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Statistic s from the Federal Reserve Bank of New York 
 
February 2015 
 
Between 2004 and 2014, the total student debt in the US tripled from $364 billion in 
2004 to $1.16 trillion in 2014. 
 
Our research indicates that this increase in aggregate debt was due to increases in both 
the number of borrowers as well as increases in the average balance per borrower. 
Between 2004 and 2014, the number of borrowers increased by 92 percent from 23 
million borrowers to 43 million. In the same period, average debt per borrower 
increased by 74 percent, from about $15,000 to $27,000. With respect to the rise in the 
number of borrowers, we find that a steadily increasing share of young people are 
taking out student loans: in 2004, only about 27 percent of 25 year olds had student 
debt while 9 years later, in 2013, the proportion of 25 years olds with student debt had 
increased to about 45 percent. 
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•Free Tax Prep: this is where it all starts! The tax return is more and more integrated 
into financial aid. Returns must be done with accuracy and early in the year 

•C4C: with FAFSA prep we get the chance to discuss financial aid process, learn financial 
aid terms, understand options / students can always come back with award letters if 
they need help understanding it / with scholarship mentoring students get one on one 
support seeking out free funding for school.  

•Financial Education: Students have the option of taking a Money Management class 
before heading off to college so they can begin to understand how to manage their 
finances / Individuals who have already gotten into trouble or are worried about their 
budget and ability to pay their loan can meet one on one with a financial coach to 
discuss options 
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The Master Promissory Note (MPN) is a legal document in which you promise to repay 
your loan(s) and any accrued interest and fees to the U.S. Department of Education. It 
also explains the terms and conditions of your loan(s). Unless your school does not 
allow more than one loan to be made under the same MPN, you can borrow additional 
Direct Loans on a single MPN for up to 10 years. 
 

13 



14 



15 



16 



17 



18 



19 



20 



Now we’re going to focus on repayment issues. Although you may read lots of articles 
and news reports that the national default rates on student loans are currently on the 
rise, the majority of borrowers do pay off their loan obligation in full. 
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Once the borrower drops below half-time enrollment, a 6-month grace period begins. 
This 6-month period allows the borrower time to look for employment, and get ready 
for repayment. During the grace period, the loan servicer, and possibly the school and 
the guaranty agency, contact the borrower multiple times to remind him of the end 
date of the grace period, the importance of keeping accurate contact information of 
file, and who to ask for help with repayment, if necessary.  
 
Stafford loans enter repayment when the grace period ends. Technically, PLUS loans 
enter repayment when the loan is fully disbursed, but as we talked about previously, 
many borrowers are taking advantage of the new in-school and 6-month deferments 
that are available after the borrower and/or dependent student drops below half-time 
enrollment. 
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Without the right information—student loan repayment can be pretty 
scary for borrowers!  
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The Institute for College Access & Success (TICAS) published state by state data for 
2013.  
 
The national average is $28,400. 
 
Texas borrowers has a slightly lover average  student loan debt of $25,244 with about 
59% of students needing to borrow. 
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Unfortunately, many borrowers don’t know where to find information that will provide 
them with all the options available for them to successfully manage their repayment. In 
Texas, the default rate is higher at 15.9%. 
 
The good news is that most borrowers do manage to pay off their student loans. 
However, that doesn’t mean they don’t have periods of delinquency and frustration 
and even default along the way! 
 
That’s where our financial coaching and credit counseling programs can help! 
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So what repayment options are available to borrowers? 

There are a variety of payment plans to choose from, and borrowers can change 
repayment plans at least once per year. 

Borrowers will automatically be placed in a standard 10-year repayment period unless 
they request a different plan. Standard repayment means 120 monthly payments in 
equal amounts. Under this standard plan, though, the total time to repay the loan can 
exceed 10 years if the borrower uses a deferment or forbearance. 

Under the graduated plan, or what we sometimes call the optimistic plan, the monthly 
payment is scheduled to change – increase – at regular intervals. For example, every 
two years, over the repayment period. This is helpful for borrowers who expect a low 
entry level wage with regular wage increases. 

The extended plan is available to new borrowers as of October 7, 1998, who have 
outstanding interest and principal over $30,000. Extended repayment allows for a 25-
year repayment term. 

“Income-driven plans” are also an option—and one many of our clients should be able 
to take advantage of.   
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For many of our clients, the income-driven plans will be the best repayment option. 
Under the IBR, PAYE and ICR plans. 

And beginning in December 2015, a new REPAYE plan will be available, but only for 
Direct Loan borrowers.  
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This slide lists some of the main benefits of an income-driven repayment plan: 

• Borrower must have a partial financial hardship. For IBR, the maximum monthly 
payment will be 10% (PAYE) or 15% (ICR, IBR) of discretionary income, the difference 
between your adjusted gross income and 150 percent of the poverty guideline for 
your family size and state of residence (other conditions apply).  

• Monthly payments will be lower than payments under the 10-year standard plan.  

• Payments change as the borrower’s income changes; annual reapplication process. 

• Borrower will pay more for your loan over time than under the 10-year standard 
plan. 

• If borrower has not repaid loan in full after making the equivalent of 20 years (PAYE) 
or 25 years (ICR, IBR) of qualifying monthly payments, any outstanding balance on 
the loan will be forgiven. 

• Under current IRS rules, amount forgiven is considered taxable income. 

 
The new REPAYE plan that will be available in December 2015, does not require a 
borrower to qualify. It’s based solely on 10% of discretionary income and has a 20 or 25 
year term depending on whether the borrower received loans for undergraduate or 
graduate study.  
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Before we look at each repayment plan, I want to share a helpful tool that borrowers 
can use as they’re trying to decide which plan is best for them. 
 
Probably the questions going through most borrowers minds and causing the most 
stress are: 
 
• What will my payment amount be? and  

• Will I be able to afford it? 
 
An easy way for a borrower to estimate what the payment amount will look like under 
the various plans is to use the Department’s Repayment Estimator calculator. This 
estimator lets the borrower compare what the monthly repayment amounts would 
likely be across repayment options available for Direct Loans. The income-sensitive 
plan—which is only available to FFELP borrowers--is not included in the calculator. 
 

29 



Here’s an example of the Department’s Repayment Estimator calculator.  
 
In this example, you can see that the borrower qualifies for 5 different 
plans—shown here in different colors. The tool also shows the estimated 
payment amount the borrower will pay under each plan.  
 
Borrowers can access by signing into their accounts online (with their 
PIN—soon to be replaced with an FSA ID). 
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Regardless of which repayment plan a borrower chooses, sometimes a borrower has 
difficulty making his or her monthly payments. When that happens, the lender or the 
ED servicer can provide some temporary options for the borrower to postpone or 
reduce the monthly payments. The most advantageous of those options is a deferment. 
Every loan has some deferment options, but not all loan types have all deferments 
available to them. 
 
Deferments are benefits to which the borrower is entitled – so if he qualifies, the 
lender must grant it. During deferment, payments are postponed.  
 
The most common reasons for deferment are a return to at least half-time enrollment 
(70%) and economic hardship (15%). Other reasons a deferment may be granted 
include a borrower who is employed in a public service position, military active duty, 
family leave/working mother, temporary disability, rehabilitation training, PEACE Corps 
service, and many others. 
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With certain exceptions ED pays the interest on behalf of the borrower for a subsidized 
Stafford loan and any underlying subsidized Stafford loan that is included in a 
consolidation loan.  
 
Interest is capitalized during deferment on unsubsidized Stafford loans, both Grad and 
Parent PLUS loans, and any underlying unsubsidized Stafford or PLUS that is included in 
a consolidation loan. But just like during the in-school status for these loan types, the 
borrower CAN pay interest if he or she wishes, rather than allowing it to capitalize. 
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If a borrower has exhausted her deferment eligibility, and still needs to postpone 
repayment, she can request a forbearance from her loan holder or ED servicer.  In many 
cases, the granting of a forbearance is at the lender’s or servicer’s discretion, although 
there are some limited circumstances that require the lender or servicer to grant a 
forbearance; those are called a mandatory forbearance.  
 
A forbearance allows the borrower to cease, reduce, or extend repayment when she’s 
willing to repay but is temporarily unable to do so. A forbearance may be granted for as 
little as a few months, or up to 12 months at a time, and it may or may not be extended 
after it expires.  
 
During forbearance, the borrower is responsible for all interest that accrues – even for 
subsidized Stafford loans. So as you can see, a forbearance truly should be a last resort, 
since a borrower can quickly accrue large amounts of interest in a relatively short 
period of time, then re-enter repayment with even larger monthly payment that she 
may still be unable to manage. 
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Finally, let’s talk about the federal consolidation loan. 
 
A variety of loan types – Stafford and PLUS in the FFELP and FDLP, Perkins, and loans 
through the now-discontinued HEAL program, or Health Education Assistance Loan – 
may be included in a consolidation loan, but doing so may not necessarily be in the 
best interest of the borrower. If a borrower considering consolidation, it’s important to 
think about the interest rates on the loans that are being included in the consolidation 
loan, and in the case of Perkins loans, the cancellation benefits and longer grace period 
that will be lost upon consolidation. 
 
In order to consolidate, the borrower must be in his or her grace period or have 
entered repayment on each loan being consolidated. That means  a borrower who is 
still in school is not eligible for consolidation.  
 
The interest rate on a consolidation loan is fixed, and depends on the interest rates of 
the loans that are included in the consolidation loan – what we call “underlying loans.” 
The final rate is the weighted average of those underlying loans, rounded up to the 
nearest 1/8th of one percent, and is capped at 8.25% 
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This slide shows the primary reasons why a borrower may choose consolidation as his 
repayment option. 
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Some borrowers with older FFELP loans may choose to consolidate into the Direct Loan 
Program to take advantage of the Public Service Loan Forgiveness Program which is 
only available for Direct loans. 
 
A borrower may also use consolidation to resolve a defaulted loan. I’ll talk a little more 
about that in just a minute.  
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How many of you have worked with clients who have defaulted student loans? 
 
Do they ask how their loan balance got so high? 
 
Let’s look at a simple example of a student in Texas who only borrowed the 
average $25,400 in loans, graduated in 4 years, and then defaulted. To keep it 
simple, I’m also showing all unsubsidized loans so the borrower is responsible 
for all interest that accrues.  
 
Default means that the borrower has not made any payments within 270 days 
or about 9 months. 
 
So, about 5 years after beginning school, the borrower defaults with an 
outstanding loan balance of about $30,000. 
 
If the borrower does not establish repayment arrangements for the defaulted 
loan, collection costs are added, and the loan balance continues to balloon—
with most of the increase due to collection costs. 
 
As financial coaches, it’s important to keep our clients out of default; and for 
those who have already defaulted, help them resolve that default as soon as 
possible! 
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How does a borrower resolve a defaulted loan? 
 
Again, if a borrower does not make any payment on a student loan for 270 days, the loan is 
considered to be in default. 
 
Once a loan defaults, the lender transfers ownership of the loan to a guaranty agency or ED 
who is now responsible for collecting the loan debt.  
 
Before turning to involuntary repayment strategies (which I’ll talk about on the next slide), all 
efforts are made to encourage the borrower to make voluntary payments. 
 
Of course,  a borrower can always pay his loan in full, but that doesn’t often happen. One 
program used to enable a borrower to repair his or her credit rating and establish good 
repayment habits is rehabilitation. Through the rehabilitation program, the borrower agrees to 
make 9 voluntary, on-time, consecutive, monthly payments on his defaulted loans. Once the 
borrower fulfills the agreement, the loan is sold to a lender and taken out of the default status. 
And most importantly, the default is removed from the borrower’s credit report. But it’s 
important for the borrower to continue to make payments because if he slips and defaults, 
again, he will not have the option to rehabilitate a second time.  
 
Consolidation is also a tool to help borrowers resolve a defaulted loan. After making three 
voluntary, on-time, payments, he can consolidate and immediately reinstate eligibility for 
federal student aid. In this process the default is not removed from the borrower’s credit 
record. 
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Unfortunately, if a borrower does not begin to repay his or her defaulted loan, the 
guaranty agency or ED may use a variety of tools to collect the debt.  

• AWG means that up to 15% of the borrower’s disposable pay is taken out of his 
paycheck (by his employer) and applied to his loan. 

• Treasury offset means that the IRS income tax refunds are intercepted and applied to 
the outstanding loan balance. 

• In addition, the GA may seize lottery winnings and withhold of professional licenses. 

 

It’s important to make sure a borrower understands that—except for very limited 
situations—a Federal loan debt never goes away! ED will continue to collect on the 
loan, and actually has collection tools above and beyond those of the lender and 
guaranty agency. For example, ED can and will seize Social Security benefits. ED will 
garnish your retirement check if necessary. 
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