	PERSONAL FINANCE
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LEARNING TARGETS
1. Explain the difference between federal and private student loans
2. Identify key components of a loan including principal, interest rate, and term
3. Calculate total repayment cost using the simple-interest formula
4. Compare repayment plan options and their long-term financial impact
5. Evaluate whether borrowing for education is worth the investment

SECTION 1
How Do Students Pay for College?
Three Ways to Pay - In Order
Grants and scholarships are free money that does not need to be repaid, awarded for financial need, merit, or both.
A Pell Grant from the FAFSA covers up to $7,395 per year toward college costs.
Federal Before Private
Each year, Congress sets the fixed interest rates on federal student loans borrowed from the U.S. government.
You should always exhaust grants, scholarships, and federal loans before considering private loans.
 
SECTION 2
Federal vs. Private Loans
What Federal Loans Offer
Federal loans have fixed interest rates set by Congress, while private rates vary by the borrower's credit.
Federal loans offer income-driven repayment and loan forgiveness programs that private loans do not.
What Private Loans Require
Because student borrowers have limited credit history, private loans often require a co-signer to apply.
Private loan interest rates vary based on the borrower's creditworthiness, unlike fixed federal rates.
 
SECTION 3
Key Loan Terms Every Borrower Must Know
Principal, Rate, and Term
The principal is the original amount of money borrowed before any interest is added.
The interest rate is the percentage charged annually on the outstanding loan balance.
The loan term is the total length of time you have to repay the loan in full.
Grace Period and APR
A grace period is the time after graduation before your first loan payment is due.
The abbreviation APR stands for Annual Percentage Rate, the true yearly cost of borrowing including fees.
 
SECTION 4
Subsidized vs. Unsubsidized
Who Pays the Interest While You Are Enrolled
With a subsidized loan, the government pays the interest while you are enrolled in school, so the balance stays flat.
With an unsubsidized loan, interest accrues immediately, even while you are still in school, so the balance grows.
The Cost of Accrual
Using simple interest at 6.53%, a $10,000 unsubsidized loan grows to $12,612 after 4 years of school.
Before your first payment is even due, $2,612 of interest is added to an unsubsidized loan while you are in school.
 
SECTION 5
Student Debt by the Numbers
How Big the Problem Is
Total U.S. student loan debt is $1.77 trillion, the second-largest consumer debt behind only mortgages.
The average student leaves school owing about $37,574 at graduation.
What It Costs Borrowers
The average borrower pays about $393 per month, often for about 20 years.
Roughly 13% of borrowers default within 3 years of entering repayment, which damages their credit.
 
SECTION 6
FAFSA: Your First Step to Financial Aid
What the FAFSA Is
The abbreviation FAFSA stands for the Free Application for Federal Student Aid, the first step to grants, work-study, and federal loans.
Both you and a parent need an FSA ID to sign the FAFSA electronically.
File Early
The FAFSA opens October 1st each year, and filing early maximizes aid because some funds are first-come, first-served.
Your Student Aid Report, or SAR, shows your Expected Family Contribution and aid eligibility.
 
SECTION 7
Standard vs. Income-Driven Repayment
The Standard Plan
The standard repayment plan has fixed monthly payments over 10 years and the lowest total interest paid over time.
The standard plan has the highest monthly payment but the lowest total interest, because you pay the loan off fastest.
Income-Driven Repayment
The income-driven repayment plan sets your monthly payment based on your income and family size.
Income-driven plans extend the repayment term to 20-25 years, and any remaining balance may be forgiven after the term.
 
SECTION 8
Smart Repayment Strategies
Pay Extra and Refinance
Even $50 extra per month reduces total interest; always apply extra payments to the highest interest-rate loan first, before any others.
The strategy called refinancing combines one or more loans into a single new loan, usually at a lower interest rate.
Employer Help and a Warning
Some employers offer up to $5,250 per year, tax-free, toward student loan repayment.
Federal loans that are refinanced into private loans lose their forgiveness program eligibility.
 
SECTION 9
The Real Cost of Borrowing
The Simple-Interest Model
The simple-interest model is Total Repayment = Principal x (1 + Annual Rate x Years).
In the math you write the rate as a decimal, so 6.53% becomes 0.0653 in the formula.
A $30,000 Loan Worked Out
A $30,000 loan at 6.53% costs $49,590 over 10 years but $69,180 over 20 years.
Stretching that loan from 10 to 20 years adds $19,590 in additional interest.
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