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This resource explains the origin and purpose of the income-driven repayment (IDR) system for federal
student loans, outlines the current state of the system as well as its statutory and regulatory history, and
explains how the system overhaul proposed by the College Cost Reduction Act would increase costs for
borrowers.

Why Do Income-Driven Repayment (IDR) Plans Exist?

e Under our current system of financing higher education—where millions of students face an
“affordability gap” between college costs and available aid—the federal student loan program serves
as a critical access tool. Without it, millions of students could not afford to enroll in college.

e In particular, low- and moderate-income students must take a financial risk to enroll in college. For
most, it pays off; for some, it doesn’t. The IDR system shifts some of this risk away from individuals.
Without this protection, many students who would otherwise go to college and earn a degree
would no longer be willing to take such a risk. This would have significant economic impacts by
undermining an important pathway to economic mobility for millions.

e The income-driven repayment (IDR) system was created in the early 1990s in response to a growing
problem: too many federal student loan borrowers couldn’t afford their monthly payments under
“standard” loan repayment plans.

e This meant many borrowers faced a monthly choice between making their student loan payment
and paying other bills to cover their basic needs, including housing, utilities, medical care,
transportation, or childcare. Many such borrowers could not keep up and their loans went into
default, which comes with severe consequences and is difficult to resolve.

e That's where IDR plans came in: they adjust a borrower’s monthly payment by their income and
family size to enable borrowers to stay current on their loans and avoid the devastation of default—
even in times of financial hardship. Borrowers enrolled in an IDR plan default at much lower
rates than those in non-IDR plans. There are currently more than 13 million borrowers enrolled in
an IDR plan.

e  With more than 42 million Americans holding federal student loan debt, the IDR system is not just
a set of loan repayment plans—it's a critical social safety net. Over time, the system has evolved to
include a variety of different plans, each with their own benefits, trade-offs, and eligibility
requirements. The one constant is this: without access to income-based repayment options,
millions of borrowers would likely default on their loans.

e From the early 1990s to now, policymakers have expanded the number of IDR plans available and
have continuously debated the design details of these plans.
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IDR plans are complex in design: pull one lever and everything shifts. For example, if policymakers
are concerned primarily about lowering monthly payments, they look to adjust the payment
formula so borrowers pay less each month. However, if they do this without making other changes,
those same borrowers they are seeking to help could pay far more over the life of the loan.

Because these lower income-based monthly payments can extend a borrower’s repayment term,
IDR plans also provide a key protection: a light at the end of the tunnel. Instead of requiring
borrowers to remain in the repayment system indefinitely, IDR plans discharge any debt that
remains after a set number of income-based monthly payments (a maximum of 25 years’ worth,
depending on the plan).

Without a discharge provision, many persistently low-income borrowers would be stuck in the
repayment system indefinitely without hope of ever repaying their debt.

Recognizing this, the “light at the end of the tunnel” has been accepted as a core tenet of IDR
design for more than three decades and is reflected clearly in multiple instances of statute. IDR
reform debates have historically focused not on whether to discharge debt for those whose
incomes remain persistently low, but on the length of their maximum repayment period.

IDR Was Designed to Protect Borrowers From a Lifetime of Debt

IDR’s “light at the end of the tunnel” is especially critical for borrowers whose incomes remain low
over the course of their lives—often, individuals who did not complete a degree, and therefore
received no financial benefit in return for their borrowing.

For many such borrowers, their monthly income-based payments will never exceed $0. Without
the safety valve of loan discharge, they could remain in repayment for the rest of their lives.

Low or $0 monthly payments do not mean that a persistent debt balance is not a problem.
Borrowers can face significant bureaucratic hurdles to enrolling and staying enrolled in IDR plans, a
challenge that recent plans, including the SAVE plan, were designed to fix.

The longer a borrower is required to remain in the repayment system, the more likely they are to
fall out of IDR, and the more likely they are to face the severe consequences of loan default; these
risks have historically been compounded by servicing errors.

Due to the impact of the racial wealth gap and persistent employment and wage discrimination, the
negative effects of a persistent debt balance are also compounded for Black students.

The Current State of the IDR System

In 2023, the Education Department implemented a new IDR plan, the SAVE plan. The SAVE plan
was the culmination of efforts to improve the IDR system after years of urging from policymakers
and advocates across the political spectrum to fix well-documented design flaws.
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e The changes made in the SAVE plan reflect recommendations taken from extensive research
demonstrating the struggles that borrowers faced in accessing IDR plans and avoiding default.
Those changes build on nearly thirty years of consistent design features for IDR.

e However, two court rulings have halted implementation of the SAVE plan. One ruling halted the
Education Department from discharging loans for borrowers enrolled in SAVE and raised questions
about the broader role of loan discharge in the income-driven repayment (IDR) system, despite its
clear basis in statute and in the historical record.

e As aresult of ongoing litigation, the IDR system is in a state of chaos. Borrowers cannot currently
enroll in some IDR plans, and enrollment availability continues to shift depending on litigation and
regulatory actions.

Timeline of Statutory & Regulatory Basis for IDR Plans

1993: A law is enacted to create an Income-Contingent Repayment (ICR) plan, under which a
borrower’s monthly payments are based on a percentage of their income and any remaining debt is
discharged after a certain number of payments. The statutory language creating the ICR plan gives the
U.S. Department of Education broad discretion to define monthly payment amounts and maximum
repayment terms.

1994: The U.S. Department of Education promulgates regulations to implement the ICR plan.
1995: ICR opens for enrollment.

2007: A law is enacted to create the Income-Based Repayment (IBR) plan (now called “Original IBR"),
which provides for the discharge of any balance remaining after 25 years’ worth of payments.

2009: “Original IBR” opens for enrollment.

2010: A law is enacted to update IBR terms to provide lower monthly payments and shorten
maximum repayment period (20 years’ worth of payments), known as “New IBR.”

2011-12: Using the statutory authority granted by the ICR statute, the U.S. Department of Education
creates and implements the Pay as You Earn (PAYE) plan via the negotiated rulemaking process. PAYE
provides for the discharge of any balance remaining after 20 years’ worth of payments.

2014: “New IBR” opens for enrollment.

2014-15: Using the statutory authority granted by the ICR statute, the U.S. Department of Education
creates and implements the Revised Pay as You Earn (REPAYE) plan via the negotiated rulemaking
process. REPAYE provides for the discharge of any balance remaining after 20 or 25 years’ worth of
payments, depending on the loan type.

2023-24: Using the statutory authority granted by the ICR statute, the U.S. Department of Education
creates and implements the Saving on a Valuable Education (SAVE) plan via the negotiated rulemaking
process. SAVE provides for the discharge of any balance remaining after 10-25 years of payments,
depending on the original principal balance and the loan type. As part of the rulemaking process, the
Department also sunsets new enrollments in two older repayment plans.
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How the College Cost Reduction Act Would Increase Costs for Student Loan
Borrowers

e In January 2024, House Education and the Workforce Committee Chairwoman Virginia Foxx (R-
NC) introduced the College Cost Reduction Act (H.R.6951). The bill proposes significant
changes to how the federal government finances higher education. It also proposes to roll back
regulations intended to hold institutions accountable for how well they serve students.

e As part of the bill, Chairwoman Foxx proposed a new repayment system for federal student loans.
Based on legislation previously introduced by Rep. Burgess Owens (R-UT), the proposal would
replace existing income-driven repayment (IDR) plans with a single plan which would increase
payments for most borrowers and remove existing safeguards that protect borrowers from
carrying debt for more than 25 years.

e The bill would also make common-sense technical fixes to the loan system, including fully
eliminating all remaining instances of interest capitalization and eliminating origination fees for new
loans.

e To better understand how the IDR plan proposed in H.R.6951 would affect borrowers, TICAS
conducted a preliminary analysis of how three example borrowers would fare compared to how
they would fare under the SAVE plan, the current most generous IDR plan.

e Our analysis shows that monthly payments for our example borrowers would be significantly
higher under the Foxx plan. For some borrowers, that means that while they would be required
to retire their debt more quickly, it would be at the cost of potentially unaffordable monthly
payments.

e Concerningly, the plan protects only income up to 150% of the federal poverty level. However,
many individuals earning above that threshold—including 40% of adults earning between 200-
300% of the federal poverty level—still report experiencing material hardships. This means that
many such borrowers would likely need to choose between making student loan payments and
covering basic needs such as housing, food, childcare, transportation, and medical care. Many
such borrowers would be at high risk of delinquency and default.

e Other borrowers, in addition to higher monthly payments, would also pay more in total than under
the SAVE plan, and would be in repayment for a longer period.

e Read our full analysis here.
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