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1. Intro - Is There A Student Loan Crisis in America? 

Since the early 2000s, the amount of student loan debt has grown at an 
astonishing rate of over 500%. But more than the ominous statistics and 
suddenly-concerned talking heads of the 24 hour news cycle, the student loan 
crisis is playing out individually:  within households, apartments, and 
dormitories across the United States. Default is without a doubt one of the 
least expected and most difficult collection processes that exists in the realm of personal finance. Those caught in its grasp often don’t see the life altering 
effects of tax offset, wage garnishment, or loss of professional licensing until it’s too late.  

 

Unfortunately, having spoken to many borrowers in wage garnishment or 
tax offset status, it’s clear that very few receive adequate notice or 
instructions on their options to get out of Default. Add in lax front end lending 
policies, borrowers with as many as 25 or more individual loans serviced by 
multiple loan servicers with different statements, due dates, and phone 
numbers; and the result can be a complex web to try and work through. 
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 Even though most major news sources didn’t say much about student 
loans before 2013, the problem has been building long before that, with many 
complex factors and what can be an formidable bureaucracy for borrowers 
despite the best efforts of the Department of Education. 

The purpose of this Ebook is to help you decide the best option for your 
unique student loan situation, whether you are still enrolled and planning for 
the future or you have been out of school for many years. For borrowers 
facing adversarial situations such as default and debt collection, you will find 
information that should help you with these specific problems. Accomplishing 
your student loan objectives will involve some time and effort, not to mention 
a little perseverance; and dedication to accomplishing financial goals. Solving 
student loan problems can be boiled down to two steps:  

1. Developing a Plan. 

2. Taking Action. 

Some methods will be easier to implement than others, or will take a 
shorter amount of time. Generally, the further you are in the direction of 
default, the more complicated it gets. The advice  in this Ebook has been 
developed from my experiences with over 200 real life borrowers who sought 
professional financial help in dealing with their student loans, and the 
subsequent challenges and obstacles they faced. 

Whether you choose to work with a student loan counselor or take a DIY 
approach; the successful implementation of a new repayment plan, 
rehabilitation, or consolidation will depend on several factors. The first: 
timely correspondence with the Department of Education and loan servicers 
(although the favor may not always be returned). 

Occasionally, paperwork can be lost, misfiled, or delayed as it is processed 
through the sometimes tangled web of collection agencies, state agencies, loan 
guarantors, and multiple loan servicers. For this reason, interacting with your 
loan servicer every 1-2 weeks via online portal, email, or phone is a good idea 
during the process. You should also keep organized copies of everything you 
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send to a loan servicer, collection agency, or the Department of Education. The 
following pages will discuss the various methods of implementing student 
loan modifications. 

2. Types of Federal Loans 

The majority of college students take out federal loans to help fund their 
education. In some instances, such as the for-profit education industry, 
virtually all borrowers are using the federal loan system to pay for school. The 
rise in tuition costs began before the rise in debt, but continues to grow at a 
rapid rate.  With so many people using federal loans to finance their 
education, it’s important to know exactly what types of loans you are dealing 
with. 
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With so many borrowers in the system, the Department of Education 
processes an enormous amount of paper and online applications each day. 
Knowing all the elements of the system will help you successfully get through 
any problems you run into with lost paperwork or delayed processing that 
can happen due to the volume of applications and requests the Department of 
Education receives. 

 This section will cover the main loan types and will briefly go over 
Federal Loan Servicers as well. 

Stafford/Direct Loans: The only federal loans issued after 2009, which are 
done directly by the Department of Education. 

FFEL Loans: Federal loans originated by lenders like Chase, Suntrust, and 
Sallie Mae prior to 2009. FFEL loans are no longer originated, but many 
borrowers still have FFEL Loans and FFEL Consolidations that took place 
before 2009. In many cases, these can be easily converted to a Direct Loan 
through the Direct Consolidation process, even if there’s only one loan such as 
a single FFEL Consolidation. 

Subsidized Loans: All of the above mentioned loans will either be subsidized 
or unsubsidized. The difference is that the government pays the interest during periods of “authorized deferment” such as in-school deferment 

Unsubsidized Loans: The interest on these loans is not paid while still in 
school, or on a deferment.  

3. Loan Servicers 

Loan servicers are the companies designated by the federal government 
and the Department of Education to handle customer service for student loan 
borrowers, as well as requests like deferment and forbearance. There are 11 
loan servicers listed on the Department of Education website 
www.studentaid.gov, but there are 4 main loan servicers that handle most 
federal student loans. Nelnet scored the highest on a recent study of the 4 loan 
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servicers, while Sallie Mae scored the lowest, but all had significant 
complaints reported. 

 Borrowers may also find additional loan servicers, and in some 
instances the school you graduated from may be the servicer for your Perkins 
loans. Multiple loan servicers can be difficult to keep track of. Unless you have 
a special “loan servicer benefit” such as a very low interest rate that is 

offeredonly by your loan servicer (which is rare), then it often makes sense to 
go through Direct Consolidation to consolidate loans into one amount, with 
one payment and one servicer.  

 See the Consolidation chapter for more information on how to consolidate your loans whether you’re current or in default. You can often 
choose a new loan servicer through the Direct Consolidation application 
process, which is a benefit to those who are frustrated with the loan servicer 
they have now.  

 I won’t name any names, but borrowers who have a certain loan 
servicer that was sued by the government for $100 million in 2013 for loan 
servicing abuses may be particularly interested in this benefit of the Direct 
Consolidation process. 

4. Understanding Loan Status and Avoiding Default 

 This section covers the different stages of loans from origination to 
payoff to the worst case scenario of a long term default, which should be 
avoided at all costs. The Deferment and Forbearance Infographic has more 
information about these two temporary solutions for loans that are headed 
toward Default but not past the 9 month mark yet.  
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Federal Loan Deferment and Forbearance Infograph Chart (original): 
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 Default is a serious milestone that involves a large amount of additional 
fees (up to 18.5% of the loan balance at the time of default can be added), as 
well as all sorts of negative repercussions and collection activity. Below are 
the main stages that can take place during the life cycle of a federal student 
loan (prior to payoff). 

Originated/ Enrolled: Most borrowers take out loans by the semester or 
quarter, and are put on an in-school deferment until graduation or leaving 
school. As soon as the borrower graduates or leaves school, the grace period 

Grace Period: As soon as the borrower graduates or leaves school, the grace 
period begins. This lasts for 6 months and the borrowers does not have to 
make payments during that time. This is the best time to plan for 
consolidating loans and/or a new repayment plan. If you submit a 
consolidation application during the grace period, you can select the option of 
waiting until your grace period is complete for the consolidation to be applied. 

Current: When loans are current, borrowers often choose to consolidate or 
apply for an income related payment program, even if they aren’t 
experiencing financial pressure at the moment. The Standard Repayment 
program that all borrowers are placed on when graduating or leaving school 
often has a pretty high payment amount monthly, and a significant amount 
that can go to interest, so it makes sense to evaluate other options when 
current.  

 If staying current on monthly payments is becoming difficult, a lower 
program based on income is available to many borrowers – See the 
Repayment Plans section. 

Late – Less than 270 days: People can fall behind on payments for a variety 
of reasons, and sometimes it can happen if servicers misapply payments or 
attempt to pull an automatic debit on the wrong day. Other times, borrowers 
lose track of paperwork, experience financial hardship, or pay the wrong loan 
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servicer. The cause of late payments before 270 days needs to be identified 
and corrected quickly. Luckily, borrowers who are late but not in default still 
have the option of applying any unused forbearance or deferment time, which 
can give them a break while staying current. Going late causes damage to the borrowers’ credit score, but there is little to no chance of garnishment at this 
stage, and the loans will most likely not be sent to a debt collector. 

Default – More than 270 days: Being in default can be disastrous. If you’re in default and nothing has happened yet, it’s only a matter of time until you 
receive a yearly offset against your tax return, Have your wages garnished, 
lose professional licensure, or even have SSI benefits taken. The bottom line is – if you find yourself in default, you need to do whatever it takes to get out of 
default immediately - but it's better to avoid it in the first place. 

 

5. Getting Out of Default – Two Main Options 

 There are two main options to get out of Default, but they each have 
pro's and con's and need to be evaluated for your specific situation.  

Direct Consolidation: 

 Pays off all old lenders including late balances, and creates one new loan 

that is directly serviced by the Department of Education with a weighted 

average of interest rates. A consolidation can help the borrower bring a 

defaulted loan current, or roll an FFEL loan into a Direct Loan; either of which 

can help the borrower get on a payment plan that they otherwise would not 

have qualified for. Most federal loans qualify including PLUS loans and Perkins 
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loans. Parent Plus Loans can also go through this process, but will still not be 

eligible for Income Based Repayment or Pay As You Earn. Under certain 

conditions they can be eligible for Income Contingent Repayment after going 

through this process. 

** For borrowers in default, Consolidation must be accompanied with an income 

related payment program such as Income Based Repayment, Income Contingent 

Repayment, or Pay As You Earn. 

** Consolidation is not available for loans that are in wage garnishment status 

or have a judgment. You CAN consolidate loans that have a tax offset in many 

cases. 

Rehabilitation 

 For borrowers who are in default – it provides a way to get out of 

default (other than Consolidation) which entails making 9-12 monthly 

payments to the collection agency that holds the defaulted loans. This will 

remove the default notation from their credit report upon completion, which is a significant benefit to the borrowers’ credit score. Some collection agencies 
also remove late fees and collection costs upon completion of Rehab, which 

can sometimes be thousands of dollars. 

 For some borrowers, the payments requested for the 9-12 month period 

by the collection agency may be unaffordable even with the new rules 

(discussed below); and if there is a need to get out of default quickly due to 

returning to school or attempting to stop a Tax Offset, Consolidation out of 

Default is probably a better choice. Since July 2014, the Department of 

Education has mandated that all collection agencies use the same scale for 

Rehabilitation as the Income Based Repayment Plan. This lifts one of the 

major barriers for borrowers to do Rehabilitation, since collection agencies 
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are no longer able to charge however much they want for the 9-12 month 

Rehabilitation payments. 

Default to Current Chart (original): 
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6. What Are The Benefits of Direct Consolidation? 

 Direct Consolidation results in a simpler loan repayment for many 

borrowers who have multiple loans and loan servicers. For those rare few 

who still have variable rate federal loans (which stopped originating in 2006), 

it’s a way to lock in a low interest rate. 

 For the vast majority of borrowers, the simplicity aspect of 

consolidating loans into one loan (with two parts – subsidized and 

unsubdidized) outweighs any negatives. It’s still important to remember that it’s not for everyone. Also, keep in mind that the Direct Consolidation process 
does not accomplish lower payments on its’ own (unless you also apply for a 
different payment plan); and despite some dubious claims on the internet, 

Direct Consolidation does not lower the interest rate. Consolidation keeps the 

weighted average of the current interest rates of all loans; rounded up to the 

nearest 1/8th of a percent. 

  For a very small percentage of borrowers, the loan servicer benefits 

they are receiving may be a reason not to consolidate. But many people will 

benefit from going through the Direct Consolidation, which is a free 

application process available through the Department of Education and the 

federal loan servicers.  

 For those in default, Direct Consolidation is a fast and effective way out, 

but it can only be used to get out of default once (with Rehabilitation also 

having a one time limit). Collection costs and late charges that have accrued 

will be added to the new consolidated loan, but the new loan will become 

current which is often the greatest benefit. This restores deferment and 

forbearance benefits, the ability to apply for an income related payment 

program, and eligibility for certain professional licenses as well as the ability 

to go back to school. 
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7. What Are the Benefits of Loan Rehabilitation? 

 For borrowers in default, the other option to get out is Rehabilitation. 

Unlike Consolidation, this does not create a new loan and takes much longer – 

9-12 months in most cases. 

 However, there can be a significant benefit to personal credit when Rehabilitation is completed: the “default notation” on the credit report is 
removed. For some collection agencies there is also the option of have 
collection fees and costs removed, but not all collection agencies offer this 
added benefit. 

 The bottom line: If you can afford Rehabilitation payments and don’t 
have an urgent need to get out of default fast, Rehabilitation can offer a 

significant benefit to your credit score and possibly result in less collection 

fees than if you used Direct Consolidation to get out of default. 

8. Income-Related Payment Plans: Options Worth 

Exploring 

 Income Based Repayment, Pay As You Earn, and Income Contingent 

Repayment can offer significant benefits to borrowers in the form of lower 

monthly payments, lower monthly term, decreased interest accrual, and 

forgiveness elements after a certain amount of time (usually 20-25 years 

depending on the plan). There are a few differences among these plans, but 

the main difference is the amount of income they calculate to be the monthly payment. “PAYE” has the lowest payments but is open to very few borrowers until it is expanded in 2015. “ICR” has the highest payments but is open to just about anyone. “IBR” is in the middle, and people who have debt amounts 

equal to or greater than their income generally qualify. Under certain 



 

 

                                                                     COPYRIGHT: ANDREW WEBER C.C.C. 2014                                      

conditions, Federal loans have to go through the Direct Consolidation process 

first in order to qualify for these payment plans.  

 These payment plans are based on a low percentage of discretionary income, or Adjusted Gross Income (AGI) as it’s also called. Borrowers have the 
option of using their most recently filed taxes as the basis for their AGI, or 

their most recent pay stubs/direct deposit slips – if those are more accurate 

than their most recent tax return in regards to their current level of income. 

 It’s important to note that if you’re married 
and file taxes jointly, your 

combined adjusted gross 

income will be used to 

calculate payments, even 

if your spouse does not 

have student loans. To the 

right is a chart that can 

help borrowers who 

qualify for Income Based 

Repayment estimate what 

their payments would be. 

(Image Source: CBSnews.com) 

9. What Student Loan Relief Companies Don’t Want 
You to Know 

 No company or entity has special powers to negotiate student loan 

terms on your behalf. The programs such as Direct Consolidation and Loan 

Forgiveness are free to apply for. There is nothing a private company can do 

to make you eligible or qualify you for these programs - you will or will not 



 

 

                                                                     COPYRIGHT: ANDREW WEBER C.C.C. 2014                                      

qualify for them regardless of whether you choose professional help. I have 

worked with 5 of these companies as a consultant teaching my Student Loan 

Counseling model, and have trained over 15 of their employees on how to 

help student loan borrowers the right way. However, most student loan relief 

companies won't tell borrowers this one important fact - you can apply for 

most of the Federal Student Loan programs through Studentloans.gov; for 

things like Loan Forgiveness, Direct Consolidation, Income Based Repayment, 

and Pay As You Earn repayment plans. By the way - if a site doesn't end in 

.gov, it's probably not a government site.  

  For Title IV benefits like Deferment and Forbearance, you can contact 

your loan servicer directly. In every case, what student loan assistance 

companies allege to do on your behalf are all things that could be done on 

your own at no cost. In their criticism of the debt relief industry, the National 

Consumer Law Center also pointed that the federal loan system is 

unneccessarily complex and that many borrowers do have difficulty applying 

for the options that are available to them, or getting them through the system 

after applying.  

 If you do want to hire someone to advise you, or do the process for you, 

it's best to evaluate a professional or company based on experience and past 

performance in the student loan realm. Due to the complexity of the student 

loan system, only certified financial professionals with experience should be 

offering advice to student loan borrowers. 

 And what about those private loans? Most debt relief companies do not 

even try to work on private loans, because they can be very difficult and 

complex. While they can be negotiated, it is a different process than what most 

debt relief companies are familiar with other types of unsecured debt 

negotiation. 
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 When you know you can do this on your own, but realize the difficulties, 

time, and effort involved; then you can make a more informed decision on 

whether to hire someone to help with your Student Loan Consolidation and 

repayment; or to negotiate on your private student loans. Whether it's 

learning the federal student loan system for the first time, or negotiating with 

a seasoned debt collector, there are some situations where it makes sense to 

hire expert help for the sake of time, energy, and well-being. 

 

 

Thanks for taking the time to read my Ebook! 

 I hope this has helped answer some questions and given you some 

options to consider for your specific situation.  

 

 If you’re interested in contacting me or getting further professional 

assistance with your student loans, you can email me at: 

Support@MyCreditCounselor.net 

Or call: 937-203-3533 

mailto:Support@MyCreditCounselor.net

