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Most 401(k) retirement plans allow participants to 
borrow from their accounts within the retirement 
plan. This source of funds can be helpful if you need 
money, but is not always the best solution. Here are 
some of the issues to consider before making the 
decision to borrow from your retirement plan.

Why borrow at all?
Borrowing from any source is an important 
decision.  If you really need the money, borrowing 
can help you get what you need. However, 
borrowing also brings a responsibility for 
repayment. Before borrowing from your 401(k) 
plan, make sure you are going to get lasting value 
with the funds. Borrowing for a down payment on 
a home or a college education is probably a better 
decision than borrowing to take a vacation or buy 

an expensive gift.

What are the costs of borrowing 
from your 401(k) plan?

There are really two “costs” of 
borrowing from your 401(k) plan: the 

actual interest rate you pay (and 
any loan fees the plan 

charges) 

and what the 
borrowing will 
do to your 
long-term 
retirement 
planning 
success.

Many plans 
enable you to borrow 
up to 50% of the value 
of your account to a maximum of $50,000. The 
interest rate you pay is usually one to two percent 
above the existing prime rate and will change as the 
prime rate changes. Be sure to review the details 
of your plan for specifics. The current (April, 2015) 
prime rate of 3.25% would mean a rate of 4.25% 
to 5.25% which compares very favorably with 
rates on most credit cards, but less favorably with 
home equity loans which are sometimes offered at 
something less than the prime rate.
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Managing your finances should include being aware of financial 
market conditions. While your portfolio of individual stocks or bonds 
will not perform exactly like the overall market, knowing what the 
general market is doing can help you put your investments’ results in 
perspective. Three key areas to monitor are stocks, interest rates and 
inflation rates.

Stock market indicators
The most often-quoted stock market indicator is the Dow Jones 
Industrial Average (DJIA). In 1884, Charles Dow averaged the 
closing prices of 11 stocks considered to be representative of the 
U.S. economy and the DJIA was christened. Since then the average 
has been expanded to include 30 familiar “blue chip” companies. 
Occasionally the components are changed to make it more 
representative of the largest companies in the U.S. The calculation of 
the average is also changed to reflect stock splits.

Another common indicator that includes a larger number of 
companies is the S&P 500 index. This index includes the largest 500 

companies and is weighted to reflect the market value of each 
company. It is more representative of the overall market, but is 

still comprised of only the large companies.

The National Association of Securities Dealers 
Automated Quotation system, or NASDAQ, lists 

over-the-counter market trades. The NASDAQ 
composite index tracks this market and is more 

representative of market conditions for 
smaller companies.

Interest rate indicators
Interest rates have an 

impact on many 
parts of 

the economy, including your business environment and your finances. 
Mortgage rates, credit card interest rates, deposit account earnings 
rates and corporate borrowing are all affected by changes in interest 
rates. Within this category, it is advisable to follow changes in both 
long-term rates and short-term rates.

The most common short-term indicator is the interest rate on U.S. 
Treasury bills. The rates often quoted for this form of bond are usually 
based on a 13-week maturity. The indicator for long-term interest rates 
is usually the current rate on 30-year U.S. Treasury bonds. The rates on 
these two securities are usually quite different with the longer-term 
bond usually having a higher rate than the shorter-term bill. Because 
of their different maturities, the values of 30 year Treasury bonds will 
fluctuate more with changes in interest rates than the shorter term 
Treasury bills’ values. The most common indicator now used is the yield 
on 10-year Treasury bonds.

Inflation indicator
The Consumer Price Index (CPI) is the most widely watched 
measure of inflation. The government computes this index monthly 
by measuring changes in the prices of over 90,000 items. The CPI 
is reported each month. The annual change is used for determining 
adjustments in Social Security payments, income tax brackets and many 
other payments and charges.

Monitoring the changes and trends of these indicators is a way to gain 
a general understanding of changes in the economy. Being aware of 
these indicators’ changes and trends can help put your finances into a 
broader perspective and help you make better decisions about your 
saving, borrowing and investing. 

For more Sound Advice, visit us online at
www.bankatfirstnational.com. ■

Source: © Financial Wisdom
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The other “cost,” to consider is whether 
taking a loan from your 401(k) plan will help 
or hurt your long-term retirement planning. 
The interest you pay on a 401(k) loan goes 
back into your account, because you are 
really the lender. Taking money out of your 
plan with a loan means that those funds are 
not invested and earning the way the rest of 
your funds are. Even though you are “paying 
yourself interest,” your total retirement nest-
egg is growing more slowly.

Another item to consider is whether your 
plan administrator charges a fee for handling 
a loan. Be sure to ask.

How are you going to repay
the loan?
Most plans require you to repay loans within 
five years unless you use the loan proceeds 
to help buy a first home. Employers can 
usually set up an automatic plan to have 
part of your paychecks go directly into your 
plan to repay the loan. But you still have to 
repay it.

Another repayment issue to consider is what 
happens if you change jobs while the loan 
is outstanding. Most plans require you to 
repay any outstanding loans immediately if 
you change jobs. If you don’t (or can’t), the 
IRS may consider the loan to be an early 
withdrawal subjecting you to income tax on 
the amount and potentially an additional 10% 
tax if you are under the age of 59½. Think 
twice about a loan from your 401(k) plan if a 
job change is in your plans.

What about income tax 
consequences?
Borrowing from your 401(k) plan does 
not trigger income taxes, provided you 
repay the loan in the required timeframe, 
or immediately if you change jobs.  Since 
the earnings on funds within your plan are 
tax-deferred, the interest you pay does not 
trigger any income taxes. However, that 
interest you pay cannot be treated as an 
itemized deduction on your individual tax 
return.

Are there alternative borrowing 
sources to consider?
Your 401(k) plan assets will probably be one 
of the most important sources of income 
when you retire. As such, you want your plan 
balances to grow as quickly and as much 
as possible. Taking a loan will probably slow 
down that growth.

Borrowing through a credit card is probably 
not a good idea because of higher rates.  In 
addition, interest paid on credit cards is not 
tax deductible.

A home equity loan may be a better 
alternative. Many home equity loan programs 
provide lower interest rates and the interest 
paid on a home equity loan may be tax 
deductible if you itemize your deductions on 
your individual tax return.

Summary
Borrowing from your 401(k) plan is a 
beneficial feature of this type of retirement 
plan. The interest rate on the loan will 
probably be relatively low and having up 
to five years to repay the loan can be 
attractive. It is probably easy to get the loan. 
Your plan administrator or human resources 
department should have the papers you need 
and there is no loan approval process.

However, like any other loan, it must be 
repaid. In addition, the costs of slowing 
down the growth of your retirement 
portfolio and the non-deductibility of interest 
paid should at least make you to consider all 
your alternatives.

First National Bank and Trust experienced 
Wealth Management professionals can help 
you manage your money during this tough 
economic time. Contact our team at
www.bankatfirstnational.com/contact-wealth 
or call 800.667.4401. ■

Source: © Financial Wisdom
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For information about all the perks and benefits that come with your 
Privilege Plus account, or to subscribe to the newsletter electronically, 
visit www.bankatfirstnational.com/Privilege.

Free 
Community 
Events
Shred Days • Coin Appraisals
Electronic Recycling • Shoe Drive

Due to cancellations and postponements of 
events attributed to the COVID-19 pandemic, 
please visit www.bankatfirstnational.com/
about-us/community-events-outreach/ for the 
most up-to-date schedule. ■

For a list of the 2020 Privilege Plus Extended Trips and their detailed 
itineraries, visit our website at www.bankatfirstnational.com/trips,
email fun@bankatfirstnational.com or call 800.667.4401. ■

2020
Extended Trips

2020 Holidays
First National Bank and Trust will be closed in observance 
of the following holidays:

Labor Day . . . . . . . . . . . . . . . . . . . . . .Monday, September 7

Columbus Day  . . . . . . . . . . . . . . . . . .Monday, October 12

Thanksgiving Day. . . . . . . . . . . . .Thursday, November 26

Christmas Eve* . . . . . . . . . . . . . . . Thursday, December 24

Christmas Day  . . . . . . . . . . . . . . . . . . Friday, December 25

New Year’s Eve** . . . . . . . . . . . . . Thursday, December 31

**FNBT will be open on Christmas Eve but close at noon.
**FNBT will be open on New Year’s Eve but close at 3:00 pm.

BaZing Benefits
BaZing benefits are included with FNBT’s 
one and Privilege Plus checking accounts. 
With BaZing, you receive access to these 
great benefits online or with the convenient 
mobile app.

•  Identity Theft Protection and Insurance

• Cell Phone Protection

•  Roadside Assistance

•  Shopping, Dining and Travel Discounts

• Pharmacy, Vision and Hearing Discounts

•  Grocery, Coupons and more…

Visit www.bankatfirstnational.com/personal/bazing-benefits/ for more details. ■




