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Attention Federal Student Ioan Bormowers

Understanding Capitalization

You might have heard the term "interest capitalization”"come up during conversation
with a Financial Aid Representative, parent(s) orFederalloan Servicer. kcanbe a
tricky conceptto understand, so let's start simply...

What is inte re st?

Interestisthe costofbormowing money. Interest beginsto accrue when unsubsidized
loan fundsare disbursed to yourstudentaccountto help pay yourtuition and fees.
Interest wilbegin to accrue on a subsidized loandebtafteryourgrace period expires.

The amountofinterest you pay dependson:

e the amountofmoney youbormow (principal)

e the rate atwhich interestisc harged (intere st mate)

e whetherornotthe govemment helps pay the inte re st (inte re st subsidy)
e the length oftime ittakesyouto repay the loan (loan term)

Where does capitalization come in?
Often, you don'thave to make paymentson yourFederal Student Lo an(s) while you're
in school(deferred payments) orduring yourgrace period afterleaving school (up to 6

mo nths).

Any unpaid interest that accrues during thistime isadded to yourloan principalbefore
yourpayments are due. This is known as ¢ apitaliza tio n.

When thatinterestiscapitalized, itsadded to the amount you bormowed. From that
pointon, interest accrueson the higherbalance. Basically, you end up paying interest
on inte re st.

Does capitalization increase my loan balance?

Yes,butyoucan also ookatitasthe costofbeing able to postpone yourloan
payments.



Canlavoid capitalization while in school?

Yes, although noteveryone isable to afford it, making interest-only paymentsbefore
youbeginregularloan paymentscan limit the negative effectsof c apitalization.

Finterestispaid offasitaccrues, there'snothing to be capitalized when the time
comesto enterinto repayment. Most bormowersenterinto repayment 6 months after
they graduate, drop below half time orcease to attend classes.

Eady payments—(within 120 daysofgetting yourloan funds)—are treated asa refund,
which reducesyourprncipalloan amount. That'sa great thing foryoubecause it
reducesthe amountofinterestthataccrueson yourloansasifyou'd neverbormowed
that money to begin with. So, the bottom line is, if you don’t need the money, don’t
bormow it.

Making payments while you are stillin schoolreduces what you owe in the long run.

Fyoucanafford it,a great way to hold down costsisto make studentloan payments
while you are stillenmlled in school

Depending on when you make the payment, the loan sericerwilapplyitin a way that
savesyou the most money in the long run.

Here’show it wo rks:

o Forthe biggestimpact, make a paymentto yourloan servic er within the first 120
daysofgetting yourloan disburse ment-(the amount of money transferred to
yoursc hool). Yourpaymentwillbe treated like a refund and wilreduce the
amountofmoney youbomwed through the Federalloan program. It wil
reduce youroverallprincipalbalance.

When you do this, t willcreate a win-win situation. Not only is yourprincipal
balance reduced butany balance accruing interest willbe recalculated based
onthe reduced principalbalance so youroverallaccrued interestisreduced
accordingly.

Additionally, a fullorprorated portion of any origination feesare credited back
to youraccountreducing yourprincipalbalance even further.

e Youcanalso choose to apply yourpaymentsmade within 120 daysof
disbursementasa regularpayment, if you prefer. This will help you keep up with
youraccrued interest so itisn’tcapitalized; however, you won’t bene fit from the
reduced principalreduc tion.

e Paymentsmade toward yourFederalloansafter120 days from disburse ment will
be applied asa regularpayment, if you prefer. This will help you to keep up with
the accrued interest so itisn’t capitalized; however, you won’t benefit from the
reduced prncipalbalance thatthe refund provides. Paymentsmade after120
dayswilbe applied toward interest first and then to yourloan principal
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