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Coordinator:
Welcome and thank you for standing by.  At this time all participants will be in a listen-only mode for the duration of today’s conference.  This call is being recorded.  If you have any objections you may disconnect at this time.


Now I’d like to turn the call over to your host, Mr. Ian Foss.  You may begin.
Ian Foss:
Thanks so much and thank you everyone for attending today’s webinar on Successfully Managing Your Federal Student Loans.  I know as a federal student loan borrower myself when I first entered a repayment.  I didn’t know nearly as much as I should have known.  And so hopefully what you will learn today by attending this webinar will help you figure out the best repayment strategy for yourselves.


With that let’s dive in.  The first important thing to know about repaying your student loans is who and what are loan servicers is.  I know when - again for started repaying my loans, I had no idea what the term event meant.  It’s not something that most people encounter until they buy a house or they have student loans.  But a loan servicer is a company that collects payments on a student loan on behalf of the lender.  They also perform administrative tax associated with your loan such as answering questions about your loan or processing paperwork associated with your student loan.

You have received some type of documentation in the past showing who you’re loan servicer is.  But I don’t know about all of you.  I know, you know, between four years of college and then school after you borrow a lot of loans and you don’t really tend to remember all of that paperwork you receive at the beginning.  So if that’s you, you can go to our website studentaid.gov/login or you can get not just information about who your loan servicer is but a wealth of information about the students loans that you are received for higher education.


The next important thing to understand about student loan repayment is how payments are applied.  On the Slide you see an example of a $10,000 loan with a 6% interest rate and a monthly payment amount around $111.  Now all payments are applied first the fees if there are any and then to interest and then to principal.  And so with the example of my $111.2 monthly payment, the first $55.80 is applied to interests and then entire remaining amount of that payment, the $59.28 is applied to principal.


And I think most people tend to know that by paying more than your required to pay every month, you can pay your loan up more quickly and we’ll talk a lot about why that is on another slide.  But I will go so far as to say on this slide at least that because of how payments are applied on your student loans first the fees then to interest then to principal.


You can’t simply send us a payment for say a $1000 if you’re lucky enough to have a $1000 to throw at your student loan and actually have all $1000 of that payment go to principal if there’s interest outstanding and just accrues on our loan everyday and so if you meet your regular monthly payments and a few days have gone by and then you make another payment, a big payment.  It’s likely that there’s going to be some interest outstanding from the last few days and so not all in my example $1000 of that payment would go to the loan principal.  Some of it would go to satisfy that interest on the loan before any principal is satisfied.


But how payments are applied is pretty related to how interest accrues.  On federal student loans interest accrues everyday and our loans are simple interests loans.  And so let’s talk about what that means.  Simple interest basically means that interest doesn’t compel on your loans, at least unless there are specific regions or specific triggers that cause interest to compel or to use the phrase we usually use capitalize on your loans.


This is unlike a credit card.  If you don’t pay your credit card often full every month you’ll be charged interests and that interest immediately begins accruing interest.  That’s not simple interest.  That’s compound interest.  Our interest is simple.


Interest also accrues daily.  So every single day interest is going to accrue on you loans.  That means that things like the day that you make your payments are going to affect how much of your interest or how much of your payments is allocated between interest and principal.


So again let’s take our example of a $10,000 loan with an interest rate of 6%.  The formula that you see on the slide shows how you figure out how much interest accrues on your loan in any given day.  You take your interest rates, express as a decimal.  So for 6% that 0.06 divide that by the number of days in the year, that’s 365 days and then you multiply that by the principal balance on your loan and our example that’s $10,000.


And what that works out to be in our example is a $1.64 of interest accrues on your loans every day.  Now you only pay your loans monthly or you’re only required to repay your loans monthly.  And so in the end any payment you make is probably going to have more than days of interest outstanding.  But by paying your loan early whereby paying more than your required to pay because interest only accrues on the principal balance of your loan you can accelerate repayment of your loan and save money on interest because by reducing principal faster, you’ll reduce the amount of interest that accrues in future months.


Here’s an example of how that works.  Let’s say that you have a $30,000 loan at 6%.  Your monthly payment amount would be around $333 and if you opt for the default 10 years standard repayment plan where your payments are fixed then you’ll pay your loan off in 10 years.  You’ll pay almost $40,000 over the course of that 10 years.

But if you tack on $30 extra dollars to your regular monthly payments bringing your monthly payment up to $363, you’ll actually pay your loan off in one less year.  So in nine years you will have paid your loan off and you'll have paid over a $1000 less.  So by paying the $30 extra a month you save yourself over a $1000.


Federal student loans also have a lot flexible repayment plans and we talked about how you can save money on interest but not everybody has the extra $30 a month towards their student loan.  Some of them can’t afford the $300 a month but they may have to pay on a 10-year standard repayment plan.  And so let’s walk through what the repayment plan options are that you’ll have as a federal student loan borrower.


Generally there are two types of repayment plans.  The repayment plans that are based on loan debt and there are repayment plans that are based on income.  The repayment plans that are based on loan debt takes factors like a repayment period 10 years, 25 years, 30 years.  Your interest rate, the amount that you owe and a few other factors related to your loan and figure out how much you have to pay every month the payer loan off in full by the end of your repayment period.  Again that’s something like 10 or 25 years.


Repayment plans that are based on income like the name applies based your payment on the amount of your income.  They don’t really care what you’re interest rate is.  They don’t care how much you owe.  All they care about is your income and how much you can afford to pay every month.  Now this isn’t like a negotiation between you and your loan servicer about whether or not you’ll pay 10% to 12% of your income.  There are defined formulas that are used to figure out what you’ll pay under each of these four income what we usually call Income-Driven Repayment Plans.

But let’s walk through a quick example.  Let’s say that we have a borrower, we’ve called him Billy borrower, who has about $40,000 in loan debt and a 6% interest rate.  We’ll say that he has an income of $35,000 a year.  He’s single and he lives in Colorado.  We’re not just giving him marital status as single and living in Colorado for fun.  These are all factors that play into setting payment amounts under income driven or repayment plans.  And then for the sake of having an assumption about what happens to his income in the future will say it rises at a rate of 5% per year.


Now under the standard repayment plans, this is what payments are fixed and the loan is repaid over the course of 10 years.  The borrowers’ payment amount - Billy’s payment amount will start at $444 and end at $444.  Again, the standard of repayment plan has fixed the payments.  The total amount paid works out to be about $53,000.  And what you all notice as you look through the remainder of this chart is that total amount paid is less under the standard repayment plan than it is for any of the other repayment plans that are listed on the slide.  And that’s because of how interest accrues. 


Again, interest accrues on your principal balance and that means that the more slowly you repay your loan, the longer that interests is going to accrue on a higher principal balance.  So there’s a fundamental relationship between figuring out what your repayment amount is going to be every month and how much your repayment plan is going to cost you every month or over time.   And so a smaller monthly payment usually means larger amounts paid.

Now let’s talk about the graduate payment which is next on this chart.  Like the standard of repayment plan it has a 10-year repayment period.  And the way that the graduated repayment plan looks as if you were to graph out what the monthly payment does, it would look like a staircase.  Payments start low, as low as the amount of interest that accrues on your loans every month and gradually increases every two years over the course of a repayment period.


And so for Billy what that ultimately works out to be as starting payment of $254 a month that gradually increases over the course of 10 years to be $762 a month.  Now because those payments started so much lower than it did under standard even though his payments eventually exceed the payment amount that he would have paid under standard, he still pays more over time under the graduated plan because of - than he was under the standard repayment plan because he’s repaying his loan more slowly at the beginning even if it accelerates as he gets later into his 10 years.


Now the extended repayment plan allows a borrower to repay over the course of 25 years.  And you’ll see in this chart that you’ll see extended fixed and extended graduated.  The extended talks about the period of time you have to repay, 25 years.  The fix of the graduated reference is about whether how payments will be calculated over the course of that time.  Fixed payments are just like the standard repayment plan just go over a longer period of time so the payments amount is significantly reduced because you have so much longer to repay.  It stayed fix at $258.


Under graduated it works exactly the same way that it did under the regular 10 year graduated repayment plan where payment start low at $200 and gradually increase over the course of 25 years to $388.  We should notice on the total amount paid column for the extended repayment plans is that borrowers pay significantly more under those plan and they would have paid under the repayment plans that have a shorter repayment periods of 10 year repayment period.  For the extended fix repayment plans around $77,000 and for the extended graduated repayment plan is over $84,000. 


Now the remaining four repayment plans are the Income-Driven Repayment Plans, Revised Pay as You Earn income based and income contingent.  And the formulas for these repayment plans are all different and they’re all very technical.  But the way that I like to think about them is that the Revised Pay as You Earn plans sets your payment at 10% of discretionary income.  So as the pay as your earn repayment plan, 10% of your discretionary income, but there are some other factors that play.


The income based repayment plan usually sets repayment at 15% of your discretionary income and the income contingent repayment plan sets your payment generally speaking at 20% of your discretionary income.  And so if you look at the initial payment for the four Income-Driven Repayment Plans, you can take that 10, 15, 20 logic and immediately understand why the Revised Pay As You Earn and Pay As You Earn plan has a payment that is $443 which is less than $215 that would have been paid under the income based repayment plan which is less than the $315 that would have been paid under the income contingent repayment plan because 10 is less than 15, which is less than 20%.


Now under these repayment plans you’re required to provide updated information about your income and family size everywhere so that we can recalculate your payment to reflect your current ability to repay you loans based on your income as it changes overtime.  So because of that assumption that I made in our example about Billy’s income increasing at a rate of 5% a year, Billy’s payment is also going to go up every year.


Under the Revised Pay as You Earn it gradually increases over the course of 20 years to be $507 a month.  Under Pay as You Earn it gradually increases over the course of 20 years to be $444 a month.  For income based it gradually increases over the course of 15-1/2 years to $444 a month and onto the income contingent repayment plan it increases over the course of 15 years to be $373 a month.


Now there are few other important things that you need to know about Income-Driven Repayment Plans.  And for those of you who have been paying pretty close attention, you note the Revised Pay as You Earn and the Pay as You Earn plans both set payments at 10% of discretionary income.  But you’ll notice at the final payment under those plans are different one another.  And the reason why that’s true is that Pay as You Earn repayment plan has a feature that does not allow your payment to ever exceed the amount that you would have paid under the standard repayment plan, the 10-year standard repayment plan.

And so that $444 figure you see associated with Pay as You Earn is the same amount that Billy would have paid if you look at the top of this chart under the standard repayment plan.  Revised pay as your earn does not have that type of feature and so you’re payment can’t increase to be higher than the 10-year standard repayment amount, and for Billy it will ultimately does.


The income based repayment plan also has this 10 years standard repayment cap and the income contingent repayment plan does not.  The other important feature to understand that income driven repayment is that the time to repay, the repayment period is on a repayment period and the traditionally sense of the term for standard graduated and extended the repayment period is the point that which you have paid your loan often full.


But for Income-Driven Repayment Plans, the repayment period is the point at which if you haven’t already repaid your loan then the remaining balance is forgiven.  Now because payments are based on income instead of loan debt and interest rate and because we don’t know what’s going to happen with any if your incomes overtime is entirely possible that you or any other borrower out there may repay their loans in full before the end of their repayment period, or they may not.  There are no guarantees.  You can’t assume that you’ll get forgiveness under an Income-Driven Repayment Plan.


And for both of Revised Pay as You Earn and pay as you earned repayment plan and it’s not showing in this chart, but Billy actually does spend the entire 20 years of repayment - repaying of loans and there is a balance left after the end of 20 years.  For Revised Pay as You Earn for undergraduate students, the repayment period is 20 years for graduate professional student is 25 years.  For Pay as You Earn, the repayment period is 20 years for everybody, for income based the repayment period is 25 years for everybody, and for income contingent the repayment is 25 years for everybody.


And so for - again the Revised Pay as You Earn and Pay as You Earn after 20 years there’s a remaining balance leftover and Billy receives forgiveness.  For the income based, the Income-Contingent Repayment plans though what you should immediately know by looking at this chart now that you know that the repayment periods are - Billy repays his loans in full before the end of 25 years and so he doesn’t actually get forgiveness.  And if you stop and think for a moment about how payments are set, you should understand it a little bit better about whether it’s true.


So income based and income-contingents that payments at 15 and 20% of discretionary income.  Higher payment means you pay your loan back more quickly that decreases the likelihood that you’ll be eligible for loan forgiveness under these repayment plans 25 years.  Whereas the lower payments of Pay As You Earn and Revised Pay As You Earn means that you will repay your loan more slowly and when coupled with a shorter repayment period of 20 years makes it more likely that you will receive loan forgiveness.


Now this was just an example and it may not reflect your situation.  We have a repayment calculator available at studentaid.gov/repayments-estimator where you can log in with some of your FSA ID and password that calculator will pull your individualized loan information in the calculator.  You’ll be asked a few additional questions about your income and your family sides and where you live and the repayment estimator will give you a good idea of what you might repay under each of their repayment plan, including those Income-Driven Repayment Plan that we spoke about.


If you don’t have an FSA ID right now or you don’t want to log in with your own loan information and you just kind of want to play around a little bit, you’re not required to log in to use the calculator and the screenshot you see on the slide, there’s the option to sign in or proceed.  And if you simply proceed through without logging in, you’ll have the ability to add example loan amounts into the calculator.


So at a high level that’s how repayment plans work, but there’s not really enough information for you to necessarily come up with strategy for repaying your loans.  And so the next few slides are going to ask a few questions and then it’s going to explain how the answers effect what choice you may want to make. 


So the first question is when did you start borrowing?  There are three federals student loan program that currently exists or having existed sometime in the past.  And which loan program you borrowed from will influence what repayment options are available to you.  The biggest repayment plans of the day is - the biggest loan programs today is the direct loan program and this is where loans are made by us the department of education through your school.  And this is a program that started all the way back in 1994 but was relatively small compared to the other loan programs until 2010.


The other main loan program that is existed is the Federal Family Education Loan program or the FFEL or FFEL program.  This is where loans were made by banks with guaranteed, terms and conditions that were set by Congress and the Statute.  And the taxpayer ultimately guaranteed the loan in case you didn’t repay it.  This program started all the way back in 1965 and was the biggest loan program until it ended in 2010, at which point there is the direct loan program became the biggest loan program.


The Federal Perkins Loan program is a program that is currently scheduled to end and is a program where loans are made by schools.  These - well, direct loans and loans made from the Federal Family Education Loan program are very similar and how they behave the terms of conditions available to you.  The Federal Perkins Loan program has loan that are very different from either direct loans or the federal loan program.


And so we’re not really going to talk a lot about them.  In fact, none of the Income-Driven Repayment Plans are the more flexible repayment options that are available for direct loans.  And Federal Family Education Loans are even available to Perkins loans.  But I mentioned up here so that you know if you happen to have these loans that a lot of what we’re going to talk about doesn’t apply the two Federal Perkins Loans.


Now if you have loans from one of these older loan programs or either the Federal Perkins Loan program or the Federal Family Education Loan program, you can consolidate your loans.  And what consolidation does is it combines all of the loans that you receive in school into one new loan.  Today that will be a direct consolidation loan and that loan will be eligible for all of the best repayment options that are available, it will set you up for success for all of the forgiveness programs that exists.


But there are few other things that you need to know about consolidation before you consider it.  Under the Standard and Graduated Repayment Plans, you’ll recall from the example that the repayment periods for those repayment plans were set at 10 years.  But for consolidation loans that repayment period can be anywhere from 10 to 30 years depending on how much you owe in federal student loans and even private student loans are taking into consideration that you can’t consolidate private student loans into a federal student loan.  But we will consider any private student loans that you have.


I know tell us not only application when we’re setting your repayment period again that 10 to 30-year period.  Consolidation loans are good for some people.  They’re not so good for others.  And so it’s important for you to weigh the pros and cons of consolidation.  Our websites student.aid.gov/consolidation helps you walk through the questions that you’ll need to answer and understand where or not loan consolidation is right for you.


Let’s talk a little bit about the interest rate.  Each of the loans that you received while you are in school, have a specific interest rate.  But when you’re combining all of those loans into one new loan, you need to reset the interest rate.  And the way that we do that is by taking a weighted average of the loans that you consolidate and setting that weighted average as the interest rate on your new consolidation loan.


We also not - in the not-too-distant past posted a blog post about whether or not loan consolidation in particular help you expands your repayment benefits through access to the more advantageous repayment plan and loan forgiveness options.  And so for anyone who really wants to dig into whether or not loan consolidation is right for you, more granular level and you can go to the URL at the bottom of the slide and sort of follow through on your own to figure out whether or not consolidation is going to help you in particular.


Now let’s talk a little bit more about income driven repayments.  We talked at a very high level about what you might pay.  But there are a lot of eligibility criteria that go into income driven repayment and it’s important to understand what those criteria are before trying to choose a repayment plan.


Now we’ve already covered this information.  But now you see it in prints.  There are four Income-Driven Repayment Plans, Pay as You Earn or PAYE Revised Pay as Your Earn REPAYE, Income Based Repayment or IBR and Income-Contingent Repayment or ICR.  Now you should also remember that Pay as You Earn or Revised Pay as You Earn are payments of 10% of discretionary income usually.


IBR generally sets payments at 15% of discretionary income and ICR sets payment generally speaking at 20% of discretionary income.  But you’ll also notice that Pay As You Earn, IBR and ICR have the second box and those are those second formulas that we talked about in our prior slide.


Borrowers will always pay the lesser of these two formulas.  Which is how the 10-year standard repayment amount comes into play for the Pay as You Earn in an income based repayment plans.  If your income increases such that 10% of your discretionary income is more than what you would have paid onto the 10-year standard repayment plan under Pay As You Earn then you no longer repay you loans according to your income and instead remain in Pay As You Earn but your payment amount becomes capped at the 10-year standard repayment amount.  And the same is true for IBR. 


Revised Pay as You Earn doesn’t have these caps as I mentioned before, so your payment will always just be 10% of your discretionary income.  And then ICR have a second formula but it operates in a fundamentally different way from the second formula that comes into the consideration for Pay as You Earn and IBR.


We’ve already talked about loan forgiveness but let me remind you.  IBR and ICR will grant loan forgiveness after 25 years of qualifying repayments if there’s remaining balance.  The Pay As You Earn that’s 20 years, and for Revised Pay As You Earn it’s 20 or 25 years.  And whether or not you repay based on 20 years or 25 years depends on whether or not you went graduate school and borrowed at graduate school.


If you only borrowed federal student loans to attend undergraduate school then your repayment period will be 20 years under Revised Pay as You Earn.  But if you took out even one loan for graduate study then you will have a 25-year repayment period under Revised Pay as You Earn.  And you see this big circle in the middle of the slide that says it’s taxable.  And according to the IRS amounts forgiven under the Income-Driven Repayment Plan are considered income and you may have to pay income tax on any amount that’s forgiven.


There are exceptions, we’re not really (tax experts) over here but we know that there are exceptions and so it’s at least good to be aware of the fact that there may be tax consequences to your choice of repayment plan.


Now let’s talk about eligible borrowers.  For the Income-Contingent Repayment plan, all you need is an eligible loan.  And we’ll talk about what that means on another slide.  For income based repayment you’d not only need an eligible loan but you have to pass the debt to income ratio tests.  We only let you into the income based repayment plan if we determine that you need to enter that plan.


Now again the terms is pursuant to a formula and basically the way that formula works is it looks to see whether or not your payment would decrease under the income based repayment plan relative to the 10-year standard repayment plans.  So if your 10-year standard repayment amount is $250 and your income based repayment amount is $100.  A $100 is less than $250 and so you pass the income ratio tests.


Pay as You Earn billed on those two criteria and as a third one you need to have started borrowing relatively recently.  ICR, IBR, they don’t - those repayment plans don’t care about when you started borrowing, but Pay as You Earn does.  If you started borrowing on or after October 1, 2007 and you kept borrowing on or after October 1, 2011, those are the dates that you need to meet in order to be eligible for the Pay as You Earn plan.


And the Revised Pay as You Earn plans in terms of eligibility is as simple as the Income-Contingent Repayment plan or ICR, all you need is an eligible loan.  And again, now we should start talking about what an eligible loan is.  There are two components to having an eligible loan, borrowing from the right loan program which is why knowing whether or not you have direct loans or the older Perkins loans or federal family education loans are so important.


Direct loans or loans made under the recommended program are generally eligible for all four of the income-driven repayment plans.  Federal Family Education Loans are only eligible for the Income-Based Repayment plans and Federal Perkins loans are not eligible for any income-driven repayment plans but this is why loan consolidation can really help expand your student loan repayment benefits.


If you have Perkins loan or if you have a Federal Family Education Loan and you want the Pay As You Earn or Revised Pay As You Earn or the Income-Contingent Repayment plan you can consolidate those loans into a direct loan and after you consolidate you can get access to all of the income-driven repayment plans.


Sorry about that folks.  There are like I said two components to having an eligible loan, loan program and then loan type.  Loans received as a student or consolidation loans that only repay loans that you received as a student are eligible for all of the income-driven repayment plans.


Now of course we’re talking about student loans and so a lot of you are probably wondering are there any other types of loans but some of you will know that there are.  There are loans that we makes to parents that help students pay for their education.  Those loans are not eligible for any of the income-driven repayment plans.


Loans received as a parent aren’t eligible for any of those plans.  And consolidation loans that repaid any loans received as a parent aren’t eligible for most of the income-driven repayment plans but they are eligible for the Income-Contingent Repayment plan.  Now for a lot of borrowers the Income-Contingent Repayment plan doesn’t significantly reduce a borrower’s monthly payment amount but for some it might.


And so for a parent borrower who needs to lower their federal student loan payment ICR may help them do that if they consolidate.  The other thing you need to consider when you are talking about income-driven repayment is (unintelligible).  We base payments on income but we haven’t talk about whose income we based payments on.


Generally speaking how you file your taxes is going to dictate whether or not we calculate your payment based on just your income or combine the income of you and your spouse.  In particular the ICR, IBR and Pay As You Earn repayment plans work that way.  If you file jointly with your spouse like most people do then we will use the combine income.


If you file a separate return from your spouse we will only use your income for the ICR, IBR and Pay As You Earn plans.  For the Revised Pay As You Earn plan we used a joint income regardless of how you file your tax return.  And so it’s important to understand that simply using a joint income is not necessarily going to increase your payment amount beyond where it would be.


After we calculate a payment that’s based on a joint income, if your spouse has federal student loans we will take that into consideration and prorate your payment downward to reflect the facts that that joint income is being used to repay two sets of federal student loan debt.


Now we’ll talk about applying for the income-driven repayment plans.  Unlike the other traditional repayment plans where you can simply just call your loan servicer and say, I want to put on an extended repayment plan.  There is a robust application process for the income-driven repayment plans.  And the first broad part of the application is telling us why you’re submitting the application.


This could be because you’re trying to enter an income-driven repayment plan for the first time, you’re recertifying for income-driven repayment plan.  Remember that I said that this is one of those repayment plans where you need to provide documentation of your income every year.  We called that recertification and you do that by submitting another application.


You can recertify early as well.  So your payment amount was set say in January and then in June something really bad happens like you lose your job.  You can recertify early so that we can take your new financial circumstances into account right away and ensure that your payment remains affordable to you.


Or if you’re changing between repayment plans there are some special rules and you need to tell us that as well.  Unless you’re recertifying all substitutes plan you can chose one repayment plan by name if you know that you really want the Pay as You Earn repayment plan you can tell us that you want the Pay As You Earn plan and we’ll consider you only for the Pay As You Earn repayment plans.


You can select multiple repayment plans by name.  So I only want to be evaluated for Pay As You Earn and or Revised Pay As You Earn, you can tell us that as well.  Or you cannot really make any election at all.  There’s an option on the application that’s actually the default option that basically consider you for all of the income-driven repayment plans and have your loan servicer do the hard work of figuring out what you’re eligible for and what your payment amount will be and providing you the repayment plan with the lowest payment amount.


And then of course this repayment plan is based on income you need to provide documentation of your income to your loan servicer so that your payment amount can be calculated.  There are few ways that you can do that.  We have an online application which is available as you can see on the bottom of the slide at studentloans.gov which also has a link to the Internal Revenue Service where you can pull in from the Internal Revenue Service documentation electronically of your just the gross income.


If you can’t use the IRS tool or you don’t want to use the IRS tool or the IRS tool doesn’t have your most recent information you can also submit a paper copy of your most recent tax return to your loan servicer.  Now if you haven’t file a tax return in the last two years or there’s been significant change in your income since you filed your last tax return, you also have the option of submitting what we called alternative documentation of income which is really anything but a tax return.


For almost all of you that’s only going to be your paystub because most of you only get income from employments.  Technically we need documentation of all income that you receive as long as it’s taxable but again for most of you that’s just going to be a paystub.  And if you have no income at all because maybe you’re unemployed you have the option of self-certifying to us that you have no income and there’s no further documentation of your income that you need to provide.


Here’s some circumstances or some questions that you should ask yourself when considering whether or not you should enter income-driven repayment plan.  Do you have a job?  Do you expect to get a job soon?  Is your standard payment amount unaffordable or is it really a stretch?  Ever missed a payment because you can’t afford it?  Do you expect your income to increase a lot soon?


Are you pursuing Public Service Loan Forgiveness?  Do you want to pay off your loan quickly?  Well if you don’t have a job, if your standard payment is unaffordable or a stretch, you’ve ever missed a payment because you can’t afford it you should really consider an income-driven repayment plan because all of those factors mean that your payment is maybe just unaffordable for you.


Income-driven repayment plans for most part would reduce student loan payments and for many of them it does so significantly.  The consequences of defaults are severe significant, they have long term ramifications and because the income-driven repayment plans are available nobody should default.


We know lots of people still do, income-driven repayment plans are here to help prevent that.  Now if you expect your income to increase soon an income-driven repayment plan may help you but there are other options available to you if you’ve a problem affording your student loan payment is really just temporary.  We called it deferment and forbearance and I think we’ll discuss it a little bit later.


Public Service Loan Forgiveness which we’ll also discuss in a few minutes is a repayment plan that, I'm going to let the cat out of the bag early and say, you need to be on an income-driven repayment plan if you want to get Public Service Loan Forgiveness and we’ll talk about that a little bit more in few minutes.


If you want to pay your loan out quickly an income-driven repayment plan isn’t really going to help you do that.  Remember it lowers your student loan payments relative to other repayment plans.  And so if you want to pay your loan out quickly lowering your payment isn’t going to help you do that.  And you’re absolutely free to enter an income-driven repayment plan to lower your payment so that you have flexibility in your budget.


And you’re still free to pay more than your income-driven repayment plan requires you to pay.  And usually income-driven repayment plan is a way just to give you that flexibility but it’s not in and of itself going to help you pay your loan off faster.


If you want to apply for an income-driven repayment plan you should take a few minutes and read the blog post that is linked to in one of the Slide.  It goes through a lot of what we’ve talked about in more detail.  And will really help you apply for an income-driven repayment plan with confidence that it’s probably right for you and that you’re making the best choice of income-driven repayment plans.


So now let’s talk about Public Service Loan Forgiveness.  What we’re going to talk about today is only high level overview of this program.  On the bottom of the Slide you see a link to our website studentaid.gov/publicservice where you can get a wealth of information about how this program works.  And I encourage anyone who’s interested in it to read that blog on our website.


So the basics, to get Public Service Loan Forgiveness you need to a 120 qualifying payments on direct loans.  This is where loan programs matter again and therefore how loan consolidation can help make you eligible for a benefit.  You need to enter a qualifying repayment plan and make your payments on a qualifying repayment plan.  And you need to work fulltime at a qualifying employer.


Now I’m going to say right away that unlike income-driven repayment and the forgiveness associated with those plans Public Service Loan Forgiveness is not taxable according to the IRS.  So that’s a huge difference between the two programs.  Qualifying repayment plans I’ve already said this that but I’m going to say it again because it (appears) repeating.


Qualifying repayment plans are all four of the income-driven repayment plans, Income-Based Repayment, Income-Contingent Repayment, Pay as You Earn and Revised Pay as You Earn.  And you actually need to enter one of these repayment plans to actually receive Public Service Loan Forgiveness but we will also count payments that you make under the 10 year standard repayment plan if you do ultimately change into an income-driven repayment plan to get Public Service Loan Forgiveness but you do need to enter income-driven repayment plan to actually receive Public Service Loan Forgiveness.


And qualifying employment, this is perhaps the most frequently asked question.  What does public service mean?  There are a lot of different definitions and it really depends on who you ask.  Lot of people have different opinions.  Ours is that in statute and our regulations it says that any government organization, the federal, state, local, tribal, governmental level are qualifying employers.


Any 501(c)(3) not for profit organizations are also qualifying employers.  There’s another category of not for profit organization that provides specific qualifying services as their primary purpose.  This is a much more limited category of qualifying employment and so if you don’t work for a governmental organization or if you don’t work for a 501(c)(3) organization it’s far less likely that employment will qualify.


You should also understand that qualifying employment isn’t about what you do for your employer.  You don’t need to be the teacher at the school or you need to work for the school for example.  It just matters where you work.  So not your employer, not your specific job.

You also need to work fulltime.  Fulltime is for us the (grader) of whatever your employer considers to be fulltime or 30 hours per week.  So if you like me have to work 40 hours a week to be considered fulltime you will have to meet your employer standard for fulltime employment not just the 30 hour per week floor.


Let’s talk about Billy again.  We’re going to compare the amount of forgiveness he would receive under income-driven repayment plan and compare that to what he would receive under Public Service Loan Forgiveness.  I mentioned in the prior slide where we walk through the table that Billy would receive forgiveness under Revised Pay as You Earn and Pay as You Earn.


You see it on the Slide are $8,000 or $11,000 and would not receive forgives under Income-Based Repayment or Income-Contingent Repayments.  Well when you combine income-driven repayments and Public Service Loan Forgiveness the forgiveness amounts are much larger.  And that’s of course because Public Service Loan Forgiveness is provided in as little as 10 years.


And so of course you’ll repay it far less over the course of 10 years than you would have done over the course of 20 or 25 years and so forgiveness amounts are larger.  And so really there is this fundamental connection between income-driven repayment and Public Service Loan Forgiveness.  There is no income cap to receive Public Service Loan Forgiveness.


But how much you receive in forgiveness depends on your income and the income-driven repayment plan that you chose.  And so repayment plans that keep your payment lower like Revised Pay As You Earn and Pay As You Earn are going to provide more forgiveness under Public Service Loan Forgiveness than repayment plans that still reduce your payment but not quite as much as others.


So you’ll see that forgiveness amounts are lower for Billy under Income-Based Repayment and Income-Contingent Repayment because such payment amounts are higher under those plans.  If you are at all interested in Public Service Loan Forgiveness and you think that you’ve made qualifying payments at a qualifying employer you need to submit what we called the employment certification form and you should do it today.


What this form does is it triggers a review of your loans, of your employment and of the payments that you’ve made.  And our contractor FedLoan Servicing will do the hard work of figuring out whether or not you’re doing everything right for Public Service Loan Forgiveness and report back to you.


One of the best reasons to submit this form is to have certainty over the fact that you’re doing everything right for Public Service Loan Forgiveness.  There are a lot of moving pieces for this program, there are a lot of things that need to align in terms of when you make your payments and who you work for and the repayment plan you chose.  It’s really easy to get confused.


And so submitting this form provides you certainty that you’re doing everything right.  You should submit this form after you do so the first time, every year or when you change employers.  And we say every year because it’s easy to get off track and not even know that you’ve done it.  And so by submitting the form every year you’ll catch problems early instead of waiting until the end of when you think you’ve made your 10 years of payments and you’re in for a nasty surprise that you actually haven’t.


The form is available at the website studentaid.gov/publicservice where you will also receive a lot more information about the program itself.  Here’s a screenshot of what the employment certification form looks like but it’s pretty straightforward.  We’re going to spend the last few minutes of this presentation talking about a few other features of student loan repayment.


Postponing payments and avoiding defaults.  You’ll recall on an earlier Slide when we were talking about whether or not income-driven repayment might be right for you, we talked a little bit about how if you’ve a problem repaying your loan is temporary there’s another benefit that maybe right for you over income-driven repayment and we called those benefits deferment or forbearance.


What these benefits do is temporarily postponed the requirement for you to make payments at all.  So your payment amount will be zero for several months.  Now income-driven repayment plan can also provide payment amount of $0 per month but they’ll do so for an extended period whereas the deferment and forbearance are temporary option.  Some of them even have time limit associated with how long you can receive them.


They also require you to demonstrate that you have a need for it.  It’s not simply, I’m going on vacation and so would like to not make my student loan payment so that I can have fun on vacation.  It’s for reasons such as unemployment, economic hardship, going back to school, being in the military or for example entering AmeriCorps service.


Your loan servicers are the best point of contacts for you on many topics but in particular on the eligibility requirements of the deferment and forbearance all of these benefits do have eligibility criteria that you have to meet for you to be eligible.  For example it’s not as simple as simply being unemployed.  It’s unemployed and other things but your loan servicers can you give a hold of the details about that.


I said earlier that the consequences of defaults are severe and they are and here they are.  The default will be reported to credit bureaus which mean it will be harder for you to get credit in the future.  You won’t be eligible for any more student aid until the default is remedied.  So if you’re thinking of going back to school it may be difficult for you to pay the due so.


Your loan technically becomes immediately due and payable in full.  This means that you lose eligibility for repayment plans in deferment or forbearance options.  Your loan maybe referred to a collection agency who will call you and ask you to make payments on your loan.  And then the last two are really what makes student loans very different from any other types of loans.


We can garnish your wages without even taking your to court.  Just ordering your employer to withhold a portion of your pay and sending it to us to repay your loans.  And we can do the same things with things like tax refunds or other government benefits.  And so really between deferment and forbearance but in particular things like income-driven repayment there really isn’t a need to default.


There’s never been a need to default but these tools are powerful that you have available to you.  And if you are ever in a situation where you’re struggling to repay pick up the phone, call your loan servicer they’ll help you.  There is absolutely no shame in relying on this type of government’s benefits to repay your student loans.


And I encourage anybody out there who is scared about the prospect of repaying your loans or get nervous or already knows that they can’t afford it call your loan servicer, do some additional research on the benefits available to you and don’t be afraid to apply for them.  If you don’t hear it our warning and you do default that’s okay.


There are consequences and they are severe but you can get out of default.  There are three ways to get of default.  I’ll start with the last one, paying off the loan in full.  If you could have done that you probably wouldn’t have defaulted in the first place but it is technically an option for you to resolve the default.


The other two options are loan consolidation and loan rehabilitation.  Consolidation is the fastest way to get out of default.  It requires you to repay your loan under an income-driven repayment plan but it doesn’t require you to spend nearly a year getting out of default.  Loan rehabilitation is slower because you need to make nine income-driven payments over the course of 10 months which means that you’re going to be in default for another at least nine months after you decide to resolve your default.


There’s one other key difference though between loan consolidation and loan rehabilitation that might make the slowness of loan rehabilitation worth it for you.  If you rehabilitate your loans the credit reporting that we did after you defaulted saying that you did default on your loan will be removed from your credit report.


Whereas if you consolidate you’ll get out of default really quickly but the record that you default in remains on your credit reports even though you’re no longer in default.  The status that loan will no longer be reported as in default on an ongoing basis but the historical record is there.  If you have questions that were not able to answer, contact your loan servicer.


If you don’t know who your loan servicer is I’ve said before and I’ll say it again it’s the studentaid.gov/login where you can login with your FSA ID and get a record of who your loan servicer is along with the whole other host of information about your student loans.  If you have two minutes or less and you would like to get some personalized loan advice you can go to our website studentloan.gov/repay wherein five questions are list.  We will be able to give you some step by step instructions on what you can do to set yourself up for success with your student loan repayment.


All right we are going to take time for the next few minutes and answer some of your questions.  We have one question about paying extra on your student loans.  And the question in particular is about whether or not the extra amount that you may pay always goes towards the principle balance on the loan.  And the answer is no, it doesn’t always go to the principle balance on the loan.  Remember interest accrues every day.


And all payments first before satisfying principle you need to satisfy outstanding interest.  And so for those of you who are on say a 10 year standard repayment plan and you simply tack on an additional amount of money every time you make your payment.  When you make that payment your regular payment will satisfy all outstanding interest and so all of the excess will go to principle.


But if you’re behind on making your student loan payments and there’s additional outstanding interest there or you’re under an income-driven repayment plan where your payment can actually be nothing at all or less than the amount of interest that accrues sometimes when you make a payment that’s only going to satisfy interest and if that’s the case you can ask that the payment satisfy loan principle.  But that’s not a request that we can honor.


There are laws and regulations all payments have to satisfy outstanding interest before any principle can be satisfied.  Another question is about private loans and whether or not they can be taken into consideration when students are applying for repayment plans not just when they are consolidating.  This is a great question and actually one that we get a lot.


The answer is no.  None of our repayment plans take into consideration the private student loans that you may have.  And so while for consolidation loans we will consider the private loans that you do have when establishing your repayment period and if you have a significant amount of private that you may have a longer repayment period on your federal loan and that will reduce repayments on your federal loan, we don’t directly take private student loans you may have into account when setting your payment amount.


We have a question about parent borrowers and cosigners in particular asking whether or not a parent who has cosigned a direct loan is eligible for repayment plans.  No, remember as a cosigner you’re not primarily responsible for repaying the loan.  You’re only responsible for repaying the loan if the borrower is not – now if you are the borrower then you will have access to all the repayment plans that we discussed.


But remember parent borrowers are not eligible for income-driven repayment plans unless they consolidate.  And even if they do consolidate they’re only eligible for one of the four income-driven repayment plans, the Income-Contingent Repayment plan.


We have a question about income-driven repayment in particular and whether or not the cost of living is taken into consideration when establishing payment amounts.  And the answer is yes we do.  The law and our regulations used the term discretionary income to set your payment amount and so it’s not 15 or 10% of your gross income at discretionary.


And discretionary income factors out of your income a certain dollar figure in particular and usually 150% of the poverty guidelines for your family size and state of residence.  I think right now if you live in the 48 states and are just you, yourself and your family that that figure a 150% of the poverty guideline it’s somewhere around 18 or $19,000.  And so that amount is subtracted from your income before we take 10 or 15% of your income.


Another question is about Public Service Loan Forgiveness.  So what happens if you say, leave your qualifying employer before you make a 120 qualifying payments.  Now you do need to make a 120 qualifying payments as qualifying employer to receive Public Service Loan Forgiveness but they don’t need to be consecutive.


So if you start making payments for a while, say you go into a deferment or you leave a qualifying employer because you’re working in private sector then you don’t start over after you’re originally making payments or if you ever go back to qualifying employment.  You pick right back up where you left off.  It means that it will take you longer to get Public Service Loan Forgiveness but it does not mean that you start over.


So the PowerPoint, the number of you have asked is available for download.  You can download it in the upper left-hand corner of your screen and we’re wrapping up right about now.  So thank you all for attending.  Hold on after we are finished to take a brief survey, we really value your feedback and always want to improve our webinar.  So please hold on to take that survey.  Thanks everyone for attending.

END

