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Attention: Llcfnulr Investment Reguialjon 

Dcar Sir: 

Telephone: 973-575- I ll)U 
Fax ; 973-575.1511 

We applaud the e v u l u t i u ~ ~  of aillomatic enrollmcrlt in 40 t (k) pln ns, and ~ h c  
crcation of the QDIA. I Iowcver, we believc that a new investment alternative 
in 401(k), 40_ilh). and 457 plans shuuld be speciiicnlly permitked as a QDIA. 

In 1 997, the GAO perfurnled a Study w11ic h revealcd that retirement plans 
with Loan Provisions experience a11 increase in prticipani rontri butions of 
about 3 5%. A system which cfficientlj and mcurately iuiti atcs, proccsses, 
and administers loans in retirement plans was awarded a patent in 1993, 
tsceivzd a favol+abIc DOI. Opinion letter in 1995,217d was approved by thc 
IRS in Decernbcr, 2002. 

This syslcm involves the eshblishmen! of a linc of credit (LOC') in the 
parlicipant's accoullt, with acc.ess made available using a I man Card. The 
maxiil~um 1 .OC: is the lesser of 40% of vested a~co i i n t  or $10,000. An 
automatic ei~roIIze who is dehulted into rn hivestment put-tfolio should h a l t  
hat p~rtfolio jncl~ide (hc Loan Card 111le nf credit. 

If wc cxmiit le thc QnIA rrquireinents, the Laan Card line of crcdit fits in 
well: 

I ) i t  is not an employer security. 

2) tilere are nu financial penalties imposed & a ~ a ~ - t i c i p m  mho wishes to 
transfer from 11le QDT.4 lo mnther dtcrnative: 
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3) it is ~uanaged by an invcsttnent manager, or an invcstrncnt company - 
the participant should certainly be considcrcd his own investmen1 
mnagcr re: his line of credil. 

4) i t  is diversilied so as to minimize ~ht: risk of large losses - the Loari 
Card LUC is a fixed income investment, with interest on any  accessed 
LOC paid hy the participant to his own account. 

5 )  it uses onc of three types of investmcnt prod~lcts - the LOU, 
cs,wt~tially directed by the participant., fits well in a poitfnlicr which 
providcs long tenn appreciation and capital presematiun. 

Here i s  how the LOC as a QDIA would work: 

a) The LOC' is cstahlished as part of a portfol to of twu ur more 
QDlA's. 

bj Plan asseis attributable .to that pxticipar~t would be creditcd to 
the LOC until the maxirncutl LOC: i s  reached. 

C )  The p~irlicipant would c,ontrd rzcccss to, tl-ansfer lrom, or 
cstinguishment of thc LOC. 

Of course, the Loan Card LOC:  would only be available in plans wit11 Loan 
Provisions, 

A ole-page descriptiorl of the Lorn Card system is attachtrl. 

Haward M. Phillips, F.S.A., bl.A.A.A., M.S.P.A. 
Enrollcd Actuary 



PARTICIPANT LOANS IN RETIREMENT PLANS 
PROCESSING IN THE 21"' CENTURY 

We know that a largc percentage of participants in defined contribution ret i r e n ~ e ~ t  plans (more in 
larger plms than smaller plans) have available to them the right to borrow from thcjr account 
whilc sti I1 employed. Typically, thc pcrtnitted reason Sir thc luan wi I1 be a medical emergency, 
education nf a child, or sustemIce of home and family. Depending on the study, about 20%-25% 
of participants usc the loan provision. 

We also know that participant Inans have thcsc positive values lbr participants: 

t . Coiltri hution amorlnts increase, and padicipation rates increase, because there is a 
corn-f'ort Lor thc participant in knowing that pre-retirement access via n tax Srcc 
distribution from their account is available shuuld there be a need to retrieve some uf the 
retirement savings. 

2. Consolidation of high intcrcst cost debt is acco~ripljsl~ed via a luan, where the intercst 
cost is paid tr, ihc participant's retirerncnt savings account. 

3.  Leaknge froin retirement saviugs occurs whcrl a participant kerminating empluyrnctlt must 
repay an outstanding loan, or pay tax on the unpaid debt. Many participants not only lose 
that part of their retirement account previously lakc11 as a loan, they also have to borrow 
Srom high interest cost sources to pay the tax. Leakage is exringuished by loan 
ndministration systems which allow h r  post employment repayment to Ihc retirement 
savings riccount. 

4. Those who do borrow from retirerncnt accounts 1ypic.ally have a good deal of that 
account invcsted in low-y ielding money market accounts, Investing ane's accour~t i 11 a 
linc of credit earning higher interest than money market accounts. and in a loan to 
oneself, will incrcase the yield on that pat? of the account dedicarecl to the line oL crcdit. 

Participant loar~s are processed and adtniniskred tnanually , thri~~igh prjvately crcated software, 
or k i a  payroll deduction systems. A betlcr resource to initiate, process, ancl administer tl~csc 
loans would be via a patented syslcrn involving a bank card and a b a l k  card processing 
cotnpany . Such a co tilpany cat provide: 

I .  Monthly Billing Staternenls 
2. 2417 Ac,cess to Loan information via irltemet or telephone 
3. S~u~lrnary Loan info on participant quarterly siatclnellts via a link with the plan vendor 

(as if Loans wcrr: an investment option). 
4 .  Loan rcpaytnent collections via ACH, internet, telephone or check. 
5 .  Flexi hility in repayment mounts ahnve the IRS mandated n ~ i  t ~ i ~ n u m  repayment sctledule. 
6 .  I landling I+epaymenls post termination of employmcnt . 
7. No specific rcason needed Sor the loan. 

Processing and adn~irlistering participant loans using a parlncrship betwem a I>ank card 
processing company and a rctirement plan vendor is nuw available 


