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Proposal on the establishment of a 403(b) Loan Program 

 
After receiving faculty input and clarification from TIAA/CREF, the majority of the compensation 
committee has concerns about implementing a 403b loan program:  

 Many of the risks of this program are unquantifiable and thus unknown.  If there is a high default 
rate, or if the overall size of the plan assets decreases enough, this could adversely affect John 
Carroll’s ability to be in a higher earnings share class. 

 Faculty can borrow for any reason whatsoever, from genuine hardship to a vacation trip to a new 
car.  Some committee members believe that the retirement plan should be preserved for 
retirement only, especially as the University has also contributed to the program for that purpose. 

 It seems inappropriate to ask everyone to pay administrative costs for a program which they 
oppose and/or have no intention of using. 

 Retirees who maintain retirement accounts in CREF must also pay, as do current employees, the 
administrative costs of this program.  Yet retired faculty have no vote on this matter. 

 Retirees may not be allowed to participate in the program; that determination is left to the 
University administration. 

 Staff and non-faculty administrators will also have to pay administrative costs of this program.  
They have no vote either. 

 Those who have the least amount of money may be the ones most likely to borrow and also more 
likely to default. 

 
Dissenting minority opinions include:  
 The compensation committee ought not issue a recommendation for or against this proposal.  It 

should be left to the individual faculty member to decide on its merits because it involves complicated 
personal financial situations that only the individual can understand and decide. 

 The benefits of this low cost loan option to faculty members suffering from hardships, or perhaps 
simply at a juncture where the loan would materially improve their lives, can be very great. 

 One ought not punish the many potential beneficiaries of this loan program option simply to prevent 
the mistakes of a few potential abusers. 

 The administrative costs of the program are quite small, only one basis point (1/100 of 1 percent), 
which would be $10 per year on each $100,000 in CREF. 

 In all probability, very few retired JCU faculty members have much at stake since only monies in 
their CREF accounts will be affected.  TIAA accounts will not be affected.  

 
 
The majority of the compensation committee recommends that the Faculty votes against instituting a 
403b loan program. 
 

 

Resolved: The faculty members of John Carroll University ask the administration to implement the 
403(b) loan program described in this proposal.  
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Proposal on the establishment of a 403(b) Loan Program 

 
Background 
In November 2011 the faculty passed, and the president and board approved, a resolution to allow 
employees to make hardship withdrawals and/or obtain loans from their 403(b) base account.  After this 
approval, the administration learned that the IRS prohibits hardship withdrawals from plans of our design 
that require mandatory participation. Thus, a second proposal was forwarded that eliminated the hardship 
withdrawal portion of the original proposal and focused solely on a loan program with no hardship criteria 
for the 403b account. In March 2012, the faculty voted on this issue.  The results of that faculty vote were 
85 for, 39 against, and 11 abstained. This did not meet the criteria to pass the proposal. Subsequent to the 
second vote, the issue has been brought up again because a number of faculty members have suggested 
that the second proposal did not clearly state the expense nor the advantage of the program. 
 
John Carroll University has a lot of flexibility in how a loan program is implemented. One possibility is to 
follow federal hardship guidelines and only give out loans to people who satisfy those guidelines. Other 
possibilities include allowing anyone in the plan access to a loan or something between those two 
extremes. In order to minimize liability, issues which could arise when determining qualifications for a 
loan, this proposal is to allow everyone in the plan access to a loan. Rich Mausser, Vice President of 
Finance, while working with TIAA-CREF on the loan program, learned that TIAA-CREF imposes an 
additional administrative expense on groups who have the loan program option.  The administration and 
the Compensation Committee considered this a lessening of faculty benefits, and therefore required a 
majority of faculty eligible to vote to implement the loan program.   
 
Purpose of the proposal 
This proposal presents the details of the loan program, discusses the expense and uncertainties of the loan 
program, highlights the value the program provides, provides answers to questions that have been raised 
about the program, and asks the faculty to vote on whether or not to adopt the program. 
 
Loan program details:  
● All employees, except those who are 100 percent invested in a TIAA annuity contract, are eligible to 

take out a loan. The program will allow employees to borrow up to the lesser of 45% of the total 
market value, 90% of lienable(CREF) dollars, or $50,000. Hence, $50,000 is an upper limit to the 
amount anyone can borrow. 

● You are borrowing the money from TIAA-CREF. As collateral, TIAA-CREF will move 110 percent of 
your loan amount ($55,000 if you borrow the maximum allowed) from your account to the TIAA 
annuity fund, which will pay you a minimum of 3 percent per year on the outstanding balance. As 
you make loan payments, the collateral will be moved from the annuity back to your account to be 
invested as you wish.  

● You will be limited to one loan at a time and each loan must be repaid within 5 years. There is no 
penalty for paying off the loan early.  

● Retired faculty cannot vote on this issue.  If retired faculty members have funds in CREF accounts, 
they will also incur the expense of the program.   

 
Expense of the loan program: 
If the loan program is implemented, TIAA-CREF will increase the administration expense of JCU’s plan 
to reflect the expense of handling loans.  All employees with funds in CREF accounts will share in the 
increase, regardless of whether the employee borrows or not; it does not apply to money kept in the TIAA 
portion of an employee’s retirement account.  This means that for participants who are wholly invested in 
funds with guaranteed returns (that is, TIAA),there is no increase in expense. According to TIAA-CREF 
the increase in our plan expense amounts to approximately 1/100th of one percent, or one basis point.  
Stated in a different manner, the additional expense represents a penny on each $100, or$10 per year for 
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each $100,000 in an account.   TIAA-CREF imposes no additional costs to borrowers beyond the interest 
on the loan. There are no origination or application fees. 
 
● Examples: Suppose your CREF account has a balance of $100,000 and earns a 10 percent return next 

year without the loan program.  If we adopt the program, you would earn a 9.99 percent return.  This 
means instead of earning a return of $10,000, you’d earn $9,990. If your CREF account has $500,000, 
your additional expense would be about $50 per year. 

● The amount available for borrowing is calculated as the minimum of 45% of the total market value, 
90% of lienable(CREF) dollars,  or $50,000.Therefore for most faculty a majority of an individual’s 
retirement account would not be available to borrow against. Some convenient examples: 
 
 

TIAA 
Portion 

CREF 
Portion 

45% of 
Total 

90% of 
CREF 

Upper 
Bound  

Amount can 
borrow 

0 50000 22500 45000 50000 22500 
12500 37500 22500 33750 50000 22500 
25000 25000 22500 22500 50000 22500 
37500 12500 22500 11250 50000 11250 
50000 0 22500 0 50000 0 

      
0 100000 45000 90000 50000 45000 

25000 75000 45000 67500 50000 45000 
50000 50000 45000 45000 50000 45000 
75000 25000 45000 22500 50000 22500 

100000 0 45000 0 50000 0 
      

0 200000 90000 180000 50000 50000 
50000 150000 90000 135000 50000 50000 

100000 100000 90000 90000 50000 50000 
150000 50000 90000 45000 50000 45000 
200000 0 90000 0 50000 0 

      
0 225000 101250 202500 50000 50000 

56250 168750 101250 151875 50000 50000 
112500 112500 101250 101250 50000 50000 
168750 56250 101250 50625 50000 50000 
225000 0 101250 0 50000 0 

 
 

● There could be an opportunity cost to borrowing. When an employee borrows against his/her 
retirement account, the money that is moved to the TIAA annuity fund to serve as collateral for the 
loan will earn a minimum of 3 percent per year. If the money is moved from the money market fund, 
considering today’s money market rates, you would actually earn a higher return while it serves as 
collateral. However, if the money is moved from an equity or bond fund, you will lose the returns 
from these funds while your money serves as collateral. The expected opportunity cost of moving 
your money out of an equity or bond fund is uncertain.  For example, if the money is moved from an 
equity fund you might miss a return of 15 percent in one year, but you might benefit if the equity fund 
posts a loss or a return of less than 3 percent that year. Each person must weigh the need and cost of 
obtaining emergency funds against the possibility of missed opportunities in the short term.   
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● Employees who leave their 403(b) account with JCU and TIAA-CREF after they retire will share in 
the expenseof the program. The ability of the retiree to borrow is left to the discretion of the 
university.  

● Retired faculty with funds in CREF accounts will not have a vote on this issue.  They will, however 
share the additional expense of the loan program. 

 
Benefits of the plan: 
● Low net borrowing cost for substantial unexpected or emergency financial need. The interest rate on 

loans is variable and is currently around four percent. This cost is offset by a minimum return of three 
percent per year that TIAA will pay on the outstanding loan collateral.  Currently, this results in a net 
borrowing cost of about one percent per year.  TIAA meets periodically to set the interest rate on the 
annuity account, so if interest rates rise, the interest rate on the loan will rise, but so too will the 
interest earned on collateral. 

● A safety net, in a sense, that empowers employees to help themselves.  Employees who have elected to 
contribute to a Supplemental Account through the 403(b) plan can currently obtain loans from that 
account. This plan would serve those who do not have a supplemental account, or who have 
exhausted those funds and other resources.  

 
Risk and negative aspects of the plan: 
 If borrowers stop making loan payments while at JCU or after they leave, they must treat the 

outstanding balance as a distribution. The distribution counts as earned income for tax purposes, and 
will be subject to a 10 percent penalty by the IRS if the employee is under 59 1/2 years of age.  These 
borrowers do not affect the accounts of JCU employees. 

 Since the loan repayments are between TIAA and the participant, the accounts of those choosing not 
to borrow are not at risk. Having said that, if we encounter a high default rate or if the overall size of 
the plan assets decreases enough this could impact our ability to be in a higher earning share class. 
Hence this risk is really unquantifiable. Even the cost of 1/100th of one percent, or one basis point for 
implementing the plan mentioned earlier in this proposal is really just a best guess. 

 People could choose to borrow money to purchase a car, buy stocks, or pay for a wedding which does 
not reflect the intended purpose of the retirement plan. Some believe retirement money to be sacred. 

 Difficult to defend the reduction of income for retirees without their active participation (ability to 
vote). 

 Similar concerns about the cost to staff who are also without a voice. 
 Concern that people having the least amount of money will be the ones most likely to borrow and also 

more likely to default. 
 

Summary: 
The majority of the compensation committee is uncomfortable with the uncertainty of the risk involved in 
establishing a 403b loan program and is thus unable to determine if the proposed benefits outweigh 
possible risks.  Therefore the compensation committee recommends that the Faculty votes against 
instituting a 403b loan program and that Faculty Council refer this proposal to establish a 403(b) loan 
program to the full faculty for discussion and a vote. 
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Minority Opinion: 
 
One of us wants the committee neither to endorse nor not endorse the proposal.  This person believes that 
a committee opinion is out of place with a proposal that involves such potentially complicated personal 
financial issues.  This faculty member believes each individual faculty member should make up her or his 
own mind concerning the merits of the proposal. 
 
The other faculty member positively endorses the proposal.  The benefits of this low cost loan option to  
faculty members suffering from hardships perhaps, or simply at a juncture where the loan would 
materially improve their lives, can be very large:  e.g., a family with serious unpaid medical bills, or a 
family where a second car would permit a job or a better job.  The committee members who wish that you 
not endorse this proposal argue primarily that some members of the JCU community will abuse the 
program.  But to not endorse the proposal would be to punish the many wise users of the loan option for 
the prevention of the mistakes of the few abusers. 
 
The second argument advanced by those committee members who ask you not to endorse the proposal is 
that already retired faculty members who have their money in TIAA-CREF accounts cannot vote on this 
important matter.  The faculty member who endorses the proposal maintains that in all probability very 
few retired JCU faculty members have much “skin in the game.”  Only if they have sizeable monies in the 
CREF accounts will they be affected, then only by 1/100 of 1 percent additional cost of administering the 
program, which amounts to $10 per year on each $100,000 in CREF.  Faculty who have annuities or other 
TIAA vehicles, or who have opted out of the TIAA accounts altogether, will not be affected at all. 
 


