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How Understanding
Loans Will Empower
You

INTRODUCTION

I truly believe that with thoughtful
planning, we can alleviate the
stress associated with the student
loan journey. I'm eager to help
others find solutions tailored to fit
the needs of their specific
situation.

Consolidating student loans
and enrolling in an income-
driven repayment (IDR) plan
can be a smart financial move
for borrowers looking to
manage their debt more
effectively. This guide will
explore the benefits and
considerations of loan
consolidation and income-
driven repayment methods,
along with practical steps for
navigating the process.

Tom Mullen



Types of Federal Loan Consolidation
Direct Consolidation Loan: This type of consolidation is available for
most federal student loans, including Direct Subsidized Loans, Direct
Unsubsidized Loans, Federal Stafford Loans, and Direct PLUS Loans.
Private student loans are not eligible for Direct Consolidation.

Federal Family Education Loan (FFEL) Consolidation Loan: Borrowers
with FFEL Program loans may consolidate them into a Direct
Consolidation Loan to take advantage of certain benefits, such as
access to income-driven repayment plans and Public Service Loan
Forgiveness (PSLF). These are older loans from a program that ended in
2010.
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Understanding
Loan Consolidation

CHAPTER I

Loan consolidation involves combining multiple federal student loans
into a single loan with a fixed interest rate, extended repayment term,
and a single monthly payment. 



Fixed Interest Rate: Direct Consolidation Loans have a fixed
interest rate based on the weighted average of the interest rates
of the loans being consolidated, rounded up to the nearest one-
eighth of a percent. This can provide stability and predictability
in monthly payments.

Extended Repayment Term: Consolidation may extend the
repayment term, resulting in lower monthly payments. While this
can reduce immediate financial strain, it may increase the total
interest paid over the life of the loan.

Access to Income-Driven Repayment Plans: Consolidating loans
can make borrowers eligible for income-driven repayment plans,
which adjust monthly payments based on income and family size,
potentially reducing payments to a more manageable level.

Potential for Loan Forgiveness: Leveraging Income-Driven
Repayment Plans also may make loans eligible for forgiveness
programs such as PSLF. 
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Benefits of Loan Consolidation

Simplified Repayment:
Consolidating multiple loans
into one simplifies the
repayment process by
reducing the number of
monthly payments and
lenders borrowers need to
manage.
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Income-Driven
Repayment Plans

CHAPTER I I

Income-Based Repayment (IBR): Monthly payments are capped at
10% or 15% of discretionary income, depending on when the borrower
first received loans and whether they have undergraduate or graduate
loans. Any remaining balance is forgiven after 20 or 25 years of
qualifying payments.

Pay As You Earn (PAYE): Monthly payments are capped at 10% of
discretionary income and never exceed the 10-year Standard
Repayment Plan amount. Remaining balance is forgiven after 20 years
of qualifying payments.

Income-driven repayment plans are designed to make federal
student loan payments more affordable for borrowers with moderate
to low incomes or high loan balances relative to their income. These
plans are available as options after loan consolidation and cap
monthly payments at a percentage of discretionary income and
forgive any remaining balance after a certain repayment period.
Gaining access to these plans is a main reason that qualifying
borrowers decide to consolidate their loans.

Types of Income-Driven Repayment Plans
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Revised Pay As You Earn (REPAYE): Monthly payments are capped at
10% of discretionary income, and any remaining balance is forgiven
after 20 or 25 years of qualifying payments, depending on whether
the loans are undergraduate or graduate loans.

Income-Contingent Repayment (ICR): Monthly payments are capped
at 20% of discretionary income or the amount the borrower would
pay on a fixed 12-year repayment plan, adjusted for income. Any
remaining balance is forgiven after 25 years of qualifying payments.

The Saving on a Valuable Education (SAVE) Plan: The newest as of
2024 of Income-Driven Repayment Plans which decreases monthly
payments by increasing the income exemption from 150% to 225% of
the poverty line in your state. This means SAVE can may significantly
decrease your monthly payment amount compared to other IDR
plans.

Types of Income-Driven
Repayment Plans (cont’d)
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Navigating Loan Consolidation
to Income-Driven Repayment

CHAPTER I I I

Step 1: Assess Your Eligibility

Before consolidating loans or enrolling in an income-driven
repayment plan, borrowers should assess their eligibility. Direct
Consolidation Loans require that borrowers have at least one
Direct Loan or Federal Family Education Loan (FFEL) that is not in
default. Additionally, borrowers must meet certain requirements
to qualify for income-driven repayment plans, including an
income level that makes an IDR plan viable or having eligible loan
types.

Step 2: Evaluate the Impact on Loan Terms

Consolidating loans and enrolling in an income-driven repayment
plan can impact loan terms, including interest rates, repayment
periods, and monthly payments. Borrowers should carefully
evaluate the potential impact on their overall financial situation,
including the total interest paid over the life of the loan and the
length of time until loan forgiveness. Working with a financial
professional is advisable to help determine the best course of
action.

Step 3: Gather Necessary Documentation

To consolidate loans or enroll in an income-driven repayment
plan, borrowers will need to gather necessary documentation,
including information about their loans, income, and family size.
This may include loan servicer contact information, tax returns,
pay stubs, and documentation of family size.
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Navigating Loan Consolidation
to Income-Driven Repayment
(cont’d)
Step 4: Apply for Loan Consolidation or IDR Plan

Borrowers can apply for a Direct Consolidation Loan online
through the Federal Student Aid website or by submitting a paper
application to their loan servicer. To enroll in an income-driven
repayment plan, borrowers can apply online through their loan
servicer's website or by submitting a paper application.

Step 5: Stay Informed and Monitor Progress

After consolidating loans or enrolling in an income-driven
repayment plan, borrowers should stay informed about their
repayment options and monitor their progress toward loan
forgiveness. This may involve recertifying income, employment and
family size annually, submitting documentation as needed, and
staying up-to-date on changes to loan terms or repayment
options. Government programs and processes tend to change and
opportunities can easily be missed!
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Considerations and Caveats

CHAPTER IV

Impact on Total Interest Paid: 

Extending the repayment term through loan consolidation or
enrolling in an income-driven repayment plan may result in paying
more interest over the life of the loan.

Tax Implications: 
Interest accumulated under income-driven repayment plans may
be considered taxable income, which could result in a significant
tax liability for borrowers. Tax filing status for married borrowers
should also be evaluated.

Public Service Loan Forgiveness (PSLF):

Borrowers working in public service may be eligible for loan
forgiveness under the PSLF program, which requires making 120
qualifying payments while working for a qualifying employer.

Employment Certification: 

Borrowers pursuing loan forgiveness under PSLF must submit an
Employment Certification Form annually or whenever they change
employers to track qualifying payments.

Work with a professional: 

The team at Breakwater can help simplify the process by
navigating complex paperwork, identifying potential pitfalls, and
discussing timelines, saving you time and reducing stress.
Additionally, their experience allows them to tailor strategies to
your unique financial situation, maximizing your potential savings
and supporting you in achieving your financial goals.



Managing debt of any kind, whether it be student loans, credit card debt,
a mortgage or even a car payment is part of the financial planning
process. Student Loan Debt has ballooned in the US for both college
students and their parents over the last decade plus. Loan consolidation
and income-driven repayment plans offer valuable options for
borrowers looking to manage their student loan debt more effectively.

By consolidating loans into a single loan with a fixed interest rate and
extending the repayment term, borrowers can simplify repayment and
potentially reduce monthly payments. Enrolling in income-driven
repayment plans further enhances affordability by capping monthly
payments at a percentage of discretionary income and offering loan
forgiveness after a certain repayment period. However, borrowers with
the help of a financial advisor should carefully consider the impact on
loan terms, total interest paid, and potential tax implications before
consolidating loans or enrolling in income-driven repayment plans. With
careful planning and informed decision-making, borrowers can navigate
the process effectively and achieve long-term financial stability.
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Knowledge is Power
CONCLUSION



The views expressed represent the opinions of Breakwater Capital
Group as of the date noted and are subject to change. These views are
not intended as a forecast, a guarantee of future results, investment
recommendation, or an offer to buy or sell any securities. The
information provided is of a general nature and should not be construed
as investment advice or to provide any investment, tax, financial or legal
advice or service to any person. The information contained has been
compiled from sources deemed reliable, yet accuracy is not guaranteed.
 
Additional information, including management fees and expenses, is
provided on our Form ADV Part 2 available upon request or at the SEC’s
Investment Adviser Public Disclosure website at
www.adviserinfo.sec.gov. Past performance is not a guarantee of
future results.
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