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Title:
Climbing & Surviving Mt. Debt: Strategies for navigating the federal income-driven repayment programs
Take Home Message:
Navigating and objectively assessing the rapidly evolving student loan repayment options can be a
challenge and significant source of stress for the busy veterinary practitioner. This session will describe
how we can use your debt-to-income ratio, your average monthly student loan interest accrual, your
income and family size information, and your short and long-term career and family plans to cater an
income-driven repayment (IDR) option that allows us to integrate student loan repayment into a strong
financial wellness plan. IDR plans we will focus on include Income-Based Repayment (IBR), Pay As You
Earn (PAYE), and Revised Pay As You Earn (REPAYE).
Introduction:
For those entering veterinary school in the Fall of 2016, the estimated total cost of attendance (tuition +
fees + average living expenses, assuming a 4% increase each year) for four years ranges from $147,000
to more than $393,000 depending on the school, residency status, and borrowing needs.
While scholarships can help, most veterinary students finance their education through federal student
loans. For those who do, interest now accrues on a majority of their loans during vet school, which will
further increase their total cost of attendance.
With the increases in cost of attendance outpacing starting salaries, repaying educational debt can be
challenging for the recent veterinary graduate.
During the Climbing Mt. Debt session, we will discuss how to analyze your student loans, know the plans
you CAN use, know the plan you SHOULD use and the associated “side effects” of your choices.
The objectives of the Climbing Mt. Debt session are:
•
•
•
•
•

Know your student debt
Know your repayment options
Know your finances
Know the challenges and side effects of various repayment strategies
Integrate your loan repayment into a comprehensive financial plan

Solution:
Income-driven repayment (IBR, PAYE, REPAYE) plans are recent federal student loan programs that base
your minimum monthly payment on your taxable income, family size as well as any federal student debt
your spouse may have. As your income and family circumstances change, your federal student loan
payment changes with you. This will allow you to diversify your monthly cash flow allocation and
include items considered to be financially healthy, such as: building an emergency reserve, saving for
retirement, planning for a family, buying or starting a practice, as well as other short and long-term
financial goals.
However, when student loan payments are based on your income, the total balance may grow over time
due to negative amortization (having a payment lower than the interest accumulation). As a result,
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income-driven repayment options have the potential to culminate in a forgiven balance that can be
treated as taxable income. Therefore, this strategy requires the diligence and understanding to move
from a debt “pay off” mindset to a management strategy, including a plan for a potential tax payment
due in the last year of repayment.
Knowing how to evaluate your student loan portfolio, manage your student loan through an incomedriven plan, prepare for the potential forgiveness, and compare this strategy against traditional
repayment methods can save you tens to hundreds of thousands of dollars over the course of student
loan repayment.
Results:
The best way to demonstrate and evaluate how income-driven repayment looks over time is through
examples. Let’s consider a 2016 graduate who borrows $170,000 for veterinary school and accumulates
$26,426 of interest during school, including the six-month grace period after graduation. This graduate’s
starting repayment balance will be $196,426 with a weighted average interest rate of about 6.11%. We
will assume this graduate’s first-year salary is $65,000, then increases 3.5% per year on average for the
next 25 years. For the purpose of this simulation, we will assume a family size of one for the duration of
student loan repayment. Table 1 is a snapshot of total projected repayment costs under various
programs run via the VIN Foundation Student Loan Repayment Simulator.
Table 1: Loan Repayment Summary, Simulation 1
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When using income-driven repayment, there is a potential to have a balance remaining when you reach
the maximum repayment period. In that case, we need to assume a tax rate for the amount forgiven. In
Simulation 1, we assume a total tax rate of 30% on remaining amounts. In order to be prepared for any
tax due upon forgiveness, we need to use the repayment period to save enough to cover the tax liability.
Table 2 shows a potential savings plan to cover any tax liability incurred the year of forgiveness
assuming a specific tax rate and return on savings rate.
Table 2: Forgiveness Planning Module, Simulation 1

Compare the total loan costs shown in Simulation 1 to a potential private refinance loan at 4.5% and a
20-year repayment term. The minimum monthly payment under that private refinance loan would be
$1,243/month for a total cost of $298,245. Private loans are much less flexible than federal student
loans. Once you refinance your federal student loans with a private loan, you cannot go back. You lose
access to all of the federal student loan benefits like income-driven repayment, hardship provisions,
public service loan forgiveness, and discharge upon death or disability to name a few. Private loan
refinance options are risky until your debt-to-income ratio approaches one.
For those who already have a family or have marriage and/or children in their future, your family size, as
well as spouse's debt and income, play a major role in simulating your repayment. Let’s consider the
same 2016 graduate above with a starting repayment balance of $196,426 at 6.11% and same income
assumptions. This time, let’s assume this graduate will be married in 2018 to a small animal veterinary
practitioner spouse who makes $70,000 per year and carries a $170,000 federal student loan balance.
They plan to file their taxes jointly when married. They will have one child in 2019 and a second in 2021.
Table 3 is a snapshot of the total projected repayment costs run via the VIN Foundation Student Loan
Repayment Simulator for this 2016 graduate.
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Table 3: Loan Repayment Simulation 2

In Simulation 2, we again assume a total tax rate of 30% on remaining amounts. In order to be prepared
for any tax due upon forgiveness, we need to use the repayment period to save enough to have on hand
to cover the tax liability. Table 4 shows a potential savings plan to cover any tax liability incurred the
year of forgiveness assuming a specific tax rate and return on savings rate.
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Table 4: Forgiveness Planning Module, Simulation 2

Compare the total loan costs shown in Simulation 2 to a potential private refinance loan at 4% and a 15year repayment term. The minimum monthly payment under that private refinance loan would be
$1,503/month for a total cost of $270,476.
The number and types of simulations we can run are only limited by the number of personal situations
we can document or imagine. We can run some additional simulations during the sessions to account
for other scenarios like filing your taxes separately from your spouse, as well as significant increases to
income later in repayment due to practice ownership, or changes to income tax rates. Many of these
simulations will also depend on how the borrower and spouse are paid vs. how their income flows
through their federal income tax returns. To test these variations, you can simulate your own scenarios
using the VIN Foundation Student Loan Repayment Simulator.
Discussion:
Student loan repayment options depend on the specifics of each circumstance. Variables that
contribute to the complexity include your borrowing history, your student loan types, your various
interest rates, your current loan repayment plan, your income and family size, income tax rates, how
you document your income as well as your career and financial goals.
The first step is understanding which repayment plans you can use. The second step is deciding which
plan you should use, and the third step is knowing how to analyze and evaluate your repayment plan at
least yearly or whenever your income and family situation changes. Income and family size
documentation is required annually to keep your student loan payments based on your income.
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However, you can also have your payment recalculated if you experience a decrease in income, such as
during a job change, move or unpaid maternity/paternity/family leave.
From the two simulations provided in the results, you see there can be significant cost savings using
income-driven repayment options vs. more traditional methods, like standard repayment plans or
private loan refinance options. This is especially true when the borrower’s debt-to-income ratio is
greater than two. The income-driven repayment plans are primarily designed to help you navigate
those periods where your debt exceeds your income. The degree to which and length of time that
situation persists determines your repayment costs and whether or not you should plan for a tax liability
at the time of forgiveness.
Do not let the potential tax on forgiven amounts scare you from using an income-driven repayment
plan. At present, forgiven debt is treated as taxable income. The worst case scenario is a tax liability
based on the highest marginal federal and state income tax rate published during the tax year
forgiveness occurs. The highest federal income tax bracket for 2016 is 39.6% and state income tax rates
vary greatly (from 0%-13.3%) depending on where you live. The income tax brackets are also adjusted
for inflation each year.
While it is impossible to know exactly what your tax rate will be when/if forgiveness occurs, if we
estimate a target tax liability based on the currently available information, we can create a reasonable
plan to accommodate this expense the year it occurs. If you incorporate your forgiveness tax as part of
a comprehensive financial plan, you may even save more money over the course of repayment while
being able to meet your other financial goals.
When you know your options and how to evaluate your student loan repayment costs for your situation,
you can make a more informed decision on how best to manage your student debt. For the current
veterinary debt-to-income environment, income-driven repayment is an essential part of building a
strong financial wellness plan for you and your family. While the initial learning curve is steep, the
potential savings and flexibility offered can often be worth the effort.
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•
•
•
•
•
•
•

https://www.nslds.ed.gov
https://studentloans.gov
https://studentaid.ed.gov
http://vinfoundation.org/loansim
VIN Foundation Student Loan Frequently Asked Questions (FAQs)
http://askheatherjarvis.com/
Link to online presentation to be used at ASVMAE 2016 Annual Convention (continually updated
until date of presentation)

Appendix:
Federal Loan Types commonly received by veterinarians
•
•
•
•
•

Direct Loans: Subsidized and Unsubsidized
Federal Family Education Loan (FFEL): Subsidized and Unsubsidized
Health Professions Student Loans (HPSL)
Perkins Loans
Loans for Disadvantaged Students (LDS)

Which IDR Plans CAN I Use?

Pay as You Earn (PAYE) Algorithm
•

Borrower AND Loan-type specific (nslds.ed.gov)
Did you receive any Direct or FFEL program loans prior to October 1, 2007?
• Yes - Did you pay those off before you received a new loan after October 1, 2007?
o Yes -- You might qualify for PAYE...But your loans may not!
o No -- You do NOT qualify for PAYE
• No - Did you receive a Direct loan after October 1, 2007?
o Yes -- You qualify for PAYE!
o No -- You do NOT qualify for PAYE...But you might if you can apply for a
Direct Consolidation loan

•
•

Only DIRECT loans qualify for payment under PAYE
FFEL (received after 10/1/2007), HPSL, LDS, Perkins loans can be consolidated into a DIRECT
Consolidation loan and paid under PAYE if you qualify

Revised Pay as You Earn (REPAYE) Algorithm
•
•
•

Loan-type specific only (nslds.ed.gov)
Only DIRECT loans qualify for payment under PAYE
You qualify but your loans may not...
Did you receive any loans prior to July 1, 2010?
• Yes - You might have FFEL program loans
o Do not have DIRECT in the name
o FFEL, Subsidized, Unsubsidized without DIRECT in the name
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•
•

No - Congratulations! Your Direct loans qualify for most IDR plans

FFEL, HPSL, LDS, Perkins loans can be consolidated into a DIRECT Consolidation loan and paid
under REPAYE

Income-based Repayment (IBR) Algorithm
•
•
•

Loan-type specific only (nslds.ed.gov)
DIRECT & FFEL program loans qualify for payment under IBR
HPSL, LDS, Perkins loans can be consolidated into a DIRECT Consolidation loan and paid under
IBR

The “Grey Zone”

*FFEL program ended

•

•

•

•
•

Do you have loans received BEFORE July 1, 2010?
o You might have non-Direct loans
o You can still consolidate to utilize REPAYE and maybe PAYE…
Do you have loans received BEFORE October 1, 2007?
o You will likely not qualify for PAYE
o You can use REPAYE if they are Direct Loans
IF you received federal loans between 2007 and 2010
o You can end up paying loans using IBR & PAYE or IBR & REPAYE
o Direct Consolidation loans may help
Only federal Direct loans qualify for ICR, PAYE, and REPAYE
Only FFEL and Direct loans qualify for IBR
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Which IDR Plan Should You Use?

Student Loan Interest Capitalization
Capitalization is the addition of interest to your principal balance. When interest is added to your
principal balance, you are charged interest on that interest (compounding interest), thereby increasing
your total loan costs.
There are specific events that trigger the capitalization of student loan interest:
•
•
•
•
•

Changing loan status (i.e. moving from your grace period into repayment)
Switching repayment plans
Loan consolidation
Failing the partial financial hardship (PFH) test under certain income-driven repayment (IDR)
plans
Failing to provide annual documentation for an IDR plan

Your goal is to minimize the number of times capitalization occurs during student loan repayment

Changing Loan Status
You can confirm the loan status for each student loan when you are logged into your account
at NSLDS.ED.GOV. Generally, when you are enrolled in school at least half-time, your loan status will be
“in-school” or “deferred.”
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When you finish school or are no longer enrolled at least half-time, and you have exhausted your six
month grace period, your loans will automatically change to “repayment” status. At this point, any
unpaid interest you have from school will capitalize to create your starting loan repayment balance. This
capitalization event is unavoidable.
Starting Repayment Balance = Amounts borrowed + Accumulated interest during school and grace period

Deferment or forbearance are sometimes used to postpone your scheduled loan repayment while
enrolled in advanced education (internship, residency, masters or Ph.D. programs), or during periods of
economic hardship. During periods of deferment and forbearance, you continue to accrue interest on
your unsubsidized and plus loans. When you exit deferment or forbearance, any unpaid interest that is
not paid will be capitalized. Periods of academic deferment or forbearance do not count towards
repayment periods.
The income-driven repayment plans have made deferment and forbearance obsolete for veterinarians.
You will save yourself significant cost and repayment time utilizing IDR over a deferment or forbearance.
When you defer your loans, not only does interest accumulate that will be capitalized when you exit
deferment and enter repayment, but you also extend the time that you have to deal with your loans.
Let’s say you borrow $185,000 for school and graduate in 2017. When you graduate and enter
repayment after your grace period, you’ll have an additional $25,000 of in-school interest capitalized,
bringing your starting repayment balance to $210,000 with an interest rate of about 6%. Under an IDR,
your starting repayment balance could remain constant at that level.
Alternatively, if you defer your loans during an internship, you will accumulate interest on your
$210,000 starting repayment balance at 6%. That is about $12,600 of additional interest. If you start
repayment after your internship, your new starting repayment balance will be $222,600 for the duration
of repayment. If you do a second internship or residency, you can add an additional year of interest for
each year you defer, increasing the amount of compound interest that accrues during repayment.
Colleagues don’t let other colleagues defer their loans. Utilize an income-driven repayment plan!

Loan Consolidation
A federal consolidation loan can be useful for making older loans qualify for some of the newer
repayment plans, like Pay As You Earn (PAYE) and Revised Pay As You Earn (REPAYE). However, a
consolidation loan will actually replace the loans that are consolidated, effectively issuing you a new
loan in its place. That means any unpaid interest that has accumulated on those older loans will be
capitalized and added to the new consolidation loan balance.
CAUTION: In addition to capitalizing unpaid interest, a consolidation loan also erases the repayment
history for the loans it replaces. If you have been making qualifying income-driven or PSLF payments,
those will be lost when the new consolidation loan is issued.
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Failing the PFH Test Under Certain IDR Plans
When you submit your annual income documentation for Income-Based Repayment (IBR) or PAYE, there
is a PFH test to see if your current minimum monthly payment under IBR or PAYE is less than your
standard 10-year repayment amount when you first entered repayment. If you pass the test, then your
payment amount will be calculated based on our income and no capitalization will occur.
However, if you no longer demonstrate a PFH, then your minimum monthly payment will be equal to
the standard 10-year repayment amount when you entered repayment and unpaid interest will be
capitalized.
Under IBR, all of your unpaid interest is capitalized when you no longer demonstrate a PFH. Under PAYE,
only an amount equal to 10% of your starting repayment balance will be capitalized. Any remaining
interest will remain as unpaid interest in your loan account.
REPAYE does not have a PFH test. As long as you continue to provide annual income documentation, no
unpaid interest will capitalize under REPAYE and your minimum monthly payment will always be 10% of
your discretionary income.

Failing to Provide Annual Documentation for an IDR Plan
In order to continue having your minimum monthly payment based on your income, you must provide
timely annual income documentation. If your loan servicer does not receive the adequate
documentation in time:
•
•
•

Under IBR, all of your unpaid interest will capitalize and your repayment amount will be the
standard 10-year amount when you entered repayment.
Under PAYE, only an amount equal to 10% of your starting repayment balance will be
capitalized. Any remaining interest will remain as unpaid interest in your loan account and your
repayment amount will be the standard 10-year amount when you entered repayment.
Under REPAYE, all of your unpaid interest will capitalized and you will be placed in an alternate
repayment plan that is calculated to ensure your loan is paid in full based on the number of
years you have remaining in REPAYE.

In order to get back into compliance for your IDR, you need to provide adequate income
documentation. At that point, you can again have your minimum monthly payment calculated based on
your income and receive credit for the time you paid a standard 10 year or alternate plan amount
towards the maximum repayment periods and forgiveness. The only exception is that payments made
under the alternate program in REPAYE will not count towards PSLF if you are working for a qualifying
employer.
The easiest way to avoid any of this messiness is to set a calendar reminder each year and provide
timely income documentation to your loan servicer, either directly or via studentloans.gov.
Forgiveness Under Income-driven Repayment Plans
Forgiveness occurs when you reach the maximum repayment period under an income-driven
repayment plan (IDR), like Income-Based Repayment (IBR), Pay As You Earn (PAYE), and Revised Pay As
You Earn (REPAYE). When you reach the maximum number of payments that can be made under a
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respective IDR, any remaining unpaid interest or principal amount is forgiven. Currently, these forgiven
amounts are treated as “canceled debt” by the IRS (https://www.irs.gov/taxtopics/tc431.html).
Generally, canceled debt is treated as ordinary income, thus taxed at your marginal income tax rate
during the tax year the debt is forgiven.
IDR Aspects

IBR 2009 PAYE IBR 2014 REPAYE

Maximum repayment period (in years)

25

20

20

25

Maximum repayment period (in months)

300

240

240

300

Forgiveness taxable

Yes

With high starting student loan repayment balances and maximum repayment periods of 20 and 25
years, it is quite possible for the forgiven amount to be higher than your starting balance due to unpaid
interest. You can test various repayment scenarios using the VIN Foundation Student Loan Repayment
Simulator.
So how do we account for student loan forgiveness when it does occur? First, no one can tell you what
the income tax rates will be when your taxable loan forgiveness occurs. However, we can make some
reasonable assumptions based on historic and current federal and state income tax rates. Currently, the
highest 2016 income tax rate is 39.6% and begins at incomes over $415,050 for single filers and
$466,905 for married joint filers. That means only income above that level is taxed at that rate. Keep in
mind that tax brackets are also adjusted each year for inflation. For example, in 1996 (20 years ago), the
top tax bracket started at incomes over $263,705 per year and taxed at a rate of 39.6% (same as the
highest income tax rate today).
For illustration, let’s say you have a total taxable income plus forgiven balance of $500,000 in 20 years
under PAYE and the federal tax rates and brackets are the same as they are now. When forgiveness
occurs, you are married and plan to file your taxes jointly.
Tax bracket

Calculation

Tax amount

First $18,550 is taxed at 10%

0.10*$18,550

$1,855

Amounts between $18,551 and $75,300 taxed at 15%

0.15*($75,300-18,550)

$8,512.50

Amounts between $75,301 and $151,900 taxed at 25%

0.25*($151,900-75,300)

$19,150

Amounts between $151,901 and $231,450 taxed at 28% 0.28*($231,450-151,900)

$22,274

Amounts between $231,451 and $413,350 taxed at 33% 0.33*($413,350-231,450)

$60,027

Amounts between $413,351 and $466,950 taxed at 35% 0.35*($466,950-413,350)

$18,760

Amounts over $466,950 taxed at 39.6%

0.396*($500,000-466,950) $13,087.80

Total Tax Amount

Sum of tax amounts

$143,666.30

Effective Tax Rate

$143,666.30/500,000

28.7%

Marginal Tax Rate

Highest tax rate

39.6%
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Under this example scenario, ideally, you would plan to have enough saved to cover the tax liability of
$143,666.30. If you use a conservative estimate of $150,000 to have on hand for the tax due, you could
save $150,000/240 months = $625 per month to cover the tax liability.
Alternatively, you could save for the tax liability using investments (money market, certificate of deposit,
equities, bonds, or a combination thereof) in an effort to earn interest on your forgiveness savings. For
example, if you were to receive at least a 2% return on your savings, you could reduce a $625/month
savings to $509/month in order to have $150,000 on hand to cover your forgiveness tax liability from
the example above
Estimating your potential forgiveness amounts and planning for a possible tax liability can reduce your
overall loan repayment costs substantially.

Effective Annual Interest Rate
The effective annual interest rate calculation will help you compare repayment under an IDR vs. a
private consolidation loan. Oftentimes private consolidation loans will look enticing because of the
seemingly lower variable or fixed interest rate that you may qualify for based on your credit history.
However, if you know how the IDR plans and forgiveness works, you may be able to greatly reduce your
overall repayment costs to a level not possible with a private consolidation loan while retaining the
benefits provided with IDR plans.
For instance, let’s say you borrowed $200,000 in student loans and your total repayment costs using
PAYE amount to $257,064, including the forgiven amounts. That means you have paid $57,064 in
interest over 20 years (total paid above your borrowed amount: $257,064 - $200,000 = $57,064). That
results in an “effective annual interest rate” equal to the percent of interest paid in total averaged over
the duration of repayment: $57,064/$257,064/20 * 100 = 1.43%.
Private loan refinancing
Refinancing your Federal student loan(s) into a private loan(s) can be a confusing and risky
venture. Know what you are giving up before converting your federal student loans. Once it is done, you
cannot convert your loans back into the federal system.
The benefits listed below are those with a high impact and those most frequently used. It is not meant
to be a complete listing. There may be additional benefits specific to you or your situation which you
should fully investigate.
•

Once a Federal student loan(s) is consolidated/refinanced into a private loan, the process may
not be reversed in order to re-establish a Federal student loan(s).

•

Federal student loans provide access to the evolving income-driven repayment (IDR) plans. IDR
determines your monthly payment amount using your income and family size. These incomedriven repayment plans currently include: Income-Contingent Repayment (ICR), Income-Based
Repayment (IBR), Pay As You Earn (PAYE), and Revised Pay As You Earn (REPAYE)
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o

o
o

Your monthly payment amount under an income-driven repayment plan is based on a
percentage of your discretionary income, determined by household income and family
size.
You may qualify for a payment as low as 10 percent of your discretionary income and
forgiveness after 20 years.
If you are making payments under an IDR plan and are working towards forgiveness
under the Public Service Loan Forgiveness (PSLF) Program, you may qualify for tax-free
forgiveness after 10 years of qualifying payments.

•

Certain Federal student loans qualify for an interest subsidy. This subsidy is available during
qualifying deferment, grace periods, the first three years of repayment, or during repayment
under REPAYE during periods of negative amortization. This means you may not accumulate or
pay interest on the loan during qualifying periods. You may even be eligible for payments by the
government on your behalf during periods of negative amortization.

•

Borrowers of Federal student loans experience no prepayment penalty. You can pay as much as
you want above the minimum amount due as long as it makes sense to do so.

•

Federal student loan borrowers may benefit from a death and disability discharge in the event
necessary. Family members who are not co-signers on your federal student loans will not be
responsible for continued repayment in the event of death or disability.

•

Benefits for Federal student loans could be introduced by Congress or the Department of
Education in the future, such as the recent release of PAYE and REPAYE. These benefits may not
be available to you if you move your student loans outside the Federal system

When a Private refinance of student loans can make sense:
•
•

You are refinancing less beneficial private student loan with a more beneficial private student
loan.
Your debt-to-income ratio is approaching one and you are reasonably certain it will remain there
for the duration of your student loan repayment.

When considering a private refinance of federal student loans, check your private finance
loan offer for the following:
•
•
•
•
•

Paying more than the minimum or paying your loan in full before the term date set in the loan
does not result in a penalty.
Does not require a co-signer that could be responsible for continuing repayment in the event of
your death or disability.
Does not have an origination fee
With variable rate loans, there is a very clear definition of the basis and updates to the interest
rates as well as a reasonable maximum interest rate ceiling in total and rate of increase per year.
Offers a death or disability discharge
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