
 

Atte ntio n Fe d e ra l Stud e nt Lo a n Bo rro we rs 

 

Unde rsta nding  Ca pita liza tion 

Yo u mig ht ha ve  he a rd  the  te rm "inte re st c a p ita liza tio n" c o me  up  during  c o nve rsa tio n 

with a  Fina nc ia l Aid  Re p re se nta tive , p a re nt(s) o r Fe d e ra l Lo a n Se rvic e r. It c a n b e  a  

tric ky c o nc e p t to  unde rsta nd , so  le t's sta rt simp ly... 

Wha t is inte re st?  

Inte re st is the  c o st o f b o rro wing  mo ne y. Inte re st b e g ins to  a c c rue  whe n unsub sid ize d  

lo a n funds a re  d isb urse d  to  yo ur stud e nt a c c o unt to  he lp  pa y yo ur tuitio n a nd  fe e s. 

Inte re st will b e g in to  a c c rue  o n a  sub sid ize d  lo a n d e b t a fte r yo ur g ra c e  p e rio d  e xp ire s.  

The  a mo unt o f inte re st yo u p a y d e pe nd s o n:  

• the  a mo unt o f mo ne y yo u b o rro w (princ ipal) 

• the  ra te  a t whic h inte re st is c ha rg e d  (inte re st rate ) 

• whe the r o r no t the  g o ve rnme nt he lp s pa y the  inte re st (inte re st subsidy) 

• the  le ng th o f time  it ta ke s yo u to  re p a y the  lo a n (loa n te rm ) 

Whe re  doe s c apita liza tion c ome  in?  

Ofte n, yo u d o n't ha ve  to  ma ke  p a yme nts o n yo ur Fe de ra l Stud e nt Lo a n(s) while  yo u're  

in sc ho o l (d e fe rre d  p a yme nts) o r d uring  yo ur g ra c e  pe rio d  a fte r le a ving  sc ho o l (up  to  6 

mo nths). 

Any unp a id  inte re st tha t a c c rue s d uring  this time  is a d de d  to  yo ur lo a n p rinc ip a l b e fo re  

yo ur p a yme nts a re  d ue . This is kno wn a s c a p ita liza tio n.  

Whe n tha t inte re st is c a p ita lize d , it's a d de d  to  the  a mo unt yo u b o rro we d . Fro m tha t 

p o int o n, inte re st a c c rue s o n the  hig he r b a la nc e . Ba sic a lly, yo u e nd  up  p a ying  inte re st 

o n inte re st. 

Doe s c apita lization inc re a se  my loa n ba la nc e ?  

Ye s, b ut yo u c a n a lso  lo o k a t it a s the  c o st o f b e ing  a b le  to  p o stp o ne  yo ur lo a n 

p a yme nts. 

  



Ca n I a void c apita lization while  in sc hool?  

Ye s, a ltho ug h no t e ve ryo ne  is a b le  to  a ffo rd  it, ma king  inte re st-o nly p a yme nts b e fo re  

yo u b e g in re g ula r lo a n p a yme nts c a n limit the  ne g a tive  e ffe c ts o f c a p ita liza tio n.  

If inte re st is pa id  o ff a s it a c c rue s, the re 's no thing  to  b e  c a p ita lize d  whe n the  time  

c o me s to  e nte r into  re p a yme nt. Mo st b o rro we rs e nte r into  re pa yme nt 6 mo nths a fte r 

the y g ra dua te , d ro p  b e lo w ha lf time  o r c e a se  to  a tte nd  c la sse s. 

Ea rly pa yme nts—(within 120 d a ys o f g e tting  yo ur lo a n fund s)—a re  tre a te d  a s a  re fund , 

whic h re d uc e s yo ur p rinc ip a l lo a n a mo unt.  Tha t's a  g re a t thing  fo r yo u b e c a use  it 

re d uc e s the  a mo unt o f inte re st tha t a c c rue s o n yo ur lo a ns a s if yo u'd  ne ve r b o rro we d  

tha t mo ne y to  b e g in with. So , the  b o tto m line  is, if yo u d o n’ t ne e d  the  mo ne y, d o n’ t 

b o rro w it. 

Ma king  pa yme nts while  you a re  still in sc hool re duc e s wha t you owe  in the  long  run. 

If yo u c a n a ffo rd  it, a  g re a t wa y to  ho ld  d o wn c o sts is to  ma ke  stude nt lo a n p a yme nts 

while  yo u a re  still e nro lle d  in sc ho o l.  

De p e nd ing  o n whe n yo u ma ke  the  p a yme nt, the  lo a n se rvic e r will a p p ly it in a  wa y tha t 

sa ve s yo u the  mo st mo ne y in the  lo ng  run.  

He re ’ s ho w it wo rks: 

• Fo r the  b ig g e st imp a c t, ma ke  a  p a yme nt to  yo ur lo a n se rvic e r within the  first 120 

d a ys o f g e tting  yo ur lo a n d isb urse me nt-(the  a mo unt o f mo ne y tra nsfe rre d  to  

yo ur sc ho o l).  Yo ur p a yme nt will b e  tre a te d  like  a  re fund  a nd  will re duc e  the  

a mo unt o f mo ne y yo u b o rro we d  thro ug h the  Fe de ra l Lo a n p ro g ra m. It will 

re d uc e  yo ur o ve ra ll p rinc ip a l b a la nc e .  

 

Whe n yo u d o  this, it will c re a te  a  win-win situa tio n. No t o nly is yo ur p rinc ip a l 

b a la nc e  re d uc e d  b ut a ny b a la nc e  a c c ruing  inte re st will b e  re c a lc ula te d  b a se d  

o n the  re d uc e d  princ ip a l b a la nc e  so  yo ur o ve ra ll a c c rue d  inte re st is re d uc e d  

a c c o rd ing ly.   

 

Ad d itio na lly, a  full o r p ro ra te d  p o rtio n o f a ny o rig ina tio n fe e s a re  c re d ite d  b a c k 

to  yo ur a c c o unt re duc ing  yo ur princ ipa l b a la nc e  e ve n furthe r.  

 

• Yo u c a n a lso  c ho o se  to  a p p ly yo ur p a yme nts ma d e  within 120 d a ys o f 

d isb urse me nt a s a  re g ula r p a yme nt, if yo u p re fe r. This will he lp  yo u ke e p  up  with 

yo ur a c c rue d  inte re st so  it isn’ t c a p ita lize d ; ho we ve r, yo u wo n’ t b e ne fit fro m the  

re d uc e d  p rinc ip a l re duc tio n.  

 

• Pa yme nts ma d e  to wa rd  yo ur Fe de ra l Lo a ns a fte r 120 d a ys fro m d isb urse me nt will 

b e  a pp lie d  a s a  re g ula r p a yme nt, if yo u pre fe r. This will he lp  yo u to  ke e p  up  with 

the  a c c rue d  inte re st so  it isn’ t c a p ita lize d ; ho we ve r, yo u wo n’ t b e ne fit fro m the  

re d uc e d  p rinc ip a l b a la nc e  tha t the  re fund  pro vide s. Pa yme nts ma d e  a fte r 120 

d a ys will b e  a pp lie d  to wa rd  inte re st first a nd  the n to  yo ur lo a n p rinc ip a l. 
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