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on the loans being consolidated, round-
ed to the nearest higher one-eighth of
one percent, but does not exceed 8.25
percent.

(b) Capitalization. (1) The Secretary
may add unpaid accrued interest to the
borrower’s unpaid principal balance.
This increase in the principal balance
of a loan is called ‘“‘capitalization.”

(2) For a Direct Unsubsidized Loan or
a Direct Unsubsidized Consolidation
Loan that qualifies for a grace period,
the Secretary capitalizes the unpaid in-
terest that accrues on the loan when
the borrower enters repayment.

(3) Notwithstanding §685.208(g)(5) and
§685.209(d)(3), for a Direct Loan not eli-
gible for interest subsidies during peri-
ods of deferment, and for all Direct
Loans during periods of forbearance,
the Secretary capitalizes the unpaid in-
terest that has accrued on the loan
upon the expiration of the deferment or
forbearance.

(4) Except as provided in paragraph
(b)(3) of this section and in
§685.208(g)(5), and §685.209(d)(3), the
Secretary annually capitalizes unpaid
interest when the borrower is paying
under the alternative or income con-
tingent repayment plans and the bor-
rower’s scheduled payments do not
cover the interest that has accrued on
the loan.

(5) The Secretary may capitalize un-
paid interest when the borrower de-
faults on the loan.

(c) Loan fee for Direct Subsidized, Di-
rect Unsubsidized, and Direct PLUS
Loans. The Secretary—

(1)(i) Charges a borrower a loan fee
not to exceed four percent of the prin-
cipal amount of the loan on a Direct
Subsidized or Direct Unsubsidized
Loan; and

(ii) Charges a borrower a loan fee of
four percent of the principal amount of
the loan on a Direct PLUS Loan.

(2) Deducts the loan fee from the pro-
ceeds of the loan;

(3) In the case of a loan disbursed in
multiple installments, deducts a pro
rated portion of the fee from each dis-
bursement; and

(4) Applies to a borrower’s loan bal-
ance the portion of the loan fee pre-
viously deducted from the loan that is
attributable to any portion of the loan
that is—
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(i) Repaid or returned within 120 days
of disbursement, unless—

(A) The borrower has no Direct Loans
in repayment status and has requested,
in writing, that the repaid or returned
funds be used for a different purpose; or

(B) The borrower has a Direct Loan
in repayment status, in which case the
payment is applied in accordance with
§685.211(a) unless the borrower has re-
quested, in writing, that the repaid or
returned funds be applied as a cancella-
tion of all or part of the loan; or

(ii) Returned by a school in order to
comply with the Act or with applicable
regulations.

(d) Late charge. (1) The Secretary
may require the borrower to pay a late
charge of up to six cents for each dollar
of each installment or portion thereof

that is late under the circumstances
described in paragraph (d)(2) of this
section.

(2) The late charge may be assessed if
the borrower fails to pay all or a por-
tion of a required installment payment
within 30 days after it is due.

(e)(1) Collection charges before default.
Notwithstanding any provision of
State law, the Secretary may require
that the borrower or any endorser pay
costs incurred by the Secretary or the
Secretary’s agents in collecting in-
stallments not paid when due. These
charges do not include routine collec-
tion costs associated with preparing
letters or notices or with making per-
sonal contacts with the borrower (e.g.,
local and long-distance telephone
calls).

(2) Collection charges after default. If a
borrower defaults on a Direct Loan, the
Secretary assesses collection costs on
the basis of 34 CFR 30.60.

(Authority: 20 U.S.C. 1087a et seq., 1091a)

[59 FR 61690, Dec. 1, 1994, as amended at 61
FR 29900, June 12, 1996; 62 FR 63434, Nov. 28,
1997; 64 FR 46254, Aug. 24, 1999; 66 FR 34765,
June 29, 2001]

§685.203 Loan limits.

(a) Direct Subsidized Loans. (1) In the
case of an undergraduate student who
has not successfully completed the
first year of a program of under-
graduate education, the total amount
the student may borrow for any aca-
demic year of study under the Federal
Direct Stafford/Ford Loan Program in
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combination with the Federal Stafford
Loan Program may not exceed the fol-
lowing:

(i) $2,625 for a program of study of at
least a full academic year in length.

34 CFR Ch. VI (7-1-03 Edition)

(ii) For a one-year program of study
with less than a full academic year re-
maining, the amount that is the same
ratio to $2,625 as the—

Number of semester, trimester, quarter, or clock hours enrolled

Number of semester, trimester, quarter, or clock hoursin academic year.

(iii) For a program of study that is
less than a full academic year in

length, the amount that is the same
ratio to $2,625 as the lesser of the—

Number of semester, trimester, quarter, or clock hours enrolled

Number of semester, trimester, quarter, or clock hoursin academic year.

or

Number of weeks enrolled

Number of weeksin academic year.

(2) In the case of an undergraduate
student who has successfully com-
pleted the first year of an under-
graduate program but has not success-
fully completed the second year of an
undergraduate program, the total
amount the student may borrow for
any academic year of study under the
Federal Direct Stafford/Ford Loan Pro-

gram in combination with the Federal
Stafford Loan Program may not exceed
the following:

(i) $3,500 for a program of study of at
least a full academic year in length.

(ii) For a program of study with less
than a full academic year remaining,
an amount that is the same ratio to
$3,500 as the—

Number of semester, trimester, quarter, or clock hours enrolled

Number of semester, trimester, quarter, or clock hoursin academic year.

(3) In the case of an undergraduate
student who has successfully com-
pleted the first and second years of a
program of study of undergraduate
education but has not successfully
completed the remainder of the pro-
gram, the total amount the student
may borrow for any academic year of
study under the Federal Direct Staf-

ford/Ford Loan Program in combina-
tion with the Federal Stafford Loan
Program may not exceed the following:

(i) $5,500 for a program of study of at
least an academic year in length.

(if) For a program of study with less
than a full academic year remaining,
an amount that is the same ratio to
$5,500 as the—

Number of semester, trimester, quarter, or clock hours enrolled

Number of semester, trimester, quarter, or clock hoursin academic year.
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(4) In the case of a student who has
an associate or baccalaureate degree
which is required for admission into a
program and who is not a graduate or
professional student, the total amount
the student may borrow for any aca-
demic year of study may not exceed
the amounts in paragraph (a)(3) of this
section.

(5) In the case of a graduate or pro-
fessional student, the total amount the
student may borrow for any academic
year of study under the Federal Direct
Stafford/Ford Loan Program in com-
bination with the Federal Stafford
Loan Program may not exceed $8,500.

(6) In the case of a student enrolled
for no longer than one consecutive 12-
month period in a course of study nec-
essary for enrollment in a program
leading to a degree or a certificate, the
total amount the student may borrow
for any academic year of study under
the Federal Direct Stafford/Ford Loan
Program in combination with the Fed-
eral Stafford Loan Program may not
exceed the following:

(i) $2,625 for coursework necessary for
enrollment in an undergraduate degree
or certificate program.

(ii) $5,500 for coursework necessary
for enrollment in a graduate or profes-
sional degree or certification program
for a student who has obtained a bacca-
laureate degree.

(7) In the case of a student who has
obtained a baccalaureate degree and is
enrolled or accepted for enrollment in
coursework necessary for a profes-
sional credential or certification from
a State that is required for employ-
ment as a teacher in an elementary or
secondary school in that State, the
total amount the student may borrow
for any academic year of study under
the Federal Direct Stafford/Ford Loan
Program in combination with the Fed-
eral Stafford Loan Program may not
exceed $5,500.

(8) Except as provided in paragraph
(a)(4) of this section, an undergraduate
student who is enrolled in a program
that is one academic year or less in
length may not borrow an amount for
any academic year of study that ex-
ceeds the amounts in paragraph (a)(1)
of this section.

(9) Except as provided in paragraph
(a)(4) of this section—
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(i) An undergraduate student who is
enrolled in a program that is more
than one academic year in length and
who has not successfully completed the
first year of that program may not bor-
row an amount for any academic year
of study that exceeds the amounts in
paragraph (a)(1) of this section.

(ii) An undergraduate student who is
enrolled in a program that is more
than one academic year in length and
who has successfully completed the
first year of that program, but has not
successfully completed the second year
of the program, may not borrow an
amount for any academic year of study
that exceeds the amounts in paragraph
(a)(2) of this section.

(b) Direct Unsubsidized Loans. The
total amount a student may borrow
under any period of study for the Fed-
eral Direct Unsubsidized Loan Program
and the Federal Unsubsidized Stafford/
Ford Loan Program is the same as the
amount determined under paragraph
(a) of this section, less any amount re-
ceived under the Federal Direct Staf-
ford/Ford Loan Program or the Federal
Stafford Loan Program.

(c) Additional eligibility for Direct Un-
subsidized Loans. (1)(i) An independent
undergraduate student, graduate or
professional student, and certain de-
pendent undergraduate students may
borrow amounts under the Federal Di-
rect Unsubsidized Loan Program in ad-
dition to any amount borrowed under
paragraph (b) of this section.

(ii) In order for a dependent under-
graduate student to receive this addi-
tional loan amount, the financial aid
administrator must determine that the
student’s parent likely will be pre-
cluded by exceptional circumstances
from borrowing under the Federal Di-
rect PLUS Program or the Federal
PLUS Program and the student’s fam-
ily is otherwise unable to provide the
student’s expected family contribution.
The financial aid administrator shall
base the determination on a review of
the family financial information pro-
vided by the student and consideration
of the student’s debt burden and shall
document the determination in the
school’s file.
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(iii) ““Exceptional circumstances”
under paragraph (c)(1)(ii) of this sec-
tion include but are not limited to cir-
cumstances in which the student’s par-
ent receives only public assistance or
disability benefits, the parent is incar-
cerated, the parent has an adverse
credit history, or the parent’s where-
abouts are unknown. A parent’s refusal
to borrow a Federal PLUS Loan or Di-
rect PLUS Loan does not constitute
““‘exceptional circumstances.”’

(2) The additional amount that a stu-
dent described in paragraph (c)(1)(i) of
this section may borrow under the Fed-

34 CFR Ch. VI (7-1-03 Edition)

eral Direct Unsubsidized Stafford/Ford
Loan Program and the Federal Unsub-
sidized Stafford Loan Program for any
academic year of study may not exceed
the following:

(i) In the case of a student who has
not successfully completed the first
year of a program of undergraduate
education—

(A) $4,000 for a program of study of at
least a full academic year in length.

(B) For a program of study with less
than a full academic year remaining,
an amount that is the same ratio to
$4,000 as the—

Number of semester, trimester, quarter, or clock hours enrolled

Number of semester, trimester, quarter, or clock hoursin academic year.

(C) For a one-year program of study
with less than a full academic year re-

maining, the amount that is the same
ratio to $4,000 as the—

Number of semester, trimester, quarter, or clock hours enrolled

Number of semester, trimester, quarter, or clock hoursin academic year.

(D) For a program of study that is
less than a full academic year in

length, an amount that is the same
ratio to $4,000 as the lesser of the—

Number of semester, trimester, quarter, or clock hours enrolled

Number of semester, trimester, quarter, or clock hours in academic year

Number of weeks enrolled

Number of weeks in academic year.

(i) In the case of a student who has
completed the first year of a program
of undergraduate education but has not
successfully completed the second year
of a program of undergraduate edu-
cation—

(A) $4,000 for a program of study of at
least a full academic year in length.

(B) For a program of study with less
than a full academic year remaining,
an amount that is the same ratio to
$4,000 as the—

Number of semester, trimester, quarter, or clock hours enrolled

Number of semester, trimester, quarter, or clock hoursin academic year.
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(iii) In the case of a student who has
successfully completed the second year
of a program of undergraduate edu-
cation but has not completed the re-
mainder of the program of study—

§685.203

(A) $5,000 for a program of study of at
least a full academic year in length.

(B) For a program of study with less
than a full academic year remaining,
an amount that is the same ratio to
$5,000 as the—

Number of semester, trimester, quarter, or clock hours enrolled

Number of semester, trimester, quarter, or clock hoursin academic year.

(iv) In the case of a student who has
an associate or baccalaureate degree
which is required for admission into a
program and who is not a graduate or
professional student, the total amount
the student may borrow for any aca-
demic year of study may not exceed
the amounts in paragraph (c)(2)(iii) of
this section.

(v) In the case of a graduate or pro-
fessional student, $10,000.

(vi) In the case of a student enrolled
for no longer than one consecutive 12-
month period in a course of study nec-
essary for enrollment in a program
leading to a degree or a certificate—

(A) $4,000 for coursework necessary
for enrollment in an undergraduate de-
gree or certificate program.

(B) $5,000 for coursework necessary
for enrollment in a graduate or profes-
sional degree or certification program
for a student who has obtained a bacca-
laureate degree.

(vii) In the case of a student who has
obtained a baccalaureate degree and is
enrolled or accepted for enrollment in
coursework necessary for a profes-
sional credential or certification from
a State that is required for employ-
ment as a teacher in an elementary or
secondary school in that State, $5,000.

(viii) Except as provided in paragraph
(©)(2)(iv) of this section, an under-
graduate student who is enrolled in a
program that is one academic year or
less in length may not borrow an
amount for any academic year of study
that exceeds the amounts in paragraph
(c)(2)(i) of this section.

(ix) Except as provided in paragraph
(c)(2)(iv) of this section—

(A) An undergraduate student who is
enrolled in a program that is more
than one academic year in length and
who has not successfully completed the

first year of that program may not bor-
row an amount for any academic year
of study that exceeds the amounts in
paragraph (c)(2)(i) of this section.

(B) An undergraduate student who is
enrolled in a program that is more
than one academic year in length and
who has successfully completed the
first year of that program, but has not
successfully completed the second year
of the program, may not borrow an
amount for any academic year of study
that exceeds the amounts in paragraph
(c)(2)(ii) of this section.

(d) Federal Direct Stafford/Ford Loan
Program and Federal Stafford Loan Pro-
gram aggregate limits. The aggregate un-
paid principal amount of all Direct
Subsidized Loans and Federal Stafford
Loans made to a student but excluding
the amount of capitalized interest may
not exceed the following:

(1) $23,000 in the case of any student
who has not successfully completed a
program of study at the undergraduate
level.

(2) $65,500 in the case of a graduate or
professional student, including loans
for undergraduate study.

(e) Aggregate limits for unsubsidized
loans. The total amount of Direct Un-
subsidized Loans, Federal Unsubsidized
Stafford Loans, and Federal SLS Loans
but excluding the amount of capital-
ized interest may not exceed the fol-
lowing:

(1) For a dependent undergraduate
student, $23,000 minus any Direct Sub-
sidized Loan and Federal Stafford Loan
amounts, unless the student qualifies
under paragraph (c) of this section for
additional eligibility or qualified for
that additional eligibility under the
Federal SLS Program.

(2) For an independent undergraduate
or a dependent undergraduate who
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qualifies for additional eligibility
under paragraph (c) of this section or
qualified for this additional eligibility
under the Federal SLS Program, $46,000
minus any Direct Subsidized Loan and
Federal Stafford Loan amounts.

(3) For a graduate or professional
student, $138,500 including any loans
for undergraduate study, minus any Di-
rect Subsidized Loan, Federal Stafford
Loan, and Federal SLS Program loan
amounts.

(f) Direct PLUS Loans annual limit.
The total amount of all Direct PLUS
Loans that a parent or parents may
borrow on behalf of each dependent
student for any academic year of study
may not exceed the cost of attendance
minus other estimated financial assist-
ance for that student.

(g) Direct PLUS Loans aggregate limit.
The total amount of all Direct PLUS
Loans that a parent or parents may
borrow on behalf of each dependent
student for enrollment in an eligible
program of study may not exceed the
student’s cost of attendance minus
other estimated financial assistance
for that student for the entire period of
enrollment.

(h) Loan limit period. The annual loan
limits apply to an academic year, as
defined in 34 CFR 668.3.

(i) Treatment of Direct Consolidation
Loans and Federal Consolidation Loans.
The percentage of the outstanding bal-
ance on Direct Consolidation Loans or
Federal Consolidation Loans counted
against a borrower’s aggregate loan
limits is calculated as follows:

(1) For Direct Subsidized Loans, the
percentage equals the percentage of the
original amount of the Direct Consoli-
dation Loan or Federal Consolidation
Loan attributable to the Direct Sub-
sidized and Federal Stafford Loans.

(2) For Direct Unsubsidized Loans,
the percentage equals the percentage of
the original amount of the Direct Con-
solidation Loan or Federal Consolida-
tion Loan attributable to the Direct
Unsubsidized, Federal SLS, and Fed-
eral Unsubsidized Stafford Loans.

(J) Maximum loan amounts. In no case
may a Direct Subsidized, Direct Unsub-
sidized, or Direct PLUS Loan amount
exceed the student’s estimated cost of
attendance for the period of enrollment
for which the loan is intended, less—

34 CFR Ch. VI (7-1-03 Edition)

(1) The student’s estimated financial
assistance for that period; and

(2) In the case of a Direct Subsidized
Loan, the borrower’s expected family
contribution for that period.

(Authority: 20 U.S.C. 1087a et seq.)

[59 FR 61690, Dec. 1, 1994, as amended at 64
FR 58966, Nov. 1, 1999; 67 FR 67081, Nov. 1,
2002]

§685.204 Deferment.

(a)(1) A Direct Loan borrower whose
loan is eligible for interest subsidies
and who meets the requirements de-
scribed in paragraph (b) of this section
is eligible for a deferment during which
periodic installments of principal and
interest need not be paid.

(2) A Direct Loan borrower whose
loan is not eligible for interest sub-
sidies and who meets the requirements
described in paragraph (b) of this sec-
tion is eligible for a deferment during
which periodic installments of prin-
cipal need not be paid but interest does
accrue and is capitalized or paid by the
borrower.

(b) Except as provided in paragraphs
(d) and (e) of this section, a Direct
Loan borrower is eligible for a
deferment during any period during
which the borrower meets any of the
following requirements:

(1)(i) The borrower—

(A) Is carrying at least one-half the
normal full-time work load for the
course of study that the borrower is
pursuing, as determined by the eligible
school the borrower is attending;

(B) Is pursuing a course of study pur-
suant to a graduate fellowship program
approved by the Secretary; or

(C) Is pursuing a rehabilitation train-
ing program, approved by the Sec-
retary, for individuals with disabilities;
and

(if) The borrower is not serving in a
medical internship or residency pro-
gram, except for a residency program
in dentistry.

(iii)(A) For the purpose of paragraph
(b)(1)(i) of this section, the Secretary
processes a deferment when—

(1) The borrower submits a request to
the Secretary along with documenta-
tion verifying the borrower’s eligi-
bility;
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