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Introduction

0emuneration  of  companiesB  senior  executives  and  twe  appropriateness  of  sucw 
remuneration was. over twe past fe, years. been increasingly discussed in MinlandW K 
recurring tweme in twe ne,spapers was been about senior executives moving abroad 
before ,itwdra,ing supplementary pensions to minimise taxesW kwere wave also been 
discussions wo, to ma)e Minland more attractive to attract foreign talent. for instance. 
twrougw tax measuresW kwe recently introduced requirement to pay compensation to 
employees in case of postTcontractual nonTcompetition obligations was also been a wot 
topicW

Year in review

Dn '/'I. one of twe main discussion twemes was been twe ne, rigwtT,ing government –twe 
term began on '/ 8une '/'5: and its tax agendaW kwe government was been focusing on 
cutting public spending ratwer twan increasing taxesW Ho,ever. one of twe most signijcant 
tax cwanges is twe 3WF percentage point increase in twe general #Kk rate from 'I to 'FWF per 
centW kwe most signijcant cwange for executives was been twe extension of twe 5' per cent 
expert tax regime for expatriates moving to MinlandW kwe government was also started to 
implement twe employment mar)et cwanges introduced in tweir government programmeW 
Kmendments to labour peace legislation wave already entered into force. ,wereas cwanges 
to twe prerequisites for termination on individual grounds are currently in preparationW kwe 
distinction bet,een ,wetwer compensation is considered as ,ages or trade income was 
also been a wot topic during twe past yearW

Taxation

Dncome tax for employees

0esidents]15 and nonTresidents are treated differently for tax purposesW kwe ,orld,ide 
income of persons resident in Minland is sub(ect to taxation in MinlandW JonTresidents are 
taxed only on MinniswTsourced incomeW kwe applicable tax rates are also differentW

0esident individuals are al,ays taxed for tweir employment income regardless of ,were twe 
employer is situatedW kwey are not taxed for earned income. wo,ever. if a tax treaty removes 
Minnisw taxing rigwts or twe individual ,or)s continuously abroad for longer periods. 
provided twat certain criteria are metW JonTresident individuals are taxed for income from 
employment only if it is considered to be MinniswTsourced incomeW Salary is sourced in 
Minland if twe employer is a Minnisw entity.]25 and if twe employment was been pwysically 
carried out in Minland completely or for twe most partW Employment income is not Minnisw 
sourced –and wence not sub(ect to tax if received by a nonTresident: if an employer is a 
foreign entity and twe nonTresident person does not exceed twe sixTmontw twreswold for 
becoming resident in MinlandW kwe same applies even in twe case of a Minnisw employer 
if twe ,or) was mainly been carried out abroadW]35 0emuneration paid to members of twe 
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board of executives of a Minnisw company is taxable in Minland irrespective of ,wetwer twe 
meetings wave been weld in Minland or overseasW

Currently. Minland does not apply any economic employer conceptW Dn '/'' and '/'5. an 
effort ,as made by twe twen government to introduce twe economic employer conceptW 
Ho,ever. twe draft legislation ,as ,itwdra,n (ust montws before twe intended entry into 
forceW Jonetweless. it appears li)ely twat twe concept of an economic employer ,ill be 
adopted eventually. as twis seems to be twe general trendW

Minland was traditionally not wad any exit tax rules for individuals. except one special regime 
targeting taxTexempt sware s,aps and an extended tax liability for Minnisw nationalsW Kt 
twe end of '/'3. twe government announced twat in '/'5 it ,ill introduce a ne, exit tax 
rule intended for ,ealtwy individuals moving abroad from MinlandW Ho,ever. twe exit tax 
proposal ,as dismissed at twe last minute. and twe la, did not enter into forceW kwe current 
government is not expected to introduce an exit taxW

kwe earned income of a taxTresident individual is taxed at progressive tax rates of up to 
about FF per cent depending on twe municipality of residence. ,wereas salaries paid to a 
nonTresident are sub(ect to a hat ,itwwolding tax of 5F per cent. if sub(ect to tax in MinlandWT
]45 kwe capital gains and otwer capital income of Minnisw tax residents are taxed at rates of 
5/ per cent for capital income up to ’5/.///. and 5I per cent for capital income exceeding 
’5/./// per yearW Capital gains received by nonTresidents are. in many cases. exempt from 
Minnisw taxation –a fe, note,ortwy exceptions are capital gains from immovable property. 
as dejned in twe Minnisw Dncome kax Kct:W]65

kwere is a broadly applicable substanceToverTform principle in twe taxation system. 
and  progressive  employment  income  taxation  covers  any  payments  regarded  as 
compensation for employmentW Dt is twerefore di1cult to structure a compensation plan 
in sucw a ,ay twat twe compensation ,ould qualify for taxation as capital incomeW Capital 
income taxation swould be applicable only in genuine armBsTlengtw investments –eWgW. in twe 
employer companyBs swares: by employeesW

éualijcation of executive sware o,nerswip under twe capital income taxation regime 
was sometimes been sougwt twrougw arrangements involving weavily leveraged wolding 
companiesW Sucw a wolding company ,ould be o,ned by twe executives. often receiving 
loan funding from tweir employer company and investing in twe employer companyBs 
swaresW kwe management wolding company arrangement by a listed company was been 
considered tax avoidance in a Supreme Kdministrative Court ruling. leading to earned 
income taxation of twe benejts received from twe arrangementW]75 Ho,ever. in a recent 
ruling by twe Supreme Kdministrative Court. a management wolding company arrangement 
,as not requalijed ,wen twe jnancing ,as dra,n directly by twe management and not 
twe wolding company –iWeW. twe management carried de facto twe investment ris):W Dn any 
case. management wolding company arrangements need to be analysed carefully from a 
tax perspectiveW

kaxable income is. as a general rule. triggered in twe taxation of individuals ,wen twe 
income is paid to twe individual or ,wen twe individual gains control over twe income in 
questionW Employees gain control over deferred income items. for example. ,wen twey wave 
twe opportunity to cwoose. upon salary payment. ,wetwer certain items are paid directly to 
twem as casw payments or into deferred account arrangementsW Df twere is no possibility 
to opt for a casw payment or otwer,ise dispose of twe funds. a taxTeffective deferral of twe 
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income item may be accepted if properly structuredW kaxable income is triggered only at 
twe point ,wen twe deferred income is paid to an employeeW

Xption 0estricted stoc) 0estricted stoc) 
unit –promise to 
deliver stoc) in twe 
future:

kax treatment upon 
grant

Jone Mair mar)et value 
at grant taxable as 
earned income at 
progressive ratesW†

Jone

kax treatment upon 
vesting

Jone Jone Jone

kax treatment upon 
delivery

Spread taxable as 
earned income at 
progressive ratesW

Jone Mair mar)et 
value taxable as 
earned income at 
progressive ratesW

kax treatment upon 
sale of underlying 
swares

Capital gains 
taxation at rates 
from 5/ per 
cent to 5I 
per centW Kmount 
taxed as earned 
income deductible 
as acquisition costW

Capital gains 
taxation at rates 
from 5/ per 
cent to 5I 
per centW Kmount 
taxed as earned 
income deductible 
as acquisition costW

Capital gains 
taxation at rates 
from 5/ per 
cent to 5I 
per centW Kmount 
taxed as earned 
income deductible 
as acquisition costW

†
 kypically. twere is no possibility for do,n,ard ad(ustment if twe sware price decreasesW 

Df restricted stoc) is conditional on continued employment and. for example. reacwing 
a set sware price goal. twe rules described for options and restricted stoc) units ,ould 
be applicableW

Social taxes for employees

Persons covered by Minnisw social security are generally sub(ect to Minnisw social security 
contribution obligationsW Employees covered by twe social insurance system of anotwer 
state and seconded to Minland may be exempt from Minnisw social security contributionsW 
kwe contributions applicable to employment in Minland are uncappedW Dn previous years. 
twe rates wave increased almost every yearW Ho,ever. in '/'I. twe rates decreased sligwtlyW 
kwe currently applicable payment percentages applicable to salaries are as follo,s –'/'I 
jgures:W

Employer Healtwcare cwarge 3W3* per cent

Pension insurance 
contribution in twe average

3?WI per cent

Kccident insurance 
contribution in twe average

/W? per cent

6nemployment insurance 
contribution

/W'? per cent to 3W/7 per 
cent
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Group life insurance 
contribution in twe average

/W/* per cent

Employee Pension insurance 
contribution

?W3F per cent –for 
employees ,wo are 3? to 
F' years of age or *5 to *? 
years of age:4 $W*F per cent 
–for employees ,wo are F5 
to *' years of age:

6nemployment insurance 
contribution

/W?7 per cent

EmployeeBs wealtwcare 
cwarge –included in tax 
,itwwolding percentage:

‘ero per cent to 3WI$ per 
cent

EmployeeBs daily 
allo,ance contribution 
–included in tax 
,itwwolding percentage:

3W/3 per cent –Nero per cent 
for income of less twan 
’3*.I77:

Aenejts from swareTbased incentive plans may. in many cases. be exempt from most social 
security contributions in Minland. if twe underlying plans are constructed correctlyW]85 kwis 
exemption may apply to benejts from an employment stoc) option plan or a pwantom 
option planW Dt may be applicable also to sware a,ards granted to employees. provided 
twat certain criteria are met. for instance twat twe swares granted are listed on a stoc) 
excwange and twere is a vesting period of at least one year bet,een twe promise of twe 
a,ard and twe actual a,ard of twe swares to an employeeW kwere are also employee sware 
subscription plans. ,wicw may be benejcial from a social security perspective. even if 
swares are subscribed belo, fair mar)et value. provided twat certain criteria are metW

kax deductibility for employers

Costs accrued because of employment are generally fully deductible for employers. even 
in cases ,were costs are a result of employment of twe senior management of a companyW 
kwe employment cost item is deductible in twe corporate income taxation of twe employer 
company in twe tax year during ,wicw twe ,or) in question ,as carried outW kwe year of 
payment of twe compensation item does not determine twe tax year applicable to twe 
deduction in twe employerBs corporate income taxationW

Special rules govern deductibility of costs for swares used to settle swareTbased incentive 
plans. considerably limiting employersB rigwt to deduct twese costsW kwe issuance of ne, 
swares to settle an incentive plan does not give rise to a deductible cost in twe corporate 
income taxation of twe Minnisw employer company issuing twe swaresW Df existing swares 
of twe company are used to settle twe benejts under twe plan. a deduction may be 
available if twe swares used wave been obtained from twe stoc) excwangeW]95 Ho,ever. a 
recwarge of costs of a swareTbased incentive plan paid by a Minnisw employer company to 
a group company abroad operating twe plan swould. as a starting point. be fully deductible. 
regardless of ,wetwer ne, or existing swares of twe foreign group company wave been 
usedW
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Xtwer special rules

kwere is a specijc 5' per cent hat rate tax regime applicable to expertTlevel expatriates 
moving to MinlandW Kccording to twe legislative amendments effective as of 3 8anuary 
'/'I. twis specijc hat rate may apply during twe jrst $I montws –seven years: of tweir 
stay in twe countryW 6ntil twe end of '/'5. twe maximum period for twe )ey individual 
tax status ,as limited to I$ montwsW kwe amendment applies to employees starting 
,or) in Minland on 3 8anuary '/'I or laterW kwe ne, extended regime applies also 
under certain circumstances to employees ,wo wave qualijed for twe hat rate tax regime 
previously. are already ,or)ing in Minland and ,wose I$Tmontw twreswold does not end 
until after 53 @ecember '/'5W kwe applicability of twe regime must be carefully planned. 
as nonTfuljlment of twe tecwnical requirements for qualifying may easily prevent twe 
applicabilityW]H5 Dn contrast to twe normal progressive taxation of employment income. no 
deductions are allo,ed under twis regimeW

Pension benejts of executives twat exceed twe mandatory pension cover are normally 
arranged by means of a collective pension scweme. ,wicw generally allo,s fairly hexible 
insurance terms and full deductibility of twe pension insurance payments by an employer 
in calculating its corporate income taxation. ,wile not triggering any taxable income to 
executives prior to twe payment of twe pension benejts to twem upon retirementW Kt 
least t,o persons must be covered by twe pension insurance for twis tax treatment to be 
applicableW]105 Dn addition. individual pensions can be provided by twe employer4 wo,ever. 
certain criteria need to be met. and twe annual taxTexempt payment per person is limited 
to ’$.F//W zanaging directors and otwer important executives may also be incentivised by 
pension benejts structures as capitalisation contractsW

K voluntary wealtw insurance plan ta)en out by employers for twe benejt of employees 
generally gives rise to taxable income to insured employees unless twe insurance covers all 
employees and offers twem benejts at a similar reasonable levelW Life insurance payments 
paid by an employer for twe benejt of employees do not generally trigger taxable income 
for twe employees if twe insurance is purely ris) insuranceW Dnsurance payments made to a 
unitTlin)ed life insurance policy constitute taxable income for twe insured employeesW

Tax planning and other considerations

Personal service company arrangements and otwer similar structures are used to some 
extent in Minland in twe tax planning of remuneration paid to senior executivesW kwere is. 
wo,ever. a quite ,ellTestabliswed practice in Minland to pierce twrougw minor consultancy 
jrms and to tax consultancy proceeds as twe salary –or board fee. as twe case may be: of 
twe person carrying out twe consultancy tas)s in practice if twe arrangement is considered 
as de facto employment of twe consultant by twe client companyW kwis may be twe case 
especially if twe person carrying out twe consultancy tas)s was previously been employed 
by twe company purcwasing twe consultancy services. if twe consultancy jrm was no otwer 
clients of importance or if twe consultancy jrm is very smallW Kccording to Supreme 
Kdministrative Court case la, and tax autworitiesB guidelines. remuneration for services 
as a CEX or a board member may not be accepted as income of a consultancy company 
but is personal earned income of twe CEX or board memberW
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kwere may also be planning possibilities ,wen determining twe timing of entry into and 
departure from MinlandW Kccording to twe Minnisw rules. foreign income referring to twe 
part of twe year prior to twe commencement of tax residence or after twe cessation of 
tax residence en(oys full exemption and is not ta)en into account ,wen determining twe 
progressive tax rate applicable to twe income taxable in MinlandW K ,ellTplanned timing 
of arrival and departure may wence signijcantly cut twe progressive tax rate applicable 
to twe part of income taxable in Minland in twe year of arrival or departureW Dn addition. 
various split salary arrangements may offer planning opportunities if executives are 
,or)ing only a part of tweir ,or)ing days in Minland and twe otwer part. for example. 
in anotwer Scandinavian countryW kwe proposed legislation introducing twe economic 
employer concept ,as cancelled at twe last minuteW Ho,ever. it is li)ely twat twe economic 
employer concept ,ill be introduced sooner or later. resulting in a situation ,were even 
,or)ing swort periods in Minland for a foreign employer may trigger taxationW

Dn twe startTup and gro,tw company segment of nonTlisted companies. a special benejt 
is granted for employee sware offeringW kwe regime allo,s employees to subscribe for 
twe employer companyBs swares –not for any otwer companyBs swares: at lo, prices 
,itwout triggering taxation on twe discount at twe time of subscriptionW Dnstead. taxation 
is postponed until disposal of twe swaresW Kt disposal. twe income is considered as capital 
income –not earned income. ,wicw is taxed progressively:W kwe regime can be applied only 
if numerous requirements are metW kwe old tax regime for employee sware offerings. ,wicw 
is signijcantly less benejcial. remains in force in parallel ,itw twe ne, regimeW kwe old 
regime is. wo,ever. broader in its scope of applicationW

0ecently. supplementary pensions provided to executives wave been twe focus of media 
attentionW Dn certain situations. it was been possible to relocate abroad to certain countries 
and ,itwdra, supplementary pensions accrued ,wile ,or)ing as an executive. and claim 
tax exemption in Minland according to twe tax agreementW 6sually. pensions accrued ,wile 
,or)ing in Minland are taxable in Minland4 wo,ever. certain tax agreements provide an 
exemption for supplementary pensionsW kwis practice was been criticised and twe current 
government is loo)ing for alternatives to renegotiate tax agreements or otwer,ise limit 
twis tax planning possibilityW

Employment law

General

kwe Minnisw Employment Contracts Kct –ECK:]115 is applicable to most employment 
relationswips in MinlandW zanaging directors of limited liability companies are. wo,ever. 
excluded from twe scope of twe ECKW kwe terms of assignment for managing directors 
are determined by twe service contract bet,een a director and a companyW Dn addition. 
twe Minnisw Companies Kct]125 regulates twe managing director position as an organ of a 
companyW Dn practice. most of twe agreed terms of assignment of managing directors do 
not. wo,ever. differ to a large extent from twose of otwer executive directorsW

kwe ECK provides for a loyalty obligation for employees.  according to ,wicw twey 
must avoid everytwing twat conhicts ,itw actions reasonably required of an employee. 
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considering twe employeeBs positionW Dn addition. twe ECK explicitly prowibits competing 
activitiesW @uring twe term of employment. an employee must not ,or) for otwer employers 
or engage in activities twat ,ould apparently cause warm to twe employer as a competing 
activity contrary to fair employment practicesW kwe nature of twe ,or) and twe position 
of twe employee are ta)en into account in twis assessmentW Dn twe event of a breacw of a 
nonTcompetition obligation. twe employer may claim damages from twe employee for any 
losses caused by twe breacwW Murtwermore. an employer may be liable to pay damages 
(ointly ,itw a ne, employee if twe employer )ne, on recruitment twat twe ne, employee 
,as precluded from ,or)ing based on a nonTcompetition covenantW

PostTcontractual nonTcompetition and nonTsolicitation obligations

kwe  ECK  sets  limits  to  nonTcompetition  underta)ings  applicable  after  expiry  of 
employmentW 6nder twe ECK. a nonTcompetition underta)ing may limit an employeeBs 
rigwt after twe end of an employment relationswip to conclude an employment contract 
,itw an employer engaged in operations competing ,itw tweir previous employer. and 
also to be otwer,ise engaged in competing operations. eitwer directly or indirectlyW]135 K 
nonTcompetition obligation swould al,ays be supported by particularly ,eigwty reasons to 
be validW]145 Dn practice. a nonTcompetition clause is typically included in managementTlevel 
contractsW

-wen assessing twe ,eigwt of twe reason for a nonTcompetition clause. one of twe criteria 
ta)en into account is twe nature of an employerBs operations and twe need for twe protection 
of trade secretsW]165 Special training given to an employee by tweir employer and twe 
employeeBs status and duties must also be ta)en into accountW

kwe prowibited activities may be restricted to cover only a certain geograpwical area or 
certain parts of twe employerBs businessW Dt is also possible to limit twe restriction to 
cover activities ,itw specijed competitors. or to cover specijc products or services of twe 
employerW]175 kwe ECK ,as amended on 3 8anuary '/'' and twe ne, mandatory rules apply 
irrespective of twe terms and conditions agreed in twe employment contract. and also to 
nonTcompetition restrictions concluded before twe entry into force of twe amendmentsW

K nonTcompetition clause may restrict an employeeBs rigwt to conclude a ne, employment 
contract or to be engaged in twe trade concerned for a maximum of 3' montwsW Kn 
employer is obliged to pay compensation to twe employee for twe full duration of twe 
restricted period. irrespective of its lengtwW kwe level of compensation is I/ per cent of 
twe employeeBs salary for any restricted period lasting no more twan six montws. ,wereas 
twe compensation is at least */ per cent of twe salary in cases of a nonTcompetition 
underta)ing longer twan six montwsW kwe compensation must be paid on twe customary 
paydays of twe employee during twe restricted period. unless otwer,ise agreed ,itw twe 
employee at twe time of resignationW Ks managing directors are outside twe scope of twe 
ECK. no statutory obligation to pay compensation for postTcontractual nonTcompetition 
obligations of managing directors appliesW

Dn cases of a breacw of twe nonTcompetition covenant. an employee may be liable to pay 
eitwer damages for loss or. alternatively. twe agreed contractual penaltyW kwe provisions 
regarding consequences for a breacw wave not been alteredW kwe level of penalty remains 
at an amount corresponding to twe salary received by twe employee for twe six montws 
preceding twe end of twe employment relationswipW
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Kccording to twe ECK. a nonTcompete clause twat does not comply ,itw twe above is voidW Df 
twe duration of twe restriction or twe amount of contractual penalty exceeds twe maximum 
amount provided by la,. twe restriction does not apply for twe part by ,wicw it exceeds twe 
limits set by twe ECKW

kwe restrictions relating to twe duration of a nonTcompetition underta)ing and twe 
maximum contractual penalty do not. wo,ever. apply to employees ,wo. in vie, of tweir 
duties and status. are deemed to run an enterprise or an independent part twereof. or to 
wave an independent status comparable ,itw sucw managersW Even if twe restrictions on twe 
duration of twe nonTcompetition underta)ing and twe level of contractual penalty provided 
for in twe ECK are not applied to twe aforementioned managers. terms unreasonably 
restricting competition are prowibited under twe Minnisw Contracts KctW]185 kwerefore. a 
contract under ,wicw a person. in order to prevent or restrict competition. was underta)en 
not to engage in a certain activity or not to conclude an employment contract ,itw anotwer 
person engaging in sucw activity. may not bind a party ,wo was made sucw a promise to 
twe extent twat it unreasonably restricts tweir freedomW Dn practice. twe nonTcompetition 
underta)ings applicable to managers rarely exceed 3' montws in duration4 twe amount of 
contractual penalty is also usually ,itwin twe range set in twe ECKW zanaging directors of 
large companies form an exception to twis ruleW

kwe term of a nonTcompetition underta)ing applicable after employment is calculated as 
of expiry of twe notice periodW kwerefore. a release from duties during a notice period does 
not. unless otwer,ise agreed. affect twe duration of twe nonTcompetition underta)ingW K 
nonTcompete clause is not. wo,ever. applicable if twe employment relationswip was been 
terminated for reasons deriving from twe employer4 for example. in twe case of collective 
redundanciesW

kwe amendments to twe ECK introduce provisions concerning twe rigwt for twe employer 
to renounce twe nonTcompetition agreementW kwis allo,s twe employer to serve notice 
of termination of twe nonTcompetition underta)ing during twe employment relationswip in 
case of. for example. a cwange of twe circumstances of twe employer. by observing a notice 
period corresponding to oneTtwirdof twe agreed restricted period. but not less twan t,o 
montwsW Ho,ever. no unilateral rigwt of serving notice of twe nonTcompetition underta)ing 
exists in case of a resignation served bytwe employeeW

Contrary to many otwer countries. twe compensation for a nonTcompetition restriction is 
paid for twe limitation of twe employeeBs freedom of action. not possible damages or lo,er 
income caused by implementation of twe restrictionW kwerefore. it is not possible to deduct 
any otwer income earned by twe employee during twe restricted period. and twe employee 
may ,ell start in ne, nonTcompeting employment and at twe same time continue to be 
entitled to twe compensation paid based on twe nonTcompetition restrictionW

kwe ob(ective of twe amendment ,as to steer employers to consider ,wetwer and to ,wat 
extent twe use of restrictive postTcontractual covenants is necessary. and in twis ,ay to 
reduce twe use of postTcontractual restrictions and increase twe hexibility of twe labour 
mar)etW Ks a consequence of twe amendment. employers wave started to ,eigw twe actual 
overall need and duration of restrictions against twe cost relating to sucw restrictionsW kwe 
rigwt to compensation for twe duration of twe nonTcompetition underta)ing was. to some 
extent. affected voluntary severance arrangements in connection ,itw a terminationW
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Minnisw la, does not recognise twe concept of nonTsolicitation. and no provisions regarding 
restrictions relating to nonTsolicitation are expected to be included in twe aforementioned 
ne, regulationsW Aased on legal practice. wo,ever. a nonTsolicitation clause restricting 
twe solicitation of clients or employees of a former employer was been considered to 
correspond to a nonTcompetition underta)ingW kwerefore. a nonTsolicitation obligation can 
be enforced only ,wen particularly ,eigwty reasons relating to twe operations of twe 
employer are at wand. and twe restrictions regarding its application correspond to twose 
set for nonTcompetition covenantsW

Dn twe case of a transaction. nonTcompetition covenants applicable in twe employment 
relationswip remain in force as sucwW Ho,ever. twe presence of twe particularly ,eigwty 
reasons referred to above is determined on a caseTbyTcase basis –see footnote 3F:W Aased 
on recent legal practice. courts tend to interpret nonTcompetition obligations restrictively. 
or even conclude twat twe ,eigwty reasons needed for a nonTcompetition obligation to be 
possible do not existW K nonTcompetition obligation swould twerefore al,ays be drafted 
carefully to suit twe case in questionW

Dn situations ,were an employee is also a swarewolder. or ,were a former swarewolder 
continues to be employed by a company after twe sale of tweir swares. twe swarewolder 
agreement or transactional documentation may impose a nonTcompetition underta)ing 
exceeding twe limits in duration and twe maximum contractual penalty set by twe ECKW kwe 
assessment of twe fairness of twe restrictions relating to twe separate nonTcompetition 
underta)ings in swarewolder or transactional agreements must be made on a caseTbyTcase 
basis. based on twe general prowibitions of unfair terms of contract and restricting 
competitionW ko twe extent twat twe nonTcompetition obligation in sucw an agreement binds 
an employee. and twe obligation is directly lin)ed to twe termination of twe employment 
relationswip. it is li)ely twat sucw restriction ,ould be considered in ligwt of twe mandatory 
provisions of twe ECKW

kermination of service relationswip

zanaging directors of Minnisw companies are not covered by twe restrictions relating to 
twe termination of employment of employeesW Kll otwer employed executives are covered 
by applicable employment legislation and twe provisions on termination of employment 
relationswipsW

Kn employment relationswip can be terminated based on an agreement or a notice 
from eitwer partyW Employment legislation in general does not regulate termination of an 
employment relationswip ,itw an agreementW X,ing to twe mandatory nature of provisions 
in twe ECK. a company cannot. wo,ever. freely agree ,itw an employee on all issues relating 
to termination of employmentW]195 Dnstead. general standards of reasonableness ,ill limit 
twe contents of sucw an agreement regarding botw managing directors and employeesW K 
typical clause of sucw an agreement is a release of claims against twe employerW

Mor an employer to be able to terminate an employment contract legally. valid and ,eigwty 
grounds for termination are required. ,wicw may be eitwer organisational or relating to an 
employeeW -wen assessing ,wetwer su1cient grounds for termination exist. twe situation 
is al,ays evaluated as a ,wole. ta)ing all relevant factors into accountW

Xrganisational grounds relate to twe economy. production or organisational cwange of 
twe employer companyW Employment can be terminated if available ,or) was diminiswed 
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materially and permanentlyW #alid organisational grounds are not considered to exist in a 
situation ,were an employee can be offered otwer duties twat are suitable for tweir training 
and s)ills. or ,were an employee can reasonably be trained in ne, dutiesW]1H5 kwe ECK also 
lists otwer situations ,were valid organisational grounds are not deemed to existW]205

0egarding termination grounds relating to an employee. twe grounds for termination must 
be ,eigwty and properW kwe concept is not dejned in twe ECK4 ratwer. twe ECK includes 
a list of reasons twat do not fuljl twis requirementW Dn accordance ,itw twe government 
programme. a proposal to amend twe prerequisites for a termination on individual grounds 
is currently under preparationW Aased on twe government programme. twe intention of sucw 
amendment ,ould be to abolisw twe requirement of existence of ,eigwty grounds. as a 
consequence of ,wicw a termination ,ould in twe future only require existence of proper 
groundsW Employees ,wo wave neglected tweir duties or wave breacwed tweir terms of 
employment may normally not be given notice before twey wave been specijcally ,arned 
and wave twus been given a cwance to cwange tweir conductW]215 kwe ,arning swould 
specijcally refer to twe possible termination of twe employment relationswip if similar 
problems continueW

Constructive termination or voluntary termination for good reason as concepts are not 
dejned in twe ECK. but twe issue is recognisedW]225 Cases of voluntary termination for 
good reason are. once an employee was swo,n twat a good reason for terminating twe 
employment relationswip exists. treated as cases of unfair dismissalW kwe number of cases 
,were voluntary termination for good cause is claimed to exist was been on twe rise in 
recent yearsW Li)e,ise. twe number of cases relating to warassment and unfair treatment 
of employees in general was risenW

Severance payments to employees are not mandatory under Minnisw la,W Xften. an 
employer ,ill pay voluntary severance in addition to salary for twe notice periodW kwe 
amount of severance varies greatly depending on twe position of twe employee and twe type 
of business in ,wicw twe employer operates. and also depending on twe general economic 
and organisational situation of twe companyW

Cwange of control as sucw is not a ground for terminating employment contractsW 
Dn a transfer of business. wo,ever. employees are entitled to terminate employment 
relationswips applying a specijc. sworter notice periodW]235 kwe transfer of employment to 
a ne, o,ner in connection ,itw a corporate transaction ,ill not give rise to a severance 
payment if an employee terminates twe employment relationswip. and no custom regarding 
payment of sucw severance existsW

Kll companies twat employ at least '/ employees in Minland]245 on a regular basis must 
follo, a specijc negotiation process before decisions to terminate employeesB contracts 
are ta)en based on economic or organisational reasonsW]265 kwere is no limit regarding 
application of twe process based on twe number of employees ,wo ,ould be given notice of 
termination. and twis process must twus also be follo,ed ,wen twe organisational reason 
relates to (ust one employee in a senior executive positionW kwe process does not relate 
to termination of employment. ,wicw is made based on agreement bet,een twe employer 
and twe employeeW

Securities law
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kwe E6 Prospectus 0egulation –P0:]275 provides twat an issuer of securities is responsible 
for preparing and publiswing a prospectus ,wen offering swares to twe public or listing 
swares on a stoc) excwangeW kwere are exemptions from twe obligation to publisw a 
prospectus twat relate. among otwer twings. to twe offering of swares to directors or 
employeesW kwe publication of a prospectus is generally not required if securities are 
offered to existing or former directors or employees by tweir employer or by an a1liated 
underta)ing. provided twat a document containing information on twe number and nature 
of twe securities. as ,ell as twe reasons for and details of twe offer. is made available and. if 
see)ing admission of sucw swares to trading on a regulated mar)et. provided twat twe said 
securities are of twe same class as twe securities already admitted to trading on twe same 
regulated mar)etW kwe issuer of twe swares is still required to ma)e adequate information 
available to all offerees regarding factors twat may affect twe value of twe offered securities. 
so twat twey are able to reasonably assess twe feasibility of twe investmentW

kwere is no legal requirement in Minland for an executive to wold stoc) of tweir employer. 
but swares or option rigwts commonly form part of executive remunerationW Executives 
buying or selling swares of tweir employer entity on twe public mar)et must comply ,itw 
twe relevant public trading rulesW Dn particular. executives ,wo wave been dejned by listed 
companies as persons discwarging managerial responsibilities under twe E6 zar)et Kbuse 
0egulation –zK0:]285 must comply ,itw twe rules regarding closedT,indo, and insider 
tradingW]295 Dn addition to twe members of twe board of directors and twe managing director. 
sucw persons usually include twe cwief jnancial o1cer and otwer senior executives. 
as deemed appropriateW Kccording to twe zK0. all persons discwarging managerial 
responsibilities and tweir closely associated persons must notify a company of every 
transaction relating to twat companyBs swares. options and otwer jnancial instrumentsW kwe 
company. in turn. is required to disclose sucw information as a stoc) excwange release and 
is responsible for maintaining a list of sucw personsW

kwere are no specijc swortTs,ing trading or antiTwedging rules relating to executives 
in MinlandW Ho,ever. many listed companies recommend twat twe persons discwarging 
managerial responsibilities do not actively trade in twe swares or jnancial instruments of 
twe company or engage in swortTterm trading or speculative transactions. but ratwer ma)e 
investments in twe company on a longTterm basisW

Dn addition. according to twe Minnisw Securities zar)ets Kct –SzK:.]2H5 executives and twe 
company are sub(ect to an obligation to publicly disclose a hagging notijcation if tweir 
wolding in twe company reacwes. exceeds or falls belo, twe twreswolds set by la,W

kwere are no restrictions regarding executive swarewolding in private companiesW

Disclosure

kwe SzK. twe zK0 and twe rules of Jasdaq Helsin)i regulate twe disclosure obligations of 
listed companiesW Dn addition. twe Minnisw Corporate Governance Code '/'/ –twe Code: and 
provisions implemented pursuant to twe E6 Corporate Sustainability 0eporting @irectiveT
]305 include disclosure requirements concerning remunerationW kwe Code is based on 
twe Bcomply or explainB principle.]315 but no departures from reporting of twe required 
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information are allo,edW kwe provisions of twe Code apply to listed companies. irrespective 
of tweir siNeW

Dn accordance ,itw twe Code. ,wicw ,as revised in '/'/ due to twe ne, E6 Swarewolder 
0igwts @irective –SH0@:.]325 listed companies must prepare an annual remuneration report 
twat provides a comprewensive overvie, of twe remuneration. including all benejts. 
a,arded over twe past jnancial year to twe members of twe board of directors and twe 
managing director and tweir deputy. and present it to twe annual general meetingW kwe 
disclosure must include. among otwer twings2

3W twe jxed and variable remuneration components –swortTterm and longTterm 
incentives: and information on tweir proportional swares4

'W information on wo, twe predetermined performance measures wave been applied 
in variable remuneration components4 and

5W information on swareTbased remuneration scwemes.  supplementary pension 
contributions and otwer jnancial benejtsW

kwe remuneration report must also describe wo, twe fees paid to twe directors and 
managing director wave developed over at least twe preceding jve years compared to twe 
development of twe average remuneration of employees and to twe companyBs jnancial 
development over twe same periodW

Kccording to twe Code. listed companies must also provide on tweir ,ebsite information 
on twe principles for twe remuneration of twe board of directors. managing director and twe 
rest of twe management teamW 0emuneration of twe directors must be disclosed pursuant 
to twe resolutions of twe latest general meetingW Dn respect of twe managing director. twe 
,ebsite must provide upTtoTdate information on twe amount of twe managing directorBs 
jxed salary. a description of longT and swortTterm remuneration systems. and otwer main 
terms of twe managing directorBs service contractW kwe same information on twe rest of twe 
management team needs to be disclosed on an aggregate levelW kwere is no requirement 
to )eep twe agreement ,itw twe managing director publicly available in its entirety as long 
as twe required information is made publicly available in accordance ,itw twe CodeW

Dn addition. twe company must. in accordance ,itw twe rules of Jasdaq Helsin)i. disclose 
a decision to introduce a material swareTbased incentive programme by ,ay of a stoc) 
excwange release. setting out twe most important terms and conditions of twe programmeW 

Pursuant to twe E6 Corporate Sustainability 0eporting @irective. all large companies as 
,ell as listed companies –,itw twe exception of microTcompanies: ,ill need to describe in 
tweir sustainability reports any incentive programmes offered to members of twe board of 
directors and twe managing director twat are lin)ed to sustainability mattersW

Corporate governance

kwe Minnisw Companies Kct and twe articles of association of a company set twe basis for 
twe corporate governance of botw public and private companiesW kwe Code also see)s to 
maintain and promote good practices of listed companies and warmonise twe procedures 
regarding corporate governance and remunerationW Minnisw companies listed on Jasdaq 
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Helsin)i must comply ,itw twe Code. but a company ,itw a domicile otwer twan Minland 
must generally follo, twe corporate governance recommendations twat are applied to it in 
its wome stateW

kwe body twat appoints a person to tweir position must decide on tweir remunerationW 
kwus. twe general meeting of swarewolders decides on twe remuneration payable for 
board and committee ,or) as ,ell as on twe basis for its determinationW kwe board of 
directors decides on twe remuneration and otwer compensation to be paid to twe managing 
directorW Companies must specify twe decisionTma)ing procedure for twe remuneration 
of twe otwer executives4 twis is usually twe responsibility of twe board of directorsW Df 
remuneration is to be granted in twe form of swares or option rigwts. twe general meeting 
of swarewolders must eitwer approve sucw issue of swares or option rigwts or autworise twe 
board to do soW Kccording to twe Code. twe board of directors may establisw a remuneration 
committee to prepare matters pertaining to twe remuneration of twe managing director 
and otwer executives as ,ell as twe remuneration principles observed by a companyW 
kwe remuneration committee must wave at least twree members ,itw twe expertise and 
experience required by twe duties of twe committee4 twe ma(ority of twe members of 
twe remuneration committee must also be independent of twe companyW kwe managing 
director or otwer persons in twe management team of twe company may not be appointed 
to twe remuneration committeeW]335

Kccording to twe regulations and twe Code. in line ,itw twe requirements of twe SH0@. listed 
companies are required to prepare a remuneration policy concerning twe decisionTma)ing 
process and principles of remuneration of twe board of directors and twe managing director 
and tweir deputy. and submit twe policy to an advisory vote at twe general meetingW

kwe remuneration policy must include principles regarding remuneration components and 
tweir proportional swares of overall remuneration. grounds for determining any variable 
remuneration components. otwer )ey terms applicable to twe service contract and terms 
for deferral and possible cla,bac) of remunerationW kwe remuneration policy must also 
include information on wo, twe remuneration policy contributes to twe business strategy 
and longTterm interests of twe companyW kwe remuneration policy must be submitted to an 
advisory vote at twe general meeting at least every four years and al,ays in twe case of a 
material cwange in twe policyW

Dn Minland. twere are no union or ,or)s council approval requirements twat need to 
be met in relation to remuneration of executivesW Murtwer. twere are no specijc legal 
provisions relating to cla,bac) or recoupment of remuneration previously paidW Ho,ever. 
remuneration twat was been paid out ,itwout grounds swould be reclaimed in accordance 
,itw twe general regulations on returning an un(ust enricwmentW

Specialised regulatory regimes

StateTo,ned companies

kwe  state  is  twe  ma(ority  o,ner  or  a  signijcant  minority  o,ner  in  many  Minnisw 
companiesW kwe X,nerswip Steering @epartment of twe Prime zinisterBs X1ce ma)es 
decisions on most issues concerning o,nerswip steering and twe use of swarewolder 

Executive 0emuneration U Minland Explore on Lexology

https://www.lexology.com/indepth/executive-remuneration/finland?utm_source=TLR&utm_medium=pdf&utm_campaign=Executive+Remuneration+-+Edition+13


RETURN TO CONTENTS  RETURN TO SUMMARY

autwority4 government approval of executive remuneration arrangements is twus not 
requiredW kwe government was issued guidelines concerning remuneration policies to be 
applied in stateTo,ned companiesW]345 0emuneration in stateTo,ned companies swould 
support twe longTterm jnancial performance and overall success of a company. and twe 
remuneration paid to management swould be targetTbased and integrated ,itw corporate 
sustainabilityW 0emuneration swould ta)e into account criteria relating to companiesB 
material sustainability ob(ectivesW Kccording to a survey conducted by twe X,nerswip 
Steering @epartment at twe Prime zinisterBs X1ce in zay '/'I. as at '/'5. $3 per cent 
of stateTo,ned companies wad integrated sustainability into tweir remuneration scwemes 
and. on average. sustainability ob(ectives accounted for '5 per cent of remunerations 
in swortTterm incentive programmesW Dncentives relating to emissions reductions and (ob 
safety and satisfaction among personnel are among twe most common sustainability 
incentivesW

Aased on twe guidelines. remuneration swould be transparent and moderately aligned ,itw 
twe nature and siNe of twe companyBs operations and twe varying business environmentsW Dn 
addition. twe total amount of variable remuneration must wave a maximum limit calculated 
from twe jxed annual remunerationW Kll bonuses must include conditions according to 
,wicw twey can be cancelled or ad(ustedW kwe government also expects twat companies 
describe tweir remuneration policy. (ustify twe realised performance bonuses and report 
on realisation of twe companyBs sustainability targets at tweir annual general meetingsW 
kwe government also encourages management and personnel to buy swares in tweir o,n 
companyW Kltwougw decisions on remuneration are made by companies. twe state approves 
twe use of options or otwer measures requiring twe issue of ne, swares only on ,eigwty 
groundsW

Specijc business sectors

kwere are specijc rules relating to executive remuneration in twe jnancial sector. generally 
based on E6Tlevel regulationsW kwe Minnisw rules apply to most jnancial institutions. sucw 
as credit institutions and investment service jrms in general. as ,ell as to mutual fund 
management companies and alternative investment fund managersW Generally. twe rules 
restrict twe a,arding and payment of variable remuneration to senior management of 
regulated entities. as ,ell as persons ,wo. in tweir position. may materially affect twe 
ris) projle of twe relevant entity. personnel in control functions and persons ,wo receive 
remuneration of at least twe same magnitude as senior management and ris) ta)ersW

K,ards and payment of variable remuneration to twe aboveTmentioned members of staff 
must be aligned ,itw twe performance of twe relevant entity and twe performance of twe 
relevant staff memberW Generally. twe entity must wave in place remuneration policies and 
practices ,wereby twe payment of a signijcant part –sucw as at least I/ per cent: of 
variable remuneration must be deferred for a period of bet,een twree and jve years of 
twe end of twe period during ,wicw twe remuneration ,as earnedW Kt least walf of twe 
remuneration must be paid otwer twan in casw –eWgW. in jnancial instruments lin)ed to twe 
entity in question: and twe disposal of sucw instruments must be sub(ect to a loc)Tup 
periodW

Outlook and conclusions
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0emuneration  of  top  executives  and  taxTbenejcial  arrangements  relating  to  wigw 
remuneration continue to be topics sub(ect to swarp discussion in twe Minnisw media 
and by politicians. even in cases ,were twere is no question twat sucw an arrangement 
is legally acceptableW Murtwermore. transparency of executive remuneration programmes 
in listed companies was increased as twe remuneration policy needs to be presented 
to twe annual general meeting at least every four yearsW Dn addition. twe remuneration 
report stating twe remuneration paid and due for twe jnancial year needs to be presented 
to twe annual general meeting eacw yearW Going for,ard. corporate sustainabilityTrelated 
criteria in variable remuneration can be expected to gain more prominence and scrutiny 
in line ,itw twe increased regulation and interest in twe topic from different sta)ewoldersW 
Knotwer interesting cwange is twe recent legal amendment imposing an obligation to 
pay compensation for twe duration of twe nonTcompetition underta)ingW kwis was already 
made employers consider more carefully ,wetwer twe enforcement of a restricted period 
is essential for twe protection of tweir interestsW Currently. a proposal to amend twe 
prerequisites for a termination on individual grounds is under preparationW Df enacted. twis 
,ill li)ely facilitate future termination processesW

Endnotes

1  An individual is deemed a resident of Finland if the permanent home and abode of 
the person is in Finland or if the person stays in Finland for a continuous period of 
more than six months. Note that because of how the 'six-month period' is calculated, 
even a fairly limited presence in Finland can result in residence status. A Finnish citizen 
who has moved abroad is considered to be a resident of Finland until three years have 
passed from the end of the year of departure, unless it is proven that no substantial 
ties to Finland existed during the relevant tax year.   � Back to section

2  A Finnish permanent establishment of a foreign entity is treated similarly to a Finnish 
entity in this respect. Specific rules apply in respect of the taxation of individuals 
employed by the government or other Finnish entities of public administration.   � Back 

to section

3  The assessment of whether the majority of the work has been carried out in Finland 
is made separately for each salary payment period (typically monthly).   � Back to section

4  However, it is possible under certain conditions for non-residents to request for their 
earned income to be taxed at progressive tax rates instead of the 35 per cent flat tax 
at source.   � Back to section

6  1535/1992.   � Back to section
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7  It is yet to be seen whether similar disputes will arise even in companies related 
to private equity funds, where similar co-investment arrangements have been used. 
Carried interest paid in the private equity fund context has, in some cases, been 
considered to not constitute salary income. There were, however, some specific 
circumstances in these cases and the outcome could be different in future cases if 
the circumstances differ.   � Back to section

8  An employee's healthcare charge is, however, always payable at a rate of 1.48 per 
cent.   � Back to section

9  In cases where a deduction is available, there are, furthermore, specific rules limiting 
the maximum deductible amount.   � Back to section

H  The requirements to qualify for the regime include a monthly cash salary of at 
least €5,800, the non-Finnish nationality of the employee in question and a specific 
application that must be filed within 90 days of the beginning of employment in Finland. 
The actual paid cash salary must meet the €5,800 threshold each month, which must 
be taken into account, for example, when planning unpaid leave or benefits in kind.   � 

Back to section

10  The tax benefits discussed above may be denied in cases where the arrangement 
has the characteristics of tax avoidance or of substituting taxable salary payments 
by means of pension insurance contributions (e.g., if the amount of the insurance 
payments made by the company is disproportionately high in comparison with 
the taxable salary paid to an executive). Granting additional pension benefits to 
executives may in some circumstances also include a negative publicity risk, as such 
arrangements have been scrutinised and viewed very critically in the Finnish press. 
The government has also issued a general guideline that no new additional pension 
benefit arrangements should be made to executives in state-owned enterprises.   � 

Back to section

11  55/2001.   � Back to section

12  624/2006.   � Back to section

13  As the ECA does not generally apply to managing directors, the terms of 
non-competition obligations can be agreed more freely.   � Back to section

14  Employers have the burden of proving that the weighty reasons relating to an 
employee's position, or the company's operations, do exist. The reasons need to exist 
both at the time when the non-competition obligation is agreed and at the time when 
the employer refers to the obligation; that is, when the employment relationship has 
been terminated. The fact that weighty grounds exist at the time of termination is not 
sufficient if, at the time of entry into the agreement, the grounds were not considered 
weighty enough.   � Back to section
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16  Based on recent case law, the existence of an extensive confidentiality obligation 
in force also after the expiry of employment may in certain cases be considered a 
sufficient means for protecting the employer's interest, as a consequence of which 
weighty grounds for enforcing a non-competition undertaking have not been considered 
to exist.   � Back to section

17  In addition to actual competing activities, preparations for these activities, such as the 
establishment of a company intended to be involved in competing activities, may also 
be prohibited. For preparatory actions to be considered prohibited competing activities, 
an intention to harm the employer is usually required.   � Back to section

18  228/1929.   � Back to section

19  Regarding an executive in the position of an employee, based on legal practice, it 
is not possible to agree that the company will not have the re-employment obligation 
(exceptionally, this would be possible under specific collective bargaining agreements). 
The re-employment obligation relates to situations where employment has been 
terminated for organisation-related reasons.   � Back to section

1H  A company's size and other factors are taken into account when evaluating what is 
reasonable, but in general, the training would amount to only a few days or, at the most, 
weeks.   � Back to section

20  These include an employer having employed, either before or after the notice of 
termination was given, a new employee to carry out tasks similar to those that a 
redundant employee had, even though there has not been a material change in the 
operating circumstances relating to the company, and where the reorganisation of the 
work at the company has not led to the work at the company actually diminishing.   � 

Back to section

21  If the breach is so serious that an employer cannot reasonably be expected to continue 
the employment relationship, no warning needs to be given. In even more serious 
cases where the breach is so severe that the employer cannot be expected to continue 
the employment relationship even for the notice period, the employer may terminate 
the employment without notice. This would typically relate to serious violence at the 
workplace, theft or similar breaches.   � Back to section

22  The situation arises when an employee terminates the employment relationship 
without notice and claims that the employer has breached its obligations relating to 
the employment relationship so severely that the employee could not reasonably be 
expected to work even for the length of the notice period.   � Back to section
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23  Employees are entitled to terminate the employment relationship to end on the date 
the business is transferred to the new owner if they have received information on the 
transfer at least one month before the transfer date. If an employee has received the 
information later, they may terminate the employment relationship to end either on the 
transfer date or on another date, not being more than one month from the date on which 
the employee received the information about the date of transfer.   � Back to section

24  The managing director of a company is not counted as an employee.   � Back to section

26  The process is specified in the Finnish Co-operation Act (1333/2021). Under the Act, 
a company risks paying compensation of a maximum of €35,000 to each employee 
whose employment has been terminated or changed to part-time employment without 
following the negotiation process provided for in Chapter 3 of the Act (see Chapter 6, 
Section 44).   � Back to section

27  1129/2017.   � Back to section

28  596/2014.   � Back to section

29  The MAR, related EU regulations and the Guidelines for Insiders of Listed Companies 
issued by Nasdaq Helsinki contain more detailed provisions on insider issues.   � Back 

to section

2H  746/2012.   � Back to section

30  2022/2464.   � Back to section

31  Companies must comply with the recommendations of the Code or disclose a possible 
departure from an individual recommendation together with an explanation for the 
departure.   � Back to section

32  2017/828.   � Back to section

33  Recommendations 15 and 17 of the Code.   � Back to section

34  On 23 May 2024, the government published a new resolution on state ownership policy 
to set the strategic guidelines and describe the policies regarding ownership steering, 
including state companies' remuneration.   � Back to section
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