QUESTION: I’m a teacher and will be retiring soon. TRS offers an annuity for a retired individual’s lifetime or one of several Joint & Survivor options. There is also an option to take an up-front lump sum with a decreased monthly income. Should I take the lump sum?

ANSWER: The Texas Legislature established the Partial Lump Sum Option (PLSO) for TRS members eligible for unreduced retirement benefits after 09/01/99. At retirement, an eligible member may select a partial lump sum distribution amount equal to 12, 24, or 36 months of a standard service retirement annuity. When PLSO is selected, the member’s monthly annuity will be actuarially reduced to reflect the value of the PLSO amount selected.

Although there are several exceptions and requirements, all of which are explained on the TRS website, most TRS members who are grandfathered under the 80 point system (age + years of service) are eligible for the PLSO. Tax on the PLSO may be deferred by rolling over the sum to a Traditional IRA.

Quite a few CFA clients are retired teachers and every time we analyze the numbers, the best course is the 36-month PLSO, rolled over to a Traditional IRA, and one of the Joint & Survivor options. However, the rationale is that the PLSO amount that’s rolled over replaces the amount by which the monthly pension decreases. If you spend the PLSO be sure your other investments are sufficient to replace the decreased TRS annuity.

