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(b) Capitalization.  

(1) A lender may add accrued interest and unpaid insurance premiums to the borrower's unpaid 
principal balance in accordance with this section. This increase in the principal balance of a loan is called 
“capitalization.”  

(2) Except as provided in paragraph (b)(4) and (b)(5) of this section, a lender may capitalize 
interest payable by the borrower that has accrued—  

(i) For the period from the date the first disbursement was made to the beginning date 
of the in-school period or, for a PLUS loan, for the period from the date the first disbursement 
was made to the date the repayment period begins;  

(ii) For the in-school or grace periods, or for a period needed to align repayment of an 
SLS with a Stafford loan, if capitalization is expressly authorized by the promissory note (or with 
the written consent of the borrower);  

(iii) For a period of authorized deferment;  

(iv) For a period of authorized forbearance; or  

(v) For the period from the date the first installment payment was due until it was 
made.  


