by Julia Guerrein, Esq.

BE WELL

Debt Relief Options to Improve Attorney Financial Wellbeing

Many attorneys, particularly those early
in their careers, struggle with the burden
of student loan debt. It can be extremely
limiting to be saddled with extensive and
long-term debt, affecting our most basic
living needs: where we live, what we eat,
and how we spend our free time. A re-
cent report by the American Bar Associa-
tion found that student loan debt “causes
stress and anxiety for most young lawyers
who borrowed . . .”" Like many other at-
torneys, | also carry significant student loan
debt, primarily from law school. While the
anxiety comes in waves, | often feel signif-
icant stress about my financial future due
to the amount of student loan debt | carry.

When looking at the cost to attend law
school and the average amount of stu-
dent loan debt law school graduates car-
ry, it is unsurprising that young attorneys
are stressed about their debt. Accord-
ing to the Law School Admissions Council
(LSAC), which owns and operates LawHub,
in 2023 law school tuition at private schools
was on average $55,963 per year, $43,590
for non-resident public schools per year,
and $30,554 for residential public schools
per year? LSAC reported that the aver-
age private law school graduate gradu-
ated with $135,183 of student debt while
public school attendees graduated with
$93,643 of student debt.> These amounts
do not reflect the final balance borrowers
have due to interest accrual during school
and repayment. LSAC estimates that for
2023-2024 graduates, for example, a bor-
rower who borrows $130,000 during law
school will owe $150,110 by the time the
first payment is due six months after grad-
uation.* This translates to a $1,788 month-
ly payment for a 10-year repayment plan.®
A $1,788 monthly payment is a significant
amount for someone, even with an attor-
ney salary, to put towards one item in their
monthly budget.

In 2022, approximately 71.2% of law
school graduates borrowed money.® Even
though student loan debt is a heavy burden
to carry, attorneys, like other borrowers,
can utilize a variety of programs, including
the Vermont Bar Association (VBA) Loan
Assistance Repayment Program (LRAP),
tax deductions, educational assistance pro-
grams, and student loan payments count-
ing towards a retirement matching pro-
gram, to maximize their financial wellness.
Employers can also use some of these pro-
grams to draw in potential employees and
to retain current employees.

Even though the costs of a legal edu-
cation are high and those who borrow for
their education often feel stressed, borrow-
ers can take advantage of programs de-
signed to boost their financial wellbeing.
Hopefully, borrowers who are able to take
advantage of these programs can feel bet-
ter about their financial future.

(1) Apply for assistance through the Ver-
mont Bar Association Loan Repayment
Assistance Program

In an effort to support attorneys in Ver-
mont with student loan debt, last year the
VBA established LRAP. For the next year
of financial awards, the application opened
on Sept. 27, 2024, and will close on Nov.
11, 2024. The application and all informa-
tion can be found on the VBA website.
www.vtbar.org.

Applicants must be licensed to prac-
tice in the State of Vermont, be a mem-
ber of the VBA, have an income from legal
work below $78,375, and have more than
$25,000 of student loan debt, which can be
a combination of undergraduate and grad-
uate loans. The VBA prioritizes applicants
who practice in underserved geographic
areas of Vermont, including the Northeast
Kingdom, Grand Isle/Franklin, Windham,
and Orange counties. Additionally, the
VBA prioritizes applicants whose practice
focuses on underserved legal areas or ar-
eas that serve vulnerable and working peo-
ple in Vermont, including family law, crimi-
nal defense, estate planning, disability, so-
cial security, unemployment, workers’ com-
pensation, small business, consumer pro-
tection, housing, mental health access, and
guardianship.

Recipients can receive a maximum award
of $5,000 per year, which is paid twice year-
ly. The number of awards and the amount
of the award is at the discretion of the
LRAP Committee. The LRAP award must
be used by the recipient to pay for their
educational debt.

As past recipients of the LRAP award can
attest, this is a powerful way for the VBA
and Vermont legal community to help Ver-
mont attorneys afford the high cost of edu-
cation. The VBA strongly suggests that all
attorneys who fit the criteria apply to this
program.

(2) Tax deductions for student loan inter-
est

Those who pay student loans can also re-
ceive up to $2,500 in a tax return for in-
terest paid on student loans.” The deduc-
tion phases out, starting when filers reach
$75,000 modified adjusted gross income.?
Borrowers can take advantage of this tax
deduction to help boost their financial well-
ness.

(3) Employers can assist their employees
through establishing an educational
assistance program

Employers can pay up to $5,250 per year
towards their employee’s student loans
through an educational assistance pro-
gram.” This benefit began in 2020 and
will expire at the end of 2025."° Essential-
ly, the program allows the employer to use
the employee’s pre-tax wages to pay up to
$5,250 per year towards the employee'’s
student loans."”” For employees who pay
student loans, this has the benefit of using
pre-tax dollars, rather than post-tax dollars,
towards student loan debt.

(4) Boost retirement savings while paying
down student debt

The Secure Act 2.0 created a new pro-
gram for treating student loan payments
as elective deferrals for purposes of match-
ing contributions to retirement.’? This pro-
gram began at the beginning of 2024.%

Oftentimes, an employee can contribute
to their employer sponsored retirement ac-
count and receive an employer match up to
a percentage of their yearly salary.™ In that
instance, the employee must contribute
that amount in order to receive the match-
ing funds from the employer.'

Secure Act 2.0 creates an option, not a
requirement, for employers to treat their
employees’ payments toward student
loans as a “deferred” payment towards re-
tirement.’® Essentially, the Secure Act 2.0
recognizes that someone who is paying
back student loans is less able to prioritize
other financial goals, such as saving for re-
tirement. When an employee is less able to
put their salary towards retirement savings,
they are also potentially missing out on the
employer match.

The employee’s payments towards the
student loans can only count as a deferred
payment for the purposes of the matching
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funds if the payment is towards a “qualified
student loan payment” which is “a pay-
ment made by an employee in repayment
of a qualified education loan . . . incurred by
the employee to pay qualified higher edu-
cation expenses, but only if the employ-
ee certifies to the employer making the
matching contribution that such payment
has been made on such a loan.”"” To cer-
tify a payment, the employee must provide
to the payment sponsor “(1) the amount of
the loan payment; (2) the date of the loan
payment; (3) that the payment was made
by the employee; (4) that the loan being re-
paid is a qualified education loan and was
used to pay for qualified higher education
expenses of the employee, the employee’s
spouse, or the employee'’s dependent; and
(5) that the loan was incurred by the em-
ployee.”®

Employees could also use student loan
payments as part of their contributions to-
wards their match, rather than the entire
contribution towards the match. For exam-
ple, an employee with a 5% match can con-
tribute 2% towards their match and then
use their student loan payments as the oth-
er 3%." Rather than leaving money behind
by not meeting the employer match, the
employee can tailor the program to meet
their financial situation. For borrowers with
significant student debt, saving for retire-
ment can feel impossible. | have certainly
felt like this. With student loan debt so im-
mediate and retirement feeling so far away,
it feels like saving for retirement needs to
take a back seat. Thankfully, this new pro-
gram recognizes that and allows borrowers
to pay their student loans without forget-
ting completely about retirement savings.

(5) Retention tool for employers

The IRS promotes the educational assis-
tance program and the retirement deferral
program as ways for employers to entice
employees to work for the employer and
to retain employees.?’ Considering the sig-
nificant number of graduates with student
loan debt and the high amount that many
borrowers carry, these programs may help
employers attract and retain talent.

Therefore, while the burden of student
debt can feel very heavy and insurmount-
able, as | have felt myself, these programs
can assist borrowers with meeting their fi-
nancial goals. Hopefully, these programs
can help borrowers improve their financial
wellbeing and reduce stress and anxiety
with managing student loan debt.
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