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Requirementsq


• IRC 457(b) allows loan programs for participants and 
beneficiaries, but it is not a plan requirement


• Maximum amount  - the lesser of:
– 50% of the account balance or
– $50,000, reduced by any outstanding loan


• Repaymentp y
– General Purpose Loan: Repaid within five years in amortized 


periodic installments
– Residential Loan: Must be used to acquire a principal residence 


and loan repayment period may be for up to 30 years
– Reasonable interest rates – usually Prime plus 1%
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Avoiding Taxationg


• If the loan and interest are repaid according to the terms of 
the agreement, it is not a taxable event 


• If the participant defaults on loan payments, the loan and 
outstanding interest payments become a “deemed” 
distribution subject to taxation


• IRC  Section 72(p) does not prohibit a participant from 
borrowing from a plan more than once per year, but loans 
from all plans must be aggregated to avoid exceeding 
maximum
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Defaults


• Loan considered in default if the participant:
– Fails to make scheduled repayments
– Obtains a loan that exceeds IRC maximum amount


• Automatic default occurs at the end of the quarter following 
the quarter the last payment was received; outstanding loan  
balance then “deemed” to be a taxable distribution


• No further follow-up by staff on defaults – recordkeeper will 
notify participant and issue 1099 for unpaid balance


• If terminated participants are not allowed to continue  p p
repaying, the loan is considered  an “offset” and becomes a 
taxable distribution either when a distribution is taken or 
when the default grace period has expired
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Hardship Withdrawal or Loan?p


• Participant  may be required to take out loan before 
obtaining unforeseen emergency withdrawal 
– A best practice, but not a requirement 
– Based on ERISA rules to explore all avenues before taking a 


taxable event
– Would be addressed in Plan Document


• According to a recent survey by NAGDCA, of 76 
respondents, 39 or 51% offered loans
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Hardship Withdrawal or Loan?p


• Responding plans from NAGDCA survey require participants 
to exhaust the following options before authorizing a 
hardship withdrawal:
– Stop deferrals – 43%
– Take a plan loan – 24%
– No requirements – 20%
– Not applicable (no hardship withdrawal offered) – 19%
– Other – 17% (exhaust financial reserves, personal loan, sale of 


non-essential assets, loans from other plans)
• 68% of responding plans allow participants to temporarily 


suspend loan payments while on an unpaid or partially paid 
leave of absence
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Considerations


• Eligibility is based on employment status, not participant status
• Default monitoring – NDC staff to oversee loans from all plans
• Loan Authorization – who is responsible for authorizing p g


disbursements – logically NDC staff who will be able to review loan 
applications from both plans


• Must have a legally enforceable loan document (each plan has their g y ( p
own loan forms)


• Determine minimum loan term (usually 12 months)
• Set amount of loan origination fee if any (currently $100-ING)Set amount of loan origination fee, if any (currently $100 ING)
• Establish minimum loan amount ($1,000 is common)
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Further Considerations


• Set maximum number of plan loans a participant may take at 
one time
– Example: One loan with each provider would be considered two 


plan loans
• Loans not available for retirees
• It is the most complicated of all plan services provided


– Military leaves of absence must be considered
– Extended leaves of absence
– Separation from service
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What’s Next


• Program must meet lending provisions similar to those 
required of a bank 


• Amend provider contracts and agreements
• Update plan documents and develop custom internal forms, 


if required, to properly administer loans between providers
• Develop and implement workflows and policiesp p p
• Delineate responsibilities of providers and NDC office; 


approval/denial process
• Decide who is responsible for determining interest ratesDecide who is responsible for determining interest rates
• Communicate policy to participants
• Set up ACH payment process with participant’s bank
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THE HARTFORD GROUP RETIREMENT PROGRAMS 
LOAN PROGRAM FAST FACTS   


The following information is intended to serve as a quick reference on the features of the loan program available for the 
Nevada Public Employees’ Deferred Compensation Program. 


FEATURES  
Loan Types / Loan Terms • General Purpose Loan: 1 - 5 years 


• Primary Residence Loan: 1 - 20 years
Loan Minimum • $1,000 
Loan Maximum • The loan, when added to all other outstanding loans (if any), may not exceed the 


lesser of: 
1) $50,000 reduced by the highest outstanding loan balance(s) during the preceding 
12 months. 


or 
2) 50% of the participant's vested account balance accrued. The determination must 
be made by considering all plans sponsored by the employer. (Please note that 
additional limitations apply to plans with Self Directed Brokerage Accounts "SDBA".) 


• Outstanding loans from other retirement plans offered by the employer need to be 
taken into consideration in calculating the maximum loan amount. 


• Loans in excess of the limits described above may jeopardize the plan's tax status.
Effect of Borrowing 
on Account 


• Proceeds of loan to be taken pro-rata from all available investment options 
(except SDBA). 


• SDBA balance, if applicable, not included in calculation of available loan amount. 
• Loan Security - A lien is placed on the account equal to the amount of the outstanding 


loan. 
Loan Defaults • A loan will be considered taxable to the participant (i.e. default) if no payments are 


made within a calendar quarter unless the plan allows a grace period before default. 
The grace period cannot extend beyond the last day of the calendar quarter following 
the calendar quarter in which the repayment was due. If payments are not made in 
accordance with the loan note’s amortization schedule, and if applicable, the grace 
period, the loan will be considered in default. A loan default results in a deemed 
distribution for federal income tax purposes. For plan purposes, a deemed distribution 
does not result in an actual distribution. Until the loan is foreclosed, a participant still 
has the obligation to repay the loan. 


Loan Foreclosure • Foreclosing a loan ends both the repayment obligation and the loan’s status as a part 
of the participant’s accrued benefit. Loan foreclosures are subject to the terms of the 
loan agreement, the terms of the plan, and the terms of the Internal Revenue Code. 
Generally, a defaulted loan will be foreclosed no earlier than the earliest date in which 
the contributions securing the loan could be distributed under the terms of the Internal 
Revenue Code. The amount foreclosed is referred to in the regulations as a loan off 
set amount. 


Loan Interest Rate • Loan rate: "Prime + 2". However, a different rate may be set by the Nevada 
Deferred Compensation Committee. 


• Rate fixed for term of loan. 
• All interest repaid to the participant account - allocated to account per 


participant's current investment election. 







THE HARTFORD GROUP RETIREMENT PROGRAMS 
LOAN PROGRAM FAST FACTS  


The following information is intended to serve as a quick reference on the features of the loan program available for 
Nevada Public Employees’ Deferred Compensation Program. 


FEATURES  
Loan Repayment • Repayment occurs via payroll deduction or Deducted via ACH from participant’s 


checking account. 
• Frequency: Payroll Deduction   (follows sponsor's payroll contribution 


schedule): weekly, bi-weekly, monthly, or semi-monthly.  ACH repayments 
are monthly deductions.  


• Early repayment (in full) allowed; no partial prepayments allowed. 
• Repayments are returned to participant account according to their current 


investment election. 
Limit on Number of 
Outstanding Loans 


• Limited to two active loans at one time.


Loan Fees • Loan Fees have been waived for the Nevada Public Employees’ Deferred Compensation 
Program 


• Waived -One-time set up fee may apply. 
• Waived - Fees are taken from participant account on a pro-rata basis from all 


investment options with a balance (except SDBA fund). 
• Waived - Set-up fee deducted from account in addition to principal amount of loan. 
• Waived - Annual maintenance fee of $50.00 may be assessed quarterly ($12.50 per 


quarter). 


Documentation Applicable to 
Plan Sponsor or Participant 


• Plan Sponsor's governing plan document must include a provision for loans (sample 
loan program attached)   


• Plan Sponsor's Administrative Services Agreement with the Hartford (if 
applicable to plan) must make provision for loans  


• Participant Loan Application detailing terms, conditions and applicable fees. 
• Spousal Consent for Loan Security form (if applicable). 


Plan Sponsor Reporting: 
Plan Summary 
Statements, Internet 


• Plan Summary Statements detail net loan activity and outstanding loan balance. 
• Internet details net loan activity and outstanding balance. 
• Sponsor notification of loan defaults. 


Participant Reporting: 
Statements, Confirms, 
Internet and VRU 


• Loan confirm and promissory note issued with check to participant. 
• Loan amortization schedule. 
• Outstanding loan(s) and recent payments detailed on statements. 
• Internet detail includes: loan balance(s), date of loan, amount borrowed, interest 


rate, payoff date, last payment date and loan payment amount. 
• VRU detail includes: loan balance(s), payoff amount and loan modeling. 


Program/ Funding Vehicle Possibilities program - 457 Group Variable Funding Agreement  


The Hartford does not provide tax, accounting or legal advice. Plan sponsors are advised to consult their attorneys and/ or 
tax advisors. regarding loan programs for their plans. 


"The Hartford" is The Hartford Financial Services Group, Inc. and its subsidiaries, including issuing company Hartford 
Life Insurance Company. 


Retirement programs are funded by group variable annuity contracts and group variable funding agreements issued by Hartford Life 
Insurance Company. Group variable annuity contracts are underwritten and distributed by Hartford Securities Distribution Company, 
Inc. where applicable. This presentation must be preceded or accompanied by a currently effective prospectus or disclosure 
documents (including the Program Overview, Program Highlights, Investment Option Fee Schedule and applicable historical 
investment option performance information), whichever is applicable. Read this material carefully before you invest or send money. 
 NOT FOR USE WITH PARTICIPANTS page 2 
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PARTICIPANT LOAN PROGRAM 
ABC Deferred Compensation Plan 


  
The ABC Deferred Compensation Plan (the “Plan”) provides that the Employer (the 
“Administrator”) may, in the Administrator’s sole discretion, make Plan loans to Participants. 
The Plan document requires that a written loan program be established which sets forth the rules 
and guidelines for making loans. The Administrator’s decisions regarding the application or 
interpretations of this loan program are final and binding on Participants. The Administrator 
specifically reserves the right to amend these policies and procedures from time to time. 
 
For purposes of this loan program, all terms not defined herein shall have the meanings ascribed 
to them in the Plan.  
 
1. Who is Responsible for the Participant Loan Program? The Administrator is authorized 


to administer the Plan’s loan program. All discretionary decisions concerning loans shall be 
made by the Administrator. The Administrator may make loans to Participants under the 
following circumstances: (a) loans shall be made available to all Participants on a reasonably 
equivalent basis; (b) loans shall bear a reasonable rate of interest; (c) loans shall be 
adequately secured; and (d) loans shall provide for periodic repayment over a reasonable 
period of time. No loan will be made from the Plan if it would constitute a prohibited 
transaction as defined in Internal Revenue Code §4975.  


 
2. How to Apply for a Loan. All applications for loans shall be made by Participants to the 


Administrator in writing. A Participant’s ability to make such application, either in writing or 
by electronic means, will be subject to the qualification guidelines adopted by the 
Administrator and as set forth in this loan program. All loan applications are subject to 
consideration by the Administrator in a timeframe commensurate with the form of 
application. In making application for a loan, a Participant may be required to provide such 
supporting information deemed necessary by the Administrator. This may include a financial 
statement, tax returns and such other financial information, which the Administrator may 
consider necessary and appropriate to determine whether a loan should be granted.  


 
3. Basis for Loan Approval. The Administrator, in making a determination as to whether a 


Participant qualifies for a loan, may consider, in a uniform and nondiscriminatory manner, 
such criteria as a commercial lender of funds would apply in like circumstances with respect 
to the Participant and any other reasonable factors it deems relevant. Such criteria may 
include, but need not be limited to, the creditworthiness of the Participant and his or her 
general ability to repay the loan, the period of time the Participant has been employed by the 
Employer, whether adequate security has been provided for the loan, whether the Participant 
has defaulted on a previous loan or who has had a previous loan declared to be a deemed 
distribution on account of failure to timely repay a loan in accordance with its terms. The 
Administrator may, in its discretion, require as a condition to the granting of the loan, that the 
Participant provide to the Employer an election for direct, after-tax payroll withholding for 
the loan repayments. In addition, a loan request made during the time a decision concerning a 
domestic relations order is pending may be delayed until after such decision is final. 
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4. Limitations on the types and amount of Loans. With regard to any loan made pursuant to 


this program, the following rule(s) and limitation(s) shall apply, in addition to such other 
requirements set forth in the Plan: 


 
i. All loans made pursuant to this program shall be considered a directed investment from 


the Account Balance of the Participant maintained under the Plan. As such, all 
payments of principal and interest made by the Participant shall be credited only to the 
Account Balance of such Participant. 


 
ii. The maximum amount of a loan shall be the lesser of (a) 50% of the Participant’s 


vested account balance; or (b) $50,000, reduced by the excess of the highest 
outstanding balance of loans from the Plan to the Participant during the one year period 
ending on the day before the date on which such loan was made, over the outstanding 
balance of loans from the Plan to the Participant on the date on which such loan was 
made, or, if less, one-half (½) the Participant’s account balance under this Plan and all 
other plans of the Employer. 


 
iii. The minimum loan term is 12 months. 


 
iv. Loans are required to provide that the amount of such loan, plus interest, will be 


amortized over the repayment period with payments to be made not less frequently than 
quarterly over a period not to exceed five (5) years. However, if the loan proceeds are 
used to acquire a principal residence of the Participant, the loan repayment period may 
be for a period up to thirty (30) years. This means that payments will be level 
throughout the repayment period, and each payment will include both principal and 
interest. With the consent of the Administrator, the Participant may repay the 
outstanding principal amount with interest to the date of repayment at any time prior to 
the loan due date, but may not make a partial prepayment, provided the loan obligation 
has not been treated as a deemed distribution by the Administrator. 


 
v. Reasonable and necessary fees and expenses incurred by the Plan in the origination and 


ongoing maintenance of the loan may be charged against the Participant’s Account 
Balance. 


 
vi. Only active Participants are entitled to maintain participant loans. This means that if a 


Participant is not currently employed by the Employer (or a Participating Employer that 
has adopted the Plan), then he or she is not entitled to initiate a new Participant loan or 
continue to maintain an existing Participant loan. 


 
vii. No loan in an amount less than $1,000 shall be granted to any Participant. 


 
viii. A Participant may only have 1 loan(s) outstanding at any time. 


 
6. Interest. Any loan granted under this program shall bear a reasonable rate of interest. In 


determining such rate of interest, the Plan shall require a rate of return commensurate with 
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the prevailing interest rate charged on similar commercial loans under like circumstances by 
persons in the business of lending money. Such prevailing interest rate standard shall permit 
the Administrator to consider factors pertaining to the opportunity for gain and risk of loss 
that a professional lender would consider on a similar arms' length transaction, such as the 
creditworthiness of the Participant and the security given for the loan. Therefore, in 
establishing the rate of interest, the Administrator shall conduct a reasonable and prudent 
inquiry with professional lenders in the same geographic locale where the Participant and 
Employer reside to determine such prevailing interest rate for loans under like circumstances. 


 
7. Collateral. The Plan shall require that adequate security be provided by the Participant 


before a loan is granted. For this purpose, the Plan shall consider a Participant's interest under 
the Plan to be adequate security. However, in no event shall more than 50% of a Participant's 
interest in the Plan (determined immediately after the origination of the loan) be used as 
security for the loan. 
 


8. Default Procedures. Generally, a default occurs upon the failure of a Participant to timely 
remit payments under the loan when due. The Administrator will consider a loan in default 
no later than the last business day of the calendar quarter following the calendar quarter in 
which the Participant failed to timely remit a scheduled payment (the cure period). The 
Administrator will also consider a loan in default if the Participant makes or furnishes any 
false representation or statement to the Plan.  


 
9. Consequences of Default. At the time of such default, the Participant will have the 


opportunity to repay the loan, resume current status of the loan by paying any missed 
payment(s) plus accrued interest or, if a distribution is available under the terms of the Plan, 
request a distribution of the note. The Administrator will treat a loan that has been defaulted 
upon and not timely corrected during the cure period as a deemed distribution from the Plan. 
In such event, the outstanding balance of the loan plus accrued interest shall become taxable 
to the Participant as if it had been distributed and reported on a Form 1099-R issued to the 
Participant. Pending final disposition of the note, the Participant remains obligated for any 
unpaid principal and accrued interest. If repayment of a defaulted loan had been made by 
method other than payroll deduction, then method of loan repayment for any subsequent 
loans will be made by payroll deduction (pursuant to Treasury Regulation Section 1.72(p)-1 
Q&A 19). 


 
If the loan remains in default at the time the Participant’s employment with the Employer 
terminates for any reason, the Administrator will offset the Participant's Account Balance by 
the outstanding balance of the loan to the extent permitted by law. The Administrator will 
treat the note as repaid to the extent of any permissible offset. With the consent of the 
Administrator, the Participant may elect to repay the outstanding principal with all accrued 
interest to the date of repayment as a lump sum.  
 
In the event a loan is outstanding on the date of a Participant's death, his or her estate shall be 
his or her Beneficiary as to the portion of his or her interest in the Plan invested in such loan. 
At the time of such default, the Participant’s estate will not have the opportunity to repay the 
loan. In such event, the outstanding balance of the loan note shall be foreclosed and 







 
 


Page 4 of 4 
 


distributed from the Plan, and become taxable to the Participant’s estate and reported on a 
Form 1099-R issued to the Participant’s estate.  
 


10. Notwithstanding the foregoing, Participants will be allowed to suspend payments for a bona 
fide leave of absence and the loan will not default during such leave to the extent provided 
below: 
 


The Plan may suspend the obligation to repay a loan made to a Participant for any part of a 
period during which the Participant is performing service in the uniformed services (as 
defined in 38 U.S.C. chapter 43), whether or not qualified military service, even if the 
suspension exceeds one year and even if the term of the loan is extended. However, to avoid 
a default, the loan repayments shall resume upon the completion of such period of military 
service and the loan shall be repaid thereafter by amortization in substantially level 
installments over a period that ends not later than the latest permissible term of the loan plus 
the period of military service. Suspended loan payments may also be allowed in certain other 
circumstances or for reasons provided for in applicable IRS guidance, as issued from time to 
time.  


 
The Plan may suspend the obligation to repay a loan made to a Participant for a period during 
which the Participant is on a bona fide leave of absence (other than for military service) 
either without pay or at a rate of pay (after applicable employment withholdings) that is less 
than the amount of the installment payments required under the terms of the loan. Such 
period may not exceed one year. Loan interest accrued during such period must be paid no 
later than the latest permissible term of the loan. Installment payments due after the end of 
the leave period must not be less than the installment payments required under the terms of 
the original loan. Repayment of suspended payments may be made by either increasing the 
amount of installment payments upon the Participant’s return to work or by making a lump 
sum payment for the suspended payments at any time prior to the latest permissible term of 
the loan.  


 
11. Upon satisfaction of the criteria established for granting a loan, the Administrator may grant 


the Plan loan request. The Administrator shall then require that the Participant execute all 
documents necessary to establish the Plan loan, including a promissory note and payroll 
deduction agreement, a truth-in-lending disclosure and such other documents, which will 
provide the Plan with adequate security. 


 
Adopted this____________day of _______________________________, 20________.  
 
 


Employer (signature) _____________________________________________________ 
 
 


Name: (please print) ______________________________________________________ 
 
 


TITLE:__________________________________________________________________ 





