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full of cash on the street, you would have 
more money to put in your pocket. Instead, 
when you oom:iw from yourself, you're 
simply picking your own pocket. To make 

Cair.tinued From Page Cl matters worse, you're not earning a return 
earned a return. So if you charge interest, on the money you use to pay interest, ei-
you aren't being mean; you're simply get- ther. 
ting back the full value of the money. _ · It's not obvious, which is why even ben-

It's the same with the "interest" you efits officials get confused. Kent Frese, in-
pay back to your 401(k). If you didn't put formation-systems manager at Alliance 
·back interest, you'd actually be putting Benefits Group, a Harrisburg, Pa., firm 
. back Jess than the money is worth. Because. that designs and administers retirement 
this is a retirement plan with special tax pl~s. insists that a person who takes out a · 

. ruleS~ putting back less than you take out loan actually could ~ doing better than he
would constitute a premature distribution would by leavinl the money invested in the 
(which would be taxable). To prevent that, · stock market. If he had left the money in a 
the ms requires that you put back more conservative investment earning only 6%, 
·than you take out. For simplicity's sake, he would be better off paying himself inter-

' that extra amount is called interest. But it est of 10%, says Mr. Frese. "He's actually 

/.

nt - . · . enhanced his retirement savings," Mr. 
W,hich brings us to the next crucial fact Frese claims. 

th 5o 1 d • r No, he hasn't. Let's say that you borrow 

I 
at·; me emp oyees on t rea ue: . - $10,000 from your retirement plan, spend it 

I Mo~~ey-funcb ueeu report, page C23. ·j and pay yourself back, plus 10% "inter
' ·.You aren't earning a. return on.your. _ ~st." After the loan is repaid, you hay~ sn.ooo. But if you·don't borrow the.$10,000, 
Di9ney. Really. The "interest" you're pay- it could grow to $11,000 ~ (Assume a histori-
ing yourself is not-repeat, not-a return. cal average return of 10o/oon stocks.) Mean-
You're earning nothing. Let's say you take while, you'll still have $1,000 in the bank, 
$20,()90 from your retirement account: . · plus interest. Total assets: $12,000, plus in-
money that was invested in, say, the stock terest on the money in the bank. 
·market, which returned 33% last year. Now . • You pay taxes twice on tbe money you 
go spend the money on lawn furniture. No- •- borrow. The money and "interest" you use 
tice how the money you borrowed is no to repay the loan is made with aftertax dol-
longer earning a return, becauseitisn'tin- Iars. That money, on which you already . 
vested in stocks, a money market or even a _ have paid taxes, will be taxed again when 
squiztel farm. you withdraw it in retirement. Depending 

Meanwhile, go down to the bank and on your tax bracket and the. number of 
·pull out the 10% "interest" to repay the years involved, the hidden tax costs to bor
loan. When you use your own money to pay rowing can nearly double the total cost of 
yourself back, you aren't earnirig a re- the loan. Something to think about. 
turn-you've just shifted your own money • Other loans can be better deals . 

. fromonepockettoanother. You aren't end- There are other ways to borrow by using 

.ing up with more money than you already your own ·assets as collateral. Home-equity 
had. In other words, if you found a wallet loans have lower rates than nonsecured 

---······-···· -·········-~~ ~-::: ~""'---- -

loans, and you can deduct the interest. 
If you have a brokerage account, you 

may be better off. with a margin loan than 
with a loan against your 401(k). The inter
est is low, generally prime plus 1%, be
cause your account balance serves as your 
collateral. That's why you can borrow only 
half of your brokerage account: 

. These might be better than loans from 
retirement plans for another reason: be- · 
cause a margin loan is really a loan; ail · 
your Investment holdings remain fully ~ 
vested~Forl!xample~ifyoubave$100,(1(1Qm 
mutual funds: or other ii:l.vestments in an 
account with discount broker Jack White & 
Co., you can borrow $50,000 at 8.25%. Mean- ' 
while, all of your $100,000 account is still til-
vested, earning a return. _ . 

·sure. you don't pay the interest into 
your account, as you would with a 401(k) 
loan, but neither are you losing the oppor
tunity to earn a return on the $50,006 you 
borrowed. In contrast, with a 401(k) loan, 

. the money you borrow is no longer in-your 
account; so it isn't earning a·-cent:Wlth a 
margin loan, you can borrow far more than 
you could from your 401 (k). and you face no 
tax consequences should you not repay the 
suin in time~ 

It's also worth noting that the insurers, . 
brokerage firms and mutual-fund compa- ·. 
nies that run the retirement plans have an 
incentive to make loan provisions. Employ
ees put more money into retirement plans 
when they're allowed to borrow it back. 

There is, unfortunately, one fact you 
can't act on. Some retirement plans build a 
portion of· the loan costs into the plan, and 
those costs are paid by all the people in the 
plan, including those who don't borrow. So 
even if your motto is "Neither a borrower 

· nor a lender be," you may be subsidizing 
other borrowers. As Shakespeare might 
say, tough luck. 

( 
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a.i.lt.. .. FmIIPfJqe CI 

nnotd a retunI. So It you elllrp ~. 
)'011.1118" bellle .... n; you're s1!nply rei
IIn&'blct the full nIuo 01 tho 1!IOIIeJ. _ ' 

rl the _ 'Iflth tho "bUeTtll" )'011 
ply _10)'0lIl" tOl(k). 1t)'Oll dld!I'j I""
_ Interat, J(N'd act\IIIIy be pulllllr 
·bId \ttl: thu tbtmoney 1$ woctIl. kaIJM 
tb!s II I ~ pI.uI with. opedal In 
ndoi; punilI,f blek less tlIuI you W:t out 
..,.. eorutllU~ • ~mamrt ~ 
( .. 11101".011111 be ILu.ble). To pnnni thai. 
tbc IRS ~ th&l )'011 p<U bod ""'"' 
tIwI. you lake out. for s!mplldll'" sake, 

, tbattrtrl 0lIHJUII! II ulled InleHst. IIuIIt 

/:
" ' , 

_ .. to tho lIOn aucIallae\ tha!'t: employeel c!ou't 1'MiIJo: ' 

I I ~--~,.,.cu.f 
• ·.T"UQ't~ •. """""-r-_. 
..;,..y. Really. The "lnter .. t" you're pay
\II()'OIInOII1I ""'-repelt, not-I l1!!unL 
y"" .... e&rnIDI DO!lI1n&". Lei', SA)' you tate 
S2U!lII !rom )'OUr rellrtrnont 8CUIWlt: 
I!IOD01tMt .... _111. SA)', die slOdl 
marbt.1JhiChretumed:moJutye&r. Now . 
'" I(Ie'Id !hie _yon Ia"'l'l fIImllllft. No- ' 
tiel _ tile mone1 J'OII bixiuio"" Is no 
.... pi-.. mln(. relwn, btca .. elt liD'tln
_t.clln SIOd::I, • _, IUI'te1 or e'f'eQ. • 

tqUIr{tI flllll. 
MIIII!WblIe, '" -.. 10 tho bank am 

-pull .. , the 10'f0 ''tDlere!lt'' to ~y the 
00. WheD)'OIJ \lit ywr "'"' """"'1 wpay 
yoonell *k. yOu Irn', umlri( a ... 
binI-J'OII'n Jus! shU'tod your OWl! 1M"")' 
trIIlI_poeket 1oan<J!btt. You ll9'ttnd· 
LDr ~p with mort _, thllI )'OIJ1.lrt&dy 
h.od IJI ~ 1OIJrdI, 1/1011 b.IDcI • nile! 

lull of cull 01\ tilt _. )'011 .......... baft 
fIIOI'" _ 10 pullll ywr poWl. Jnsteaof, 
wllel you bCnow from ygur1eIl, J'XI're 
olmply pick1nc J<U """ poel:d. To mote 
mllltert~, Y~fre not o&nIiDca rehlrn 
... \be 1OOIIf)' )'<III ... 10 pI1 kttere"'- (j

~" 
n'~ "'" otmOus, whkh II 'Why ena beI.. 

efttl oI!kIaII ret cmfuIo!d. !tont J'reH. 11.. 
rm.a-..,..lellll !IIIll\&It!' at AIU.aI>ot 
Benffltl Group... HIIlTiIlIw"r, Pl., IIn\ 
thai -.... mel adm1ftIJterl ~t 
)I!aIII,IIIst-. that. ~ -...ho taUs our I 
1n&n lctIWIy cwId be Ilo*l( bent!' tbaI! III! 
_ by lel"l\lq' tile II>OIIeY Inm~ III tile 
SIOct mllttt. U be had left tbo """"'Y III. I 
""""""'-lIN 1 ... _ tU1IIn( ordy&. 
/Ie -.ould be beIIfl' <Jlf payInf IIImsttf lolte!'
eltoll~..,. Mr. FNM .. "He's actIIIlIy 

. enhDr:ed his retIrement a:flnp. H Mr. --Ho. he .... 't. Let· ... y that,.,.._ 
SII,'" /rom )"<U" re!lmI>tlll ,10, "1'""'1 It 
m:I ~y )"IM1tIC bkt. plus 1"- ."bIt ... 
III." IJt..- !/Ie kI&D II re;UI. Y!'" ha!" . 
UUIIO, But 1I ,.,.,.don'l bornIw- the lIUllO, 
tl t:OUIcI (TtM' '" JlI,0111: (Assume IIIIston
W lverIC' I'WItD or IK M ItoetJ.) 101 ..... 
1I'hilt, )'OII'IIIIll ...... 11,"111. the buk. 
pI .. ID_. TOIII useII: SIl,OltI, ,....11>
_ <:In the II»IIty In the bant. 

.Y .. paytauotwb_iM_yJ'<lll 
1IIIrrft. The """'"1 mel "IJttenst'·,.,.._ 
to tfPf.y the W II made wItb aItertu Ilol
Ia .... That IJIOM)', on 'II1IIc!I )OW liread)' 
have paid. taus, II1U be laud apIJt 1rbfII 
)'OIl .w.dra .. It In rttlrtmtnt. Doptndina' 
COl )"OIIr til brv.I:e1 mel the DUlIIber 01 
yean Inoolftd, the lIkId.n tuCOlU to bor
!V'I'!ni" till ntarIy double !lie IotlI COlI 01 
!lie Itu. ~ In thI!Ik Ibrut, 

• ()()fl' lOut CIa be bttter ~ea/;I. 
Then an __ ways '" bom>Ir )y uslna" 
)'0lIl"""" uset. lI eoIllteral. ~u1ty 
10 .... ha .. Iofrer nteJ than _urod ... 

1oIlM, II1II yOU till <\MIIet!lle Interest, . 
If you bift. brokerqe a.ccwnI,)"\IIl 

IDlY be better off wItb I mvrtn loan tbu 
wItb I \oaJIlptnst)"OUt" tIIl[k}. T1Ie bit. 
til II low, ,.,...,..uy jrII!It pIuI 1" I» 
"'IIM)'WI" Ie""",t balu!c:e _ u",... 

coUat.nJ. That'. wlly)'Oll(.lll bonvw oalJ 
baIC oI)"IIIlr ~ ICC<IUIIl 

. Thewe IIIIfhl be belttrllwllolnllrom 
rttlrtment pla/ll1or llIOC!ItI' reuotI: be- . 
..".., • !IIIlIIn loon II rally. _: ail ' -= Infttmtotholdinp _1uIty ... 
..estfd. FOr ~U., 1I }'OIibut SllIIUlOIlt. 
muruaJ. IUIlds ... otbor" In~ II. .. 
1CUlIII11I1tb diIcouot brolo!r J.d: WhlII!" 
Co .• )'OO till bonw$5ll.lOlIt~. _ 
whlloe, III or)'(lW' StIll,OOO _I II .still !II
_ted. eamInf. n!unI.. 

.&n, )'011 don't pay Iht 1llte1'e11l11to 
)WI' ICtOIllIt, U)"<III -*' wItb. *100 
lolli, IRIt neither an)"<lll DIna" the "Il\l<II' 
tunlty to tam I retum on tlIe $511,001 )'OIl 

borrowed. '" """trut, wItb I tlUk) """". 
tile monoy you bo:Im>w Is IKI.Jonter I,")'OW' 
~ "" It lSJI't ftn\III,..· .. IlL·W!U\ I 
1YW'JlI:I1DIm.)'OII till IIom>Ir fu JD(ft tIu..o. 
)'GIl ooukI from )'0lIl" 401 (1). and YOII f.a no 
In ~ ... _)'011 not ""JIIY tile 
win illUme. . 

U'I at"" worth not!n( 111&( tile tnJuren, 
brotenp IIrmI II1II murulHul!d campa •. 
nItIlhlt run therfthlDfnl pIaDa Uft III 
lnct!>~ft t~Jn.Ike kIarI ptO.lDJt __ .Inipbr
~ pili m<Il1! IIIOIIOJ' 11110 retlremot pIaIII 
_ tbe)'"re Ilkrtred 10 borTIM-lt IIKk. 

THre II, lIJIfottunately, one rao:t )"OIl 
""'~ ad OIl. _ retlrerntlltpl .... build. 
portion ""!lie IoaIl COIU Into tile Pu..Dd 
Ibose <OI!I on paJcllIy III tile JIfopIt IIIIht 
plan, IiIC/udlnf I/Io$e wllo_' bomlw. So 
.... n U' your mono II nNeiUm". bOil"".' 
ncr • lender /Ie." )'OIl tnly be sub:lldllill! 
other bomItm1t. AI Shatftpean! m1rb1 
SlY, tou(It lllC:t. 


