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& Thrift Savings Plan

o f Bu LLETIN for Service TSP Representatives

Subject: TSP Loan Default Process

Date: October 4, 2007

The Thrift Saving Plan (TSP) has implemented its loan default program. This program is
mandated by Internal Revenue Service regulations which apply to all 401(k) plans, including
the TSP. Essentially, the regulations provide that at the end of each calendar quarter, plans
like the TSP must identify loan accounts that are missing payments and notify participants
that they have until the end of the following quarter to pay the missing amount. If the pay-
ments are not made up, the loan balance is declared a taxable distribution. The amount of
the distribution is treated as income and may be subject to a 10% early withdrawal penalty
tax. (See “Repaying a Loan” in the booklet 7SP Loans.)

I. Implementation

A. In preparation for this process, on March 31, 2000, the TSP reamortized a total
of 36,545 loans that were missing 2% or more payments to give participants a
chance to start fresh.

B. The first quarterly default cycle began on June 30, 20006, the last business day
of the second quarter. Any loan that was more than 2%z payments behind was
identified as being in default (except loans belonging to participants in nonpay
status less than 12 months, or participants in military nonpay status). Approxi-
mately 20,000 participants were sent a “pending loan default notice.”

This notice informs participants that they must bring their loan accounts up to
date by submitting missed loan payments directly to the TSP before the end
of the quarter in which the notice was sent. The notice provides the current
amount needed to bring the loan into a good standing. This amount is the
“cure amount” and is only valid for 30 days. It does not take into consider-
ation any future missed payments. Participants are told to contact the TSP to
obtain current cure amounts if they do not submit a payment within 30 days
or continue to miss payments. If the payments are not made up, the loans will

(continued on next page)

Inquiries: Questions concerning this bulletin should be directed to the Federal Retirement
Thrift Investment Board at 202-942-1460.

Chapter: This bulletin may be filed in Chapter 8, Loan Program.
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become taxable distributions at the end of the quarter. A copy of the notice is
included with this bulletin as Attachment 1.

Participant Notifications.
(1) End of Quarter Participant Notices.

At the end of each quarter that follows, the TSP evaluates the status of
loans for all participants (except those who have been in nonpay status
for less than 12 months or are in nonpay status due to military service).
If the loan is in a current payment status, no action will be taken. If not,
then one of the following actions will occur:

a. If the participant had been sent the pending loan default notice at the
end of the prior quarter and the loan payments have not been made
up, the loan will be declared a taxable distribution. The participant
will be notified that the loan has been closed, and agencies and serv-
ices will be notified via the 19401 Report that loan payments (if any)
should be stopped. (See Attachment 2 for a copy of this notice.)

b. If the participant had not been sent the pending loan default notice,
one will be issued. The loan will be subject to a taxable distribution if
payments are not made up by the end of the following quarter.

(2) Mid-Quarter Reminder Notice. If the participant was sent a pending loan
default notice (1)(b) and the loan has not been “cured,” a reminder notice
will be sent to the participant approximately mid-quarter. A copy of that is
Attachment 3.

I1I. Service Actions

A.

Pending Loan Default Report (19402 Report).

At the end of each quarter, the TSP will send each submitting payroll office a
report listing their participants who have been sent the Pending Loan Default
Notice. This report is very similar to the 19401, it provides the participant’s
Social Security number, name, loan number, loan payoff amount, last payment
date, and LWOP status. It is broken down by department and agency. A copy
of the report is Attachment 4.

Services and payroll offices can assist their participants in two ways:

(1) If payments are erroneously not being made, they should be started im-
mediately. If payments are incorrect, they should be changed to the ap-
propriate amount. The Agency Technical Services (ATS) can provide as-
sistance to payroll offices as necessary. Services should also remind par-
ticipants that they must send the cure amount to make up the deficiency
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(in addition to the loan payments made by payroll deductions) to prevent
the taxable distributions at the end of the quarter. It is the participants’
responsibility to ensure that their loan payments are current. Participants
should be referred to the TSP to obtain the latest cure amount.

If participants are on leave without pay (LWOP) or military LWOP and
received a pending loan default notice, then the TSP was not notified of
that status. It is extremely important that service (or agencies) promptly
submit Form TSP-U-41, Notification to TSP of Nonpay Status, to the TSP.
(You may fax the form to 1-866-817-5023.) This form will ensure that the
participants’ loan(s) will be suspended and not subject to a taxable dis-
tribution due to missing payments. (NOTE: Loan payments cannot be
suspended due to LWOP for more than a year unless the participant is on
military LWOP.)

For more information about participants in nonpay status and the effect on TSP
loans, please see TSP Bulletin 04-8, Revision of the Booklet 7SP Loans, dated
May 4, 2004. There is also a fact sheet, Effect of Nonpay Status on TSP Participa-
tion, dated May 2005. These publications are available on the TSP Web site.

Services are advised that they may receive calls from participants concerning the pending
default notice. They should provide assistance as necessary to ensure that payments are be-
ing properly deducted or that the TSP is promptly notified of a LWOP status. However, as
indicated on the loan agreements that they signed, participants are responsible for repaying
their loans, including any missed payments and associated interest.
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PAMELA-JEANNE MORAN

Director

Office of Participant Services
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