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About this report 01

Welcome to the third EY Executive Remuneration report produced in Finland, put together 
by our local People Advisory Services professionals in collaboration with EY’s global 
network. 

In this report, we aim to give you a comprehensive overview of the contemporary debates 
and developments in executive remuneration, contrasting local and global findings. 
From a holistic perspective, we provide you with selected insights into how concepts 
such as gender diversity, nationality, sustainability, regulation, taxation and accounting 
requirements come into play in executive remuneration strategies. 

In this spirit, we invite you to read the report and consider how executive remuneration 
can bear a valuable impact upon your business — opening up new opportunities to achieve 
growth, innovation and success in the near and long-term future. 

This report is intended to provide insights on trends in executive remuneration levels and 
practices for the all companies listed on Nasdaq Helsinki. It is not intended to be used as 
a benchmarking tool. Tailored analysis of the data presented in this report is available by 
request. EY is happy to share these results with clients, relations and others interested in 
the Finnish world of executive remuneration. Should any of the contents and viewpoints 
presented in this report provoke ideas or questions, please do not hesitate to contact us  
for further discussion. For more information on our services and know-how, please visit  
our website at ey.com/fi. 

Practical considerations
We have based our studies on publicly available data on all companies listed on Nasdaq 
Helsinki during 2015–17.

Moreover, we have structured our analysis using identical size classification as per OMX 
Helsinki (large-capital, mid-size-capital and small-capital companies). We have not included 
companies listed on First North in our analysis as they generally disclose only limited data 
on remuneration.

Lastly, we have included benefits in kind in the base salary figures since many of the 
studied companies do not disclose these figures separately. Also, as Finnish listed 
companies typically report salary costs for the management team as a total sum,  
we calculated the average levels per management member for each company, and drew 
the median levels from these values. Our methodology also takes into account possible 
zero values.

Sincerely,

Mikko Nikunen
Partner    
People Advisory Services 

Hannu Tyyskä
Senior Manager  
People Advisory Services 
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In Finnish large-capital companies, variable pay represents 
typically over half of the total remuneration, while in mid- 
and small-capital companies, the base salary is clearly the 
predominant element. During 2015–17, median CEO total 
compensation has clearly increased in large-capital companies 
but at the same time, the development has been stable or even 
declining in mid- and small-capital companies. Regarding the 
board’s remuneration, no major changes can be seen over the 
past three years.

Executive remuneration has been, and continues to be, a hot 
topic both in Finland and abroad. More transparency is demanded 
on executive remuneration, while rewards continue to make 
headlines. At the same time, remuneration — and especially 
incentives — are seen as a means to steer executive performance, 
driving company performance, and to align interests of executives 
and shareholders.

Since executive pay is considered to bear a large impact on 
company performance and economy, executive remuneration 
is becoming increasingly regulated. The most recent act toward 
tightening the regulation is the revised Shareholders’ Rights 
Directive (SHRD) that aims to encourage transparent and active 
engagement by shareholders in listed European companies. The 
strengthening of shareholder power includes higher demand 
on shareholder identification, transparency from companies, 
investors and proxy advisors as well as increasing demands of how 
companies disclose and report remuneration policies and actual 
remuneration paid. As the directive includes remuneration-related 
provisions that are currently at least partly included in the Finnish 
Corporate Governance Code, the Corporate Governance Code is 
under an update process as well.

The International Accounting Standards Board (IASB) has issued 
amendments to IFRS 2 Share-based Payment in relation to 
the classification and measurement of share-based payment 
transactions. The amendments address the accounting for cash-
settled, share-based transactions and equity-settled awards 
that include the so-called net settlement feature in respect of 
withholding taxes. This will not only simplify the accounting 
process but also clearly streamline the expense recognition for 
planning purposes as the fluctuation of the entity’s share price will 
no longer have an impact on the total expense recognized. 

So far, the actual influence of sustainability on salary policies 
in Finnish companies is small, and only a few companies have 
sustainability and ethics committees as part of their boards. 
Often, it is considered that sustainability is too fuzzy to work as a 
compensation metric, but globally, a trend has been observed with 
companies trying to incorporate sustainability metrics into their 
executive incentive plans. In the near future, say-on-pay legislation 
may strengthen the link between sustainability and executive 
remuneration in Finland as well. 

There have been no significant changes in the Finnish tax or social 
security legislation in the second half of 2017 or in the beginning 
of 2018 concerning executive remuneration. However, the 
Supreme Administrative Court has issued certain rulings that can 
impact taxation of equity-based executive remuneration. 

From EY’s point of view, ideal executive remuneration 
arrangements strike the right balance between strategic and 
tactical business goals, attract and retain the right talent to deliver 
on such objectives, and discourage excessive risk-taking. On the 
other hand, remuneration structures should not reward executives 
for shortcomings, should be fair and valued by executives, and 
reflect performance both at individual and company level.
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A growing concern for corporate governance practices and 
increased levels of executive remuneration after the financial crisis 
led the European Union (EU) to revise its SHRD. In April 2017, the 
European Council adopted a revised SHRD aimed at encouraging 
transparent and active engagement by shareholders in listed 
European companies. The strengthening of shareholder rights 
include higher demand on shareholder identification, transparency 
from companies, investors and proxy advisors as well as increased 
demand on companies to disclose and report remuneration 
policies and actual remuneration paid.

SHRD aims to: 

• Increase the level and quality of engagement of shareholders
• Increase transparency for executive remuneration
• Create a better link between pay and performance of directors
• Ensure reliability and quality of advice of proxy advisors
• Enhance transparency and shareholder oversight  
 on related parties transactions
• Improve cross-border exercise of shareholders’ rights

In Finland, transparency requirements for the remuneration 
of executives of listed companies are governed by the Finnish 
Corporate Governance Code (CG). The SHRD currently imposes 
additional requirements that require an update for the CG code. 
More detailed transparency supports the ability of shareholders 
and other stakeholders to assess the appropriateness of the 
company’s remuneration and its relationship with the company’s 
short- and long-term interests. Greater transparency about 
remuneration increases the possibility for assessing the 
relationship with remuneration, and the company’s financial and 
shareholder value development over the longer term. This also 
simplifies the assessment of how the company has implemented 
its remuneration policy in practice. Overall, creating a better link 
between director pay and performance of the company is the 
focus of the regulation. 

A working group set up by the Ministry of Finance prepared 
the directive’s implementation into Finnish legislation. The 
working group, on 16 April 2018, proposed a memorandum, 
which is currently under circulation for comments. After that, 
the preparations will continue and the act will come into effect 
after the parliamentary proceeding. The EU member states will 
implement the changes into domestic law no later than 10 June 
2019. The working group proposes that the SHRD is to be in effect 
in general meetings in Finland starting early-2020, remuneration 
policies in 2020 and the remuneration reports in 2021. SHRD 
applies to companies that have a registered office in an EU 
member state and whose shares are actively trading in a regulated 

EU market. In Finland, the regulation applies to companies on the 
main list in Nasdaq Helsinki. 

There are laws in several countries concerning the vote on the 
remuneration at the general meeting of listed companies. In some 
countries, the vote is binding and in others, advisory. In some 
countries, shareholders may only vote on the remuneration policy, 
part of the management’s remuneration, while in some, they will 
also vote on the remuneration report.

Shareholders will have their say on annual general meetings, 
where it will be clarified how rewarding supports the company’s 
business strategy, performance, long-term interests and 
sustainable development. Shareholders will be able to express 
their views twice. Firstly, they can vote on the remuneration policy, 
which lays down the framework within which remuneration can be 
awarded to directors. Secondly, they can vote on the remuneration 
report describing the remuneration granted in the past financial 
year.

The directive gives an option for the EU member states to adopt 
either a binding or nonbinding voting on remuneration policy. 
The SHRD working group has proposed the nonbinding (advisory) 
voting option to be implemented in Finland. Remuneration policy 
presented at a general meeting and voted in a nonbinding way 
may be used as a basis for remuneration even if the general 
meeting voted against it. However, if the voting was binding and 
the general meeting voted against it, the most recent approved 
remuneration policy would be applied. Companies need to submit 
the remuneration policy to a vote by the general meeting at every 
material change and, in any case, at least in every four years.

Companies also need to draw up a remuneration report that 
provides a comprehensive overview of the remuneration awarded 
or due during the most recent financial year to individual directors. 

For example, in the UK and the US, say on pay has been a 
requirement for several years and the experience shows that 
hardly any votes fail. Votes in favor are in excess of 90%. 
Opposition faced, in most cases, is due to poor disclosure, overall 
pay levels or failure to demonstrate a link between pay and 
performance. 

However, public attention toward executive remuneration is 
increasing and the press highlights the issue of executive “greed” 
yearly. Negative votes can often lead to unwanted media coverage. 
Public opinion has an informal power and it sometimes lead to 
situations where companies have, e.g., withdrawn their proposals 
from general meetings.
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It is good to remember that a positive vote result in one year is 
no guarantee for a similar response in the next. Success requires 
continuous work and good communication with the shareholders. 
Proactive outreach to investors, enhanced pay disclosures and 
changes to pay practices in response to shareholder feedback help 
secure high overall support. This is why many companies have 
designed a strategy to engage shareholders.

What should be considered when disclosing remuneration policy 
and report? If companies can get it right, they will be able to tell a 
compelling story on how they deal with executive remuneration. 
Simplification and transparency is really the key. Providing a clear 
rationale for “why” and “how much” is expected. 

Companies should be prepared to better justify the selected 
remuneration schemes and the level of reward. The importance 
and level of demand for communicating about rewards will 
significantly increase in the coming years. Together with that, the 
challenges of rewarding will also increase and companies cannot 
afford to be unprepared for the change. 
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The Finnish Corporate Governance Code 2015 pays more 
attention to board diversity, especially in gender. It also gives 
importance to diversity in know-how, experience and opinions of 
the directors. Looking at Finnish boards and management teams, 
we see that ethnic and gender diversity has stayed at the same 
level during the past three years.

Gender diversity
Earlier research indicates that having more female leaders in 
business can significantly increase profitability. According to the 
report Is Gender Diversity Profitable? Evidence from a Global 
Study by The Peterson Institute for International Economics and 
EY (2016), an organization with 30% female leaders could add 
up to six percentage points to its net margin. This in-depth study 
analyzes results from approximately 21,980 global publicly traded 
companies in 91 countries from a variety of industries and sectors.

In 2017, more than 90% of boards and almost 80% of top executive 
teams in Finnish companies had female members. Even so, the 
median numbers of women sitting on the boards remained 20% in 
small-capital companies and 33% in large-capital companies.  

The median numbers of women in top executive teams are even 
lower — only 12 out of 126 companies had a female CEO in 2017. 

Figures 1 and 2 show the percentage of female board and 
management members by company size. The three key findings 
are: 

1. On average, gender diversity is larger in boards than in  
 management teams.

2. The diversity is larger in management teams and there  
 are more female-dominated management teams than female- 
 dominated boards.

3. Gender diversity differences between small-, mid- and large- 
 capital companies are higher in boards than in management  
 teams. 

We will elaborate on these three key findings in the following 
paragraphs.
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Figure 1: percentage of female board members by company size
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Figure 2: percentage of female management team members by company size
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On average, there is a larger percentage of female board  
members in comparison to female management team members.  
The only exception is small-capital companies, which have a 
slightly higher percentage of females in management teams 
(23.7%) in comparison to boards (21.2%). In large-capital 
companies, however, the average percentage of female board 
members is significantly larger (34.7%) in comparison to 
management team members (25.2%). Furthermore, even though 
almost all large- and mid- capital companies have female board 
members, they do not necessarily have any female management 
team members. For example, only 2.9% of mid-capital companies 
do not have female board members, but 21.4% do not have female 
management team members. How can we explain this? First, 
the gender diversity of the board may get more publicity than 
the gender diversity of the management teams, as companies 
tend to disclose gender diversity of boards more often. Second, 
the Finnish Corporate Governance Code states that both 
genders should be represented in the board of directors and 
companies have to provide reasoning if they do not follow this 
recommendation. However, there are no such requirements for 
the management team. 

The variation in gender diversity is larger in management teams 
than in boards. For example, all large-capital companies have 
20.0%-50.0% females in their boards but the scale for female 
management team members is from 0%-93.3%. In addition, 18.0% 
of small-capital companies have 50% or more females in the 
management team, but 28.0% of small-capital companies do not 
have any female management team member. Initially, one might 
explain these by size differences between boards and management 
teams, but the median numbers are quite similar between boards 
and management teams, as seen in table 1. 

Table 1: median numbers of management team and board 
members by company size

Company size Median number of 
management team 
members

Median number of 
board members

Large 8 8

Mid 7 6

Small 5 5

The average and median size of management teams and boards 
are similar in companies of different sizes, but the average and 
median numbers of female board members strongly deviate, as 
shown in figures 1 and 2. Increased publicity of board diversity 
may encourage large international companies to ensure they have 
at least some female board members. The fact that most of the 
large- and mid-capital companies tend to have 20%-40% or 10%-
30% female board members, while a similar range cannot be found 
in management team members, could point in that direction. In 
small-capital companies, the variation is significant both in boards 
and management teams. To some extent, an explanation could be 
that certain small-capital companies need specific skills from male- 
or female-dominated areas of expertise, which could encourage 
them to include more men or women with the required skills.
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Nationality diversity
The boards and management teams of Finnish companies are 
clearly dominated by Finnish nationals. In 2017, approximately  
half of the boards and management teams had one or more  
non-Finnish member. The median percentage of non-Finnish board 
and management team members differ significantly based on  
the size of the company. For instance, the median percentage of  
non-Finnish board members was 38% in large-capital companies 
and 0% in small-capital companies. Moreover, only 14 companies 
had a non-Finnish CEO in 2017. 

Figures 3 and 4 represent the percentage of non-Finnish board 
members and non-Finnish management team members by 
company size. The three key findings are:

1. The diversity of nationality is quite similar in boards and  
 management teams.

2. Boards of large-capital companies have gender diversity in  
 general, but they do not always have diversity of nationality in  
 boards nor in management teams.

3. Most of the small- and mid-capital companies do not have non- 
 Finnish members in their management teams and boards.
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Figure 3: percentage of non-Finnish board members by company size
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Figure 4: percentage of non-Finnish management members by company size
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In companies of all sizes, in general, the percentages of non-
Finnish members are quite similar in boards and management 
teams. For example, the average percentages of non-Finnish 
board members in large-, mid- and small-capital companies are 
38.0%, 18.8% and 8.2%, respectively. The average percentages of 
non-Finnish members in management teams are 33.0%, 17.1% and 
13.0%, respectively. 

Even though large-capital companies have gender diversity 
in general, they do not always have diversity of nationality in 
the board and management teams. There are more variations 
in diversity of nationality compared to gender diversity, both 
within and between the company size categories. In other words, 
it is much more common to have at least one female board or 
management team member than one or more non-Finnish board 
or management team member. On the other hand, a majority 
of non-Finnish board or management team members is more 
common than a female majority. The fact that multinational 
companies need local knowledge of the countries they operate in 
could partly explain the benefits of having several nationalities in 
the board and management teams.

Finnish nationals clearly dominate small- and mid-capital 
companies in Finland. Around 80% of small-capital companies have 
no non-Finnish board members and almost 70% have no non-
Finnish management team members. We could partly explain such 
large numbers by local operations, but even though some small-
capital companies would prefer to have, and perhaps would benefit 
from having, a non-Finnish board or management team member, it 
may be challenging and costly to attract non-Finnish executives to 
small- or even mid-capital companies.
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Board
Remuneration levels of the chairman of the board and board 
members tend to vary significantly by company size, as seen in 
figure 6. However, regardless of the company size, the chairman 
of the board tends to receive roughly double the annual fee to 
that of the board members. In general, the median fees have 
stayed approximately at the same level and, for example, median 
chairman’s fee in mid-capital companies has decreased. These 
small changes can be explained by slightly different sample 
groups, as there have been 18 initial public offerings (IPOs) during 
2015-17 and because some companies have moved to new market 
capital segment. 
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Figure 5: Median chairman and board member fee by company size

Committees
The prevalence of audit and remuneration committees varies 
largely by company size, as seen in table 2. Large-capital 
companies tend to have both audit and remuneration committees, 
but mid- and small-capital companies are more likely to combine 
these two or operate without any committees. In addition, several 
companies have a nomination committee, either separately or 
in combination with the audit or remuneration committee. Other 
committees are grouped around sustainability and risk. 

Table 2: Portion of audit and remuneration committee by  
company size

Audit committee 
exits

Remuneration 
committee exits

Large cap 100% 100%

Mid cap 77% 67%

Small cap 38% 32%
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This section provides insights into the remuneration level for CEOs 
and other management team members in 2015-17. Our analysis 
throughout the section is based on the following compensation 
elements and aggregations.

Base salary and benefits: fixed annual base salary and benefits 
in kind (e.g., telephone and company car). Benefits have been 
included in the base salary since many companies do not disclose 
these figures separately. 

Short-term incentive (STI): variable incentive payment based on 
one year performance.

Long-term incentive (LTI): variable incentive payment based on a 
performance period of more than one year (typically three to five 
years). In case the value of the LTI payment is disclosed in number 
of shares instead of value, we have calculated the payment based 
on the average share value of the company in April 2018 due to the 
fact that normally the shares are delivered to participants in April 
following the end of the yearly performance period. In case the 
option award is disclosed in the number of option rights granted 
rather than in value, the option awards have been excluded from 
the analysis due to lack of information needed for option valuation. 

Supplementary pensions: annual pension contributions in 
addition to statutory Employees Pensions Act (TyEL).

Total compensation: the aggregation of the aforementioned 
elements.

In our analysis related to executive remuneration levels, we use 
median values rather than averages. The median, representing 
the middle value of all data points in the sample, is less susceptible 
to the influence of extremely high or low values. Notably, median 
values do not reflect the full variation of the sample and hence, too 
strict conclusions cannot be made. Rather, the reported median 
values are representations of the central tendency of a somewhat 
limited data sample.

According to our analysis, total remuneration of CEOs and other 
management team members has notably increased in large-capital 
companies in 2017 compared with previous years. At the same time, 
base salaries and short-term incentives have remained quite stable. 
So, the increase in total remuneration is mainly driven by volatility 
in long-term incentive payouts. However, that kind of development 
cannot be seen in mid- and small-capital companies.

Variable pay remains a hot topic, particularly the ratio between fixed 
and variable pay. Indeed, it is very important to ensure an optimal 
pay mix that gives executives sufficient incentives for improving 
(long-term) business performance, while preventing excessive risks. 
To create an optimal pay mix, we need to understand the purpose of 
each remuneration element, what we want to achieve by it and how 
we can measure it.

Nowadays, companies are, to a larger extent, reconsidering the 
remuneration design in order to better align the interests of 
executives with the shareholders by, e.g., adjusting performance 
measures in their existing structures. The first and most important 
decision when designing the most suitable incentive structure is to 
consider how the company creates value and how the remuneration 
structure should be linked to value creation. In other words, the first 
step is to consider the purpose of the incentive plan. Answering this 
question will enable the company to select the best remuneration 
structure for business purposes.  

CEO and management team total compensation
As figure 6 illustrates, the levels of CEO total compensation is 
strongly dependent on the size of the company. In 2017, median  
CEO total compensation was €2.2 million in large-capital companies.  
In mid- and small-capital companies, the corresponding figures were 
€640K and €290K, respectively. Median CEO total compensation in 
large-capital companies has clearly increased during 2015-17, but 
at the same time, the development of CEO total compensation has 
been stable or even declining in mid- and small-capital companies 
during the same time period. 
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Figure 6. Median CEO total compensation by company size in 2015-2017
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As figure 7 shows, the median total compensation of the average 
management team member was approximately €720K in large-
cap companies, €230K in mid-capital companies and €155K in 
small-capital companies in 2017. In large-capital companies, the 
median total compensation of average management team 
member has clearly increased compared with previous years, 
mainly driven by increased LTI payments. At the same time, the 
median total compensation has somewhat decreased in mid-
capital companies, which can be partly explained by the fact that a 
few companies have raised their market capital segment from mid 
to large. In small-capital companies, total compensation level has 
been quite stable during 2015-17.
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Figure 7. Median average management team member total compensation by company size in 2015-2017
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Figure 8 shows the total remuneration pay mix of the CEO, 
including the actually paid base salary and benefits, STI and 
LTI by company size in 2017, based on median values of these 
remuneration elements. Additional pension contributions are 
excluded from the pay mix. In small- and mid-capital companies, 
base salary and benefits constitute a major part of the CEO’s total 
remuneration, 85% in both. In large-capital companies, however, 
the remuneration elements are more evenly distributed, as short- 
and long-term incentives together constitute more than a half of 
the CEO’s total compensation.

As expected, the CEO remuneration was higher than that of 
average management team members across all compensation 
elements. Typically, a median large-capital company paid 
approximately €700K of base salary and benefits, €330K of STI 
and €500K of LTI. The median value of the annual base salary of 
the CEO was close to €400K in mid-capital and €240K in small-
capital companies, whereas the corresponding figures for STI 
were €100K and €40K, respectively. Interestingly, the median 
value of CEO’s LTI payment was zero both in mid- and small-
capital companies in 2017.
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Figure 8. Distribution of median CEO compensation elements by company size in 2017
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Figure 9. Total compensation pay ratio between CEO and average management team member by company size in 2017

On average, a typical large-capital company paid approximately 
€300K of base salary and benefits to its management team 
members, whereas mid- and small-capital companies paid 
approximately €180K and €130K. The median variable pay, 
especially LTI, differs significantly depending on the company 
size. Where a median large-capital company paid almost €300K 
of variable pay for its average management team member in 
2017, the corresponding figures were €20K and €10K in mid- and 
small-capital companies. In fact, only a small number of mid- and 
small-capital companies have paid out LTIs in 2017, which in turn 
drives the median values to zero. 

Figure 9 illustrates the total compensation pay ratio between 
the CEO and average management team members by company 
size in 2017. As can be seen, a median large-capital company 
tends to pay over three times more to their CEO compared to an 
average management team member. Also, mid-capital companies 
pay almost three times more to their CEO, whereas small-capital 
companies pay almost double to their CEO compared to an 
average management team member.

Short-term incentives
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Short-term incentive (STI) levels relate to performance over 
the previous one-year period. The intent of STIs is to reward 
executives and other personnel for achieving the predetermined 
financial and nonfinancial targets that are aimed to support 
company’s short-term strategy. Therefore, we typically see STI 
payouts fluctuating together with company performance.

Short-term performance is often measured by the level of profit 
that a company generates in a year. However, focusing only 
on maximizing annual profit can be harmful for sustainable 
profitability. For instance, executives who are solely incentivized 
to maximize annual profit might reject sound investments or cut 
research and development (R&D) costs to increase the bottom line, 
potentially harming long-term business performance.

In an effort to mitigate this risk, most companies provide 
executives with long-term incentives as well. In the absence of one 
perfect short-term performance measure, many companies have 
chosen to combine different short-term performance measures, 
often including some individual targets.

As shown in figure 10, almost all companies had an STI plan in 
place for the CEO in 2017.  

94 %

6 %

Yes No

Figure 10. Companies with a CEO STI plan in 2017
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Figures 11 and 12 show the CEO and average management 
team members’ median STI payments as a percentage of base 
salary and benefits. The median STI payment as a percentage 
of base salary and benefits for the CEOs is clearly higher than 
that of average management team members in all market capital 
segments. Also, STI maximums tend to be higher for CEOs 
compared to management team members. However, there seems 
to be no significant difference in gaps between maximum STIs and 
actual payouts for CEOs and average management team members 
in 2017.

Figure 11. Median CEO STI payment as percentage of base salary and benefits by company size in 2015-2017
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It looks like the STI payment as a percentage of base salary 
and benefits has decreased both for the CEO and for average 
management team members in mid- and large-capital companies. 
In small-capital companies, the percentage of STI payment of the 
base salary and benefits for CEO has remained stable compared 
with 2016, but slightly decreased for average management team 
member.

Figure 12. Median average management team member STI payment as percentage of base salary and benefits  
by company size in 2015-2017
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Figure 13 presents the performance metrics that are typically 
used in STI plans. Most prevalent measures in 2017 were related 
to earnings, such as EBIT, EBITDA and earnings per share 
(EPS), and individual performance. In addition, growth-based 
performance metrics (typically revenue growth) were common 
among the companies. 

Long-term incentives
Companies offer long-term incentives (LTIs) to executives to 
motivate them to focus on the longer term, aligning the interests of 
executives and companies’ (long-term) shareholders. Plan length 
varies from two to eight years, but three-year plans are the most 
common among Finnish companies. Many companies offer LTI 
grants every year to continuously ensure long-term incentives. 
This prevents long-term focus from faltering, should performance 
targets of previous grants become or seem unattainable.

A viable alternative for strengthening the executives’ focus on 
the longer term is the use of shareholding requirements. This 
will require executives to hold a certain amount of shares in the 
company, often expressed in value as a percentage of fixed salary 
— typically 50% or 100% of the annual base salary. In Finland, a 
shareholding requirement related to LTI plans exists in more than 
half of the plans.

As seen in figure 14, only one-fifth of the companies disclosed that 
they did not have an LTI plan in place in 2017.

Figure 13: Frequency of metrics used in STI plans in 2017
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Figure 14. Companies with a CEO LTI plan in 2017
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As shown in figures 15 and 16, the percentage of LTI payment 
of base salary and benefits is clearly higher in large-capital 
companies, compared to mid- and small-capital companies. This 
applies both to the CEO and average management team member. 
Please note that several companies disclosed that, even after 
having an LTI plan in place, they have not paid LTI compensation in 
2017. In fact, just under half of mid- and small-capital companies 
paid some amount of LTI compensation for the CEO in 2017, 
whereas a bit more than 50% of the companies had an LTI plan 
in place but paid nothing. If a company has an LTI program, but 
made no payments, figures 15 and 16 consider these as zeroes. 

Figure 15. Median CEO LTI payment as percentage of base salary and benefits by company size in 2015-2017
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Figure 16. Median average management team member LTI payment as percentage of base salary and benefits by company  
size in 2015-2017
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Figure 17 illustrates the most common types of LTI programs 
used in Finland in 2017. We have divided the programs into 
five categories, namely Performance Share Plan, Option Plan, 
Matching Share Plan, Restricted Share Plan and Other (including 
e.g., Cash Plan). In large- and mid-capital companies, Performance 
Share Plans clearly dominate other plan types. On the other hand, 
Option Plan and Performance Share Plan are the most common 
plan types among small-capital companies. 

Performance Share Plan: the program offers the 
company’s shares as a reward, provided the predetermined 
performance criteria are met. 

Option Plan: the right to purchase a specified number of 
ordinary shares at a fixed price during a stated period.

Matching Share Plan: a company’s free or low-cost 
shares are provided as a reward, in which the amount 
granted depends on the employee’s initial investment in 
the company’s shares, and which is often accompanied 
by the continuation of the employment relationship and 
the fulfillment of certain performance criteria during the 
earning period.

Restricted Share Plan: company’s shares are provided as 
a reward, which vest after a restriction period, generally 
upon continuing the employment.
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Figure 17. Frequency of LTI plan types by company size in 2017
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Figure 18 shows the distribution of performance metrics used 
in LTI plans in 2017. The most prevalent metrics are earning-
based (e.g., EBIT(DA), EPS) and total shareholder return (TSR). 
Growth metrics such as revenue growth are also common. In 
most developed countries, TSR has been the most prevalent 
performance metric in LTI plans for a long time. Relative TSR still 
remains quite unpopular among Finnish companies, but we expect 
this to change when Finland implements the SHRD and say-on-
pay policy. Typically, the number of metrics used per plan varies 
between one and three.

Supplementary pension arrangements and terms of 
employment for CEO
Approximately 43% of the companies disclosed they have paid 
additional pensions for their CEO in 2017. Figure 19 demonstrates 
the preferred pension plan types in Finnish companies. Of those 
companies that disclosed what type of pension plan they operate 
with for the CEO, the defined contribution plan (DC) dominates 
over the defined benefit plan (DB). 

Figure 18. Frequency of metrics used in LTI plans in 2017
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Figure 19. Distribution of pension plan types in 2017
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Typically, the notice period both for the employee and the 
employer is six months. If the company terminates the contract, 
usually the CEO is entitled to the salary of notice period and a 
severance pay that equals 12 months’ salary. However, some 
variation related to notice periods and severance payment exists 
between companies. If the CEO terminates the contract, the notice 
period varies from 2-12 months, and if the contract is terminated 
by the employer, the notice period varies from 0-18 months. 
Severance payment varies from 0-24 months depending on the 
company.
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The Finnish Limited Liability Companies Act (FCA) lays the 
framework for companies’ organization, governing bodies, their 
roles, responsibilities and relation to each other. However, the 
FCA includes only a few specific rules concerning directors’ and 
managing directors’ remuneration. When it comes to credit 
institutions and insurance companies, the Finnish Insurance 
Companies Act (Section 6:17) and especially the Act on Finnish 
Credit Institutions (Section 8) contain more detailed rules on 
remuneration. 

The Finnish Corporate Governance Code 2015 provides by 
far the most important and pertinent guidelines concerning 
the remuneration of directors, managing directors and other 
executives in companies listed on the Nasdaq Helsinki. The code 
includes: 

i) Three recommendations (§22-§24) on remuneration 

ii) A recommendation on remuneration committee (§17) 

iii) A separate section on remuneration reporting

Due to the EU directive regarding the encouragement of long-term 
shareholder engagements 2007/36/EC, the Finnish Ministry of 
Finance set a working group to prepare proposals for incorporating 
the directive into Finnish legislation. The working group issued 
a memorandum in the form of a government bill in April 2018. 
The key changes proposed apply to the Securities Markets Act, 
the Limited Liability Companies Act and the Act on Investment 
Services, and the memorandum is currently in a consultation 
process that will end on 31 May 2018. The directive includes 
provisions regarding publicly listed company’s remuneration and 
the corresponding new Finnish legislation shall enter into force in 
June 2019 at the latest. 

As the directive includes remuneration-related provisions that 
are currently at least partly included in the Finnish Corporate 
Governance Code, the Corporate Governance Code is under 
update process as well.

The code recommends the following concerning remuneration: 

Recommendation 22: decision-making relating to 
remuneration
“The general meeting shall decide on the remuneration 
payable for board and committee work as well as the basis 
for its determination. The board of directors shall decide on 
the remuneration of the managing director as well as other 
compensations payable to him or her. The company shall specify 
the decision-making procedure for the remuneration of other 
executives.”

According to the rationale in the recommendation, it is generally 
the body responsible for the appointment of a person, which 
decides the remuneration of the said person. However, the general 
meeting of the shareholders should always decide, or authorize, 

the board of directors to decide, on the issue of shares or option 
rights as part of the remuneration package. 

If the company has a remuneration committee, the committee 
may be assigned the preparatory work for defining the 
remuneration of a managing director. The remuneration 
committee can also prepare the decision-making process for the 
remuneration of other executives. 

The Finnish Corporate Governance Code 2015 

• ►The code is a collection of recommendations on good 
corporate governance for listed companies.

• ►The code is to be applied in accordance with the “comply 
or explain” principle. Thus, the starting point is that the 
company shall comply with all recommendations of the 
Corporate Governance Code. The company may only 
depart from specific recommendations if it has good 
reasons for doing so. The company must disclose such 
departures, including the reasons, on its website and in 
its Annual Corporate Governance Statement. 

• ►Companies cannot depart from the obligation to issue 
a remuneration statement as specified in the code’s 
reporting section.

• ►The current code has been in force as of 1 January 
2016. 

• ►For more information regarding the code and its 
recommendations and rationale for recommendations, 
please visit http://cgfinland.fi/files/2015/10/
hallinnointikoodi-2015eng.pdf.

https://cgfinland.fi/wp-content/uploads/sites/6/2015/10/hallinnointikoodi-2015eng.pdf
https://cgfinland.fi/wp-content/uploads/sites/6/2015/10/hallinnointikoodi-2015eng.pdf
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Final adoption of SHRD and incorporation in Finnish laws

• ►The European Council adopted the new SHRD on 4 April 
2017. After the new directive has been published in the 
Official Journal of the European Union, the EU member 
states must incorporate the new provisions into their 
domestic laws within two years.

• ►From a remuneration point of view, the most interesting 
articles are 9a (Right to vote on the remuneration policy) 
and 9b (Information to be provided in the remuneration 
report and right to vote on the remuneration report).

• ►The working group on shareholders’ rights set by 
the Finnish Ministry of Finance published its working 
group memorandum on 16 April 2018, in the form of a 
government bill.

• ►The proposed changes in the memorandum are based on 
the EU’s directive regarding the encouragement of long-
term shareholder engagements 2007/36/EC, and the 
key changes proposed by the working group apply to the 
Securities Markets Act, the Limited Liability Companies Act 
and the Act on Investment Services.

►• ►The legislative changes are proposed to enter into force on 
10 June 2019 at the latest, which is the deadline for the 
incorporation of the directive.

• ►The working group proposes that the Limited Liability 
Companies Act would include provisions regarding publicly 
listed company’s decision making related to its management 
remuneration, as provided by the directive.

• ►Shareholders’ influence on the remuneration practices 
are proposed to be strengthened so that in the publicly 
listed companies, the decision on the remuneration of the 
board of directors, possible administrative board and the 
managing director should be based on the remuneration 
policy put forward for the general meeting 
The shareholders’ decision in the general meeting as 
regards the remuneration policy would be advisory. Only 
certain specific circumstances would, however, entitle 
derogating from the remuneration policy considered in 
the general meeting, and the remuneration policy should 
include procedures for this.

• ►Publicly listed companies should also prepare a 
remuneration report in which the realized remuneration 
would be described.

• In order to fulfill the obligation to disclosure information, 
the working group has also proposed regulations to be 
included in the Securities Markets Act as regards the rules 
on disclosing the publicly listed company’s management 
remuneration policy and remuneration report, as well as 
access to these documents.

Recommendation 23: remuneration and shareholdings of 
the board of directors
A company can pay remuneration for board and committee 
work, either fully or in part, in the form of company shares. 
Remuneration of a nonexecutive director (of the board) shall be 
arranged separately from the share-based remuneration scheme 
applicable to the company’s managing director, other executives or 
personnel.

According to the rationale in the recommendation, using share-
based remuneration schemes to remunerate nonexecutive 
directors is not, as a rule, justified from the perspective of the 
shareholders’ interests. If the board of directors participate in the 
same share-based remuneration scheme as other executives or 
personnel, it could hinder the supervisory duty of the board of 
directors, potentially leading to conflicts of interest.

Recommendation 24: structure of remuneration
The objective of remuneration is to promote long-term financial 
success and competitiveness of a company, and ensure a 
favorable development of shareholder value. Remuneration must 
be based on predetermined and measurable performance, and 
result criteria.

According to the rationale in the recommendation, with regard to 
variable components, the company must specify the evaluation 
period for the fulfilment of the set performance and result criteria 
(earning period). In addition, the company may require that the 
remuneration for the earning period is disposable only after a 
certain predetermined period, once the earning period (restriction 
period) has closed.
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Remuneration reporting: companies cannot 
depart from the obligation to issue a remuneration 
statement

A company shall issue a remuneration statement, which is a 
consistent description of the remuneration of the directors 
and executives containing the following information:

•• ►Up-to-date description of the decision-making procedures 
for remuneration of the directors, managing director and 
other executives

• ►Up-to-date description of the most important principles 
for remuneration of the directors, managing director and 
other executives

• ►A remuneration report providing information on the 
remuneration paid during the previous financial period

The company shall publish its remuneration statement (or 
incorporate it into the corporate governance statement) 
in the corporate governance or investors section of the 
company website. The company can use links to provide 
the statement, as long as the links directly lead to relevant 
information.

Remuneration committee (recommendation 17): 
the board of directors may establish a remuneration 
committee to prepare matters concerning the remuneration 
and appointment of the managing director and other 
executives as well as the remuneration principles observed 
by the company. 

The majority of the members of the remuneration 
committee shall be independent of the company. A company 
shall not appoint its managing director or other executives in 
its remuneration committee.
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Highlights 
On 20 June 2016, the IASB issued amendments to IFRS 2 Share-
based Payment in relation to the classification and measurement 
of share-based payment transactions. The amendments address 
the accounting for cash-settled share-based transactions and 
equity-settled awards that include a so-called net settlement 
feature in respect to withholding taxes. 

The purpose of the issued amendments to IFRS 2 is to eliminate 
diversity in practice and clarify the measurement of cash-settled 
transactions as well as accounting for modifications that change 
an award from cash-settled to equity-settled transaction. In 
addition, one of the amendments introduces an exception to the 
principles in IFRS 2 and requires an award to be treated as if it was 
wholly equity-settled, when an employer is obligated to withhold 
an amount for the employees’ tax obligation associated with a 
share-based payment and pay the amount to the tax authority.   

Vesting conditions when measuring cash-settled share-
based payment transactions 
Previous IFRS 2 did not specifically address the impact of vesting 
and non-vesting conditions to the measurement of the fair value of 
the liability incurred in a cash-settled transaction. The amendment 
addresses this lack of guidance by clarifying that these conditions 
should be accounted consistently with equity-settled payments in 
IFRS 2. 

This means that the fair value of cash-settled transactions is 
measured by taking into account only market and non-vesting 
conditions. Market conditions are those related to the market price 
of an entity’s equity, such as achieving a specified share price or 
a specified target based on a comparison of the entity’s share 
price with an index of share prices of other entities. Non-vesting 
conditions are requirements that do not represent service or 
performance conditions, but which have to be met in order for the 
counterparty to receive the share-based award. Vesting conditions 
(service and nonmarket performance conditions) are taken 
into account by adjusting the number of awards included in the 
measurement of the liability.  

This change is expected to have little impact in reality for the 
entities, if they already have measured the liability emerging 
from the cash-settled transaction in a way that it reflects the true 
settlement to be made in cash. 

Classification of share-based payment transactions with 
net settlement features for withholding tax obligations 
In many jurisdictions, tax laws or regulations may require the 
employer to withhold some of the net shares to which an employee 
is entitled under a share-based payment award, and remit the tax 
payable of the award, normally in cash, to the tax authorities on 
the employee’s behalf. Previously, IFRS 2 has required that the 
award would have to be split into a cash-settled component for the 
tax payment and an equity-settled component for the net share 
issued to the employee. 

As this kind of arrangement brings significant operational 
challenges for managing the calculations, the IASB added an 
exception and removed the requirement to divide the transaction 
into two components, when the net settlement feature exists 
only to meet the employee’s tax obligation associated with the 
share-based payment. The award can be treated as equity-settled 
transaction in entirety. However, the exception would not apply 
to any equity instruments that the entity withholds in excess of 
the employee’s tax obligation associated with the share-based 
payment.

This amendment will impact countries where entities are obligated 
withhold and remit payroll taxes on behalf of the employees. The 
relief will not only simplify the accounting process but may also 
streamline the expense recognition for planning purposes, e.g., 
as the fluctuation of the entity’s share price will no longer have 
an impact on the total expense recognized. However, careful 
analysis of net share settlement is required to determine if the 
arrangement is within the scope of this exception. 

In future, the cash payment to the tax authorities might vary 
from the expense that has been recognized for the share-based 
payment arrangement. Therefore, it is required that entities 
disclose an estimate of the amount that they expect to pay the tax 
authorities in respect of the withholding tax obligation.

Modifications to terms and conditions that change 
classification from cash-settled to equity-settled
IFRS 2 includes guidance on how to account for a modification 
that adds a cash alternative to an equity-settled award, but did 
not present any guidance on how to account for a modification 
from a cash-settled transaction to an equity-settled transaction. 
Now, the amendment clarifies that the cash-settled transaction 
is accounted for as an equity-settled transaction from the date of 
modification, and any difference between derecognized liability 
and the recognized equity should be considered immediately 
in profit or loss. Previously, the entities may have recognized 
only any incremental expense on modification in profit or loss, 
but in future, they will also recognize an immediate credit. The 
remaining fair value of the equity instrument is recognized over 
the remaining vesting period. 

Also, if, as a result of the modification, the vesting period is 
extended or shortened, the application of its requirements must 
reflect the modified vesting period. 
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A trend of incorporating sustainability metrics into 
executive incentive plans
Shareholders having a “say on pay” is gaining momentum globally, 
raising the standards of remuneration disclosures. The ability of 
shareholders to actively vote on executive compensation is getting 
more and more attention. Excessive executive compensations and 
justifying their pay packages are the core of say-on-pay legislation, 
but there are chances that it could lead to a more sustainable 
executive remuneration as well. 

Shareholders will have their say on annual meetings, where it 
will be clarified how rewarding supports a company’s business 
strategy, performance, long-term interests and sustainable 
development. At a country-specific level, it will be decided whether 
voting of compensation is binding or consultative.

Thanks to say on pay, shareholders can now have a voice in  
linking executive compensation to sustainability performance  
of the company. According to Harvard Business Review’s research1  
on S&P 500, only 2% of the companies tied environmental 
metrics to executive compensation, and 2.6% had a diversity 
metric. However, there is a growing trend among companies to 
incorporate metrics associated with sustainability into executive 
incentive plans.2 Too often, executive compensation is seen as a 
short-term incentive instead of tying it to long-term sustainable 
corporate growth. This movement toward the integration of 
sustainability-related compensation metrics into executive 
remuneration plans result from the belief that corporations that 
promote sustainable business practices often outperform those 
that do not. The most common measures among sustainability and 
executive remuneration include safety, environment and diversity.

1 “It’s Time to Tie Executive Compensation to Sustainability,”  
Harvard Business Review website, https://hbr.org/2017/08/its-time-to-tie-
executive-compensation-to-sustainability, accessed 25 May 2018.

2  In-Depth: Linking Compensation To Sustainability, Glass Lewis, 2016.

Often, it is considered that sustainability is too fuzzy  
to work as a compensation metric. For example,  
the Conference Board (2017)3 ties executive sustainable 
remuneration to stronger reputation, enhanced employee 
attraction and new market opportunities, which are difficult  
to measure. 

Companies should really start rewarding their executives 
according to sustainability metrics if it is acknowledged that 
the rewards will speed up the sustainable focus of the firm’s 
performance. Say on pay can be one step toward transparency 
among executive compensation and might limit the rise in rewards. 
However, say-on-pay votes will require companies to rely on 
proactive shareholder engagement. If shareholders and investors 
think that executives are being paid too much, they can now 
influence their paychecks and at the same time, tie the rewarding 
system to sustainable growth of the firm. 

The Global Reporting Initiative (GRI) standards are disclosures 
related to the reporting of nonfinancial information, and 
contain disclosures on remuneration policies and stakeholder’s 
involvement in determining remuneration. Ilmarinen4 is a good 
example of a company concentrating on a long-term approach 
in their operations. Ilmarinen is a responsible investor and an 
active owner, which means they have an active participation in 
the general meetings of the companies they own. Focus on deep 
dialogues related to sustainability and nomination processes can 
be a link to say-on-pay legislation. Also, Varma5 commits to being 
an active owner and thus, they adopt environmental, social and 
corporate governance aspects into their ownership policies.  
Active ownership can be tied to say on pay in the near future, 
which in turn raises the influence to affect. 

3  “Is now the time to include sustainability metrics in executive incentives?,” 
The Conference Board website, https://www.conference-board.org/blog/
postdetail.cfm?post=6457, accessed 25 May 2018.

  
4 “Responsible Investment,” Ilmarinen website, https://www.ilmarinen.fi/en/

ilmarinen/sustainability/responsible-investment/, accessed 25 May 2018. 

5 Varma’s Principles for Responsible Investment, Varma.

https://hbr.org/2017/08/its-time-to-tie-executive-compensation-to-sustainability,
https://hbr.org/2017/08/its-time-to-tie-executive-compensation-to-sustainability,
http://www.glasslewis.com/wp-content/uploads/2016/03/2016-In-Depth-Report-LINKING-COMPENSATION-TO-SUSTAINABILITY.pdf
https://www.conference-board.org/blog/postdetail.cfm?post=6457
https://www.conference-board.org/blog/postdetail.cfm?post=6457
https://www.ilmarinen.fi/en/ilmarinen/sustainability/responsible-investment/
https://www.ilmarinen.fi/en/ilmarinen/sustainability/responsible-investment/
https://www.varma.fi/globalassets/muut-sivut/yhtiotietoa/tulostiedot-ja-sijoitukset/varmas-principles-for-responsible-investment.pdf


10Taxation 



Executive and Board Remuneration in Finland 2015–17   | 39

Taxation  10

General remarks
Tax and other compliance in relation to equity-based incentive 
schemes continues to be the top agenda for globally operating 
companies. We see that the tax authorities in many jurisdictions 
are focusing audits on top executives and their compensation 
plans. While the compliance for local executives is usually 
managed well, the globally mobile workforce remains to be a 
challenge for many global companies due to the complexity of 
the tax rules, and the differences in time of taxation and other tax 
treatments in countries where the executives are subject to tax.

Leading companies are taking additional efforts to track the 
compliance of equity awards for mobile executives and are 
focusing to support their finance teams to treat the awards 
correctly in the payroll. We believe importance of the compliance 
of the executive remuneration and particularly, equity-based 
incentives, will still increase during the coming years as local 
revenue authorities seek additional income, and the information 
transfer between the authorities is digitalized and automated. 

Even though compliance is one of the focus areas for companies 
operating global equity plans, there are still planning opportunities 
in many locations to make the equity incentives more cost efficient 
by meeting the local requirements for potential preferred tax 
treatment. In certain locations, these preferred regimes will 
reduce the costs of the reward for the employer, e.g., by reducing 
the employer pension and similar costs payable on the reward, 
or by enabling corporate tax deduction of the costs. In some 
countries, the employees can benefit on deferred taxation, or 
reduced tax rates for qualified equity rewards. Companies should 
consider these regimes, while designing new incentive schemes 
and deciding equity allocation to different participants.

Changes in Finnish taxation
There have been no significant changes in the Finnish tax or social 
security legislation in the second half of 2017 or in the beginning 
of 2018 concerning executive remuneration.

However, the Supreme Administrative Court has issued certain 
rulings that can impact taxation of equity-based executive 
remuneration. 

Tax practice around tax evasion
According to the Taxation Procedure Act, in case the legal form of 
circumstances or actions do not correspond the actual nature and 
purpose of the matter, tax is imposed as if the legal form would 
correspond the actual form of the matter. 

In a recent Supreme Administrative Court case (KHO:2018:40), 
a group of doctors had chosen to operate their business through 
a limited partnership company instead of a limited company. In 
this case, the doctors owned their own limited companies, which 
acted as general partners in the limited partnership company. 
Each general partner had, in the limited partnership company, a 
profit center of its own, which formed revenue based on the work 
performed by the doctor owning the limited company acting as the 

general partner. The profit of the limited partnership company was 
taxed as the income of each limited company owning the limited 
partnership company and ultimately as dividend, i.e., capital 
income of the doctors owning the limited companies. 

When a limited company distributes dividends based on a person’s 
work duties in the company, according to the Income Tax Act, the 
dividend is taxed as earned income of the person based on whose 
work duties the dividend has been distributed instead of as capital 
income. Earned income is taxed in accordance with progressive tax 
rates of up to 50%. In the case in question, however, the dividend 
was distributed by the limited companies to the doctors based 
on their ownership in the companies in which case dividend is 
generally up to a certain limit partly exempt from tax and partly 
taxed as capital income. 

The Supreme Administrative Court stated that even though a 
taxpayer has the right to choose the most favorable option to 
operate, when assessing tax, actions should be evaluated based on 
their true economic nature. Based on the evaluation of the overall 
circumstance of the case in question, economic grounds were quite 
thin and partly artificial. According to the Supreme Administrative 
Court, the limited partnership company was in place instead of 
a limited company in order to avoid employment income taxes. 
The profit distributed by the limited partnership company was to 
be regarded income similar to dividend income paid by a limited 
company based on a person’s work duties in the company, and 
thus, the income was to be regarded as employment income, not 
as capital income.

The ruling in question increases the uncertainty regarding 
application of tax evasion rules. In general, a taxpayer has the right 
to choose the most favorable option from the available ways to 
operate. But, in case the most tax affective alternative is chosen, 
it seems that there is a risk that the tax authorities can rule that 
the arrangement should be taxed in accordance with choosing the 
least tax affective alternative.

Tax deductibility of acquisition costs of a company’s own 
shares as part of a share award plan
Acquisition costs of a company’s own shares when the shares are 
awarded based on a share award plan to the company’s employees 
are generally tax deductible for the company when certain 
conditions are met. One option for acquiring the shares to be 
awarded is that the external party administering the share award 
plan acquires the shares from the stock exchange on behalf of the 
company and delivers them to the participants of the share award 
plan on behalf of the company. It has not been clear whether in 
such an arrangement, the share acquisition cost is regarded as a 
tax deductible expense for the employer company.

There has been a recent ruling from the Central Tax Board 
regarding the matter (KVL:2017/55). In the case in question, 
the external party administering the share award plan of a listed 
company would establish a holding company, which would acquire 
the shares of the listed company. The listed company would 
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grant the holding company a credit limit in order for the holding 
company to acquire the listed company’s shares. The loan would 
be paid off with the acquisition cost of the shares when the holding 
company gives the shares to the participants of the share award 
plan. 

The Central Tax Board ruled in the case in question that the listed 
company would have the right to deduct the acquisition costs 
of the shares in its taxation. The amount of the deductible costs 
would correspond to the payments the listed company would make 
to the holding company equivalent to the acquisition costs of the 
shares.

Previously, it has been confirmed that a corporate income tax 
deduction is available when publicly traded shares of an employing 
company is acquired via a stock exchange and provided to 
employees pursuant to an employee equity scheme. However, the 
amount deductible is generally limited to the lower of: (1) the price 

paid by the company to acquire the shares or (2) their fair market 
value (FMV) on the date of delivery, the lower of these less the 
price paid by the employee, if any, to acquire the shares. The new 
ruling of the Central Tax Board confirms a broader interpretation 
of what costs are accepted as deductible.

The ruling is not yet final but the Tax Recipients’ Legal Service 
Unit has appealed against it. Thus, it remains to be confirmed if 
the Central Tax Board’s decision remains valid.

Poland
The Polish authorities have implemented new provisions 
regarding the taxation of income from share award plans.  
The new rules entered into force in January 2018.

On one hand, it is now deemed by law that any income received by 
the taxpayer with reference to the given source of income (e.g., 
employment relationship) shall be treated as received from the 
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main source of income (i.e., employment income), unless a specific 
treatment applies. 

At the same time, under the amended rules, incentive schemes 
based on shares of companies from countries, which have a double 
tax treaty with Poland will be eligible for special tax treatment 
including a 19% flat rate tax treatment at sale only (deferred 
taxation) if specific conditions are met. When the deferral is 
applicable, the Polish entity does not act as a tax remitter with 
respect to such income, and there is no tax withholding and 
the employees pay tax according to a flat 19% tax rate at sale 
instead of progressive rates up to 32% at vest. No social security 
contributions are payable in this case either. 

Under the Polish tax law, it might be possible to defer the moment 
of taxation from the delivery of the shares to the sale of the shares 
when certain conditions are jointly fulfilled. 

One of the conditions for the deferral is that the incentive scheme 
is adopted based on a resolution of the shareholders’ annual 
general meeting. Under the new provisions, the deferral may be 
applied only if there is a clear, direct resolution allowing to adopt 
the incentive scheme. Previously, the deferral was also applied 
when the link to approval of the plan in the shareholder’s annual 
meeting has not been clear.

Due to the new stricter conditions for the deferral, companies who 
have previously applied the deferral may not be able to apply it 
anymore. Such companies should conduct an analysis of the details 
of its share award plan to assess whether the plan meets the new 
conditions set by law for the deferral. An advance ruling could also 
be applied from the Polish authorities regarding the applicability of 
the deferral. 

If the deferral is not applicable, the income from the share award 
plan should be treated as taxable at the time of share delivery 
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as employment income or income from other sources subject 
to progressive tax rates of 18% and 32%. Employment income 
is subject to the social security contributions, and employer 
has withholding and reporting obligations. No social security 
contributions are payable on income from other sources and 
there is no withholding or reporting obligation for the employer. 
However, in order for the income to be “income from other 
sources,” there should be no legal link between the participant and 
the entity granting the shares. 

USA
Due to the US Tax Cuts and Jobs Act, there are several  
changes in the US taxation, which affect executive remuneration.  
The companies operating in the US are advised to clarify the latest 
developments affecting their business. We have summarized a few 
changes, which may have an effect. 

Qualified stock is determined as stock of an employer company, 
which is not readily tradable on an established security market, 
and there is a written plan under which at least 80% of all 
employees who provide services to the company are granted stock 
options or restricted stock units (RSUs). When the requirements 
for qualified stock are met, qualified employees may elect to defer 
for income tax purposes the inclusion in income the amount of 
income attributable to qualified stock. The provision applies to 
stock attributable to options exercised or RSUs settled after 31 
December 2017. 

A US$1 million deduction limit has been available for the 
compensation paid to top executives of publicly traded companies. 
The deduction limit is now further expanded. The definition of a 
covered employee is expanded to include CFOs. In addition, once 
an executive is named as a covered employee, the US$1 million 
deduction limit applies to compensation paid to the executive at 
any point in the future, even after the cessation of services. The 
applicability of the deduction limitation is expanded to foreign 
companies that are publicly traded on an American Depositary 
Receipt and to certain private companies that have publicly 
traded debt. The provision applies to tax years beginning after 
31 December 2017. However, a transition rule can apply to 
compensation paid according to a written binding contract that is 
in effect on 2 November 2017.

After 2017, expenses paid for entertainment activities and 
membership dues, as well as for employee transportation or 
commuting expenses will no longer be deductible. Expenses for 
meals and beverages continue to be deductible at 50%, and are 
expanded to cover expenses incurred for food and beverages 
offered for the employer’s convenience. 
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