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RETIREMENT TERMINATION PAY 
 

Termination pay includes, any form of bona fide vacation leave, sick 
leave, severance pay, amounts provided under a window or early 
termination incentive plan, or other payments that are contingent 
upon the Teachers’ Retirement System (TRS) covered employee 
terminating their employment and retiring.  Montana statute defines a 
‘Retired Member’ as a person who has terminated all employment 
that is eligible for membership under the TRS, and who has received 
at least one monthly retirement benefit. 

 
Termination pay does not include amounts that are final wages or amounts earned prior 

to termination under a non-qualified deferred compensation plan.  As the employer, if your  
termination or severance package includes options, or benefits other than cash payments, 
please contact the TRS prior to withholding or remitting a contribution on the member’s behalf. 
 

If a contract contains any provision or clause providing any type of payment no matter the 
purpose, timing or amount, as a prelude to retirement, this payment is termination pay.  This 
payment must be made payable at the time of termination and retirement.  If the member elects 
to reinvest their termination pay in the calculation of their monthly retirement benefit, the TRS 
will use the severance payment in the calculation of the member’s average final compensation 
(AFC). 
 
The following payments are not termination pay and NOT reportable to the TRS. 

• A lump sum payout for a TRS member terminating their employment for the sake of 
leaving the field of education and not eligible to apply for a monthly retirement benefit or 
will be accepting a position with another TRS employer within the State of Montana. 

• TRS covered employees that receive a payout at the end of each fiscal year, for 
accumulated sick leave or vacation pay. 

 
For your convenience, a ‘Retirement Termination Pay’ tutorial is available on the TRS 

website.  The information provided in this tutorial is for educational purposes only.  It includes 
basic information about the calculation of a member’s payout of termination pay.  The tutorial 
does not provide accurate, detailed calculations of any specific member’s account. 
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RETIREMENT TERMINATION PAY OPTIONS 
 
 

There are three options available to a TRS member, relative to their 
termination pay.  However, only two of the options will increase their monthly 
retirement benefit by including the termination pay received in the calculation 
of their AFC. 

 
 
OPTION 1  Use the total termination pay amount in the calculation of AFC.  The TRS 

member and the employer shall pay a contribution to the TRS, as are 
determined by the TRS Board, to compensate the TRS for the member’s 
additional retirement benefit.  The employee and employer contribution due 
the TRS is reportable at the time the termination pay is available to the 
member. 

 
OPTION 2 The TRS will divide the termination pay amount by the total number of years 

of creditable service to determine a yearly amount, adding the yearly amount 
of termination pay to each of the three consecutive years' salary used in the 
calculation of the member’s AFC.  The TRS member and the employer shall 
pay a contribution on the termination pay according to the rates provided for in 
§19-20-602(1) and §19-20-605(1), MCA, to adequately compensate the 
system for the member’s additional retirement benefit. 

 
OPTION 3 The member elects to receive a cash payout for their severance pay and 

exclude the termination pay from the calculation of their AFC.  A contribution 
is not required from the TRS member or their employer.  The appropriate 
Federal, Montana state, and Social Security taxes must be withheld.  Do not 
withhold the TRS contribution.  Any contribution made under §19-20-602 and 
§19-20-605, MCA must be refunded to the employer, for distribution of the net 
amount to the member. 

 
If a TRS member anticipates a payout of termination pay, at the time they terminate and 

apply for a monthly retirement benefit, they must elect a termination pay option.  The member 
may make this election well in advance of their actual termination.  The election must be made 
at least 90 calendar days prior to their last day of employment.  At the time the member begins 
the retirement planning process, the TRS will provide a ‘Termination Pay – Irrevocable Election 
Form’ (TPIEF) to allow the member to make an election.  Prior to signing the TPIEF, the TRS 
encourages each member to request an estimate of benefits or utilize the ‘On-Line Benefit 
Estimator’ on the TRS website. 
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TERMINATION PAY – IRREVOCABLE ELECTION FORM 
 

A TRS member has the option to have the employee contribution deducted from their 
termination pay and reported to the TRS on a tax-deferred basis.  The tax-deferred option 
allows the deduction of the member contribution from the termination pay amount before 
withholding Federal and Montana state income taxes.  The termination pay will continue to be 
subject to Social Security withholding. 
 

If the member elects Option 1 or Option 2, the employee and the employer must pay the 
required contribution due the TRS, to fund an increase in the member’s monthly retirement 
benefit.  The employee cannot pay both the employee and employer contribution.  (Ref: §19-20-
716, MCA) 
 

The TRS member and the TRS employer must execute a TPIEF at least 90 calendar 
days prior to the member’s termination date to qualify for the tax-deferral of the member 
contribution. 

 
Before making an election to have a tax-deferred contribution deducted from termination 

pay, the TRS recommends each member contact the TRS office to request an estimate of 
benefits.  TRS staff will review the member’s account, verify the member’s correct service credit, 
and provide an estimate of benefits based upon current account information and future 
retirement plans.  The estimate of benefits will include the monthly amount for each benefit 
allowance available, the employee and employer contribution due on termination pay, the 
TPIEF, and a printout indicating any out-of-pocket termination pay expense, if applicable. 

 
The TPIEF is also available on the TRS website, with a complete copy of instructions.  

The TRS generally assumes that the last day of teaching will be the date of termination.  If this 
assumption is not correct, please notify the TRS of the correct termination date to avoid any 
unnecessary delay in processing a member’s monthly retirement benefit. 
 
 Retain the completed TPIEF in your office until the TRS employee terminates their 
employment, all wages are paid, and the termination pay amount has been determined.  Please 
do not construe the submission of an election form in your office as a TRS member’s intent to 
retire.  You may receive a TPIEF several years prior to a TRS member’s actual termination and 
retirement. 
 

At the time of termination and retirement, if the TRS employee has executed a valid 
TPIEF and elected termination pay Option 1 or Option 2, the gross amount of their termination 
pay will be subject to Social Security withholding.  However, you will not withhold Federal and 
Montana State income taxes from the employee contribution deducted from their termination 
pay and reported to the TRS.  The employee may not change their termination pay option 
election. 
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 At the time the TRS provides a member with an estimate of benefits, the TPIEF will be 
included.  The form is also available on the TRS website, by accessing ‘Member Forms’ on the 
‘Members’ tab. 
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SPECIAL INSTRUCTIONS: If the retiring member properly executes a TPIEF and after the 
Social Security deduction, the employee contribution due the TRS is greater than the net 
amount, the member must remit to the TRS the amount that exceeds the net amount by 
personal check, as a funding source for the increase in their monthly benefit. 
 

The amount that exceeds the net amount of the termination pay is an ‘Out-of-Pocket 
Expense’.  The following table provides a breakdown for the determination of any ‘Out-of-Pocket 
Expense’ due the TRS, for employers withholding Social Security taxes. 

 
      Termination Pay Amount 

  Net Amount (Tax Deferred) 
Less           FICA/Medicare (7.65%) 

 
            Balance Paid to Member OR 

Less  Calculated TRS Contribution 

       Out of Pocket Expense –  
    Payable to the TRS by Personal Check 

 
The following table provides an example of the calculations used to determine if an ‘Out-

Of-Pocket Expense’ will be required of a retiring member, based upon having 25, 30, or 35 
years of service at the time of retirement. 
 
 25 years of service 30 years of service 35 years of service 
Term Pay Amount $5,000.00 $5,000.00 $5,000.00 
FICA/Medicare 7.65% ($   382.50) ($   382.50) ($   382.50) 
Net Amount $4,632.50 $4,632.50 $4,632.50 
Contribution Due TRS ($4,200.00) ($5,040.00) ($5,880.00) 
Difference $   432.50 ($   407.50) ($1,247.50) 
Out of Pocket Expense $       0.00 $   407.50 $1,247.50 
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RETIREMENT TERMINATION PAY FORM INSTRUCTIONS 
 

A TRS member, terminating their employment and applying for a monthly retirement 
benefit and eligible for a payout of an amount that meets the definition of termination pay, must 
fill out a ‘Retirement Termination Pay’ form.  The TRS provides the ‘Retirement Termination 
Pay’ form in each retiring member’s ‘Retirement Application Packet’. 
 

The TRS member must complete the ‘Member Information’ portion of the form and 
forward the form to you, as their employer.  The member must initial Option 1, 2, or 3.  You must 
retain the Retirement Termination Pay’ form in your office until the member terminates their 
employment, all wages are paid, and the termination pay amount has been determined. 
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As the employer, you must properly complete the ‘Employer Certification’ portion of the 
‘Retirement Termination Pay’ form once the member terminates their employment, all wages are 
paid, and the termination pay amount has been determined. 
 

 

 

 
As the employer, you must submit the completed ‘Retirement Termination Pay’ form to 

the TRS at least one week prior to submitting the member and employer contribution due on 
your monthly report.  This allows the TRS adequate time to update the member’s termination 
pay contract, preventing any delay in the submission of your monthly report. 
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RETIREMENT TERMINATION PAY CALCULATOR 
 

Access the ‘Retirement Termination Pay Calculator’ on the TRS website to calculate the 
employee and employer contribution due the TRS on termination pay. 
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The TRS provides the ‘Retirement Termination Pay Calculator’ to assist you, as the 
employer or reporting agent, in the calculation of the appropriate employee and employer 
termination pay contributions due the TRS.  Using this tool allows your office to budget for future 
termination pay.  In addition, at the time the actual termination pay amount is determined and 
processed for payment to the TRS; utilize the calculator for the actual ‘Employee Contribution 
Due’ and ‘Employer Contribution Due’. 
 

The TRS has designed the ‘Retirement Termination Pay Calculator’ for a member, with 
an FTE of 1.0.  If you have a member employed in a ‘Part-Time’ or ‘Hourly’ position, you must 
contact the TRS for confirmation of the anticipated service credit, in order to proceed with the 
termination pay calculation. 
 

To begin, enter the TRS member’s SSN, with or without dashes, and click the Search 
button. 
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NO RETIREMENT APPLICATION ON FILE 
 

The TRS database presents: the ‘Member’ social security number and name; the 
‘Employer’ six-digit number and name; the member’s ‘Date of Birth’; ‘Years of Service’ on file 
with the TRS at the time of the calculation; ‘Years of Buy Back Service Available’; ‘Total 
Service’; and,  ‘Termination Pay Option’.  The database presents a ‘Termination Pay Option’ 
only if the TRS member properly executed a ‘Termination Pay – Irrevocable Election Form’.  
The member cannot change their election. 
 

Please note that the fields presenting the ‘Total Service’ and ‘Termination Pay Option’ are 
grayed-out.  You cannot change the data presented in these fields.  
  

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In this example, the TRS database presents the message: ‘Service is not verified.  

Please contact the TRS for confirmation of actual service credit’.  This flag indicates that the 
TRS has not performed an audit of the member’s account, within the last six months, verifying 
the member’s service credit through the end of the previous fiscal year.  Please contact the TRS 
to request verification of the member’s service credit.  The TRS will verify the service credit, and 
advise your office accordingly. 

 
At the bottom of the screen, the TRS database also presents the message: ‘No 

retirement application on file’.  This indicates that the TRS has not processed an Application for 
Retirement Allowance for the member, at the time of this calculation. 
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If the member has not signed a TPIEF, the ‘Termination Pay Option’ field is blank.  This 
will allow you to populate Option 1 or Option 2 for a ‘what-if’ scenario for budgeting purposes.  
You may wish to suggest the member contact the TRS for retirement planning assistance, to 
insure they do not miss the opportunity to tax-defer their contributions to the TRS, at the time of 
termination and retirement. 
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Once the TRS has verified the member’s service credit, through the end of the previous 
fiscal year, the database presents the message:  ‘Service Verified by TRS on XX/XX/XXXX’.  In 
this example, on February 17, 2010, the TRS verified the member’s service credit through June 
30, 2009. 
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Once the TRS verifies the member’s service credit and notifies your office accordingly, 
populate the anticipated: ‘Retirement Date’; ‘Last Date of Employment’; the gross amount of 
‘Termination Pay’; the appropriate ‘FICA Withholding’ and ‘Medicare Withholding’. 
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 You must enter the ‘FICA Withholding’ and ‘Medicare Withholding’ amounts.  Failure to 
do so presents an error message: ‘FICA and Medicare Withholding is required – if zero, enter 0’. 
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 Overstating the allowable FICA Withholding will result in an error message: ‘FICA 
Withholding cannot exceed 6.2% of Termination Pay Amount’. 
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 Overstating the allowable Medicare Withholding will result in an error message: ‘Medicare 
Withholding cannot exceed 1.45% of Termination Pay Amount’. 
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You must enter the ‘FICA Withholding’ and ‘Medicare Withholding’ to correctly project the 
‘Net Amount (Tax-Deferred)’, and the ‘Out-Of-Pocket Expense’ amounts.  If your agency does 
withhold and report Social Security taxes from wages, you must enter 0 (zero) in the ‘FICA 
Withholding’ field. 
 

When all fields are properly populated, click the Calculate button.  The calculator 
presents the ‘Employee Contribution Due’; ‘Net Amount (Tax Deferred)’; member’s ‘Out-Of-
Pocket Expense’, if applicable; and, the ‘Employer Contribution Due’.  This example represents 
a preliminary calculation an employer may use for budgeting purposes months in advance of the 
final calculation. 
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RETIREMENT APPLICATION ON FILE 
 
TERMINATION PAY - IRREVOCABLE ELECTION FORM ON FILE 
 

The ‘Termination Pay’ amount presented reflects the amount provided by the member on 
their ‘Application for Retirement Allowance’, and used by the TRS in the estimated calculation of 
their monthly retirement benefit. 

 
If the TRS has processed an ‘Application for Retirement Allowance’ for the retiring 

member, the indicator will reflect ‘Retirement application on file’. 
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If the ‘Termination Pay’ amount presented is not correct, enter the correct amount; the 
appopriate ‘FICA Withholding’ and ‘Medicare Withholding’ and click the Calculate button.  
Please note that the ‘Total Service’ now represents the retiring member’s service credit through 
the end of the fiscal year in which the member is retiring. 
 

The database presents the final calculation of the ‘Employee Contribution Due’, ‘Net 
Amount (Tax Deferred)’ and ‘Out-Of-Pocket Expense’, if applicable; and the ‘Employer 
Contribution Due’. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Print two copies of this screen. 
• Attach a copy to the back of the ‘Retirement Termination Pay’ form, with clear tape. 
• Provide a copy to the retiring member, highlighting the ‘Out-Of-Pocket Expense’ 

amount, if applicable.  The ‘Out-Of-Pocket Expense’ represents the balance the TRS 
member owes to complete the ‘Employee Cost’, funding the increase in their monthly 
retirement benefit.  The member must remit the ‘Out-Of-Pocket Expense’ by personal 
check, payable to the TRS. 
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NO TERMINATION PAY - IRREVOCABLE ELECTION FORM ON FILE 
 

If the TRS member has not signed a TPIEF or the 90 calendar day requirement is not 
satisfied, the member still has the opportunity to elect termination pay Option 1 or Option 2.  In 
this example, please note that the ‘Termination Pay Option’ field is blank. 
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Enter the termination pay option elected, Option 1 or Option 2.  Note that on the ‘Option 1 
– Example’ there will be no ‘Net Amount (Tax-Deferred)’ amount presented. 
 
• You must withhold Federal, Montana State, and Social Security taxes from the gross 

amount of termination pay received. 
• You must remit the net amount of the termination pay to the TRS member.  
 

OPTION 1 – EXAMPLE 

 
Print two copies of this screen. 

• Attach a copy to the back of the ‘Retirement Termination Pay’ form, with clear tape. 
• Provide a copy to the retiring member, highlighting the ‘Contributions Due TRS’.  The 

member must remit the ‘Contribution Due TRS’ by personal check, payable to the TRS. 
 

 



Montana Teachers’ Retirement System 
Employers’ Manual – Section 6 
Revised 02/2010 

Page 23 
 

If the retiring member elected termination pay Option 2, you are not required to enter the 
‘FICA Withholding’ or the ‘Medicare Withholding’ amounts. 
 

OPTION 2 – EXAMPLE 
 

 
Print two copies of this screen. 
• Attach a copy to the back of the ‘Retirement Termination Pay’ form, with clear tape. 
• Provide a copy to the retiring member, highlighting the ‘Employee Contribution Due’.  

The member must remit the ‘Employee Contribution Due’ by personal check, payable 
to the TRS. 
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REPORTING TERMINATION PAY 
 

TERMINATION PAY – IRREVOCABLE ELECTION FORM ON FILE 
 

Termination pay must be paid at the time of termination and retirement to be included in 
the calculation of the retirees monthly retirement benefit.  If termination pay is made payable to 
the retiring TRS member within 60 days of termination, it will be considered paid at the time of 
termination.   
 

As the TRS employer, you are responsible for correctly reporting termination pay to the 
TRS, and reporting the correct amount on the member’s Form W-2.  If the retiring member 
properly executed a TPIEF, you must withhold the ‘Employee Contribution Due’ as tax-deferred, 
as presented on the ‘Retirement Termination Pay Calculator’.   
 

You must remit the employee and employer contribution due the TRS on the employer’s 
‘Contribution Detail’ report.  On the ‘Contribution Detail’ screen: 
 

• In the ‘Term Pay Contrib’ column, populate the ‘Net Amount (Tax Deferred)’, as 
presented on the ‘Retirement Termination Pay Calculator’. 

• In the ‘Opt’ column, present the termination pay option selected, Option ‘1’ or Option ‘2’. 
• In the ‘Employer Term Pay’ column, populate the ‘Employer Contribution Due’ as 

presented on the ‘Retirement Termination Pay Calculator’. 
• Do not include the gross amount of the termination pay in the monthly earnings. 

 

EXAMPLE – TPIEF ON FILE 

 

If the TRS member has signed a TPIEF and elected termination pay Option 1 or Option 
2, the gross amount of their termination pay will be subject to Social Security withholding.  Do 
not withhold Federal and Montana State income taxes from the gross amount of their 
termination pay.   

 

If the retiring member has properly executed a TPIEF, their termination pay option 
elected may not be changed. 
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NO TERMINATION PAY – IRREVOCABLE ELECTION FORM ON FILE 
 

If the retiring member has not properly executed a TPIEF, you must withhold Federal, 
Montana State, and Social Security taxes from the gross amount of termination pay received 
and remit the net amount of the termination pay to the TRS member.  The member must remit 
the ‘Employee Contribution Due’ by personal check, payable to the TRS. 
 

Remit only the employer contribution due the TRS on the employer’s ‘Contribution Detail’ 
report.  On the ‘Contribution Detail’ screen: 
 

• In the ‘Employer Term Pay’ column, populate the ‘Employer Contribution Due’ as 
presented on the ‘Retirement Termination Pay Calculator’. 

• Do not include the gross amount of the termination pay in the monthly earnings. 
 

EXAMPLE – TPIEF NOT ON FILE 
 

 
A properly completed and signed ‘Retirement Termination Pay’ form together with the 

employee and employer contribution due, must be received by the TRS no later than the 15th of 
the month following the month in which the member terminated employment.  For example, if an 
employee terminates employment in June, the contribution on termination pay is due by July 15.  
This date coincides with the date the June TRS ‘Contribution Report’ is due. 
 

If the correct ‘Employee Contribution Due’ or ‘Employer Contribution Due’ is not received, 
it will be necessary to charge interest on the contribution due the TRS at the actuarial assumed 
rate of 8%.  The TRS member and their employer will be notified, in writing, when a contribution 
due on termination pay is past due.  If the correct contribution on termination pay is not 
received, the TRS member’s monthly benefit will be recalculated and adjusted retroactive to the 
member’s date of retirement. 
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LIMITATION ON COMPENSATION INCREASES 
 

The earned compensation for each year used in calculating a member's AFC may not 
exceed the preceding year by more than 10%, except for increases that: (a) Result from 
collective bargaining agreements; (b) Have been granted by the employer to all other similarly 
situated employees.  The TRS employer must certify the similarly situated group of TRS 
employees, the increase received by each employee, and the method for determining the 
increases (Reportable Compensation, TRS Form 138); (c) Result from compensation received 
for summer employment. Summer employment may not exceed one-ninth of the academic year 
contract for each full month or prorated for each portion of a month employed during the 
summer, or 110% of the summer compensation the member was eligible to earn each month 
during the preceding summer; (d) Have resulted from a change of employer or; (e) Have 
resulted from re-employment for a period of not less than one year following a break in service. 
 

The TRS member or the TRS employer must provide adequate documentation to permit 
the TRS Board to make an informed decision concerning an exemption to the 10% limitation.  
Adequate documentation includes, but is not limited to, employment contracts or official minutes 
of board meetings.  Promotions or the assignment of additional duties will not be exempt from 
the 10% limitation. 
 

It is the intent of the 10% limitation to provide equitable benefits to all TRS members 
based on their normal service and salary, and to limit the effect on the TRS of isolated salary 
increases received by selected individuals through promotions or one-time salary 
enhancements during their last years of employment. 
 

Compensation in excess of the 10% limit may be included in the calculation of AFC as if 
the excess earnings were termination pay.  If the member has excess earnings, an additional 
‘Termination Pay Form’ must be obtained from the TRS office.  The retiring member must remit 
the employee contribution due the TRS on excess earnings by personal check to the TRS.  The 
employee contribution may not be tax-deferred.  The ‘Employer Contribution Due’ will be 
calculated and billed accordingly. 

 
Example:  A TRS member at age 49 with 28.00 years of service with $2,000.00 in 

excess earnings, elects to use the excess earnings under Termination Pay Option 1.  The TRS 
calculates the employee and employer contribution due as follows: 
 

$    2,000.00                         3.74 %                     28.00                        
Termination Pay    X    Employee Rate   X    Years of Service      =             Employee Cost 

$        2,094.40 

 

Employee Contribution Reported to the TRS on the excess earnings amount:  
 

$            143.00 

Balance due the TRS on the Excess Earnings (Personal Payment)          $        1,951.40 
 

$    2,000.00                         3.96 %                      28.00                              
Termination Pay    X    Employer Rate   X    Years of Service      =               Employer Cost 

$        2,217.60       

 

Employer Contribution Reported to the TRS on Excess Earnings Amount:         
 

$           149.40 

Balance due the TRS on the Excess Earnings            $        2,068.20 
 

If the TRS member elects to utilize the excess earnings under Option 2, no additional 
contribution is due from the employee or employer. 

 


