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Prohibiting Loan Holder Interest Capitalization Upon Loan Rehabilitation 

Statutory cite: 

Section 428H(e)(2) of the Higher Education Act of 1965, as amended 

Regulatory cite: 
34 CFR 682.202(b)(3), 682.202(b)(4), 682.410(b)(4) , and 682.405

Summary of Changes: 
Modifies the conditions under which the capitalization of interest is permitted. 

Changes: See regulatory text below. 

§ 682.202 Permissible charges by lenders to borrowers.
[ * * * ]

 (b) Capitalization. (1) Except as provided in §682.405(b)(4), a lender may add accrued interest and unpaid insurance premiums or Federal default fees to the borrower's unpaid principal balance in accordance with this section. This increase in the principal balance of a loan is called “capitalization.”

§682.405   Loan rehabilitation agreement.

[ * * * ]

(b) Terms of agreement. In the loan rehabilitation agreement, the guaranty agency agrees to ensure that its loan rehabilitation program meets the following requirements at all times:

[ * * * ]

(4)(i) An eligible lender purchasing a rehabilitated loan must establish a repayment schedule that meets the same requirements that are applicable to other FFEL Program loans of the same loan type as the rehabilitated loan and must permit the borrower to choose any statutorily available repayment plan for that loan type. The lender must treat the first payment made under the nine payments as the first payment under the applicable maximum repayment term, as defined under §682.209(a) or (e). For Consolidation loans, the maximum repayment term is based on the balance outstanding at the time of loan rehabilitation.

(ii) The lender must not consider the purchase of a rehabilitated loan as entry into repayment or resumption of repayment for the purposes of interest capitalization under §682.202(b).

§682.410 Fiscal, administrative, and enforcement requirements. 
(b) Administrative requirements— 

[ * * * ] 

(4) Capitalization of unpaid interest. The guaranty agency shall capitalize any unpaid interest due the lender from the borrower at the time the agency pays a default claim to the lender, but shall not capitalize any unpaid interest thereafter.
