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COLLEGE DEBT

THE CLOSED SCHOOL PLAYBOOK




Defeating College Debt:
he "Closed School"
Playbook




Student Loan Survival Guide

This is not a textbook. Textbooks are designed for classrooms;
this is designed for the trenches. It is a tactical manual for the
borrower who is tired of being "on hold" for three hours only to
be told by a call center agent to "just wait for an email."

When a college or university shutters its doors, the fallout is
chaotic. The media focuses on the scandal; the school focuses
on its bankruptcy filings; and the government focuses on the
logistics. No one is focusing on your bank account.

Your school may have failed its mission, but that failure
provides you with a unique, narrow window of legal leverage.
Between the dense jargon of the Higher Education Act and the
panic of a "Teach-Out" notice lies a clear path to debt
discharge, payment optimization, and credit recovery.



Inside this guide, we cut through
the noise to provide:

e The Decision Matrices: Visual
logic flows to help you decide
whether to "Teach-Out" or
"Discharge."

e The Survival Math: Clear
formulas to calculate your real-
world savings under current IDR
plans.

e The Paperwork Offensive: Exact
steps to force your loan servicer
to acknowledge your rights
under federal law.

Whether you are a public servant
navigating the complexities of PSLF
or a private-sector professional
looking to protect your monthly
cash flow, this handbook provides
the specific, actionable strategy your
servicer isn't giving you.

"IN a crisis, the person with
the most accurate
information wins. This is
your intel."



Today is your
opportunity to build
the tomorrow you
want

The Servicer is Not Your Friend

The most dangerous mistake you can make is
assuming your loan servicer (Nelhet, Mohela,
Aidvantage, etc.) is a neutral advisor.

They are government contractors paid to
manage a portfolio. Their staff is often
undertrained on the specific, nuanced "Closed
School" regulations.
e Their Goal: Keep you in repayment and
minimize administrative errors on their end.
« Your Goal: Execute the legal right to a $0
balance.

When a school closes, the communication you
receive is often designed to keep you in the
"system." You will be pressured to enter a
"Teach-Out" program or transfer your credits
immediately.

While this sounds like a lifeling, it is often a
maneuver that legally strips you of your right to
a 100% discharge.

They lose their right to the discharge if they
complete the program, not it they enter it.

"Teach-Outs are the trap door disguised as a
lifeline."

"You lose Closed School Discharge only if you
complete the teach-out or transfer program,
not just by accepting it."



THE RULES OF ENGAGEMENT

Before you take another step, you must adopt these three rules:

1.Trust No Verbal Assurance: If a servicer tells you "it's being
handled" over the phone, it doesn't exist. If it isn't in writing, it
didn't happen.

2.The "Teach-Out" Trap: Understand that the moment you
accept a transfer to a partner school and finish your degree,
your old debt becomes permanent. You are trading a $0
balance for a piece of paper. You must decide if that paper is
worth the price.

3.Aggressive Documentation: You are now a forensic
accountant. Save every syllabus, every transcript, and every
"School Closing" notice.

LEGAL DISCLAIMER

This ebook provides educational information and tactical
strategies regarding federal student loans. It does not
constitute legal or licensed financial advice. Laws regarding
student loans—specifically the Higher Education Act and the
SECURE Act—are subject to legislative and Department of
Education changes. Always verify your specific loan status at
StudentAid.gov before making final decisions.



PHASE 1-THE TACTICAL
ASSESSMENT

MOVING FROM VICTIM TO OPERATOR

When your school closes, the initial feeling is one of betrayal. You
invested time, money, and your future into an institution that no
longer exists. However, in the world of federal student loans, chaos
creates opportunity. To capitalize on this, you must stop viewing
yourself as a "displaced student" and start acting as a "tactical
operator."

A tactical assessment is not about your grades or your major; it is
about the status of your debt and the timeline of the closure. The
Department of Education operates on rigid dates and specific loan
codes. If you fall outside these lines by even one day, you could
lose tens of thousands of dollars in potential discharge.

THE THREE-PILLAR
STRATEGY

Before you can act, you must identify which "Pillar" your situation
falls into. Most borrowers try to do everything at once and end up
doing nothing well. Choose your path:



1. Nuclear Option (Total Discharge): You want the debt gone.
You are willing to walk away from the credits you earned at the
closed school in exchange for a $0 balance. This is the most
effective way to "defeat" the debt.

2.The Pivot (Optimized IDR): You've already transferred or you're
too close to graduation to quit. Your goal is to drive your
monthly payment to the absolute legal minimum (ideally $0)
using the SAVE or PAYE frameworks while seeking "Borrower
Defense" or other forgiveness avenues.

INCOME-CONTINGENT REPAYMENT (ICR): THE PARENT PLUS
CONSTRAINT

iIncome-Contingent Repayment (ICR) is the oldest income-
driven repayment plan and remains relevant in 2026 primarily
because of its role in Parent PLUS lending.

Unlike SAVE, PAYE, or IBR, Parent PLUS loans do not
automatically qualify for most income-driven repayment
plans. In practice, ICR is often the only income-based option
available to Parent PLUS borrowers after consolidating their
loans into a Direct Consolidation Loan.

ICR calculates payments using a different formula than IBR.
The payment is generally based on the lesser of a percentage
of discretionary income or a fixed repayment amount spread
over an extended timeline. While this can lower monthly
payments, it often increases total repayment over time.,



INCOME-BASED REPAYMENT (IBR): THE 2026 BACKSTOP
PLAN

Income-Based Repayment (IBR) is a legacy income-driven
repayment plan that sets your monthly payment based on
income and family size, with forgiveness after a long repayment
timeline. In 2026, IBR matters because it remains the default
“backstop” option for borrowers who do not cleanly fit into newer
repayment options, or who are trying to stabilize payments while
a Closed School Discharge (CSD) or other relief pathway is being
processed.

IBR is not a discharge program. It is a payment-control tool. If you
are eligible for Closed School Discharge, the correct sequence is:
pursue CSD first, and use IBR only to keep the account compliant
(and payments low) while the discharge is pending, especially if
your servicer is slow to apply administrative forbearance.

Operational note: Some borrowers confuse IBR with ICR. IBR is
typically associated with student-borrower Direct/FFEL
consolidation scenarios, while ICR is commonly the access path
tied to Parent PLUS loans after consolidation. The key tactical
point is the same: do not treat an IDR plan as a substitute for
discharge if you qualify for CSD.

Tactical implication: ICR is not an optimization tool. It is an
access mechanism. For borrowers affected by a school closure,
ICR may serve as a temporary containment strategy while
evaluating Closed School Discharge eligibility or other relief
pathways.



PARENT PLUS LOANS: WHY CONSOLIDATION IS REQUIRED
FOR INCOME-DRIVEN ACCESS

Parent PLUS Loans are structurally excluded from most modern
income-driven repayment plans. Unlike Direct Loans borrowed by
students, Parent PLUS Loans do not qualify for SAVE, PAYE, or IBR
in their original form.

To access income-based repayment, Parent PLUS borrowers must
first consolidate their loans into a Direct Consolidation Loan. After
consolidation, Income-Contingent Repayment (ICR) becomes the
only income-driven option available.

This consolidation step is procedural, not optional. Without it,
Parent PLUS borrowers remain locked into standard or extended
repayment schedules regardless of income. In a school-closure
context, consolidation also determines whether Parent PLUS
loans can be aligned with broader discharge or containment
strategies.

Strategic note: Consolidation should be evaluated carefully. Once
completed, it is irreversible and may impact eligibility for certain
discharge timelines. Borrowers should confirm consolidation
status and repayment plan designation directly on
StudentAid.gov.

3.The Long Game (The PSLF Pivot): You work in the public
sector. You need to ensure that the time spent in
"Administrative Forbearance" during the school closure
transition counts toward your 120 required payments.



TPD (TOTAL & PERMANENT DISABILITY DISCHARGE): A
PARALLEL EXIT PATH

Total & Permanent Disability (TPD) Discharge is a separate
statutory discharge pathway that exists alongside Closed School
Discharge. While the eligibility triggers are different, the
operational impact is the same: full federal loan cancellation and
relief from future repayment obligations.

TPD applies when a borrower is unable to engage in substantial
gainful activity due to a physical or mental impairment that is
expected to result in death, has lasted continuously for at least 60
months, or is expected to last for at least 60 months.

Eligibility pathways include:

e A determination by the U.S. Department of Veterans Affairs
(VA) that the borrower is unemployable due to service-
connected disability.

o Certification by a licensed physician that the borrower meets
the federal disability criteria.

o A Social Security Administration (SSA) disability determination
with a qualifying review period.

INn a school-closure context, TPD functions as a parallel exit, not a
replacement. Borrowers who qualify for Closed School Discharge
should pursue it first, as it is procedural and time-based. TPD is
condition-based and may require ongoing documentation.
Operational note: During TPD processing, loans may be placed
INto a monitoring period depending on the qualifying pathway.
Closed School Discharge does not involve post-discharge
monitoring.



Strategic implication: If a borrower qualifies for both Closed School
Discharge and TPD, Closed School Discharge is generally the
faster and cleaner resolution. TPD becomes critical when closure
eligibility is uncertain, expired, or partially denied.

THE INTERNAL AUDIT: YOUR "INTEL" CHECKLIST

You cannot win a fight if you don't know the terrain. Log into
StudentAid.gov immediately and pull the following data. Do
not rely on your servicer's website; go to the source.
e Loan Verification: Are your loans "Direct"? (If they are FFEL
or Perkins, they may need to be consolidated to qualify for
modern discharge rules).

PERKINS LOANS: THE MOST COMMONLY MISSED
FEDERAL LOAN

Perkins Loans are federally backed but administratively separate
from Direct Loans. In many cases, they are held by the school itself
or a third-party Perkins servicer rather than a standard federal
loan servicer.

This distinction becomes critical when a school closes. Because
the administering institution may no longer exist, Perkins Loans
are frequently excluded from automatic discharge processing
unless the borrower proactively identifies them.



Borrowers pursuing Closed School Discharge must confirm:

- Who currently holds the Perkins Loan

- Whether the loan was associated with the closed program

- What documentation the loan holder requires to process relief
Tactical note: Perkins Loans do not disappear simply because a
school closes. They disappear only if they are properly identified
and processed

o The "Official" Withdrawal Date: Check your records. When was
your last day of "statistically significant" attendance?

e The "Teach-Out" Status: Have you signed anything from the
school or a "partner institution" in the last 30 days? Caution:
Signhing a teach-out agreement can be a waiver of your
discharge rights.

THE DECISION MATRIX: DISCHARGE VS. COMPLETION

THIS IS THE MOST CRITICAL LOGIC GATE IN THE PLAYBOOK. YOU
MUST WEIGH THE "SUNK COST" OF YOUR TIME AGAINST THE "TOTAL
VALUE" OF THE DEBT.
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You have less Wipe the debt.
than 50% of . The time lost is
. discharge
your credits cheaper than the
completed. debt gained.
Vou have 80%+ F|n|sh the dggree,
. but immediately
of your credits
Teach-out move to an IDR
and the degree olan to manage
has high ROI. the debt.
Seek discharge
You are a for the closed
Publi hool | h
ublic Servant Hybrid school loans, then

(Teacher, Nurse,
Govt).

restart fresh with
PSLF-eligible
loans.




THE PAPERWORK OFFENSIVE &
THE 180-DAY RULE

THE BATTLE OF THE CALENDAR

In the world of student loan discharge, your most important
weapon isn't a lawyer—it's a calendar. The Department of
Education follows strict "lookback" windows to determine who is a
"victim" of a school closure and who simply dropped out.

As of 2026, the standard rule is clear: To qualify for a 100% Closed

School Discharge (CSD), you must have been enrolled at the time
of closure or have withdrawn within 180 days of the school’s final
day of operation.

Tactical Note: If your loans were disbursed before July 1, 2020, you
might still be under the older 120-day rule. Always check your loan
disbursement dates on StudentAid.gov to know which window
applies to you.




THE "EXCEPTIONAL CIRCUMSTANCES" LOOPHOLE

What if you withdrew 200 days before the closure? Ordinarily, the
servicer would deny you. However, the Secretary of Education has
the authority to extend the 180-day window if "Exceptional
Circumstances" exist. You must argue your case using these
specific triggers:
1.Loss of Accreditation: Did the school lose its "seal of approval"
shortly before you left?
2.Discontinuation of Programs: Did they cancel your specific
major or the majority of their programs while you were there?
3.State Action: Did a state agency pull the school's license to
operate?
4.Find of Misconduct: \Was the school under investigation for
fraud or misleading recruiting?

If any of these apply, your application shouldn't just be a form—it
should be a dossier.

BUILDING YOUR "WAR CHEST" (THE DOCUMENT
LIST)

Do not wait for your servicer to ask for proof. By then, the school’s
digital portals may be deleted. Download and save these
iImmediately:
e The Enrollment Agreement: The contract you signed when you
started.
e al trouble, program changes, or closure rumors.



e Academic Transcripts: Even if they are "unofficial," you need a
record of your credits and the dates they were earned.

e The "Last Date of Attendance" (LDA): This is the date the school
recorded you as "present" in a class or clinical. If you withdrew,
get the official withdrawal confirmation email.

Communication Log: Save every email from the school
administration mentioning financi

HANDLING THE "LAST DATE OF ATTENDANCE"
(LDA)

The LDA is the most contested data point in a discharge claim. If
the school claims you left on January 1st, but the closure
happened in August, you are outside the window.

e The Fix: Use your own data. Did you submit an assignment on
Canvas in February? Did you swipe your ID card at the library
iIn March? This is "statistically significant" evidence of
attendance that can override a school's sloppy record-keeping.

THE AUTOMATIC DISCHARGE (THE 1-YEAR RULE)

If you do not re-enroll in a comparable program at another school
within 3-5 years of your school's closure, the Department of
Education is now required to automatically discharge your loans

e The Catch: "Automatic" in government terms is rarely fast. If
you want your credit score fixed and your debt gone now, you
must file the manual application. Do not leave your financial
freedom to a 2026 algorithm.



THE "GO/NO-GO" DECISION
MATRIXTHE "GO/NO-GO"
DECISION MATRIX THE "LAST
DATE OF ATTENDANCE" (LDA)

THE CROSSROADS: TEACH-OUT VS. DISCHARGE

When your school closes, you will be flooded with "Teach-Out"
offers. These are agreements where a neighboring school agrees

to let you finish your degree. They make it sound like a rescue
mission. It is often a trap.

e The moment you graduate from a teach-out program, you lose
your right to a Closed School Discharge (CSD). You are
essentially choosing to keep 100% of your debt in exchange for
the degree. If the school that closed was a "predatory" or low-

value institution, you are paying full price for a tainted
credential.

THE 2026 STRATEGY MATRIX

Use this logic flow to determine your move. Do not let "sunk cost"

bias (the feeling that you've already put in too much time) cloud
your financial judgment.



THE MATH OF 2026 - THE TAX
BOMB IS BACK

THE NEW TAX REALITY

For the last few years, student loan forgiveness was tax-free at the
federal level. As of January 1, 2026, that window has closed.
Under current 2026 law, any debt forgiven via Income-Driven
Repayment (IDR) is now treated as taxable income by the IRS.
This creates what we call the "Tax Bomb."

THE "INSOLVENCY" DEFENSE

If you choose Scenario B and get hit with a tax bill you cannot pay,
you have one shield: IRS Form 982. If you can prove that your total
liabilities (including the student loan) exceeded your total assets at
the time of discharge, you may be able to reduce or eliminate the
tax bill.

e Tactical Operator Move: Do not rely on insolvency. A Closed
School Discharge is the only guaranteed way to walk away
without the IRS knocking on your door.




THE RAP PLAN PIVOT (STARTING JULY 2026)

The new Repayment Assistance Plan (RAP) replaces many old
IDR options this year. While RAP offers a $10 minimum payment, it
also has a 30-year forgiveness timeline for many.

e Calculation: 30 years of interest growth + the 2026 Tax Bomb =
A financial disaster.

e Conclusion: If you are eligible for a discharge today, take it. Do
not wait for the "forgiveness" at the end of a 30-year tunnel.

THE PSLF PIVOT - STRATEGY FOR
PUBLIC SERVANTS

THE 2026 LANDSCAPE FOR PUBLIC SERVICE

If you are a teacher, nurse, or government employee, a school
closure is not just a curriculum interruption—it is a threat to your
Public Service Loan Forgiveness (PSLF) timeline. In 2026, the PSLF
rules have shifted under the One Big Beautiful Bill Act (OBBBA).

NEW FEDERAL LOAN LIMITS UNDER OBBBA (2026)

Beginning in 2026, federal student loan borrowing is subject to
new statutory caps implemented under the One Big Beautiful Bill
Act (OBBBA). These limits restrict the total amount a borrower can
access through federal student loan programs over their lifetime,
replacing the more open-ended borrowing structure that existed
in prior years.



These caps matter in a school-closure context for two reasons.
First, borrowers who attended a closed institution may be unable
to “borrow their way out” by re-enrolling elsewhere using federal
aid. Second, borrowers who decline or delay available discharge
options may find themselves permanently locked out of future
federal borrowing once their caps are reached.

Importantly, Closed School Discharge is not treated as new
borrowing. Successfully discharged loans are removed from the
borrower’s federal loan balance and do not consume future
borrowing eligibility under the new limits. This makes discharge
decisions more consequential in 2026 than in prior years.
Strategic implication: Borrowers eligible for Closed School
Discharge should not assume future federal aid will remain
available as a fallback. The 2026 loan caps convert discharge
decisions from a purely debt issue into a long-term access issue.

The core of the "PSLF Pivot" is ensuring that the chaos of a school
closure doesn't reset your "120 payments" clock.

THE "BUY-BACK" TACTICAL MOVE

If your school closed and your loans were placed in
Administrative Forbearance while the Department of Education
processed your status, those months typically do not count
toward PSLF. However, in 2026, you have the PSLF Buy-Back
option.

e The Play: Once you reach 120 months of qualifying
employment, you can "buy back" the months spent in school-
closure forbearance by paying the amount you would have
paid under an IDR plan at that time.



e Why it matters: This can shave 6-12 months off your total
repayment timeline, potentially saving you thousands in a
high-interest environment.

DISCHARGE VS. PSLF: THE MATH OF TIME

If you have 8 years (96 payments) toward PSLF and your school
closes, you face a dilemma.

e If you take the Closed School Discharge: Your 96 payments
disappear because the loan itself disappears. You start at zero
for any new loans you take out to finish your degree.

o If you take the Teach-Out: Your 96 payments stay. You only
need 2 more years to reach $0.

e The Logic: If your remaining balance is high (e.g., $100k), and
you are close to 120, do not discharge. Finish the degree and
cross the PSLF finish line. If you are only 1-2 years into your
career, take the discharge and reset.

THE RAP PLAN FOR PSLF

Starting in July 2026, the Repayment Assistance Plan (RAP)
becomes a qualifying plan for PSLF. If you are struggling with high
payments during your school transition, RAP offers a lower barrier
to entry than the old IBR plans.



THE PRIVATE SECTOR DEFENSE -
PRIVATE LOANS & PRIVATE JOBS

THE PRIVATE SECTOR REALITY

If you work for a for-profit company, you don't have the "safety
net" of PSLF. Your primary goals are Monthly Cash Flow and Total
Interest Mitigation. The Private Student Loan "Closed School"
Strategy Unlike federal loans, private student loans (Sallie Mae,
SoFi, Navient) do not have a guaranteed "Closed School
Discharge" by federal law.

1.Check Your Contract: Some private lenders have "School
Closure" clauses that allow for a partial discharge if the school
loses accreditation.

2.The "Tuition Recovery Fund'": Many states (like California and
New York) have state-level funds that reimburse students for
private loans taken out at a closed school. Action: Contact your
State Attorney General's office immediately.

3.Hardship Forbearance: In 2026, private lenders have
expanded "Financial Hardship" programs due to the federal
lending caps. If your school closes, request a "disaster
forbearance" specifically citing the school’s closure.



REFINANCING: THE 2026 TRAP

With federal interest rates volatile and the elimination of the
"SAVE" plan in early 2026, many private lenders are aggressively
marketing "Refinance" options.

e The Rule: Once you refinance a federal loan into a private loan,
you lose all federal protections, including the right to a Closed
School Discharge and IDR plans.

e Tactical Warning: Never refinance while your school closure
status is "pending." You will effectively "sign away" your right to
a $0 federal discharge.

SURVIVING THE "TAX BOMB" (PRIVATE SECTOR
EDITION)

Since you aren't eligible for PSLF, any forgiveness you get through
an IDR plan (like the new RAP) after 20 or 25 years will be taxable
income under the 2026 rules.

The Defense: Start a "Sinking Fund." If you expect $50,000 to be
forgiven in 10 years, you need to save roughly $10,000-$15,000 now
to cover the IRS bill. The "Closed School" playbook prioritizes
Discharge over Forgiveness specifically to avoid this tax liability.



THE PAPERWORK OFFENSIVE -
STEP-BY-STEP DISCHARGE

THE APPLICATION ARCHITECTUREE PRIVATE
SECTOR REALITY

In 2026, the Department of Education has streamlined the
application, but "streamlined" does not mean "guaranteed." Your
application is a legal filing. If you check the wrong box, you aren't
just delayed—you are denied.

STEP 1: THE "CLEAN SLATE" VERIFICATION

Before filing, you must confirm you haven't accidentally
disqualified yourself.

e The "Comparable Program" Check: If you have already
enrolled in the exact same major at a new school, stop. You
must be able to prove that the new program is substantially
different (different credits, different accreditation, or different
career outcomes).

e The Attendance Check: Ensure your records show you were
either enrolled on the day the school closed or you withdrew
within the 180-day window.



STEP 2: THE ONLINE OFFENSIVE
(STUDENTAID.GOV)

Logging into your dashboard is the fastest route. Navigate to
"Manage Loans" > "Apply for Loan Discharge."

e Tactical Warning: The online form may auto-populate your
"Last Date of Attendance." If that date is wrong and puts you
outside the 180-day window, do not submit the online form.
Switch to the PDF version (Step 3) where you can manually
provide evidence to override their data.

STEP 3: THE PDF FALLBACK (THE "PAPER TRAIL"
METHOD)

If your case is complex (e.g., you're claiming "Exceptional
Circumstances"), use the official OMB No. 1845-0058 form.

e Section 4: This is where you declare your eligibility.

e Section 5: Attach your "War Chest" documents: Enrollment
agreement, withdrawal confirmation, and a copy of the
school’s closure notice.

STEP 4: THE "FORBEARANCE" FORCE

The moment you submit your application, your loans should be
placed in Administrative Forbearance. This means $0 payments
and 0% interest while they review.



DEFERMENT: A SEPARATE STATUS BORROWERS
OFTEN CONFUSE

Logging into youDeferment is a formal loan status granted under
specific eligibility rules defined by federal regulation, such as
qualifying enrollment, unemployment, or documented economic
hardship. During deferment, required payments are paused, and
In some cases interest does not accrue depending on loan type.

In a school-closure scenario, deferment is frequently
misunderstood. Deferment does not stop collections on defaulted
loans, and it does not automatically protect a borrower who is
pursuing Closed School Discharge. It is a rule-based status, not an
enforcement pause.

Operational distinction:

Deferment manages scheduled payments.
Administrative forbearance manages collections and
enforcement during discharge review.

Borrowers pursuing Closed School Discharge should treat
deferment as contextual knowledge, not as a substitute for having
their loans formally placed into administrative forbearance.

The 2026 Rule: If your servicer continues to auto-debit your
account after you have a confirmation number, this is a violation of
federal guidelines. Move immediately to Page 10.



DEALING WITH SERVICERS & THE

PAPER TRAIL
THE "BURDEN OF PROOF" REALITY

If you call your servicer and ask for the status of your discharge,
the agent will likely give you a scripted answer: "It's processing,
please allow 90 days." In 2026, with the high volume of school
closures, "90 days" often turns into nine months. You cannot afford
to wait.

DEFAULTED LOANS: HOW DEFAULT INTERACTS
WITH CLOSED SCHOOL DISCHARGE

Default changes the enforcement posture of your loans. In default,
the system is not simply collecting scheduled payments; it is
actively using collection tools such as wage garnishment, tax
refund interception, and federal benefit offsets.

Closed School Discharge still applies to eligible loans even if they
are in default. However, default creates one operational risk:
collections may continue unless the servicer correctly flags the
loan as “discharge pending” and applies the appropriate
administrative forbearance status.




Tactical rule: If your loans are in default, do not assume that “filing”
equals “protection.” The moment you submit a Closed School
Discharge application, you must verify that collections have been
paused. If garnishment, offsets, or collection calls continue after
you have confirmation of submission, treat it as a servicing error
and escalate immediately using a Notice of Error and the FSA
Feedback Center.

If you have multiple loan types, verify eligibility at the loan level.
Some borrowers have a mix of Direct, FFEL, or Perkins loans, and
default status plus loan type determines which relief pathways
require consolidation or separate processing.

Defaulted loans do not disqualify a borrower from Closed School
Discharge. A loan may be in default at the time a school closes or
may enter default afterward, but default status does not block
eligibility for discharge under federal law.

When a Closed School Discharge application is submitted, the
Department of Education is required to place the borrower’s loans
iInto administrative forbearance while the claim is reviewed. This
administrative forbearance applies regardless of whether the loan
was previously current or in default.

Operationally, this means that default-related enforcement
actions must pause during review. This includes collection calls,
demand letters, referrals to collection agencies, and any active
enforcement mechanisms tied to default status.



A common point of failure occurs when a servicer or collection

agency continues to treat the loan as “actively collectible” despite
confirmation that a Closed School Discharge application has been
filed. This is not a borrower error; it is a servicing compliance issue

Borrowers in default should understand the distinction clearly:
Default is a loan status.

Closed School Discharge is a federal relief process that overrides
enforcement.

Once the discharge process is active, default status does not grant
a servicer additional authority to continue collections. Any such
activity must be challenged immediately and documented.
Strategic note: Borrowers in default do not need to “cure” or
rehabilitate their loans before applying for Closed School
Discharge. Attempting to resolve default first can delay relief and
may result in unnecessary payments on a debt that is ultimately
eligible for full cancellation.

WAGE GARNISHMENT: WHEN COLLECTIONS
ESCALATE

When a federal student loan enters default, the Department of
Education may initiate Administrative Wage Garnishment without
a court order. This allows up to 15% of a borrower’s disposable
iIncome to be withheld directly from their paycheck, in addition to
tax refund interception and federal benefit offsets.



A pending Closed School Discharge application should halt all
collection activity on the affected loans, including wage
garnishment. This protection is procedural and depends on the
servicer correctly applying a discharge-processing or
administrative forbearance status.

Operational rule: If wage garnishment continues after a Closed
School Discharge application has been submitted and confirmed,
this is a servicing error. Borrowers should immediately escalate
using a formal Notice of Error or file a complaint through the FSA
Feedback Center to enforce the collection pause.

Critically, borrowers do not need an approved Closed School
Discharge for wage garnishment to stop. The act of submitting a
valid application is sufficient to trigger administrative forbearance
and halt collections during review.

This is hot always automatic. We've seen this many times where
the administrative forbearance is not triggered. Any continued
wage garnishment after confirmation of receipt is a servicing error
and should be treated as such.

RULE #1: THE CALL LOG (THE "WHO, WHAT,
WHEN" METHOD)

Never hang up the phone without a Reference Number. Every
interaction must be documented in your personal log:
e Date/Time:
e Agent Name & ID Number:
e Outcome: "Agent confirmed receipt of the 180-day lookback
evidence."



RULE #2: THE "NOTICE OF ERROR" (NOE)
STRATEGY

If your servicer denies your discharge incorrectly or fails to stop
collections, do not just call them again. Send a formal Notice of
Error. Under the Consumer Financial Protection Act, they are
legally required to acknowledge your letter within 5 days and
provide a substantive response within 30.

NOE Template: The "Closed School" Dispute

To: [Servicer Name - Correspondence Dept]
RE: Notice of Error — Account # [Your Account Number]

Pursuant to 12 C.F.R. § 1024.35, | am writing to notify you of an error
regarding my eligibility for a Closed School Discharge.

The Error: My application for discharge was [denied/ignored] on
the grounds of [incorrect attendance date/enrollment status].
The Fact: | have attached evidence (Transcript/Enrollment
Agreement) showing my Last Date of Attendance was [Date],
which falls within the 180-day window of the school’s closure on
[Closure Date].

Required Action: Correct the enrollment dates in your system,
place all associated loans into Administrative Forbearance
iImmediately, and re-process my discharge application.

Sincerely, [Your Name]



RULE #3: THE FSA FEEDBACK LOOP

If the NOE fails, your next move is the FSA Ombudsman. Do not
use this first; use it as your "heavy artillery." Provide them with your
Call Log and your NOE. In 2026, an Ombudsman intervention is
the only way to bypass a servicer's "looping" automation.

CREDIT SCORE RECOVERY - THE
"DELETE" STRATEGY

THE POST-DISCHARGE CREDIT LANDSCAPE

A common misconception is that once your loans are discharged,
your credit score immediately skyrockets. In reality, a discharge
can be a "mixed bag" for your score in the short term, but a
massive victory for your Debt-to-Income (DTI) ratio in the long
term.

As of 2026, credit bureaus have tightened their reporting
algorithms. When a "Closed School Discharge" is processed, the
goal isn't just to show a $0 balance; it is to have the tradeline
deleted entirely or updated to reflect a "neutral" status that
removes any history of delinquency.



THE "TOTAL DELETION" RULE

Under federal guidelines, if your loan is discharged due to a school
closure, you are entitled to have any adverse credit reporting
associated with those loans removed. This includes:

e Late payment marks (30, 60, 90-day delinquencies).
e "Default" or "Claim Paid" statuses.

e The original "Loan Opened" date if the school was fraudulent.

THE CREDIT BUREAU DISPUTE LOGIC

If your servicer updates your balance to $0 but leaves the "90-day
late" marks from 2024, your score will remain suppressed. You

must execute a Secondary Dispute with the three major bureaus
(Experian, TransUnion, Equifax).

s
77_ ’ = '
f

RN <




Scenario

reporting
Result

Action Required

Balance is $0,
but "Late"
marks remain.

Score stays low.

File dispute:
"Account
discharged via
Federal Closed
School Discharge.
All adverse history
must be
suppressed per
Dept. of Ed rules."

Loan is marked

Score may dip

Accept the dip.
Your DTI is now
lower, making you

"Closed - Paid (lower age of ..
. . more eligible for
in Full." credit).
mortgages or car
loans.
Loan is still File an FSA
o9 .S > Feedback ticket
showing a Severe DTI . . .
. immediately. This
balance 90 days impact.

post-discharge.

IS a reporting
failure.




THE "AGE OF CREDIT" DIP

Be prepared: If your student loans were your oldest accounts,
deleting them might lower the "Average Age of Accounts" on your
credit profile. This could cause a 10-30 point drop. Do not panic.
This is a temporary mechanical shift. Within 3-6 months of on-
time payments on other credit lines, your score will stabilize at a
much healthier baseline because your total debt load has
vanished.

FUTURE-PROOFING -
NAVIGATING THE 2026 TAX
LANDSCAPE

THE FEDERAL TAX SHIELD

The single most important update in this playbook for 2026 is the

tax treatment of your discharge. While the broad pandemic-era

tax exemptions expired on December 31, 2025, the Closed School

Discharge (CSD) remains one of the few "Protected" categories.

 Federal Law (IRC § 108): Discharges based on a school’s

closure or "Borrower Defense to Repayment" are generally not
treated as taxable income. You should not receive a Form 1099-
C for a CSD.

e The Contrast: If you had pursued standard "IDR Forgiveness"
after 20 years in the new RAP (Repayment Assistance Plan),
you would be facing a "Tax Bomb" at your current 2026 tax
rate.
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THE STATE-LEVEL THREAT

Even though the federal government won't tax your discharge,

state conformity is the new battlefield. In 2026, several states have
"decoupled" from federal rules to generate revenue.

Action: Check if your state (e.g., Indiana, North Carolina,
Mississippi) taxes student loan discharges. If they do, a $50,000
discharge could result in a state tax bill of $1,500-$3,000.

THE INSOLVENCY DEFENSE (IRS FORM 982)

If you do receive a 1099-C for any portion of your student loan
relief, your ultimate shield is Insolvency. 1. The Rule: You do not pay
taxes on forgiven debt if you were "insolvent" immediately before
the discharge.

2. The Calculation: (Total Debts) - (Fair Market Value of Assets).

3. The Strategy: In 2026, most borrowers coming out of a school
closure have a negative net worth. By filing Form 982, you can
legally tell the IRS, "l had more debt than assets, so this discharge
Is tax-exempt."



INVESTING THE "GHOST PAYMENT"

Once the discharge is finalized and your credit is cleaned, you will
have a "ghost payment"—the money you used to send to your
servicer every month.

e The 2026 Move: Do not absorb this into your lifestyle. Redirect
50% of that former payment into a High-Yield Savings Account
(HYSA) or a Roth IRA. If you were paying $300/month, that's
$3,600 a year that now works for you instead of the
Department of Education.

THE "WHAT'S NEXT" ROADMAP -
EDUCATION & ROI

THE FEDERAL TAX SHIELD

Once your discharge is finalized, you are a "Free Agent." You have
no debt from your previous institution, and your federal aggregate
limits (the total amount you are allowed to borrow) have been
reset. However, the 2026 education market is different than it was
when you first enrolled.

With the One Big Beautiful Bill Act (OBBBA) now in effect, there
are stricter caps on graduate borrowing and a heavier emphasis
on "Value-Added" metrics. Before you signh up for a new program,
you must perform a Cold-Eyed ROI Analysis.



THE 2026 RE-ENROLLMENT CHECKLIST

1.Transfer Credit Audit: If you successfully received a discharge,
remember the rule: Do not transfer more than a "minority" of
credits into a comparable program, or you risk an audit that
could reverse your discharge.

2.State School Priority: In 2026, the cost gap between private
vocational schools and state-funded community/technical
colleges has widened. A state school degree carries less
"closure risk" and significantly lower tuition.

3.The RAP Strategy: Since any new loans taken out after July 1,
2026, will fall under the Repayment Assistance Plan (RAP), your
repayment timeline will be 30 years.

Borrowers with existing eligible loans may still access older IDR
plans.

The Math: If your new degree doesn't increase your earning
potential by at least 25%, the 30-year RAP "tax" on your income
may not be worth it.

THE "OPPORTUNITY FUND" STRATEGY

Now that your monthly debt obligation is $0, you have what we
call "Found Capital."

e Tactical Move: Do not increase your lifestyle spending.
Redirect your former student loan payment into a 529 Plan (if
you plan to return to school) or a Roth IRA.

e The Goal: Build a "Self-Funded" education for your final year or
your next certification. The best way to defeat college debt is to
never take it out again.



THE RESOURCE DIRECTORY &
WAR CHEST

THE TACTICAL LINKS (2026 UPDATED)

Do not search for these on generic search engines; you will be
targeted by "Debt Relief' scammers. Use only these official portals:

o Official FSA Dashboard: StudentAid.gov — The source of truth
for your loan types and dates.

e Closed School Search Tool: StudentAid.gov/closed-school-
search — Verify your school's official "Closure Date."

e The Ombudsman Group: StudentAid.gov/feedback-center -
For escalated disputes when your servicer stops responding.

* IRS Form 982 & Pub 4681: |RS.gov — Essential for the
"Insolvency Defense" against the 2026 Tax Bomb.

THE "WAR CHEST" CHECKLIST

Keep these items in a single, encrypted digital folder (Google
Drive, ProtonDrive, or a physical USB). If your servicer loses your
data, you must be able to provide it instantly.

[ ] Digital Transcript: A record of every class you took.

[ ] The "Closure Notice": The email or letter sent by the school or
State Board.

[ ] Proof of LDA: A dated assignment submission, a library record,
or a clinical log.

[ ] Servicer Reference Numbers: A running list of every call you've
made.

[ ] Tax Returns (2024-2026): Necessary for calculating "Insolvency"
if a1099-C is issued.


https://studentaid.gov/
https://www.google.com/search?q=https://studentaid.gov/closed-school-search
https://www.google.com/search?q=https://studentaid.gov/closed-school-search
https://www.google.com/search?q=https://studentaid.gov/closed-school-search
https://studentaid.gov/feedback-center
https://irs.gov/
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The Final Word -
Crisis as Catalyst

THE SURVIVAL SUMMARY

You have reached the end of the Playbook. By now, you
should have a clear vision of your path:

1.If you are eligible for a discharge: File immediately. Do
not accept a "Teach-Out" unless the degree’'s market
value is life-changing.
2.1f you are in the 2026 Tax Window: Prepare your
Insolvency Worksheet now. Do not wait for the IRS to
send a bill.
If your servicer is stalling: Send the Notice of Error (NOE).
Force them to play by the legal rules.



Conclusion

College debt is often framed as a "moral obligation," but for
the operator, it is a contractual one. Your school broke its
contract. You are simply using the legal tools provided to
you to balance the scales.

The "Closed School" scenario is a crisis, yes. But it is also a
rare chance to hit the "Reset" button on your financial life.
Use this guide, maintain your paper trail, and stay
aggressive. Your servicer is counting on your exhaustion;
don't give it to them.

https://usstudentloancenter.org/



