PAYING FOR COLLEGE

Make the Final Months of Student Loan Relief Really Pay Off
All good things must come to an end, and for federal student loan holders, that end will
be on Jan. 31, 2022. So, you’ve got a few months left to take full advantage of all the
CARES Act has to offer. Here’s how.
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Four months and counting: That’s how long those with federal student loans have until all the
pandemic-related reprieves on payments officially come to an end on Jan. 31, 2022. Until then,
take advantage of all the strategies available to you to put yourself in the best possible financial
position.
The coronavirus relief bill, known as the CARES Act, was signed into law in March of 2020. It
suspended loan payments, set interest rates at 0% and stopped collections on defaulted student
loans. Its protections were extended multiple times, with the last extension coming on Aug. 6.
As a result, for nearly two years, federal student loan borrowers were not required to make
payments and saw no interest accrue during the relief period.
No action is required by qualified borrowers, as the loan payment suspension or forbearance
will automatically continue through the end of January. Does that mean that borrowers must
resume paying on Feb. 1? Not necessarily.
Loan servicers should be contacting borrowers before the extension ends to confirm when to
resume payments. However, if you have student loans and you don’t hear anything from your
lender, you should contact them yourself. Don’t assume that if you are not contacted that you
aren’t responsible for resuming payments, as this could put you at risk of accumulating late fees

and perhaps even defaulting on your loans. Remember, it’s the borrower’s responsibility to pay
their loans on time, whether or not they receive communication from their lender.
In the meantime, use your final months of loan forbearance wisely. Here are some ideas on how
best to move forward until payments must restart:

What You Can Do with the Extra Money – 5 Tips
1. Increase Your Savings
If you don’t have an emergency fund or have depleted it during the pandemic, consider using
the extra money normally dedicated to your student loan payments to rebuild it. The general rule
of thumb is to save somewhere between three to six months’ worth of take-home pay. However,
in light of the pandemic, some may want to increase that to six to nine months or even more.
For example, if you’re self-employed, the sole breadwinner of your household, or don’t have job
stability or security, you may want to aim for a savings of up to one year’s worth of your monthly
take-home pay.
2. Go on a Debt Diet
Consider paying down high-interest rate debt, such as credit cards, before student loan
payments resume. This strategy is known as the “Debt Avalanche Method.” Another strategy is
to begin clearing off the debts with the smallest balance first, known as the “Debt Snowball
Method.” Whichever strategy you use, aim to pay off as much as you can, because doing so
can benefit you greatly in the long run.
3. Invest in Your Future
If you have ample emergency savings and have paid off high-interest rate debt, consider
investing the additional money until repayments must resume. Begin with ramping up your
retirement contributions, and set automatic contributions if you haven’t already. If you have,
consider increasing your contributions by 2% (or more) of your income, and set it up so that it
will automatically increase the same amount the following year. If your retirement savings are on
track, then consider investing for other goals that you may have, such as buying a home,
starting a business or simply building your wealth.
For example, you can begin by opening a brokerage account and start with a recurring deposit
of $50 (or more) a month. Investing the extra money helps it grow over time, thanks to the
magic of compounding interest, which potentially enables you to earn money on top of the
money you earn.
4. Factor Your New Loan Payments into Your Budget
Review your budget and student loan repayment plan. Many of you have experienced quite a
few changes during the pandemic, such as a job loss or a reduction (or increase) in income. So,
now is a good time to reassess your repayment strategy, meaning making sure you can afford
the payments when they resume, and if not, determining what repayment options may be
available to you. A financial adviser, certified student loan expert or your student loan servicer
can provide assistance and direction.

5. Continue Making Student Loan Payments to Reduce Your Principal
Whether or not you should continue paying on your student loans depends on a number of
factors. If you are likely to qualify for Public Student Loan Forgiveness (PSLF) in the future, you
will not benefit from paying on your loans during the suspension. However, if you have private
loans or other debts, such as high-interest rate debt mentioned above, you may want to
prioritize paying off these first. On the other hand, if you are unlikely to qualify for PSLF, then
you first need to determine if you have unpaid accrued interest and how much. If you have
accrued interest, any payments made will go toward paying that off first, before they go toward
your principal.
If you don’t have accrued interest and you’ve implemented all of the above recommendations
(emergency savings, paying off debt, investing), then you may want to consider using the extra
money to aggressively pay down your principal while there is a zero percent interest rate.

Forbearance Advice for New or Current College Students
What impact does the suspended loan payments have on new or continuing college students?
First, let’s begin by explaining the two types of loans that are provided by the federal
government and are strictly for students – the Direct Subsidized Loan and the Direct
Unsubsidized Loan. A key difference with the subsidized loan is that the government pays the
interest while the student is in school and during the six-month grace and deferment periods.
Eligibility for this loan is based on financial need.
Conversely, with unsubsidized loans, the student is responsible for all of the interest that
accrues; however, they can defer payment until six months after graduation. Also, unlike the
subsidized loans, eligibility is not based on financial need. There is a yearly maximum amount
that students could be offered. For college freshman, the maximum is $5,500 if they were
awarded both the Direct Subsidized and Unsubsidized loans. Over a five-year period, students
can borrow a maximum of $31,000.
Pre-pandemic, both loans were typically deferred until graduation. But remember, interest was
still accruing on unsubsidized loans. Now, with the current payment suspension, the interest
accrual on the unsubsidized loan is halted and therefore treated like the subsidized loan. This is,
therefore, beneficial for current college students and those starting school this fall.
Thus, here’s a thought for parents who under normal circumstances wouldn’t take out loans:
They may now want to consider taking them, at least temporarily. Why? They can take
advantage of the forbearance by keeping funds that they plan to use toward college expenses in
an interest-bearing account. When the moratorium on student loan payments end, they could
pay off the loan and keep the interest.

Advice for Incoming and Future College Students
What does all this mean for students entering college in 2022 and beyond? In April, President
Biden unveiled his $1.8 trillion “American Families Plan,” and while it did not include loan
forgiveness, it would provide other essential forms of support to families in need, if the
legislation is passed. One form of support entails providing free tuition for community college

students. Given that many students are opting to go to a community college due to the rising
cost of higher education and the uncertainties of the pandemic, such a benefit can make college
more affordable for many families. The relief package would also increase the maximum
Federal Pell Grant by $1,400 (increasing the average Pell Grant by roughly $900), which would
be beneficial for low and moderate-income families.
However, for higher income families, these benefits won’t reduce the burden of paying for
college, which makes planning ahead all the more important. As the cost of a college education
continues to rise, it likely means that student loan debt will too. The average student graduates
from college with nearly $40,000 in student loan debt. So, this means that no matter what the
federal government decides to do, parents need to be in the driver’s seat. They MUST lead the
college selection process (with the child as co-pilot) because they have the most to lose. What
do I mean by “lose”? It means picking the wrong school, overpaying or underestimating total
costs, including how many years it actually takes to graduate and ultimately earn the degree. As
a result, many parents resort to tapping into their home equity, taking out large second
mortgages and/or diverting retirement funds to pay for college and therefore have to work longer
than they had hoped or planned.
To avoid being in this situation, financial planners, particularly those who specialize in college
planning, can provide guidance and direction in this effort too. Independent Educational
Consultants may also be a great resource.

Finally, What about Those Who Currently Have Private Student Loans?
Unfortunately, the CARES Act extension until Jan. 31, 2022, only applies to federal student
loans, such as Federal Student Subsidized Loans, Federal Student Unsubsidized Loans,
Federal Parent PLUS Loans and Graduate PLUS Loans. However, many private lenders are
offering relief similar to the temporary forbearance, but interest will likely still accrue. Borrowers
with private loans can start by checking their servicer’s website for information on COVID-19
relief or contact them to inquire about forbearance or rate reduction programs.

More Updates are Expected
Stay tuned. The Federal Student Aid site provides the latest updates about the coronavirus
student loan relief and its impact on students, borrowers and parents. For more information on
student loan forgiveness legislation, visit the U.S. Department of Education’s website.
NYSUT Note: NYSUT members have access to the NYSUT Member Benefits Corporationendorsed Cambridge Credit Counseling program, which helps members better
understand their student loan re-payment options. Click here to find out how to get your
free debt and student loan consultation with one of Cambridge's certified counselors.
This article was written by and presents the views of our contributing adviser(s), not the
Kiplinger editorial staff. You can check adviser records with the SEC or with FINRA.
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