
 
Proposal to Approve the Implementation of a 403(b) Loan Plan

 
Report Prepared March 26, 2012 with Postscript   

Background: 
On November 2, 2011, the faculty voted in favor of a resolution asking the university to change 
its policy prohibiting hardship withdrawals and loans from the base 403(b) retirement plan. The 
president subsequently approved the resolution. However, while implementing the new policy 
on hardship withdrawals, Rich Mausser discovered that our 403(b) plan was prohibited from 
allowing hardship withdrawals by the IRS because employee contributions are mandatory, and a 
condition of employment. Hardship withdrawals are allowed from only elected contributions. 
 
The Compensation Committee met with Rich about the matter and, while discussing the 
implementation of a loan program, which is allowed by the IRS, discovered that such a program 
would impose administrative costs on all employees in the plan. Any reduction in benefits must 
be approved by a majority of the faculty, so implementation of the loan program was halted until 
cost estimates could be determined.  
 
Further information obtained is as follows:
 
Typicality:
An Aon Hewitt Consultancy report entitled How Loans, Retirements and Cashouts are Eroding 
Retirement Income (2011) notes that 95% of defined contribution plans include a provision for 
loans. (See Appendix A for the full report.)
 
Costs:
TIAA/CREF will charge our pool of 403(b) assets an administrative fee for the loan service (the 
administration cannot directly reimburse the plan for the fee). This fee will be spread equally 
among all employees, whether or not they take advantage of the loan program. Rich Mausser’s 
initial (speculative) estimates were that the cost to each employee in the 403(b) plan might 
range from $2 to $20 per year.
 
On March 13, 2012, Rich met with the TIAA/CREF representative, and subsequently 
clarified: “Offering a loan program will normally cause the administrative expenses 
charged to plan participant accounts to increase.  The amount of such an increase would 
be dependent on a number of factors, the largest being the volume of loans actually taken 
by the participants (which we can’t predict at this point).  But it is safe to conclude that 
the amount of any increased fee would likely be less than 1 basis point (as a point of 
reference, the total average administrative expense rate charged to participant accounts in 
2011 was 20.3 basis points or 0.203%).  Also know that we are likely able to avoid any 
increase in plan cost by designing a loan program that strictly limits the number of loans 
that can be taken by a participant at any point in time.  TIAA-CREF indicated that we 
would need to institute a limit of no more than one outstanding loan per participant at any 
point in time in order to avoid an increase in fees . . . .”
 
This limit of one loan per participant also addresses a risk to retirement accounts detailed by 
the Aon Hewitt report: “If participants continue contributing to the plan while paying off their 
loans and (eventually) pay off the loan in full, their retirement savings are generally preserved.  
However, when participants take excessive loans [more than one at a time] or default on 
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outstanding loans, it can undermine the purpose of the plan and can put participants’ retirement 
income adequacy at risk.” (p. 4) 
 
Active employees default only rarely (less than 3%), but if an employee is terminated, and if (as 
is almost always the case) the employer requires loans to be paid in full within 60 days, nearly 
70% of employees default on repayment.
 
Rich Mausser also suggests there might be a long-term cost to benefits overall, should people 
delay retirement because of loans and remain on the university health plan, thus increasing 
medical premiums because of a higher-risk pool of participants.
 
It appears that in exchange for increased access to loans on favorable terms, JCU employees 
would be taking on a small additional cost in the form of a service fee and a small additional risk 
in the possible obligation to repay a loan in full in short order should they be terminated from 
employment.  
 
Proposal: 
The following resolution be forwarded to the full faculty for a vote: 
 
Resolved, that the faculty of John Carroll University support the implementation of a 403(b) loan 
program with key features as, or similar to, those described in the March 26, 2012 Report with 
Postscript. 
 
 
 
P.S.:

Postscript to the 403b Proposal: Summary of Envisioned Plan Elements
  

If the Faculty votes to recommend and the President approves implementation, the JCU loan 
program will be conservative in the sense that it seeks to reduce risk to the adequacy of retirement 
accounts by limiting the number and scale of loans.  This conservative approach is justified 
especially by the fact that the program would apply equally to staff and faculty.  Based on data 
and interpretations from the Aon Report (Appendix), staff, because of their lower salaries, are 
more likely to take loans than those with higher salary.   Furthermore, unlike tenured faculty, staff  
are liable to turnover and decline in income.  Thus, the default risk is higher for staff than for 
faculty. 
  
Though it is understood that some features may differ in their detail, and requirements established 
by TIAA-CREF may change, the major elements of the plan will include the following:
  
1.  Loans would be limited to one at a time
  
2.  Loan amounts would be limited to the least of the following:
a.no more than 45%  of the total amount in an individual’s 403(b) Group Retirement Plan.
b.no more than 90% of the value of the portion contributed by the employee--not the employer--
and held in liquid funds as opposed to TIAA traditional or other illiquid funds.
c.In no case, can a loan exceed $50,000.
  
3.  An amount equal to 110% of the value of the loan would be required to sit as collateral in a 
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TIAA Traditional Annuity account for the duration of the loan. 
  
4.  The loan program may entail a small service fee assessed annually on each employee account, 
regardless of whether or not that employee ever took out a loan.  (See section on costs in body of 
the report.)  A high default rate would slightly increase service fees.   However, the provisions of 
the envisioned JCU plan would reduce the risk of defaults.
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