
Nationwide is on your side

Borrowing from your  
retirement account
Your guide to the loan program

Many employers are faced with the same question from employees: Why can’t I use the money in my 
retirement account to pay down debts, buy a home or help my child through college?

Today, the law permits employers to allow employees to take loans from their 457(b) deferred 
compensation and 401(a) defined contribution plans.  

Advantages and disadvantages of taking a loan from your retirement account
While taking a loan from your 457(b) or 401(a) accounts can be a benefit, it can also open you to potential liabilities. 

Advantages

•	 No credit check — you’re essentially “borrowing  
from yourself”

•	 No taxes to pay, because a Plan loan is not  
considered a distribution when the loan is granted

•	 Competitive interest rates — generally the prime  
rate + 1%

•	 You essentially “pay interest to yourself” rather  
than a conventional lender

•	 You can pay off other high-interest debt

•	 Reasonable repayment terms — 1 to 5 years for 
general purpose loans and up to 15 years for  
principal residence loans

Disadvantages

•	 Loan repayments are made with after-tax dollars

•	 Loans must be repaid with interest; if a default on the 
loan occurs, the loan is considered to be a deemed 
distribution, and the entire outstanding loan amount, 
including accrued interest, is subject to income taxes  

•	 The true cost of the loan may be more than the interest 
alone, especially if the market gains significantly over 
the life of the loan, which means that you could end up 
with fewer assets for retirement than you planned

How the loan program works
Eligibility

To qualify, you must complete and sign a  
loan application and pay an application fee.

Minimum/maximum loan amounts

•	 The minimum loan amount is $1,000 

•	 The maximum available loan amount is generally  
50% of your total vested account balance less  
any outstanding loan balances or $50,000 less 
the highest outstanding loan balance during the 
preceding 1-year period 

Number of loans allowed

For information on the number of loans allowed for  
your retirement account, please contact your local 
Retirement Specialist. If you default on a previous loan, 
you will not be eligible for another loan from the Plan 
until all defaulted loans are repaid in full, including 
accrued interest. 

Loan fees

All loan fees appear as administrative charges on  
your statements.

Application fee 

The application fee is $50 per loan. 

Loans are now available from all plan types, with no  
more than one outstanding loan at a time.

Interest rate

The interest rate is based on market conditions at the 
time the loan is processed. Generally, the rate is the 
prime rate + 1%. 

The prime rate is defined as the prime rate published by 
The Wall Street Journal 2 weeks prior to the end of the 
most current calendar-year quarter, and the new rate will 
be effective on the first day of the new calendar quarter.



Repayments

•	 General purpose loan repayment period: up to 5 years

•	 Principal residence loan repayment period: up to  
15 years 

You must repay the full amount of each payment 
(principal and interest) on the specified due date.  
Level payments of principal and interest are made 
monthly via automated clearinghouse (ACH). 
Nonpayment of the full amount by the specified  
due date will result in the following: 

•	 The missed repayment must be made within the 31-day 
cure period; if any repayment is not received by the 
end of the cure period, the entire amount of the loan 
will be defaulted and treated as a deemed distribution

•	 Loans may be repaid in full prior to the term due  
date without penalty if the payment is made with a 
lump-sum payment

Additional fees

Annual loan maintenance fee: An annual loan maintenance 
fee of $50 will be deducted from the Participant’s account 
on the anniversary date of the original loan initiation, until 
the loan is repaid in full or the loan has defaulted. In the 
event that the loan defaults, the annual loan maintenance 
fee will no longer be assessed and the annual loan default 
fee described in an upcoming paragraph will be applied.

Asset fees: The amount of the outstanding loan balance 
will be subject to the maximum asset fee, administrative 
charge or other such fees that Nationwide Retirement 
Solutions (NRS) is entitled to receive under its separate 
agreement with the Plan Sponsor.

Insufficient funds fee: If NRS is unable to process an  
ACH debit repayment or personal check on the date  
due, through no fault of NRS, a fee of $25 will be 
deducted from the Participant’s account.

Loan default fee: At the time a loan is treated as a 
deemed distribution, a $50 fee will be deducted from  
the Participant’s account.

Defaulted loans

Once a loan is in default, federal law requires that the 
entire loan amount be reported to the Internal Revenue 
Service as a deemed distribution. This means that the 
entire amount of the outstanding loan and accrued 
interest-to-date on the date of default will be subject  
to income tax in the year of the deemed distribution.

Suspension of payments due to military service

A participant’s obligation to repay a loan under the 
Plan may be suspended during the period while the 
participant is performing service in the United States 
military. The participant must resume repayment of  
the loan upon his or her completion of military service, 
and the loan may be reamortized over a period that 
does not exceed the latest permissible term for a loan 
plus the time of military service.

Loan modeling service
You have the opportunity to model potential loans from 
your account via your plan website. You can calculate 
the amount that you can request in loan dollars and 
what your payments would be depending on the length 
of the loan and the interest rate.

Contact us with questions if you 
are considering borrowing money 
from your retirement account. NRM-23081AO (04/25)
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508-250-9796
GonzE21@Nationwide.com
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