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Options for Student Loan Repayment

There are a number of student loan repayment options available to you.

Congratulations! You’ve finally graduated from school and are about to enter the wor king world. It’s a great feeling to have ,
but you still have that little problem of repaying your student loans. How ever, don’t fret too much; there are plenty of
options available when it comes to your student loan repayment.

If your student loans are federal student loans (like a Stafford loan), they were most likely issued by a bank or a govern-
ment), and there are a number of repayment options available to you that are designed to make your life less stressful. As
well, if you have a school-issued loan (like a Per kins loan), you should ask your school about any repayment options that
are available to you. If you had to take out a loan from a private lender (like a bank), then you may be limited in your repay-
ment options.

To find out about the student loan repayment options that are available to you, you should contact your lender as soon as
possible. It is not advisable to wait until your loans go into default before trying to figure out a solution as some of your
options may have evaporated.

As well, it is wor th noting that the repayment option that you select is not the repayment option that you are going to be
stuck with. If you want to change your repayment plan, the holder of your federal loan must allow you to change your
repayment plan at least once a year.

For the most part, the options for student loan repayment discussed in this article will be limited to options for federal
loans. If you are not sure what types of student loans you have , you can find out by calling the National Student Loan Sys-
tem at 1-800-4-FED-AID, or by visiting their website at www.nslds.ed.gov .

Standard Repayment

Although the monthly payments may be higher if you go with a standard repayment plan, it is still probably the option for
you if you can afford it. Because you will be paying more up front, you will probably end up paying less interest in the long
run. Under a standard loan repayment plan, you will pay a monthly payment that will depend on the amount of loan you
have . However, you can use the rule of thumb that you can expect to pay $125 per month for every $10,000 you took out
in student loans. By using a standard repayment plan, you will only be making payments for a maximum of ten years.

Graduated Repayment Plan

Unlike a standard repayment plan, if you elect for a graduated repayment plan, your monthly payments will increase as
time goes by. Nor mally, your monthly payments will increase every two to three years. How ever, just like a standard repay-
ment plan, your loan must still be paid off in a maximum of ten years.

However, if you choose a graduated repayment plan, you can expect to pay more for your loan in the long run because
you will be paying more in interest than you would under a standard repayment plan.

Income-Based Repayment

If you have had a hard time finding a well-paying job out of school, then you may want to look into an income-contingent
repayment plan. Under this income-based repayment scheme, the amount of your monthly payments will var y as your
income var ies.

Your annual income will determine the amount of your monthly payments. If you are married and file a joint income tax
retur n, your will have to use your joint income to determine the amount of your monthly payments under an income-based
repayment plan.

http://www.nslds.ed.gov/


Direct federal student loans. Most direct student loans from the federal government are eligible for income-based repay-
ment plans, how ever, PLUS loans are not eligible. The amount that you will pay each year will var y based on your income,
but it will never exceed 20% of your discretionary income. Your discretionary income is calculated by your annual gross
income minus the amount based on the poverty lev el for your household size.

If you have a very low income, your income-based repayment plan may not require you to make monthly payments at all,
or your payments may be less than the interest that your loans accumulate each month. Although this may seem like a big
break, it could hurt you in the long run as you may end up paying much more on your loans than you would otherwise.

However, if you have not paid off your student loans within 25 years (not counting periods of defer ment or forbearance) on
an income-based repayment plan, the federal government will forgive the remainder of your loans. How ever, you will have
to pay taxes to the IRS on the amount of your loans that are forgiven.

Non-direct federal student loans. If you received a federal student loan, such as a Stafford, PLUS or HEAL loan, from a
financial institution, they will probably offer some sort of income-based repayment plan as well. However, because these
loans are not from the government, there may not be any provisions in the agreements for loan forgiveness after 25 years,
and the payments may not be as low as they would be from a direct federal student loan.

Student Loan Consolidation and Refinancing

Loan consolidations can be a good idea because it may allow you to lower your monthly payments by grouping several
loans together and extending the repayment period. However, keep in mind that because you are extending your repay-
ment period, you will probably end up paying more in interest over the course of repaying your loans. How ever, consolida-
tion may also allow you to secure a lower interest rate on your student loans, so it may be wor th investigating for you.

There are several reasons you may want to consolidate and refinance your loans. These reasons could include:

• The monthly payments on your loans are too high but your income is not low enough to qualify you for postponement
or defer ment.

• There are low interest rates around and you want to get a lower interest rate for your student loans.

• You are currently in default on your student loans and you want to qualify for new loans or grants so you can con-
tinue your schooling.

• Not all of your loans are through a direct loan program from the government and you want to get on a income-based
repayment plan that your lender does not provide.

There are several different lenders that offer loan consolidation, including the federal government. Depending upon the
loan consolidation lender that you select, your repayment options will most likely var y. When looking at your consolidating
your loans, you should talk to your lender to determine what kinds of repayment plans would wor k best for you.

Keep in mind that, with the exception of only a few types of loans, you will only be able to consolidate your student loans
once. You should be careful in making the right choice the first time.

As tuition has increased and student loans have gotten bigger, it has become more and more popular to consolidate
loans. Because of this, many lenders have aggressively marketed loan consolidation. You should comparison shop
between all the different loan consolidation programs available to you to find the best deal for your situation.

Student Loan Forbearance and Deferment

If you fall on hard times and you just cannot meet the requirements of making your monthly payments, no matter how flexi-
ble, it could make sense to postpone your payments or simply reduce the amount you give to your lenders. In general,
when you decide to suspend your payments, it is called a loan defer ment (when the government pays your interest), or a
forbearance (when the interest you owe keeps going up).

It is important that as soon as you exper ience troubles making your monthly loan payments, it is impor tant to contact your
lender as soon as possible to mitigate any har m that may result. Remember that your lender still wants you paying and
may have sev eral options for you that you haven’t considered.
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