90,695 $390,695. 

Graduated 120 months $1,852 to $5,555 $0 $114,529 $414,529 



Extended Fixed 300 months $1,842 to $1,842 $0 $252,679 $552,679 

Extended 
Graduated 

300 months $1,375 to $2,877 $0 $302,635 $602,635 

Income Based 
Repayment (IBR) 

300 months $592 to $2,234 $335,716 $376,784 $376,784 

IBR for New 
Borrowers 

240 months $395 to $1,140 $459,356 $170,644 $170,644 

Pay As You Earn 240 months $395 to $1,140 $459,356 $170,644 $170,644 

Income-Contingent 
Repayment (ICR) 

300 months $887 to $3,150 $174,396 $386,133 $541,737 

 
  
What constitutes a hardship? 
Let’s be clear, discharge for cases of bankruptcy is very, very rare.  Also, cases, while under review, are 
most likely to be accruing penalties and interest during the review process.  If the review process fails, the 
loan repayment situation could be even worse.  Somehow, keep making the loan payments during the 
process. The final decision is made by the Department of Education and cannot be appealed unless fraud 
can be shown to be involved. 
 
A loan is considered in default if a payment has not been made in more than 270 days.  Serious legal 
consequences are likely to follow a default. 
 
Each type of loan has separate rules that apply to loan forgiveness, cancellation or a discharge.  Before 
your loan can be discharged or reduced you must provide information to the US Department of 
Education.  This includes total and permanent disability.  The Department of Education will evaluate and 
determine if the disability qualifies for a discharge.   Hardship extends to, but is not assured, for events 
such as: death and disability of the borrower, or if the college or university closed before the student could 
complete the program of study,  Most loans have some level of forgiveness for certain types of full time 
employment: service in the armed forces in a hostile fire or imminent danger pay area, fire fighter, nurse 
or medical technician, among them. 
  
Considering a Student Loan Consolidation Program 
A dollar saved, a fortune lost.  There is nothing straightforward about the decision to consolidate student 
loans. Be sure to deal directly with a US Department of Education consolidation providers.  There should 
never be a fee for consolidation student loans.  The positive side is that consolidation makes it easier to 
track and it can bring the payment down to one sum that is more affordable.  It might also cost you more 
in the long run.  
 
Loans can be consolidated after you graduate, leave school or drop below half time enrollment.  
Generally, a consolidation results in an average interest rate.  If your larger loan has the lower interest 
rate, it is likely that after consolidation, more total interest will be paid.  If the larger loan has the higher 
interest rate it is more likely less total interest could be paid. How the length of the loan is changed will 
also affect the total amount repaid.  Consolidation could result in loss of benefits that were available on 
the original loans.  These benefits could include interest rate discounts, principal rebates and cancellation 
benefits. 
 
Consolidation can also eliminate future changes in repayment options, as they are usually locked in, both 
in regards to rate and terms. A consolidation loan has a fixed interest rate for the life of the loan.  The 
fixed rate is based on the weighted average of the interest rates on the loans being consolidated, rounded 
up to the nearest 1/8 of 1%.  
 



As with any long term loan, there are two plans that need to be created, the one that is negotiated with 
the lender and the terms you would really like for the loan (understanding that not repaying the loan is not 
an option).  Generally it is good to negotiate the lowest amount of interest with the longest pay-back 
period and then actually repay the loan at the fastest rate you can.  Generally you may not consolidate a 
loan that has already been consolidated unless there is a new loan being added into the consolidation. 
  
Conclusion 
This is meant to be an overview of a very complicated loan system.  Two things to keep in mind, 
decisions you make may be irrevocable; at the very least, confer with an advisor.  All of the information in 
this article can be found on the US Department of Education: ed.gov.  
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