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Navigating the complexities of labor law requires a meticulous understanding of severance pay, a critical financial
and legal obligation arising from the termination of employment contracts. In jurisdictions such as Spain and
Mexico, the calculation of these indemnities is governed by rigorous statutes that prioritize the employee's tenure,
salary structure, and the specific nature of the dismissal. This guide provides an in-depth technical analysis of
severance calculation methodologies, focusing on the mathematical models used by judicial bodies, such as the
Spanish Consejo General del Poder Judicial (CGPJ), and the statutory requirements in Latin American contexts.

Theoretical Framework of Employment Termination Indemnity

Severance pay, or indemnizacion por despido, serves as a compensatory mechanism designed to mitigate the
economic impact of job loss on a worker. The calculation is not a mere arithmetic exercise but a multifaceted legal
process that integrates several variables. At its core, the indemnity is determined by three fundamental pillars: the
Regulatory Salary, the Total Seniority (Antigiiedad), and the Cause of Termination.

1.The Regulatory Salary (Salario Regulador)

The regulatory salary is the daily rate used as the base for all calculations. Unlike the net take-home pay, the
regulatory salary must include the gross annual salary, encompassing base pay, bonuses, commissions, and
prorated extra payments (pagas extraordinarias). To determine the daily rate, the standard practice is to divide the
annual gross remuneration by 365 days (or 366 in leap years).

2.Total Seniority (Antigiiedad)

Seniority is calculated from the first day of the employment relationship to the effective date of termination. In many
jurisdictions, including Spain, partial months are often treated as full months for the purpose of indemnity
calculation, though technical software like the CGPJ calculatorapplies precise daily ratios to ensure actuarial
accuracy.

3. Cause of Termination

The legal justification for dismissal dictates the multiplier applied to the years of service. For instance, an objective
dismissal (despido objetivo) typically attracts a lower multiplier than an unfair dismissal(despido improcedente).
Understanding these distinctions is paramount for both employers performing risk assessments and employees
seeking equitable compensation.

Technical Analysis: The Spanish Model and the 2012 Labor Reform

The Spanish labor landscape underwent a significant transformation following the Royal Decree-Law 3/2012. This
reform altered the calculation mechanics for contracts signed before February 12, 2012, creating a hybrid
calculation model that remains relevant today.

The Hybrid Calculation Mechanism

For employees whose tenure spans both the pre-reform and post-reform eras, the calculation is bifurcated into two
distinct periods:



¢ Pre-Reform Period (Prior to Feb 12, 2012): Calculated at a rate of 45 days per year worked, with a maximum
cap of 42 monthly installments.

¢ Post-Reform Period (From Feb 12, 2012, onwards): Calculated at a rate of 33 days per year worked, with a
maximum cap of 24 monthly installments.

The total indemnity is the sum of both periods, subject to a global cap. If the indemnity accrued in the first period
already exceeds 720 days of salary (24 months), no further indemnity is added from the second period. However, if
the first period is less than 720 days, the second period can bring the total up to a maximum of 720 days. An
exception exists for those whose first period alone exceeded 720 days; they can maintain that higher amount up to
a hard cap of 42 months (1,260 days).

Mathematical Formula for Spanish Severance

The formula can be expressed as follows:

Where Multiplier A is 45 and Multiplier Bis 33, subject to the logical constraints of the statutory caps mentioned
above.

Comparative Analysis: Spain vs. Mexico

While the Spanish system focuses heavily on the date of the 2012 reform, the Mexican labor system, governed by
the Ley Federal del Trabajo (LFT), utilizes different technical benchmarks, specifically distinguishing between
Finiquito and Liquidacion.

Table 1: Comparison of Termination Payments (Spain vs. Mexico)



Feature Spain (Improcedente) Mexico (Despido Injustificado)

Base Multiplier 33 days per year 90 days (Constitutional) + 20 days per
year

Seniority Premium None (integrated into total) 12 days per year (Prima de
Antigiiedad)

Prorated Extras Included in daily wage Paid as separate line items

(Aguinaldo, Vacaciones)

Maximum Cap 720 or 1,260 days Variable based on salary caps for
seniority premium

Official Tool CGPJ Calculator PROFEDET Online Calculators

The Role of Digital Calculators and Algorithmic Precision

The emergence of tools like the CGPJ Indemnity Calculatorhas standardized the way legal professionals
approach termination costs. These applications eliminate human error in calculating leap years, prorated months,
and complex transitional periods.

Technical Workflow of the CGPJ Application

1. Data Entry: The user inputs the start date and end date of the contract.

2. Salary Input: Users choose between entering a monthly salary or an annual gross salary. The system
automatically handles the inclusion of extra payments if the annual amount is provided.

3. Type Selection: The algorithm selects the appropriate multiplier based on the type of dismissal (Objective,
Disciplinary, End of Temporary Contract, etc.).

4. Legislative Logic: The tool applies the 2012 transitional rules, checking for caps (720 vs 1260 days)
automatically.

For developers or HR technical writers, it is important to note that these calculators use a 365/366 day divisorfor
daily salary calculations, ensuring that the worker is compensated for every calendar day of their tenure, rather
than using a simplified 30-day month average.

Practical Implementation: Calculating 'Finiquito' in the Mexican Context

In Mexico, a "despido injustificado" (unjustified dismissal) triggers a comprehensive package known as Liquidacion
. This is technically distinct from a Finiquito, which is merely the settlement of outstanding wages and benefits
regardless of the cause of termination.

Components of Mexican Liquidacion

» Constitutional Indemnity: 90 days of the Salario Diario Integrado (SDI). The SDI includes not only the base
salary but also the proportional part of all benefits.

e 20 Days per Year: This applies in specific cases where the employee sues for reinstatement and the employer
refuses, or in certain collective redundancies.

e Seniority Premium (Prima de Antigiiedad): 12 days for each year worked. This component has a specific cap:
the salary used for this calculation cannot exceed twice the minimum wage of the geographic zone.

Case Study: Accurate Daily Salary Integration



Consider an employee with a monthly base salary of $15,000 MXN, an annual bonus (Aguinaldo) of 15 days, and a
vacation premium (Prima Vacacional) of 25% on 12 days of vacation. To find the Salario Diario Integrado (SDI):

1. Daily Base Salary: 15,000 / 30 = $500.

2. Daily Proportional Aguinaldo: (500 * 15) / 365 = $20.55.

3. Daily Proportional Vacation Premium: (500 * 12 * 0.25) / 365 = $4.11.
4. Total SDI: 500 + 20.55 + 4.11 = $524.66.

This SDI is the figure used to calculate the 90 days of indemnity, showcasing how technical precision in identifying
"Integrated Salary" drastically changes the final payout.

Troubleshooting Common Errors in Severance Calculations

Technical writers and HR auditors must be vigilant against common pitfalls that lead to litigation or financial
discrepancies. Accurate calculadora de indemnizaciones usage requires clean data input.

1. Incorrect Inclusion of In-Kind Benefits

Fringe benefits such as company cars, health insurance, or housing allowances must be quantified and included in
the gross annual salary. Failure to include remuneration in kindis a frequent cause for successful legal claims by
employees.

2. Miscalculation of "Suspended" Periods

Periods of temporary disability (IT), maternity/paternity leave, or strikes still count toward seniority (antigiedad).
However, periods where the contract was legally suspended without pay might need to be excluded depending on
local labor codes. The CGPJ tool generally treats the start and end dates as continuous unless otherwise specified.

3. Ignoring the Specific Cap Rules

In Spain, the 720-day cap is a frequent source of confusion. Technical practitioners must remember that if the
indemnity accrued before Feb 2012 is 800 days, that 800-day figure is preserved, but it can never grow further,
even if the employee works another ten years.

Procedural Execution for HR Departments

To ensure compliance and financial accuracy, HR departments should follow a standardized technical workflow
when preparing a termination package:

Phase 1: Verification of Dates and Salary
« Audit the employee's contract history for any modifications or previous settlements.
¢ Confirm the last 12 months of payroll to capture variable commissions or bonuses.
Phase 2: Algorithmic Processing
¢ Use the official calculadora de indemnizacion for the relevant jurisdiction.
e Run a manual calculation as a secondary check (Redundancy check).
Phase 3: Documentation and Transparency

¢ Generate a detailed breakdown (Desglose) showing exactly how the daily salary was reached.
e Clearly distinguish between indemnity (tax-exempt up to certain limits) and finiquito/settlement (usually
subject to income tax).

Strategic Implications of Termination Costs



For organizations, understanding the technical depth of severance pay is essential for Workforce Planning and
M&amp;A Due Diligence. The "cost of exit" is a significant liability on the balance sheet. In Spain, the cost of
dismissing a senior employee with a contract predating 2012 can be double that of a newer hire, leading to what
economists call "labor market duality."

Furthermore, the high cost of despido improcedente acts as a regulatory deterrent against arbitrary terminations,
encouraging companies to utilize objective dismissalpathways which, while requiring more documentation (e.g.,
economic, technical, or organizational reasons), carry a lower multiplier (20 days per year instead of 33).

Summary and Broader Implications

Calculating severance pay is an intricate blend of mathematical logic and legal adherence. Whether utilizing the
CGPJ's digital tools or performing manual integrations of the Salario Diario Integrado in Mexico, the goal remains
the same: ensuring an accurate, fair, and legally defensible settlement. As labor laws continue to evolve in
response to the gig economy and remote work, the technical definitions of "salary” and "workplace" will likely
expand, requiring even more sophisticated calculation models.

Organizations that master these technical workflows not only minimize legal risks but also foster a culture of
transparency and fairness. For the employee, understanding the mechanics of these calculators provides the
necessary leverage to ensure their rights are respected during the difficult transition of employment termination. In
a globalized economy, the ability to compare these costs across jurisdictions—such as the 33-day model in Spain
versus the 90-day model in Mexico—becomes a strategic asset for international business operations and human
capital management.
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