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SUBJECT: ICMA 457 LOANS

SUMMARY OF ISSUES;

The Authority set up a 457 deferred compensation plan many years ago so that employees can voluntarily
contribute on a tax deferred basis for retirement. The Authority does not match these contributions.

IRS allows for withdrawal in the event of an unforeseeable amerdency. The withdrawal is a taxable event for the
employee.

The qualifying events are very limited (see attached). Employees have financial needs that are hardships for them

but do not qualify for the emergency withdrawal- such as moving expenses, legal expenses, emergency travel
expenses to visit sick parents,

The most frequent qualifying request of our employees is for eviction, Most employees know beforehand they may
be short on rent money, but they have to wait until they get an eviction notice before ICMA can approve the
request. Besides being detrimental to their credit, getting the notice and then waiting for the approval and receipt
of funds is a source of anxiety for employees,

There has been an increase in requests for the hardship withdrawal at the Authority and ICMA has told me that
we are not unique.

IRS also allows for employees to borrow funds from their account balance. The loan is not a taxable event and it
must be paid back over 5 years with interest). The Authority currently does not provide for this option;
understandably the Board has been reluctant to do so because the purpose of the plan is to encourage
employees to save additional funds for retirement.

Staff is requesting that the Board rethink this position because:

1. Some employees are experiencing financial hardships that do not qualify for the emergency withdrawal or
they have to wait until the situation becomes desperate in order to qualify.

This is their money.
Some employees do not have any other savings.

Emergency withdrawals are subject to taxes and there is no mechanism to pay back the withdrawal.
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All requests for emergency withdrawals must go through the Director of Finance, which has become more
time consuming because of the number of requests and the number of denials. (The Director is notified of
the denial and then has to contact employee).

6. To receive an emergency withdrawal, employees often must disclose personal, sensitive information about
their financial situation.

There are some advantages to having a loan program:

1. Employees will deal directly with ICMA for the loan application. Only when the paperwork is complete
between ICMA and employee will Authority staff be involved, and that will only be for setting up the payrol]
deduction to pay back the loan.

2. Employees will be paying themselves back with interest, thus preserving their retirement savings.
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3. The loan is nontaxable to the employes; it will become taxable only if the employee terminates before the
loan is paid back or defaults on the loan.

4, Staff is proposing that there be only one loan at a time .

FINANCIAL IMPLICATIONS:

None for the Authority. Some payroll staff time involved, but less time for Director of Finance. Also will be less
intrusive for employees needing additional funds during a financial hardship.

ACTION REQUESTED: The A&F Committee recommends that the Board of Directors approve the resolution allowing
loans from the 457 deferred compensation plan.

ATTACHMENTS:
Examples of Emergency Withdrawal Qualifying and Non-qualifying requests

Proposed resolution allowing Participant loans
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457 Emergency Withdrawal Pachat

* Purchase of 2 home or automobile
* Educadon expenses, such as college wition

¢ Normal monthly expenses, including rent or morigage
payments, utilities, credit card bills and car payments

ot .
* Loss of overtime or second job:

* Routine medical and denral bills, elective/cosmeric
surgery, or arthodontia

* Normal maternicy leave
* Routine home or auto maintenance

* Tax liability {(payment of income rax, back taxes, or
fines associated with back taxes)*

¢ Travel expenses

* Personal bankruptcy (except when resiilting directly
and solely from illness or casualey loss)*

* Legal expenses (except in criminal cases)
* Marital separation, divorce or child support*
* Repayment of loans
*Although not reflected in the fnternal Revenue Code, the IRS bas

stated iix guestion-and-answer sessions that these situations would not
comply,

* Lost wages (realized)

»

Medical bills resulting from an accident or unexpected
illness that are not covered by insurance

* Damage to your home due to an accident or natural
disaster (beyond insurance reimbursernent)

* Damage to your car or other personal property due to
an accident or natural disaster (beyond insurance
reimbursement)

* Loss of your property due to theft (beyond insurance
reimbursement)

* Legal bills involving criminal charges against you or
your dependent(s)

* Expenses associated with the imminent foreclosure of,
or eviction from, 4 participant's residence
Non-refundable deductibles and prescription medicine
expenses associated with medical expenses resulring
from the sudden illness or accident of you or ene of
your dependents

* Fuperal expenses for a spouse or dependent

Please note: Unreimbursed medical expenses and expenses related to
property loss or dainage must be incurred and spporied by bill ~
estrmates witl not be accepred.

EMERGENCY WITHDRAWAL PROCEDURES

Before an emergency withdrawal disbursement is made, you
must: '

* Determine that suspending contributions will not satisfy
the financial need

* Exhaust all available loan options from your deferred
compensation or defined contribution account(s)

* Obtain all proper documentaticn
* Obrtain your employer's authorizaticn
Documenting Your Request
The Emergency Withdrawal Form asks you to describe the
emergency and confirm that it meers the guidelines. The form
requires that you atrach any documents supporting your

request, inchuding information about the circumstances,
financial impact of the emergency, and the nature of your

other resources available to meet the emergency. For example, a
request for lost wages should include:

¢ apay sub showing your normal pay rate

v’ pay stubs showing no wages and all leave balances
exhausted

v aletter from your employer (or doctor, if applicable)
explaining the reason [or your absence,

If you do not provide adequate documentation with your
emergency withdrawal request, processing may be delayed.

Before submitting your request, be sure that you have included

the following;
v Fully completed Emergency Withdrawal Form
v Fully completed Emergency Withdrawal Workshee:

v" Copies of bills detailing unreimbursed medical ex-
penses ot property damage/loss

Theee



