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Severance Pay Laws: Does It Make Sense to Offer Severance Pay?

In a majority of situations, sev erance pay laws do not require employers to offer severance packages to terminated

employees -- but it could make sense to do it anyway.

There are always a number of employers that think that the severance pay laws require them to offer severance packages

to terminated employees in the for m of some money and continuing benefits. How ever, in many situations, this is an incor-

rect assumption as the applicable severance pay laws do not often require employers to provide severance packages.

Situations Where Severance Pay Is Required

Generally speaking, there are only two situations when an employer is legally required to offer severance pay. First, some

states have laws that require employers to offer terminated employees severance pay when their terminations are due to a

facility closing or the company is laying off a large number of employees. In these situations (and depending on the state’s

laws), employers may be required to give a small amount of severance pay. To find out more about the laws in your state,

you should contact your state’s labor department.

As for the second scenario, employers may be legally required to provide terminated employees with severance pay if they

led their employees to believe that they would be paid severance. This is often evidenced by:

• A wr itten contract (often an employment contract) that calls for a severance package;

• A promise contained in an employee handbook or book of personnel policies that tells employees that they will

receive sev erance pay if they are terminated;

• A histor y within the company of giving severance packages to other employees that are in the same or substantially

the same positions as the terminated employee; or

• An oral promise from the employer to the employee that he or she would receive sev erance pay upon termination.

There are many employers that often give sev erance packages to long-term employees that have been with the company

for a substantial period of time, even without a legal requirement to do so. In addition to some employers feeling that this is

the right thing to do to reward the employee’s loy alty and hard wor k, it often softens the blow that can come with termina-

tion and can discourage a for mer employee from pursuing a lawsuit against the company. Remember that the happier you

can keep employees that have been terminated, the less likely that those for mer employees will decide to sue your com-

pany.

Perhaps the key rule to take from this article is that if you do decide to give sev erance packages to some employees, you

must be consistent in who you give sev erance pay to. If you only want to provide severance pay to "higher-ups" in the

company, be sure to draw a clear "cut-off" line. This does not mean that you must provide equal amounts of severance pay

to each employee that gets above this line. Instead, you can also institute a policy that makes the amount of severance

pay dependent upon the length of employment. By doing so, you can honor your longtime faithful employees without hav-

ing to give big payoffs to employees who leave the company after a short employment.

If you are ever less than honest and equal in giving out severance pay, you risk being sued for discrimination. If, for exam-

ple, your company decides to give men a 20% increase in severance pay without any justification, you could face a dis-

cr imination lawsuit from the women that are entitled to severance pay.

Things to Include in a Severance Package

What you decide to include in your company’s sev erance package is entirely up to you (unless you are already tied down

by a contract or a promise). When designing a severance package, you should keep the goal --softening the blow of ter mi-

nation -- in mind. In wor king towards this goal, you should take a look at the following list:



• Money or Pay. This is perhaps the most important component for the employees that you are forced to terminate. A

fair severance package will often include a week or two’s wor th of pay for each year that an employee wor ked for the

company.

• Insurance and benefits. There are a number of employers that also agree to continue to pay for a terminated

employee’s heath, life and disability insurance for a period of time following termination. Keep in mind that there is a

federal law called COBRA (the Consolidated Omnibus Budget Reconciliation Act) that may require your company (if

you provide group health insurance to your employees) to offer terminated employees the opportunity to continue

their insurance coverage. How ever, COBRA does not require the employer to pay the bills. In addition, many states

also have laws that deal with the continuation of health care, and a few of these state laws also require employers to

pay for the health care for a short per iod of time. To find out about the laws in your state, you should contact your

state’s insurance department.

• Uncontested unemployment benefits. Ter minated employees often file for unemployment benefits if they were ter-

minated for reasons other than serious misconduct. Most of the time when an employee files for unemployment ben-

efits, their previous employer has the opportunity to contest the employee’s claim. If you do not contest the

employee’s benefits claim, the employee has a much more likely chance of receive unemployment benefits.

• Outgoing Employee Ser vices. One of the key outgoing employee ser vices that you can offer in a severance pack-

age is an outplacement service. This service is run by your company and will help terminated employees find new

jobs. To do this, you should think about offer ing career counseling, résumé-writing seminars, job leads and even

practice interviews. Remember that you may be firing employees that have not had to look for a new job in decades.

• Letters of Recommendation. This can be a small but powerful option for you to offer in your severance packages.

By agreeing to write letters of recommendation, you have the opportunity to really insulate your company against

potential lawsuits. How ever, providing references and letters of recommendation can have their own risks.

• Other benefits.Whenever possible, it is always best to sit down with an employee that is going to be terminated and

hash out just what it is that he or she is really looking for in a severance package. You may be sur prise to find out

how little some employees really want. Some things to consider in these conversations are letting the employee keep

equipment (cell phones, laptops, printers), getting employees released from non-compete agreements or providing

ongoing gym memberships.



Find a Consumer Protection 

Attorney Near You

Learn More: Tips to Help Protect Your Identity, Protect 

Yourself from Online Auction Fraud, Stolen Identity: 

What to Do

The FindLaw Guide to Online Fraud and Identity Theft

Follow us on

A Thomson Reuters Business

FINDLAW.COM EMPOWERS 

PEOPLE WITH TRUSTED,  

TIMELY AND INTELLIGENT  

LEGAL INFORMATION

BLOGS – FindLaw Blogs present timely news that has 

real-life implications, deliver important information 

and discuss law-related entertainment. 

FINDLAW ANSWERS – A vibrant, interactive online 

community where everyday people can ask legal 

questions and get real-time answers from legal  

professionals and others with similar experiences.

NEWS & NEWSLETTERS – Updated throughout the 

day and night and covering a wide range of legal 

topics, FindLaw.com’s News page presents current 

legal news, keeping people informed and educated.

FIND A LAWYER – An easy-to-search database 

of more than one million lawyers and law firms. It 

provides detailed information, enabling people to 

contact a qualified lawyer when they are ready.

DO-IT-YOURSELF FORMS & CONTRACTS – FindLaw.

com provides accurate legal documents for common 

legal matters. Choose from a library of easy-to-use, 

low-cost, accurate legal forms for everyday legal issues.

FINDLAW VIDEO – On FindLaw.com, you’ll find an 

online directory of more than 1,500 short videos 

dedicated exclusively to legal topics and attorney and  

law firm profiles.   

Connect With Us
FindLaw.com has an entire social media team 

dedicated to providing our users with as many 

options as possible to join, participate in, and learn 

from the FindLaw community. Some of the  social 

key channels are the following:

 

•	 FindLaw for Consumers on Facebook 

Making the law easy to access with interactive 

legal updates aimed at starting conversations, 

informing followers of their legal rights and 

providing a forum for questions and resources 

 

•	 @FindLawConsumer on Twitter 

Tweeting interesting, entertaining and  

informative legal news everyday 

Copyright © 2013 FindLaw, a Thomson Reuters business. All rights reserved. The information 

contained in this article is for informational purposes only and does not constitute legal advice.  

The use and distribution of this article is subject to the Creative Commons BY-NC-ND license, which 

can be viewed at  http://creativecommons.org/licenses/by-nc-nd/3.0/. You must attribute the article by 

providing the title of the article, FindLaw copyright notice and link to the original work. You may not 

use the article for commercial purposes and you may not alter or transform this article in any way.

HAVE A LEGAL QUESTION?

NEED TO FIND AN AFFORDABLE, 

QUALIFIED ATTORNEY?

Protect yourself, your family or  

your business with a legal plan 

or form from LegalStreet

http://consumer.findlaw.com/online-scams/?DCMP=CCX-MG-012
http://findlaw.com?DCMP=CCX-MG-012
http://www.facebook.com/FindLawConsumers?DCMP=CCX-MG-012
https://twitter.com/findlawconsumer?DCMP=CCX-MG-012
http://legalblogs.findlaw.com/?DCMP=CCX-MG-012
http://answers.findlaw.com?DCMP=CCX-MG-012
http://legalnews.findlaw.com/?DCMP=CCX-MG-012
http://lawyers.findlaw.com?DCMP=CCX-MG-012
http://forms.findlaw.com/?DCMP=CCX-MG-012
http://video.findlaw.com/?DCMP=CCX-MG-012
http://www.facebook.com/FindLawConsumers?DCMP=CCX-MG-012
https://twitter.com/findlawconsumer?DCMP=CCX-MG-012
http://www.facebook.com/FindLawConsumers?DCMP=CCX-MG-012
https://twitter.com/findlawconsumer?DCMP=CCX-MG-012
http://creativecommons.org/licenses/by-nc-nd/3.0/
http://findlaw.com?DCMP=CCX-MG-012
http://legalstreet.com?DCMP=LS-LPD-001

