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How to Choose a Student Loan
Repayment Plan
It can mean the difference between an affordable plan and a debt that
balloons out of control
By Donna Rosato
June 11, 2018

If you’re one of the 60 percent of college graduates leaving
school with student loans, you have a critical decision ahead:
Choosing the right repayment plan for paying oﬀ your debt.
You have at least eight options, depending on the type of loan
you carry. Your choice can have a big impact on your ability to
keep up with payments and the total amount you pay back.
“It can be really overwhelming for borrowers, especially for
someone just out of school,” says Betsy Mayotte, president of
The Institute of Student Loan Advisors, a nonproﬁt that
provides free one-on-one counseling for student borrowers.
It's tempting to simply opt for the plan that gives you the
lowest monthly payment. But that may not be the best choice
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for the long term because you will end up paying more in
interest on your loan.
MORE ON PAYING FOR COLLEGE

5 Things to Do Before Co-Signing a Student Loan
Smart Strategies for Paying for College
How to Navigate the Public Service Loan Forgiveness
Program
CR Special Report: The Student Debt Crisis

Instead, look for the plan that lets you pay the lowest total
amount based on monthly payments you can aﬀord. If you
don't have a rainy day fund, it's better to build that up rather
than make extra debt payments. "The path to the right plan is
diﬀerent for everybody,” Mayotte says.
Now is a good time to start weighing your options. If you have
federal loans and you are no longer in college full time, the
ﬁrst payment is due six months after you leave school. That
means if you graduated in May, the initial payment is due in
November.
If you don’t do anything, you’ll automatically be put into the
standard repayment plan, where you make equal monthly
payments, including interest, over 10 years, adding up to 120
payments.
If you want another payment option—perhaps one that is
based on your income—you should apply 45 to 60 days before
the ﬁrst bill is due. That’s September for recent grads.
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You can switch plans anytime, and you should re-evaluate
your payment options periodically. Mayotte recommends
doing that every two years or when you have a major life
event, such as starting a new job, being laid oﬀ, or getting
married.

How to Pick the Best Plan for You
Depending on your ﬁnancial situation, one of these loan
repayment plans may be right for you.
If you want to pay the lowest total amount.
Because loan interest racks up daily, it’s almost always a smart
move to pay more than the minimum required if you can
aﬀord it. There’s no penalty for paying student loans oﬀ early,
no matter which plan you are in.
Say you have $37,120 in loans—the average for recent grads
with bachelor's degrees. You’ll pay $12,350 in interest over 10
years in the standard repayment plan, assuming a 6 percent
rate, or $49,520 total. If you pay $100 extra every month, you
can retire the loan in 7.5 years. That cuts your interest to
$9,000 and lowers your total loan repayment to $46,000.
If you can’t aﬀord the standard payment.
For those just starting out and not making much money, you
may be eligible for an income-based repayment plan. There
are several types to consider. Depending on your ﬁnancial
situation and other factors, such as when you took out the
loan, you may pay as little as 10 percent of your discretionary
income toward your loan.
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If you’re worried about falling behind on your payments,
getting into an income-based program can help you stay on
track, says Persis Yu, director of the National Consumer Law
Center's Student Loan Borrower Assistance Project. But don’t
leave your payments on autopilot. Pay extra when you can,
and step up your payments as your income grows.
If you do pay more than the minimum, request that your loan
servicer use the extra to pay down principal on your highest
rate loan. People who overpay often ﬁnd that the loan servicer
applies the extra money to interest on the next payment or
spreads it over several loans, says Suzanne Martindale, a
senior attorney and education debt expert at Consumers
Union, the advocacy division of Consumer Reports.
Use this sample letter from the Consumer Financial Protection
Bureau to instruct the loan servicer on what to do with the
overpayment and ask for conﬁrmation that the payment was
directed where you want it to go.
If you think you’ll qualify for loan forgiveness.
One exception to the rule of paying the most you can aﬀord is
when you are pursuing a public service loan forgiveness
program. With these plans, the balance of your debt may be
erased if you meet certain requirements, which include
making 120 on-time payments in full while working in a
nonproﬁt or public service ﬁeld.
These programs can really pay oﬀ. Say you have $37,000 in
loans and earn $50,000 a year (that’s about the average
starting salary for new grads). If you pay 10 percent of your
discretionary income toward your loans and make steady
payments over 10 years, you’ll end up paying $31,000 in total,
less than you borrowed in the ﬁrst place.
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Still, counting on public service forgiveness is tricky. It’s hard
to know where your career will take you, and the programs
have very speciﬁc requirements, including being in the right
type of income-based loan, working for an eligible employer,
and maintaining documentation. Many borrowers have been
tripped up by the the ﬁne print. Before pursuing this option,
read this Consumer Reports’ piece on what you should know.
If you have Parent PLUS loans.
If you took out a Parent PLUS loan to help a child pay for
school, you have limited options. With most PLUS loans,
repayment must begin 60 days after the money is disbursed,
though some allow you to hold oﬀ till the student is out of
school. If you can’t aﬀord the payment, you may be able to
lower the monthly amount by extending the payment period,
but that will increase the total amount you owe.
A parent who works in a public service or nonproﬁt career
may also qualify for a loan forgiveness program. But you will
need to consolidate your loans and get into an incomecontingent plan before payments start counting toward
forgiveness eligibility.
If you have private loans.
When you take out private loans, you have far fewer
repayment options. Most lenders allow you to defer payment
until you leave school, though interest starts accumulating
immediately after the loan is disbursed. Unless you default on
the loan, regulations that govern private lending prevent
banks from altering payment terms, Mayotte says.
Unlike federal student loan rates, which are ﬁxed, most
private student loans have variable rates. And if rates rise, you
could end up owing more in interest over time.
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Still, resist the temptation to reﬁnance your federal loans into
private ones just to get a lower interest rate, says Persis Yu
from the Student Loan Borrower Assistance Project. You’ll
lose important consumer protections, such as the ability to
defer or stretch out payments if you have trouble paying or
want to return to school.

Run Your Numbers
Once you zero in on an option, check to see whether it really
works for your circumstances. You can use the Department of
Education’s repayment estimator to see what you’ll owe in
total based on the student loan repayment plan you choose.
Also check Consumer Reports’ interactive tool, which shows
you how diﬀerent payments options aﬀect the amount you
owe.
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