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Understanding the potential
drawbacks of a 401(k) loan

A loan from an Annuity Fund account lets a participant borrow from their
retirerment account and repay the money over time, typically through payroll
deductions. While such loans may seem convenient because they generally don't
require a credit check, and interest is paid back into the participant’s account, they
can carry significant long-term costs. Many people underestimate the true cost of
taking money out of their retirement accounts before retirement age.

Repayments made after tax Market-timing risk

401(k) loan repayments are generally made with after- Because borrowed funds are temporarily removed from
tax income and don't reduce current taxable income. the market, a borrower may miss gains if investments
Interest payments are also made with after-tax dallars, perform well during the repayment periad. Market
which can add to the loan's overall cash-flow impact, performance can't be predicted consistently.

Lost potential investment growth

Money borrowed from a 401(k) is no longer invested,
which means it may miss potential market growth

and compounding. For example, $20,000 left invested
for 30 years at an average annual return of 7% could
grow to approximately $152,000.* Even when a loan is
repaid, investment gains that were missed during the
repayment period may be difficult to recaver

*FOR ILLUSTRATIVE PURPOSES ONLY. This hypothetical illustration does not reflect a particular investment and
is not a guarantee of future results. It assumes a 7% annual rate of return, reinvestment of earnings, and no
withdrawals. Rates of return may vary. This illustration does not reflect any associated charges, expenses, or fees,
which could change the outcomes provided. This is not intended to be investment, fiduciary, financial, legal, or
tax advice.



Challenges created by job changes

Although you can continue ta make payments from
your bank account after leaving an employer or a

job ends, maintaining payments during a period of
reduced income can be difficult. If payments aren't
made according to plan reguirements, the outstanding
balance may become a taxable distribution and could
be subject to an early withdrawal penalty.

Reduced retirement contributions

5ome participants want to pause, reduce, or stap new
401(k) contributions while repaying a loan. Doing so can
further limit potential retirement growth by reducing
the amount invested and the time available for potential
compounding. Even relatively short interruptions in
retirement contributions may have a lasting impact
because fewer dollars remain invested and available

to benefit from any potential long-term market growth
and compounding,

Borrowing that becomes a habit

Perhaps worst of all, using retirement savings to solve
shart-term financial prablems can create unhealthy
financial habits. Some individuals may repeatedly
barrow from retirement accounts instead of building
emergency savings or adjusting spending habits.
Whenever possible, retirement savings should remain
focused on retirement.
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Alternatives to consider

Before taking a 401(k) loan, consider options such as
building emergency savings, reducing discretianary
spending, negotiating payment plans, exploring
lower-interest borrowing options, or seeking
financial counseling,

A 401(k) loan may make sense in limited circumstances
such as to avoid foreclosure, eviction, bankruptcy, or
extremely high-interest debt. Even then, it's important
to weigh the immediate need against the potential long-
term effect on retirement savings.

Final thoughts

A 401(k) loan can provide short-term financial flexibility,
but it may also reduce future retirement savings
through missed investment potential growth, lower
contributions, repayment costs, and added financial
pressure during a job change. Carefully considering the
long-term impact and available alternatives can help
participants make a more informed decision.
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