WHAT’S THE TRUE
WEIGHT OF A LOAN
ON YOUR FUTURE?

CONSIDERING A LOAN?
KEEP YOUR FUTURE IN MIND!
When “life happens,” borrowing from your NYC Health + Hospitals TDA: 403(b)
plan account may seem like a convenient solution. However, if it seems too good
to be true, it usually is—and here are just a few reasons why:
• Potential double taxation:
While your contributions are made in
pre-tax dollars, you’ll repay the loan
interest with after-tax dollars—and
those dollars get taxed again come
withdrawal time.
• Loan interest isn’t tax deductible:
You can’t deduct paid interest on
itemized personal tax returns, so there’s
no tax advantage or benefit.
• Defaulting comes with big penalties:
If your loan defaults, you’ll get taxed
on the entire outstanding loan balance,
including interest. You’d also never be
able to borrow from a retirement account
again. If you’re under age 59½ and have
a 403(b) Plan loan default, a 10% tax
penalty may also apply.
• Future savings at risk:
Too often, people fail to restart or
increase their contribution after paying
off the loan, affecting their future income.
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WHAT COULD A PLAN LOAN REALLY COST?
John and Katie both contribute 6% of their $100,000
salary to their retirement plans. With 15 years left
until retirement, John takes a $25,000 plan loan.
Here’s a peek at how that loan could impact their
respective account balances come retirement:
JOHN

KATIE

BEGINNING BALANCE

$50,000

$50,000

LOAN AMOUNT

$25,000

$0

$201,875*

$263,472*

BALANCE AFTER 15 YEARS
COST OF PLAN LOAN

$61,597

*Assumes a 6% rate of return on contributions and a loan rate of 6.5% (Prime + 2%) with
a five-year repayment term. The compounding concept is hypothetical and for illustrative
purposes only and is not intended to represent performance of any specific investment, which
may fluctuate. No taxes are considered in the calculations; generally withdrawals are taxable at
ordinary rates. It is possible to lose money by investing in securities.

Even though they both started with the same amount
and contributed at the same rate, that $25,000 loan
cost $61,597 due to loss of compounding!

IF A LOAN IS YOUR ONLY VIABLE OPTION

 • Borrow a minimum of $1,000 and maximum of $50,000, but no more than 50% of
your account balance.

 • The loan must be repaid within five years for a general purpose loan and 15 years
for a residential loan.

 • Interest is equal to the current bank prime rate + 2% (federalreserve.org)
 • Loan repayments are automated via payroll deductions for active employees.

For terminated employees, loan repayments are made via coupons or Automated
Clearing House (ACH). Additional loan repayments are allowed via paper check.
The check should indicate it is a loan payment for principal only and mailed
to Empower.

 • Apply for a loan by logging in to your online account and submitting a loan
request, or call Empower at 855-444-2832.

GET HELP WEIGHING YOUR OPTIONS
For more information, talk to your local TDA Education
Representative at 855-444-2832 or consult with a tax
or financial expert.

IMPORTANT DETAILS REGARDING TAKING A LOAN FROM YOUR TDA: 403(B) PLAN
Maximum Loan Limits: A Participant loan, when added to the outstanding balance of all other loans made
to the Participant from The City of New York Deferred Compensation Plan, New York City Employees’
Retirement System (NYCERS) or any other plan maintained by New York City, may not exceed $50,000
less any outstanding loans in the above-mentioned plans using the highest outstanding balance of all
loans during a one-year period ending the day prior to initiating a loan, or 50% of the account's vested
balance exceeds the lesser of:
(a) $50,000 (reduced by the excess, if any, of the Participant’s highest outstanding balance of
loans from the Plan during the one-year period ending on the day before the date on which such
loan is made, over the Participant’s outstanding balance of loans from the Plan as of the date such
loan is made)
(b) 50% of the Participant’s vested Account Balance, determined as of the Valuation Date
coinciding with or immediately preceding such loan, adjusted for any contributions or distributions
made since such Valuation Date
In applying the limitations, all qualified employer plans maintained by the same employer are aggregated
and treated as a single plan. The term “qualified employer plan” means a plan described in section 401(a)
that includes a trust exempt from tax under section 501(a), an annuity plan described in section 403(a),
and a plan under which amounts are contributed by an individual’s employer for an annuity contract
described in section 403(b) and governmental 457(b) plan.
For purposes of this limit, an “outstanding loan" also includes a loan for which a “deemed distribution” has
occurred, following the borrower’s default and pursuant to Treas. Reg. 1.72(p)-1, unless the borrower repays
the outstanding balance of the defaulted loan (including accrued interest through the date of repayment).
Since Empower cannot monitor loan activity relating to any of your employer’s other plans or programs,
it is your responsibility to ensure that the amount you borrow does not exceed the limit above, taking into
account any loans under The City of New York Deferred Compensation Plan, New York City Employees’
Retirement System (NYCERS) or any other plan maintained by New York City. Failure to do so will result
in treatment of your loan as a taxable distribution.
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Effective April 1, 2022, Empower officially acquired the full-service retirement business of Prudential. For more details, review the important information associated with the acquisition.
Any outstanding loan balance not paid back at termination becomes taxable in the year of default. Under the Tax Cuts and Jobs Act, for defaults related to termination of employment after
2017, the individual has until the due date of that year’s return (including extensions) to roll over this amount to an IRA or qualified employer plan.
TDA Education Representatives are registered representatives of Empower Financial Services, Inc., Member FINRA/SIPC. EFSI is an affiliate of Empower Retirement, LLC; Empower
Funds, Inc.; and registered investment adviser Empower Advisory Group, LLC.
“EMPOWER” and all associated logos and product names are trademarks of Empower Annuity Insurance Company of America.
©2022 Empower Retirement, LLC. All rights reserved.
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