Student Loan Planning: A Practical Guide for
Borrowers and Advisors

Student loan debt is one of the most consequential financial decisions many people make. It
can shape career choices, delay homeownership, and affect long-term savings. Yet the process
of borrowing for education often feels like a maze of interest rates, repayment plans, and
confusing jargon. That is where thoughtful student loan planning comes in. It is not just about
picking a loan with the lowest rate. It is about understanding how debt fits into a broader
financial picture and making choices that support future goals.

For financial advisors, especially those who operate on a fee-only basis, helping clients with
student loans requires a clear head and a steady hand. The stakes are high. A small difference
in interest rate or repayment term can mean thousands of dollars over the life of the loan. And
unlike other types of debt, student loans are rarely dischargeable in bankruptcy. That makes
getting it right from the start even more important.

Understanding the Borrowing Landscape

The first step in any student loan planning process is to know what kind of loans are available.

Federal student loans, such as Direct Subsidized and Unsubsidized Loans, come with fixed
interest rates set by Congress. They also offer borrower protections like income-driven
repayment plans and deferment options. Private loans, on the other hand, are offered by banks,
credit unions, and online lenders. Their rates can be variable or fixed, and their terms often lack
the flexibility of federal programs.

For many borrowers, the smart move is to max out federal loan eligibility before turning to
private debt. Federal loans generally have lower rates and more forgiving terms. But that advice
comes with a caveat. Not every school or program qualifies for federal aid, and some
borrowers may need additional funds beyond what the federal government provides. In those
cases, private loans can fill the gap, but only after careful comparison.

How Interest Accrues and Capitalizes

One concept that trips up many borrowers is how interest works on student loans. With federal
Direct Unsubsidized Loans, interest starts accruing the moment the loan is disbursed. If a
borrower defers payments while in school, that interest piles up. When the loan enters
repayment, the unpaid interest may capitalize, meaning it gets added to the principal balance.
From that point forward, the borrower pays interest on a larger amount.
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This is not an academic point. It directly affects how much a borrower will owe after
graduation. Making interest payments while still in school, even if they are small, can prevent
capitalization and save money over the long term. Some borrowers can afford to do this;
others cannot. A good student loan planning discussion will weigh the trade-off between cash
flow during school and total cost after graduation.

Repayment Plans: Choosing the Right Path

Once a borrower leaves school, the repayment options can feel overwhelming. Federal loans
offer several plans, including the standard 10-year plan, graduated plans that start with lower
payments, and income-driven plans that cap payments at a percentage of discretionary
income. For borrowers who work in public service or for nonprofit organizations, Public Service
Loan Forgiveness may wipe out remaining debt after 120 qualifying payments.

But here is where judgment matters. Income-driven plans can lower monthly payments in the
short term, but they often extend the repayment period, meaning more interest over time. For
someone with a stable income and manageable debt, the standard plan is usually the cheapest
option. For someone with a variable income or a large debt relative to earnings, an income-
driven plan might be necessary to avoid default. There is no one-size-fits-all answer.

Private loans do not offer the same range of repayment options. Some private lenders allow
deferment or forbearance in cases of hardship, but the terms vary widely. Borrowers should
read the fine print and understand what happens if they miss a payment. Late fees and penalty
interest rates can quickly turn a manageable loan into a burden.

The Role of Refinancing

Refinancing is another tool in the student loan planning toolkit. With a refinance, a borrower
takes out a new loan from a private lender to pay off existing student loans. If the borrower has
a good credit score and a steady income, they may qualify for a lower interest rate. That can
reduce monthly payments or shorten the repayment term.

But refinancing comes with a major trade-off. When you refinance a federal loan with a private
lender, you lose access to federal protections like income-driven repayment and loan
forgiveness. That is a serious risk. A borrower who refinances and later faces unemployment
or a medical emergency may have fewer options than they would have had with the original
federal loan. Advisors often recommend refinancing only for borrowers who have a strong
safety net and a clear path to repayment.

Balancing Student Loans with Other Financial Goals



One of the hardest parts of financial planning after college is deciding how to split money
between student loan payments and other priorities. Should a borrower pay off debt as fast as
possible, or should they invest for retirement first? The answer depends on the interest rate on
the loans and the expected return on investments.

As a general rule, debt with an interest rate above 5% or 6% is worth paying down aggressively.
Below that threshold, it may make sense to invest, especially if the borrower's employer offers
a 401(k) match. The match is essentially free money, and passing it up to pay off low-interest
debt is usually a mistake. But this is a personal decision, not a formula. Some people prefer the
psychological relief of being debt-free. Others are comfortable carrying debt while building
wealth in other areas. A fee-only advisor can help a client work through that tension without a
sales agenda.

What Borrowers Should Watch Out For

Several pitfalls trip up borrowers who do not plan ahead. One is taking on more debt than the
expected starting salary can support. A general rule of thumb is that total student loan
payments should not exceed 10% of gross monthly income. That is not a hard limit, but it is a
useful benchmark.

Another risk is falling for for-profit schools that charge high tuition but offer poor job
placement. Borrowers should research the average earnings of graduates in their field before
committing to a loan. That research is not always easy, but it beats guessing.

Finally, borrowers should be cautious about using student loans for living expenses. It is
tempting to borrow extra money for rent, food, and entertainment, but that debt adds up fast.
Every dollar borrowed must be repaid with interest. Keeping loan amounts as low as possible
is one of the most effective ways to ease the burden after graduation.

How Advisors Can Add Value

For fee-only financial advisors, student loan planning is an area where they can provide real,
measurable value. Unlike commission-based advisors who might push a product, fee-only
planners can offer unbiased advice that aligns with the client's best interests. They can run the
numbers on different repayment scenarios, help clients decide between federal and private
loans, and integrate student debt into a comprehensive financial plan that includes saving for
retirement, buying a home, and building an emergency fund.

Advisors can also help clients navigate complex situations like marriage and student debt.
When two people with student loans get married, they face decisions about how to manage
payments as a couple. Should they combine finances or keep them separate? Should they pay



off the higher-rate loan first, or split payments evenly? There is no universal answer, but a
planner can walk through the trade-offs.

Looking Ahead

Student loan policy is always in flux. Changes to income-driven repayment, loan forgiveness
programs, and interest rates can affect borrowers in ways that are hard to predict. That is
another reason to stay engaged with a trusted advisor rather than setting a repayment plan on
autopilot and forgetting about it. A periodic review of student loan strategy can catch
opportunities to save money or reduce risk.

At its core, student loan planning is about making intentional choices with limited information
and uncertain outcomes. No one can predict the future. But by understanding the mechanics
of the loans, the repayment options, and the trade-offs with other financial goals, borrowers
can put themselves in a stronger position. For advisors, offering guidance in this area is not
just a niche service. It is a way to build deep trust with clients during a formative stage of their
financial lives.

Whether you are a recent graduate staring at a pile of debt or an advisor helping clients make
sense of their options, the principles are the same. Know the terms, weigh the trade-offs, and
keep the big picture in mind. That is what real student loan planning looks like.



