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403(b) plans 
 

Purpose This document provides information about 403(b) Plans, including: 
• Charges and fees 
• Withdrawals 
• Hardships 
• Taxation of Withdrawals/Distributions 
• Loans 

 
Charges and fees 403(b)s permit several charges and fees that help cover administrative expenses. These 

expenses vary by annuity product. Some of the charges are: 
 

Sales Charge 
The front-end sales charge, which is also referred to as a front-end load, is assessed 
against each contribution before it is paid into the annuity. The charge is usually a 
specified percentage of each contribution. Let’s assume a company has a 3% sales 
charge. If a $100 contribution is received by the insurance company, $3.00 will be 
deducted from the contribution and the remaining $97.00 will then be deposited into the 
annuity. It is important to note that most annuities do not have front-end charges. 
 
Surrender Charge   
A surrender charge, which is also referred to as a deferred sales charge, withdrawal 

charge, or a back-end load, may be imposed against withdrawals and surrenders. The 
charge may be level or decreasing, and often applies to a specific contribution for a 
specified number of years or may be based upon how long the contract has been held. 

 
Administration Fee 
An administration fee may be imposed to compensate the insurance company for services 
such as record maintenance, accounting and reporting. The fee is usually a specified  
dollar amount that is deducted from the account on an annual, semi-annual, quarterly or 
monthly basis. Fees may also be charged for other administrative services such as loan or 
qualified domestic relations order, or QDRO, processing. 

 
Premium Tax 
In some states, premium taxes are levied against annuity payments when annuitized. 

This tax is expressed as a percentage of the gross payment and is generally between 
.50% and 1.00%. 

 
Variable annuities may have additional charges: 
• Separate Account Charge (often referred to as a “Mortality and Expense" (M&E) 

Charge)Pays the insurance company for the risk that contract purchasers and 
participants may live for a longer period of time than was estimated, or the risk that the 
insurance 
company’s expenses in administering the contract are greater than were estimated. 
The company also bears the risk that the guaranteed death benefit it pays for allocated 
contracts will be larger than the account balance (if the death benefit is guaranteed 
purchase payments or some other amount other than account balance). 

 
• Management Fees 
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The investment management fee compensates the managers of each underlying 
funding portfolio. The fee is a percentage of the assets of each portfolio which is 
deducted daily from values. 

 
In addition there may be plan level administrative fees and participant level transaction 
fees charged to participants’ plan accounts. 

 

 
Withdrawals Salary reductions and earnings made on or after January 1, 1989 may NOT be withdrawn 

prior to age 59 ½ except for the following reasons: 
• Death of participant 
• Disability of participant (must meet social security disability qualifications) 
• Severance from employment 
• Financial hardship (if plan allows and does not include earnings) 

 
Employer contributions and earnings on such contributions are generally subject to similar 
requirements. 

 
A participant’s account may be segregated prior to age 59½ to comply with a Qualified 
Domestic Relations Order (QDRO). 

 
A distribution may be made prior to age 59 ½, for amounts rolled into the plan from 
another retirement plan or IRA, or termination of a plan. The employer’s plan document 
will list all allowable distributions. 

 
Important Note: Provisions for the withdrawals must be stated in Plan Document. 

 
Hardships In order to qualify as having financial hardship, there must be an immediate and heavy 

financial need and the withdrawal must be necessary to satisfy that financial need. 
 

The following are considered immediate and heavy financial needs: 
• Purchase of principal residence 
• Medical expenses 
• College expenses for any member of the immediate family 
• Eviction or foreclosure of principal residence 
• Funeral expense of parent, spouse, child or dependent 
• Repair of principal residence damage that qualifies for income tax casualty 

deduction 
 

Withdrawals for the purpose of “financial hardship” are limited to the amount required to 
satisfy the financial need (including any anticipated federal, state, and/or local income 
taxes and penalties). The employee must also have taken advantage of all loans and/or 
distribution options available from this annuity or the employer’s other retirement plans. 

 
Finally, the employee is generally prohibited from making salary reduction contributions 
and/or employee after-tax contributions to this or any other plan maintained by the 
employer for a period of at least 6 months after taking a hardship withdrawal. 

 
The employer’s written plan will list when distributions are permitted and types of 
expenses that may qualify for hardship withdrawals. 
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Taxation of 
Withdrawals/ 
Distributions 

Whenever an individual takes a withdrawal from a 403(b), it generally must be included as 
income in accordance with the rules of tax code Section 72(p) on his/her tax return for the 
year he/she received the distribution. An exception applies to distributions from Roth 
accounts that are not subject to tax in certain instances. In addition, the Internal Revenue 
Service may impose a 10% penalty for any withdrawal prior to age 59½ unless the 
distribution is due to: 

• Death of the participant 
• Disability of the participant 
• A distribution to a former spouse under the terms of a QDRO 
• Deductible medical expenses 
• Retirement after attaining age 55, or age 50 for certain public safety officers. 
• Life annuity (or joint and survivor annuity with designated beneficiary) after 

separation from service (or equal periodic payments made over a period equal to 
the life expectancy of the participant or over the joint and survivor life expectancy 
of the owner and designated beneficiary). 

 
Note: Any change in the payment stream within 5 years or prior to attaining age 59 
½, whichever is later, will result in the retroactive imposition of the 10% penalty tax 
with interest. 

 
Other exceptions apply for distributions to purchase a first home, distributions to persons 
in military service and distributions to participants affected by certain designated regional 
disasters and Roth account distributions. 

 
 

Loans The tax code allows a participant to borrow from his/her 403(b). Loan provisions differ by 
annuity contract and the loan application for a particular annuity contract generally sets 
forth the terms and restrictions that apply at the time a participant applies for the loan; 
however, the tax code limits the amount that may be borrowed from a 403(b) and all other 
retirement plans of the employer. 

 
Important note: Loans with these terms must be permitted in the plan document for this 
section to apply. 

 
Generally, the IRS limits the amount of any loan, when added to the highest outstanding 
balance of all other loans from all 403(b) and other retirement plans of the employer  
during the last 12 months, to the lesser of $50,000 or 50% of the participant’s vested 
account balance. There is an optional exception for participants in non-ERISA plans with 
account balances of less than $20,000. In the case of a non-ERISA plan, if that 
participant’s vested annuity account balance is less than $20,000, the amount of any loan, 
when added to the highest outstanding balance of all other loans from all 403(b) and other 
retirement plans of the employer during the last 12 months, may not exceed the lesser of 
$10,000 or 100% of the participant’s vested annuity account balance. 

 

The tax code requires that 403(b) loans be repaid over a five-year period with principal  
and interest payments due on a minimal quarterly basis. An exception to the five-year rule 
is allowed if the loan is used to acquire the participant’s principal residence. In this case, 
the loan must be repaid over a 15 year period, as required by MetLife. 
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The tax code does not limit the number of 403(b) loans a participant may have 
simultaneously as long as he/she does not exceed the maximum loan amount limitations, 
aggregating the highest outstanding amount for all loans during the past 12 months from 
retirement plans of the employer. Only the insurance company that issued the 403(b) 
contract may lend the participant money against the contract. A 403(b) contract generally 
cannot be assigned to any person or entity or used for collateral for a loan. The 403(b) 
contract may place additional restrictions or limits on the maximum amount that may be 
borrowed. 

Interest and other charges will apply and failure to repay as required under the loan 
agreement will have adverse tax consequences. 

All loan information can be found on loan application. Please review loan paperwork for 
specific details. 


