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Dear Jenny, 
 
A Severance Policy for Scotland 
 
Thank you for your patience in awaiting my decision on changes to severance arrangements 
for the devolved public sector in Scotland.  In reaching this decision I have been clear that 
the role of severance arrangements, which include voluntary early severance, voluntary early 
retirement and settlement agreements, is to provide an essential tool to enable organisations 
to deliver value for money through reshaping services, managing their workforce and 
reacting to changing organisational circumstances, while at the same time helping leavers to 
bridge the gap into new employment.  
 
I have considered the outcome of the Government’s consultation (further detail is at Annex 
A), concerns expressed by this Committee on recent high-profile severance payment cases 
and the scale of the issues across the devolved public sector in Scotland, to provide a 
proportionate and robust response to this matter. I have also reflected on the financial 
impact, acknowledging that recent severance activity involves less than 0.9% of the total 
public sector workforce and less than 0.05% of the overall fiscal resource budget.1 
 
As you are aware, there continue to be  a small number of relatively high-profile cases where 
severance payments have not been well handled, generating the perception of ‘rewarding 
failure’. This can affect public confidence, which is  a cause for concern in an otherwise well 
managed landscape.  
 

                                            
1 Analysis of 2017-18 annual accounts across the devolved public sector indicate 2,244 severance payments 

(including negotiated settlement agreements) made, at a cost of approximately £71m to the taxpayer; this 
represents less than 0.9% of the total public sector workforce and less than 0.05% of the overall fiscal resource 
budget of £27bn.  
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Maintaining the status quo is unlikely to ensure public confidence in the handling of exit 
payments, and accordingly changes need to be made to the way severance arrangements 
are managed in the devolved public sector in Scotland. Your scrutiny of these cases 
highlighted various errors including handling of notice periods, incomplete business cases, 
inadequate approval processes and a lack of good governance. This has helped shape my 
response. 
 
Our approach will balance the need to address perceived reward for failure in a very small 
minority of cases with the need for employers to be able to shape their workforces in order to 
deliver flexible, responsible public services. I expect to see improved governance and 
accountability from Accountable Officers when considering severance schemes and, in 
particular, settlement agreements.  
 
I have paid particular attention to Audit Scotland’s response to the consultation, given the 
Auditor General’s role in ensuring propriety and value for money in the use of public funds.  
In its ‘Managing Early Departures’ report in 2013, Audit Scotland found that public bodies 
generally follow good practice, emphasising the need for updated severance policies, 
underpinned by a wider workforce strategy and high-quality business cases. I recognise that 
Audit Scotland will continue to routinely consider severance payments as part of their annual 
audits and report on significant issues.  
 
I also note the UK Government is consulting on legislation to cap exit payments for public 
sector employees who are part of the Civil Service Compensation Scheme. I considered this 
option for Scotland: while I can see the attraction in replicating UK arrangements and 
introducing a cap and recovery arrangements with a legal basis, such an approach seems 
disproportionate to the scale of the problem.  I am also not convinced that legislation limiting 
severance payments would alone reduce instances of perceived reward for failure. This will 
require a different, behavioural change.  
 
Non-legislative reform  
 
Accordingly, I see an opportunity to strengthen decision-making and governance of 
severance arrangements via an administrative approach. The key elements of this non-
legislative approach are to: 
 

 Introduce a £95,000 administrative severance payment cap and recovery arrangements 
for voluntary early severance, voluntary early retirement, voluntary redundancy and 
settlement agreements; 
 

 Set a consistent maximum pay-back period of two years for voluntary early severance 
and retirement schemes; 
 

 Set a maximum of six months’ Pay in Lieu of Notice (PILON) period and reduce the use 
of discretionary payments; and 
 

 Introduce measures to improve governance, accountability and transparency of 
severance payments. 
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I will set a formal £95,000 severance payment cap together with the option of a ministerial 
waiver for a small number of exceptional cases. The cap will be introduced administratively 
through the published Scottish Public Finance Manual (SPFM).  I share the Trade Union 
view that including employer pension costs in any severance payment cap may unduly 
expose longer-serving and lower-paid employees to the cap, and have therefore decided to 
exclude these costs from the cap. 
 
The SPFM will include updated recovery guidelines to apply a 12-month no return period to 
the same organisation for anyone leaving through a severance scheme, including a 
settlement agreement. This will prevent people receiving an exit payment then shortly 
returning to the same employer without paying it back. 
 
Standardising recovery of costs by introducing a consistent maximum two-year pay-back 
period in severance scheme business cases will promote value for money.  The personal 
accountability of Accountable Officers in achieving value for money and realising savings 
through the use of severance schemes will be made explicit in the SPFM. 
 
The administrative changes introduce a maximum notice period of six months for all new 
contracts, which will reduce the risk of high severance payments in respect of PILON 
periods.  There is already a statutory provision of three months which must be met. In order 
to ensure that due process is followed in all circumstances, where an agreement is reached 
on PILON, any period of notice actually worked by the individual will be deducted from the 
PILON period. I have decided not to review existing contracts with PILON periods over six 
months due to the risk of increased costs and the potential impact on industrial relations.  
 
Strengthening Governance 
 

While the vast majority of severance cases follow good practice, lessons learned from recent 
high-profile settlement cases indicate that poor governance and limited accountability is 
often at the root of inappropriate approval of high-value settlement cases.  Our approach will 
therefore mitigate against rewarding failure by promoting better governance and 
transparency, clarifying accountability and reducing the risk of unduly high severance 
payments.  To achieve this, I will introduce the following preventative measures as part of our 
administrative changes to severance arrangements: 
 
a) all high-value cases (i.e. where the PILON period is over six months, payment is 
higher than £95,000 or there are novel or contentious circumstances) will require robust 
business cases and approval at the appropriate level (Accountable Officer and/or ministerial 
waiver for settlement agreements and individual severance schemes), whether or not they 
are part of an existing severance scheme; 
b) a refreshed training programme, including easily accessible supporting documentation 
for all Accountable Officers, Chief Executives, Chairs and Board members on:  

 Handling severance payments;  

 Managing performance of senior leaders; and  

 Roles and responsibilities.  
c) promotion of consistent use of probationary periods. to allow for robust review to 
ensure new appointees are fit for purpose before the full notice period applies; and 
d) promoting transparency of severance payments to all accountable officers in the 
devolved public sector, including their responsibilities to clearly narrate severance costs in 
annual accounts, whilst reminding them of the scrutiny by both Audit Scotland and the 
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Scottish Parliament (at which point Accountable Officers are personally accountable to 
Parliament). 
 
My officials are working with Scottish Government sponsor teams and workforce leads to 
clarify their role in supporting Chairs and Accountable Officers of Public Body boards in 
handling severance cases.  More broadly it is our intention to encourage those not subject to 
the SPFM (such as local government) to undertake their own review to tighten up 
governance of severance arrangements, including the use of discretionary payments, so that 
there is consistent good practice across the devolved public sector in Scotland.   
 
The earliest I expect the changes to be in place is September 2019. Should you wish, I 
would be happy to provide more detail on any aspect of the changes while we finalise and 
implement the measures set out in this letter.    
 
The UK Government consultation on regulations to cap exit payments at £95,000 concludes 
on 3 July, and I understand they expect to lay regulations by the end of 2019.  I will continue 
to monitor UK Government activity in relation to severance arrangements and keep under 
review how their legislative approach compares with our administrative one. This leaves 
open the option to legislate in Scotland at a later date if necessary. 
 
The reforms I am making to severance arrangements recognise the need to achieve value 
for money across the public sector and will strengthen governance and accountability.  I am 
confident that these reforms provide a proportionate response to concerns raised by this 
Committee while acknowledging the views expressed in relation to our consultation.   
 
I am copying this letter to the Convenor of the Finance and Constitution Committee, the 
Auditor General, the Accounts Commission and the President of COSLA. 
 
 
 
 
 
 
 
 
 

DEREK MACKAY 
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Annex A 
 
ANALYSIS OF RESPONSES TO THE CONSULTATION, ‘A SEVERANCE POLICY FOR 
SCOTLAND’ 
 
The consultation gathered views on four options to determine how new powers under the 
Small Business, Enterprise and Employment Act 2015 could be used by Scottish Ministers to 
develop a Scottish approach to severance arrangements; one that would achieve better 
outcomes by delivering best value to the taxpayers, flexible and responsive public services 
and a fair deal for public sector employees. 
 

 Option 1: Status Quo,  

 Option 2: Non-Legislative Reform,  

 Option 3: Replicating UK Arrangements (i.e. legislate for changes to severance 

arrangements) and  

 Option 4: Hybrid approach 

 
Fifty-seven responses were received to the consultation; forty-eight from interested 
organisations and nine from individuals. 

 

Respondent groupings: Number 

Local authority 15 

Representative body (including Trade Unions) 13 

Public Body 10 

NHS 4 

Other 4 

Further Education 2 

Total organisations 48 

Individuals 9 

Total respondents 57 

 

 Of the 47 respondents who selected an option, 66% selected Option 1, Status Quo, 
saying that: 

o severance payments are not a significant issue in Scotland 
o there is sufficient governance and scrutiny around exit payments 
o reduced exit payment terms would make reform and reorganisation harder to 

achieve 

 Support for Option 2 and Option 4 was more evenly split, with 17% opting for Option 4 
and 15% for Option 2. 

 One respondent supported Option 3 
 
 
‘A Severance Policy for Scotland: Consultation on severance arrangements across the 
devolved public sector’ can be accessed at www2.gov.scot/Resource/0051/00516169.pdf 
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