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The material and ideas presented are
offered to provide accurate, timely and
authoritative information with respect to
subjects covered. However, obviously, only
generalized comments can be offered,
designed to bring relevant topics to your
attention, but not necessarily applicable
to any given individual’s circumstances.
The AAFP is not engaged in rendering
legal, tax, accounting, investment or other
professional advice. For assistance in
these areas, or to determine if a particular
suggestion herein might be desirable for
your circumstances, the services of a
competent professional should be sought.

Debt Management Guide

What You Need to Know Before
Applying to Medical School
If you have researched medical schools, you know that the cost of attending a public or private school is a serious
investment. However, if medicine is your calling and you have the intellectual and personal dedication to get into
medical school, rest assured that you will have access to numerous resources to help limit your total costs and debt.
From scholarships to grants to loan repayment programs, the options are abundant.

PREPARATION
Get Organized and Connected
You will find yourself better prepared for what lies ahead if you develop a strategy to track and store your
communications, financial information, academic records, scholarship materials and other financial aid resources.
It is also wise to copy important documents and store the originals in a separate, secure location. Keep in mind that you
will need to refer to these materials for years to come. To avoid the risk of identify theft, secure sensitive information that
includes personal and financial information about you or your family. If you must throw away copies of information, be
sure to shred sensitive documents.
The number and variety of financial aid options and the range of eligibility requirements can easily overwhelm the
brightest students. It is important to establish a relationship, in advance of the medical school application process,
with an experienced financial aid officer from your college and/or the medical school(s) to which you plan to apply.
Their counsel can make a significant difference in your future.

Analyze Your Costs
MCAT/AMCAS Fees
In order to apply for medical school, you must first take the MCAT. If you don’t have
the financial ability to pay for the test, some financial assistance is available. For
example, the Association of American Medical Colleges (AAMC) offers the Fee
Assistance Program (FAP) to students who have financial situations that would
prevent them from applying for medical school. The AAMC also offers financial
assistance for the American Medical College Application Service (AMCAS) fees.
Visit the AAMC Web site (www.aamc.org) to learn more about these programs.
Living Expenses
Identifying the cost of living is an important step to creating a budget for medical
school. You can use an online budget calculator or an Excel spreadsheet to outline
your expected living expenses. If attending medical school requires you to move to
a new community, you may want to contact the city’s chamber of commerce or the
medical school financial aid office to determine the average cost of rent, utilities,
and other essential services. A financial aid officer at the medical school may
also be able to provide a realistic estimate for other expenses that you may easily
overlook.
Medical School-Related Expenses (see box at right)
In addition to living expenses, it’s also important to create a budget for medical
school related costs. A spreadsheet with appropriate categories and formulas is
a useful tool to construct and manage your budget. Many school Web sites have
information about expected costs for students. This can help you determine the
cost of tuition, books, and other related costs. Contact the financial aid office if you
have trouble finding this information.

Below is a sample
of common medical
school expenses:
• Tuition
• Health service fees
• Student activity fee
• Health insurance
•B
 ooks, computer,
other technology
(Year 1) and supplies
•S
 tethoscope and
other components of
the diagnostic kit that
are not provided by
the medical school
•U
 SMLE: Steps 1, 2,
2B and expenses of
traveling to and from
the test site
•R
 esidency application
fees (NRMP,
interviews, site visits)
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Budget Calculator
There are many budget calculators on the Web that you can use to estimate your yearly expenses. Bankrate.com
(www.bankrate.com) has an interactive calculator that can help you prepare for expenses by semester or year.

Analyze Your Resources
After determining the cost of medical school and living expenses, you will need to determine how much money you
and/or your family can contribute. From a medical school’s perspective, the cost of medical education is primarily
the student’s responsibility. Whether you are married or single, before you start looking for outside funding, you need
to assess and discuss your financial situation with your immediate family. Key first steps include reviewing your credit
record and cataloging assets that may be used to help cover some of your expenses. Examples of personal and
family assets include individual savings, investments, home equity and college savings.
Few families have the means to allocate sufficient resources to cover the entire costs of a medical education. In
some cases, your parents or spouse may be in a position to take out bank loans to cover part of the expense or a
family member may be able to offer financial support by way of a personal loan.

Develop a Timeline
It can be difficult to keep track of the multiple deadlines
necessary to apply for medical school. To help stay on
schedule and get the most out of available financial aid,
it is helpful to develop a personalized timeline before
applying to school and for each subsequent year that
you are in school. Use the example provided to create
your own timeline.

Information for Non-Traditional
Students
The transition to medical school often poses unique
challenges for non-traditional students. A few Web
sites, including The National Society for Non-Traditional
Pre-Medical & Medical Students (www.oldpremeds.org)
and the AAMC (www.aamc.org), are great resources
for non-traditional students.

Task

Your deadline

1. Estimate cost of medical school
and living expenses
2. If needed, apply for Fee
Assistance Program (FAP) to
help with MCAT and AMCAS fees
3. Take MCAT
4. Apply to medical schools
5. Complete FAFSA (state/school
deadlines are usually in the
spring)
6. Turn in applications for
scholarships and other
financial assistance

What You Need to Know
About Financial Assistance
It is important to keep in mind that even small stipends, grants and scholarships can add up quickly and reduce your
overall debt burden. Take the initiative to explore all your options including grants, scholarships, individual loans,
government loans and loan repayment.
Free Application for Federal Student Aid (FAFSA) www.fafsa.ed.gov
Many students depend on federal government student loans to finance their education. Filling out a FAFSA is the
first step in determining how much federal aid you can receive. The federal deadline is usually June 30 but state
and school deadlines vary. The FAFSA Web site has a list of some state deadlines. As a medical student, you will
be classified as an independent student. Your parent’s income will not determine eligibility for funding from the
Department of Education, but it will be used by the U.S. Department of Health and Human Services to qualify for
their scholarships and loans. Also, keep in mind that you will need to fill out the FAFSA every year that you need
financial aid. See box on next page for items needed to complete the FAFSA.
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According to the Department of Education, these are the materials you’ll need to fill out the FAFSA:
1.	Social Security Number
2. Driver’s license
3. W-2 Forms
4.	Income Tax Return (and spouse’s, if applicable)
5.	Untaxed income information (veterans benefits, child support received, worker’s compensation)
6. Current bank statements
7.	Current business and investment mortgage information, business and farm records, stock, bond and other
investment records
8.	Alien registration or permanent resident card (if you are not a U.S. citizen)

Federal Student Aid http://studentaid.ed.gov
This government site provides information relevant to parents, teachers and students on everything from choosing a
school to repaying your loans.
FinAid www.finaid.com
This well-respected Web site offers resources pertaining to all aspects of financing your education. Keep in mind that
scholarships are competitive, so it is wise to apply for multiple scholarships and grants to increase your chances of
getting all of the funds that you may be eligible to receive.

SCHOLARSHIP SEARCH
Scholarships and grants offer funding that you do not have to repay, which translates to less money that you have to
borrow. Eligibility may be dependent on your financial need, academic achievement, and/or affiliation with certain
organizations or be contingent upon a service obligation. Start your research well in advance of your application
to medical school to ensure that you identify scholarships that fit your needs and interests and can meet early
application deadlines.
Also check online for scholarships. Web sites such as www.fastweb.com and www.ed.gov contain scholarships
databases that can help you find opportunities. Avoid companies or organizations that require a fee or make
guarantees to help you identify a specific amount of money in scholarship aid. Other connections to pursue might
include your local hospital or church, local businesses, and the government.
Local Hospitals
Contact local hospitals and ask to speak to a staff member in the human resources department about scholarship
opportunities. Some hospitals and their foundations offer scholarships to medical students or financial aid in the
form of tuition assistance in exchange for a specific number of years of employment after completion of residency.
Church/Synagogue/Temple
Many religious institutions, through personal endowments, have funds available for members to further their
education. Contact your church’s business office to inquire about such resources and any eligibility requirements.
Local Businesses or Community Organizations
Check out organizations such as the Optimists, www.optimist.org; Lions Club, www.lionsclubs.org; or Shriners
www.shrinershq.org/ because they may have scholarships or funding for students with your interests. Consider
contacting local businesses as well.
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Medical School Scholarships and Endowments
Check with the medical schools that you are applying to, including the school’s office of minority affairs, for
scholarship and endowment possibilities. For example, many medical schools offer financial assistance to
academically competitive medical students who demonstrate severe financial hardship.
Scholarships for Disadvantaged Students http://bhpr.hrsa.gov/
Medical students from economic or environmentally disadvantaged backgrounds can apply for this loan through the
school’s financial aid office. Available funds vary by year.

SERVICE-BASED LOAN REPAYMENT PROGRAMS
Loan repayment programs are sponsored by national, state and local governments and some private organizations.
Typically after completing a residency, physicians are recruited to practice in designated health professional
shortage areas. Benefits vary, but on average participants provide service for two to four years (depending on
the number of years they received support) in exchange for living stipends and repayment of educational loans.
The programs listed are a sample of those available; contact the financial aid office or the medical school’s family
medicine department for more information.
Association of American Medical Colleges (AAMC) www.aamc.org
The AAMC provides a directory of state loan repayment programs with service commitments. The programs listed
are only a sampling of those available. See your financial aid advisor for more information.
National Center on Minority Health and Health Disparities http://ncmhd.nih.gov/
Participants are offered loan repayment to develop research programs that reflect an understanding of the variety
of issues and problems associated with disparities in health status. Eligible applicants include racial and ethnic
minorities and other underrepresented individuals. There is a minimum two-year time commitment required.
National Health Service Corps (NHSC) Scholarships http://nhsc.hrsa.gov/
Scholarships are offered to students dedicated to a career in primary care. After residency completion, you will choose
a practice site that is in a federally designated health professional shortage area and is identified as having the greatest
need. The period of service is one year for each year of scholarship support, with a two-year minimum commitment.
NHSC Ready Responders Program http://nhsc.hrsa.gov/
Upon completion of residency, family medicine physicians are eligible to apply for this program that allows you to
serve and respond when national and regional emergencies occur. Loan repayment is available.
NHSC Loan Repayment Program http://nhsc.bhpr.hrsa.gov/
The American Recovery and Reinvestment Act of 2009 has allowed for the National Health Service Corps to offer
$50,000 to help repay loans for primary care physicians in exchange for two years of service at an approved site in
a Health Professional Shortage Area. Applications are now being accepted and funds are available until they are
expended or September 30, 2010.
U.S. Department of Health and Human Services Bureau of Health Services Primary Care Loan Programs
http://bhpr.hrsa.gov/ Primary care loan programs provide long-term, low interest rate loans to full-time, financially
needy students to pursue a degree in allopathic or osteopathic medicine. In order to receive a Primary Care Loan
you must agree to enter and complete residency training in primary care within four years after graduation and
practice in primary care for the life of the loan.
Armed Forces Health Professions Scholarship Programs
Fully-trained clinicians are eligible for loan repayment in exchange for service in an eligible community. Contact a
recruiter at the branch of service that interests you for more information.
Air Force http://www.airforce.com/ • Army http://www.goarmy.com/ • Navy http://www.navy.com/
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GOVERNMENT AND PRIVATE LOANS
Many students depend on federal government student loans to finance their education. Eligibility for government
loans is based on your FAFSA. Deadlines vary depending on the school and state but the federal deadline is
usually June 30. Check with the financial aid offices of the schools to which you are applying for verification of
application deadlines.
The financial aid office is required to inform you of their aid procedures and deadlines, and how and when you’ll
receive your aid award. You will be provided with an award package (based on your FAFSA information) that reports
your Expected Family Contribution (EFC), your family’s eligibility for federal loans, and your status regarding the
work-study program. It is important to read and understand your school’s academic progress policy and keep copies
of all enrollment paperwork, especially loan documents that you receive.

Stafford Loans
The Department of Education offers low interest rate loans to students. Subsidized loans are based on financial
need. While in school and during the grace period, the government pays the interest on subsidized loans.
Unsubsidized loans are available to all students regardless of financial need. You are charged interest on these
loans while you attend school. You have the option of paying the interest as it accrues or postponing the interest
payments until after you graduate, withdraw or drop below half-time enrollment. Students can borrow up to $8,500
in subsidized and unsubsidized Stafford loans each academic year. An additional $32,000 per year is available in
unsubsidized Stafford loans. Both subsidized and unsubsidized Stafford loans have a fixed 6.8% interest rate for
medical students.

Perkins Loan
A Federal Perkins Loan is a low-interest loan for both undergraduate and graduate students with financial need. It is
provided with government funds, with a share contributed by the school. Depending on when you borrow, your level
of need and the funding capabilities of your school, you may be able to obtain a Perkins Loan up to $6,000 per year.

Alternative Loans (Private Loans)
Alternative loans, sometimes referred to as private loans, can cover educational expenses when federal aid and
scholarships do not meet your needs. Alternative loans are offered as an alternative to government-backed loans
and work much like consumer loans. Because they are regulated by the U.S. government as consumer loans, which
are more flexible, interest rates, repayment terms and other options vary; therefore, it pays to shop around for the
best loan.
Most lenders will offer standard repayment, graduated repayment, loan consolidation, and income-sensitive repayment
loans. Some will offer incentives if you pay on time or choose to pay electronically. Be sure to check if there are
penalties for prepaying your loans. Keep track of who holds your loans and be aware that your lender may sell your loan
to another company. Ask your financial aid office which lenders they recommend who have a reputation of catering to
medical student needs.
FinAid (www.finaid.com) has more information about private loans, including a list of popular private loans.
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What You Need to Know Once
You Are Accepted
Assess Your Financial Situation
Every year you should reassess your financial situation by estimating your annual income and expenses. Carefully
consider all of the other costs that you can’t avoid. For example, annual and mid-year tuition increases are
uncontrollable costs you will encounter during medical school. You may need to allocate funds differently than in
years past. Take a look at the following suggestions for help assessing your expenses and creating a budget.
Set up a budget
It is important to understand the timing of your financial aid and key expenses to ensure that you avoid running short
of money later in the year. Your school’s financial aid office can assist you in estimating the timing and costs of tuition,
books/instruments and supplies, room and board, and frequently overlooked expenses, such as transportation and
medical expenses. Also, there are numerous online calculators available that can help you set up a budget.
Keep costs down
While it may be tempting to accept the full amount of loan assistance offered to you, it is better to borrow what you
really need and do without some luxuries that you may have enjoyed while living at home. Listed below are examples
of steps you can take to save money.
• S
 hare expenses — If at all possible, find a roommate and avoid unnecessary expenses by cutting back on splurge
items like new furnishings, audio equipment and televisions.
•	Monitor your transportation costs — Choose housing close to campus and use public transportation. If you have
an older car that is reliable, resist the urge to trade it in for a newer model.
•	Resist unnecessary expenses — If you must shop, focus on what you really need and try local thrift and
consignment stores for quality clothing. Avoid using credit unless you can pay off the balance at the end of the
month. You don’t want to use your financial aid to make credit card payments.
Avoid Bad Credit — Know Your Score
In accordance with the Fair and Accurate Credit Transactions Act of 2003 (FACTA), consumers can request a credit
report every year from each of the three consumer credit reporting companies (Equifax, Experian and TransUnion).
Visit www.annualcreditreport.com to obtain your free credit report.
The FTC Website (www.ftc.gov) offers information on how to maintain good credit, while explaining the basics of
credit and how it can work for you. It provides suggestions of what to look for when applying for credit cards, how to
manage them, protecting your identity, and what to do if you get in over your head.

What You Need to Know As You
Approach Graduation
While graduation is a time of celebration and excitement for what lies ahead, your obligation to repay your loans
is just a few months away. The following information and strategies will assist you in transitioning from borrower to
repayment status.

PREPARATION
Take time to plan for the next several months before you have to begin repayment of your loans. Learn what is
expected of you, what repayment options are available, and what terminology you need to be familiar with. Listed
below are some suggestions of where to begin.
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Locate Loan Documentation
Now is the time to pull out all your student loans documents that you have kept over the years. It will be easier to
locate loan information if your paperwork is organized. Make sure that documents are organized in a usable manner,
such as by date or type of loan.

Contact the Financial Aid Office
Keep in mind, when you signed your financial aid documents, you entered a legally binding contract. Therefore,
regardless of your satisfaction with your education, your degree completion or current employment status, you are
obligated to repay the money you borrowed. It is a good idea to meet with a financial aid advisor before it is time to
begin repaying your loans. For example, your financial aid advisor might be able to answer your specific questions
regarding your loans and help prepare you for the exit counseling meeting.

Determine If Your Loans Have Grace Periods
A grace period is the time period between being a student and when you begin repaying your loans. No payments
are expected during this time although interest may accrue depending on the loan (subsidized vs. unsubsidized). It is
important to recognize that each loan has a unique grace period. For example, Stafford Loans have a six-month grace
period and Perkins Loans have a nine-month grace period before repayment is required. Because the terms for private
or alternative loans are decided by the lender, grace periods vary. Contact your lender for more information regarding
the terms of your loan.

REPAYMENT
After determining when your payments begin, you need to determine a reasonable monthly payment. Minimum
payments will vary, depending on the amount of your loans and the length of the loan. At any time, you can pay more
than the minimum monthly payment on Stafford Loans without risk of being penalized. You may also pay off your
Stafford Loans in their entirety at any time without penalty. There are advantages and disadvantages to repaying your
loans ahead of schedule. While it may seem ideal to repay your loans before they are due, it is not always a realistic
option. There may come a time when you can not make the monthly payment.

New Income-Based Repayment (IBR) Option
Beginning July 1, 2009, students with federal loans can apply for a new loan repayment option known as IncomeBased Repayment (IBR). According to the IBRinfo Web site (www.ibrinfo.org), the new program “can help
borrowers keep their loan payments affordable with payment caps based on their income and family size.”
Applications are now available on the U.S. Department of Education’s Web site (www.ed.gov).

Understand the Pros and Cons of Deferment and Forbearance
Circumstances may arise throughout the life of your loan that hinder your ability to make payments. Deferment is
available in the following circumstances:
• Attending a post-secondary school at least half-time
•	Studying in an approved graduate fellowship program or in an approved rehccca;lksjdf;lkjion program for the disabled
• Unable to find full-time employment
As soon as you recognize that you cannot pay your loans contact your lender and seek assistance. In most cases, you
are not automatically granted a deferment. You must request one through the procedures set forth by your lender.
If you do not qualify for deferment but need assistance, your lender may be able to offer a temporary postpone-ment
or reduction in your repayment obligation. This is referred to as Forbearance. For example, you may be allowed to
simply make a monthly interest payment for a period of time or accrued interest may be added to your principal once
the Forbearance period is over. Federal student loans provide for up to three years of deferment and three years of
forbearance available to help you during times of financial hardship. Bankrate.com (www.bankrate.com) has a more
in depth description of deferment and forbearance.
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Avoid Default and Delinquency
If you cannot make your minimum monthly loan payment, it is your responsibility to notify your lender immediately.
You do not want to be delinquent in paying your loan. Failure to make a payment within 270 days will put your loans
into default. If you default your loans or fail to uphold your end of the loan terms, there are severe consequences.
For example, your loans may be turned over to a collection agency. You may lose deferment eligibility and eligibility
for future federal and state financial aid funds. Your credit rating may be adversely affected and your wages may be
garnished until you repay your loans.

Use Reminder Systems and Electronic Billing to Avoid Delinquency and Default
As a new physician you can count on being very busy. Paying your bills may slip your mind in the midst of a full day
seeing patients. However, forgetting to pay your loans can cost much more than a late fee. Poor management of
your loans can impact your ability to qualify for business loans, home loans and other types of credit. Managing your
loans has never been easier thanks to electronic billing, often known as electronic funds transfer (EFT), and internet
banking. Ask your lender or financial aid advisor about these payment options.
If your lender insists on sending you a monthly bill via the mail, put a reminder note on your calendar or PDA at least
two weeks in advance of the due date and make sure your payment is mailed at least one week before it is due to
the lender.

LOAN CONSOLIDATION
Another way to avoid the confusion of juggling multiple loans is to consolidate your loans. In some cases you may be able
to eliminate multiple monthly loan bills, lock in lower interest rates, lower monthly payments and extend your repayment
period. Start exploring loan consolidation options during the grace period. If you are a new graduate with federal
subsidized loans, the Federal Consolidation Loan Program may allow you to extend the repayment of your loans beyond
the standard 10 years, depending on your loan balance. For example, physicians with loan balances in excess of $60,000
have up to 30 years to pay back their loans after consolidating. This federal program has a number of additional options
that can improve your debt situation.
•	Reduce monthly payments by up to 50 percent and increase the amount of disposable income you have
•	Combine all of your federal loans into one convenient monthly payment—it is much easier to manage one loan
than several.
•	Incur no penalties if you make additional payments or pay the balance of your student loans early. Keep in mind
that these are simple-interest loans; it is wise to pay off higher interest debt such as car notes, private loans and
credit cards before low-interest federal loans.
•	Improve your credit score—consolidating may improve your loans may improve your credit score, making it
easier for you to make significant financial investments (like buying a car or starting a new practice). Making your
student loan payments on time is another way to maintain good credit.

Keep Federal and Private Loans Separate When Consolidating
There are many loan consolidation programs that offer to consolidate private and federal debt together into one
monthly payment. Although one monthly payment for all debt sounds tempting, the resulting interest costs are definitely
not worth the convenience. The Federal Consolidation Loan Program is the most cost-effective way to manage your
federal debt because the federal loans remain at a simple interest rate—meaning that you only pay interest on the
principal balance you borrowed. By transitioning your federal debt into a private loan consolidation program, your
federal debt will begin to compound interest and you will lose out on the low interest rates you received with federal
loans. Private loans will most likely have higher interest rates than federal loans: therefore, one solution is to defer your
federal loans until you can pay off your private loans. To pay less interest on your loans and pay them off faster, keep
your federal loans within a federal consolidation program and manage your private loans separately.
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Today, there are many lenders offering consolidation programs, all with unique borrower benefits. Some lenders offer
“teaser” interest rates that sound appealing, but are often unobtainable for most borrowers. So check the eligibility
requirements of any benefit that is being offered to make sure that you qualify.

INCOME
Determining your future income is a complicated process. Numerous variables, such as the region, practice setting
and number and mix of patients in the practice, contribute to the income formula. Examining the contributing factors
to income can help you sift through the myths and find the truth.

Separate Fact from Fiction: Your Future Income Potential
A recent study indicates that students often misjudge the typical income of physicians, especially physicians working
primary care settings. For example, it isn’t unusual for students to hear that physicians working in family medicine don’t
make enough to pay off their loans. However, the truth is that family physicians make enough money to pay off student
loans and have the lifestyle they want.
According to a 2008 survey by the AAFP, family medicine residency graduates with less than seven years of experience
(or under 36 years of age) earn, on average, more than $145,000. Family physician income is highly dependent on
region, practice setting and the number and mix of patients. A family physician’s flexibility to tailor clinical services
offered to patients can shape income. For example, family physicians who see more patients and see patients in the
hospital will have a higher income.
The best thing you can do to evaluate income potential is to consult credible sources for physician income, such as
national and regional specialty societies. The AAFP conducts surveys of family physicians and the results can be found
on the Facts About Family Medicine page (http://www.aafp.org/online/en/home/aboutus/specialty/facts.html).
Another source of income data is Merritt Hawkins & Associates (www.merritthawkins.com).

GET INVOLVED WITH THE AAFP
There are many organizations that advocate for affordable medical education, including the American Academy of
Family Physicians (AAFP). The AAFP has policies that call for reduced medical student debt and increased funding
for primary care scholarship and loan repayment programs. To get involved with the AAFP, visit www.aafp.org or
http://fmignet.aafp.org.
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Terms to Know
Alternative Loans (Private Loans):
Alternative loans (private loans)
are an alternative to governmentbacked loans and work more like
traditional consumer loans. Because
alternative loans are regulated by
the government as consumer loans,
they have more flexible interest rates,
repayment terms and other options
that may vary widely.
Capitalization: Capitalization is
the process of adding unpaid
interest to the principal balance
of a loan. This will increase the
outstanding principal balance of the
loan and may increase the monthly
payment amount.
Credit Report: A credit report
contains detailed information on a
person’s credit history, including
identifying information, credit
accounts, loans, bankruptcies, late
payments and recent inquiries. It can
be obtained by prospective lenders
with the borrower’s permission to
determine credit worthiness.
Default: Failure to repay loans
according to the terms agreed upon
in a promissory note will default
your loans. Default may also result
from failure to submit requests for
deferment or cancellation on time.
Your loan is considered in default
at 270 days past due, and the
consequences are severe. If you
default on your loan, your school,
your loan holder and the state and
the federal government may take all
necessary steps to recover the money.
Deferment: A temporary
postponement of your repayment
obligation is referred to as a
deferment. Except with Perkins
Loans, interest accrues during
periods of deferment. The federal
government will pay the interest
during this period for any subsidized
loans; for unsubsidized loans, the
borrower may choose to capitalize
the interest or pay it as it accrues.
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Your lender is obligated to provide
you with a deferment if you
meet the eligibility requirements.
Delinquency: Delinquency is
defined as failure to make a
payment on time. In addition to
negatively affecting your credit
rating, delinquency may result in late
fees. If you fail to make payments for
270 consecutive days, the loan goes
into default.
Expected Family Contribution
(EFC): The EFC is a preliminary
estimate of a family’s ability to
afford a particular’s school cost of
attendance. This number is based
on the data provided in the Free
Application for Federal Student Aid
(FAFSA) and is subject to change
based upon the school’s verification
of information provided. The EFC
is used as a basis in determining
eligibility for federal student aid.
Many schools have their own
methodology to determine EFC,
in addition to the govern-ment’s
methodology. An EFC is provided
on a Student Aid Report (SAR)
based on the information a student
provides in a FAFSA.
Federal Loan Consolidation:
A Federal Consolidation Loan is
a loan designed to make education
loan repayment easier by combining
existing eligible education loans
into one new loan with a fixed
interest rate.
Financial Aid Office (FAO):
This college or university office
determines financial need and
awards financial aid.
Financial Aid Package: The
financial aid package is the total
amount of financial aid (federal
and nonfederal) a student receives.
The school’s financial aid office
combines various forms of aid
into a package to help meet a
student’s need.

Free Application for Federal
Student Aid (FAFSA): FAFSA is a
form used annually to apply for all
need-based federal aid. As the
name suggests, no fee is charged
to file a FAFSA. State and school
deadlines vary.
Forbearance: A temporary
postponement or reduction of a
repayment obligation is referred to
as forbearance. Interest charges
continue to accrue during periods
of forbearance. Forbearances
typically are granted at the lender’s
discretion, usually in cases of
extreme financial hardship or
other unusual circumstances and
when a borrower does not qualify
for a deferment.
Grace Period: The time period after
separation from school and before
student loan repayment begins is
the grace period. The length of a
grace period is dependent upon
loan type. Stafford Loans and
Perkins Loans have six and ninemonth grace periods, respectively.
Private/alternative loan grace
periods vary; check with your lender
for more information.
Interest: The amount charged to the
borrower of a loan for the privilege
of using the lender’s money is the
interest. It is usually calculated as a
percentage of the principal balance
of the loan. The percentage rate may
be fixed for the life of the loan or it
may be variable, depending on the
terms of the loan.
Loan: Loans are borrowed money
that must be repaid with interest.
Master Promissory Note: Master
Promissory Notes are legally binding
documents signed upon application
for educational loans. The promissory
note is a contract between the
borrower and lender that lists the
conditions under which monies were
borrowed and the terms under which
they will be repaid.

Perkins Loan: The Perkins Loan
is a low-interest loan for both
undergraduate and graduate students
with financial need. It is provided
with government funds, with a
share contributed by the school.
The maximum amount that can be
borrowed with this loan is $8,000.
Principal: Principal is the amount
of money borrowed or remaining
unpaid on a loan. Interest is charged
as a percentage of the principal.
Insurance and origination fees are
deducted from this amount before
disbursement.
Simple Interest: The interest that is
paid only on the principal balance
of the loan and not on any accrued
interest is called the simple interest.
Most federal student loan programs
offer simple interest. However,
capitalizing the interest on an
unsubsidized loan can result in being
charged compound interest.

Stafford Loan: A Stafford Loan is
a low-cost educational loan
sponsored by the federal government.
These loans differ from Perkins
loans in that the school does not
contribute to the loan. Stafford
Loans are either subsidized (based
on need) or unsubsidized. See
below for information about the
differences between these types of
Stafford Loans.
Student Aid Report (SAR): The SAR
compiles the information reported in a
FAFSA to determine student eligibility
for financial aid. The SAR is provided
to a school’s financial aid office for
use in creating an Award Letter. The
SAR will also indicate the Expected
Family Contribution (EFC).

Subsidized Stafford Loan: The
Department of Education offers
subsidized loans to students based
on financial need. These loans (like
Unsubsidized Stafford Loans) have
a fixed 6.8% interest rate for medical
students. Students can borrow up
to $8,500 per academic year in
subsidized loans. While in school
and during the grace period, the
government pays the interest on
subsidized loans.
Unsubsidized Stafford Loan:
Unsubsidized loans are available to all
students regardless of financial need.
Students can receive up to $32,000
per year in unsubsidized loans. You are
charged interest on these loans while
you attend school. You have the option
of paying the interest as it accrues
or postponing the interest payments
until after you graduate, withdraw or
drop below half-time enrollment. These
loans have a 6.8% fixed interest rate for
medical students.

About the American Academy of Family Physicians
Founded in 1947, the AAFP represents more than 97,600 physicians and medical students nationwide. It is the only
medical society devoted solely to primary care.
Nearly one in four of all office visits are made to family physicians. That is 208 million office visits each year — nearly 83
million more than the next largest medical specialty. Today, family physicians provide more care for America’s underserved
and rural populations than any other medical specialty.
In the increasingly fragmented world of health care where many medical specialties limit their practice to a particular
organ, disease, age or sex, family physicians are dedicated to treating the whole person across the full spectrum of ages.
Family medicine’s cornerstone is an ongoing, personal patient-physician relationship focused on integrated care.
To learn more about the AAFP and about the specialty of family medicine, please visit www.aafp.org.
For more information about the AAFP’s positions on issues and clinical care and downloadable multi-media on family
medicine and health care, visit the AAFP Media Center at www.aafp.org/media.
For more information about health care, health conditions, and wellness, please visit www.familydoctor.org.
American Academy
of Family Physicians
11400 Tomahawk Creek Parkway
Leawood, KS 66211-2680
(800) 274-2237
www.aafp.org
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