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If you have Direct Subsidized
Loans, no interest was charged on
your loans while you were in
school, and none will be charged
during your grace period. If you
have Direct Unsubsidized Loans,
interest was charged on your
loans while you were in school—
you may or may not have been
paying that interest. You will also
be responsible for the interest that
accumulates during your grace
period. If you have Direct Unsubsi-
dized Loans and you do not pay
the interest as it accumulates, it
will be capitalized when you enter
repayment (see the next column
for details).

What is capitalized
interest?
Capitalized interest is interest that
has not been paid as it accumu-
lates but has been added to the
principal balance of your loans
(the total amount you borrowed).
Unpaid interest will be capitalized
whenever your borrower status
changes—for instance, when you
enter repayment or come out of
deferment. (In some cases, under
the Income Contingent Repay-
ment Plan, interest may also be
capitalized yearly.) If you have not
been paying the interest on your
loans while you were in school,
you will pay it when your loans
enter repayment. Capitalized
interest becomes part of the
principal of your loans; therefore, it
increases the total cost of repay-
ing your loans because interest
will accumulate on the new, higher
principal. (See Example B to
understand how this works.)

Example B: Capitalizing Interest
This chart compares the costs of paying (not capitalizing) the interest and not paying (capitalizing) the interest on a
$2,625 Direct Unsubsidized Loan at 8.25 percent interest, under the Standard Repayment Plan. The borrower
attended school for 9 months and then had a 6-month grace period.

Type of Loan Interest Interest Principal to Monthly Number of Total
Interest Amount Charged Paid Be Repaid Payment Payments Repayment

Not
Capitalized $2,625 $230 $230 $2,625 $50 65 $3,498*

Capitalized** $2,625 $230 $0 $2,855 $50 73 $3,638

*Total repayment includes the $230 in interest paid before the loan went into repayment.
**Interest was capitalized once, when the borrower entered repayment (15 months after the loan was made).

Note: Often, when you hear
people talk about loans and

interest, you hear them make a
statement such as, “Interest

accrues at the rate of 8.25
percent.” The word “accrues”
simply means “accumulates.”

You might also hear people say,
“Interest is charged at the rate of

8.25 percent.” The terms ac-
crues, accumulates, and is

charged may be used
interchangeably.


