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1. Introduction

1.1. General

There are several reasons to do business in Finland. Finland has one of the most competitive economies in the world (WEF Global Competitiveness Report 2006–2007), it is the least corrupt country in the world (Transparency International) and it has been ranked best in the Environmental Sustainability Index (WEF). Finland has also Europe’s top educational system (IMD World Competitiveness Yearbook 2006) and it has been ranked best in knowledge transfer between universities and companies (IMD 2006). In addition, Finland is the only Euro country in Northern Europe and it has strategic geographic position in the expanding markets of Northern Europe and also Baltic-Sea Region. Also the constitutional protection of property is highly advanced in Finland. 
1.2. Legal Framework 

The Finnish legal system is based on written law and is a civil law legal system. Legislative power is exercised by Parliament, the President of the Republic having a minor role. The highest level of government of the state is the Council of State (Government) which consists of a Prime Minister and a requisite number of ministers. Passing laws is a complicated process that usually begins with the Government placing a bill before Parliament. Also individual MPs may propose legislation. Parliament has no official machinery for making or preparing proposals. To be passed, a bill must have the support of a majority in Parliament and it must be signed by the President of the Republic.

Judicial power is vested in independent courts of law, at the highest level in the Supreme Court (“Korkein oikeus”) and the Supreme Administrative Court (“Korkein hallinto-oikeus”).

Finland is a member of European Union. In recent years many areas of Finnish law have been harmonized with applicable EC law. Finland implements the EC directives in general very fast and efficiently.
2. Establishing a business entity

There are six basic legal forms for business ventures in Finland: Private Person Carrying on Trade (yksityinen elinkeinonharjoittaja), Partnership (avoin yhtiö; Ay), Limited Partnership (kommandiittiyhtiö, Ky), Limited Company (osakeyhtiö, Oy), Public Limited Company (julkinen osakeyhtiö, Oyj) and Branch of a Foreign Company (sivuliike). One is free to operate in the legal form of his choice. 

2.1. Private and Public Limited Company 

2.1.1. Formation procedures

The National Board of Patents and Registration holds a Trade Register. The Trade Register provides official information on businesses in the whole country, including data from current and old register entries, articles of association, partnership agreements or rules. The particulars reported by a company in its notice to the Trade Register and the documents attached to the notice are all public information. The Trade Register also delivers certificates. Each limited company must be registered at the Trade Register as a limited company come into existence with the registration. 

The Private Limited Company (“Osakeyhtiö”, abbreviated “Oy”) and the Public Limited Company (“Julkinen osakeyhtiö”, abbreviated “Oyj”) are regulated mainly by the Companies Act (Osakeyhtiölaki, 21.7.2006/624). The Companies Act has been reformed in its entirety on 2006 and it is now modern and comprehensible. 

A limited company may be formed by one or more natural or legal persons. To form a company a written Memorandum of Association that is signed by all the incorporators must be drawn up. The Memorandum of Association shall be dated and it shall contain information on all the shareholders and the shares they have subscribed, the subscription price of the shares, the term of payment of the shares, the members of the Board of Directors and the auditors of the Company. 

The Articles of the Association shall be enclosed to the Memorandum of Association. The name of the company, the domicile (a municipality of Finland) and the line of business shall be mentioned at least in the Articles of Association. 

A Limited Company shall be announced for registration at the Trade Register within three months from the signing of the Memorandum of the Association or the forming of the company shall expire. The registration is regulated in Trade Register Act (Kaupparekisterilaki, 129/1979). The registration is made with basic notification form that shall be given to Trade Register. 

A Private Limited Company shall have a share capital of 2,500 euros minimum and a Public Limited Company shall have a share capital 80,000 euros minimum. The share capital may be provided for either cash or property. Shareholder liability is restricted to the capital invested. 
The main distinction of Public Limited Company and Privet Limited Company is that a privet company cannot turn to the general public for subscription of the shares of the company.

The company acquires legal capacity on the date of registration. Persons that have made a decision and that have taken part on the measures taken on behalf of the company before the company has acquired legal personality through registration will be jointly and severally liable for any obligations that result as a consequence of measures. 

2.1.2. Corporate Governance

2.1.2.1. The General Meeting of Shareholders

Since the company operates first and foremost in favourite of the shareholders, it is natural that the ultimate power of decision is vested in them. The shareholders may use their power of decision in General Meeting. Every shareholder has the right to attend the General Meeting, either in person or through a representative. Shareholders may also decide on matters that are to be decided in General Meeting without holding an actual meeting as long as the shareholders’ vote is unanimous. 
General Meeting resolves the matters that belong to its power of decision according to the Companies Act. The Ordinary General Meeting shall be held within six months from the end of a financial period. The meeting shall decide on adoption of the financial statements, the use of the profit shown in the balance sheet, discharging the Board of Directors of liability, appointing the Board of Directors and on the other issues mentioned in articles of association. 
2.1.2.2. The Board of Directors
According the Companies Act, the company must have a Board of Directors. Members of the Board are elected by the General Meeting of Shareholders, unless otherwise provided in the Articles of Association. The Board of Directors has the power to represent the Company. Unless the Articles of Association require a qualified majority, the decisions are carried by a majority, with the chairman holding a casting vote. 

The Board of Directors is responsible for the management and the proper arrangement of the operations as well as for the proper supervision of the book-keeping and the control of the financial matters of the company. 

If a member of the Board of Directors causes the company harm, either by wilfully or negligently, he may be held liable for damages. The same applies to damage caused to a shareholder or a third person by an act infringing the Companies Act or the Articles of Association.

2.1.2.3. Managing Director

The company may have a Managing Director, but it is not a compulsory organ according to the Companies Act. The managing Director is appointed by the Board of Directors. If the company has a Managing Director, he is charged with the day-to-day management of the company in accordance with the instructions and orders given by the Board of Directors. He has the right to represent the Company in the matters which belong to his duties. In addition, it is the duty of the Managing Director to see to it that the book-keeping of the company and that the financial matters are being handled in a reliable manner. 

The legal authority of the Managing Director is, according to the Companies Act, to undertake measures in the day-to-day management of the company, which are of an ordinary nature. Acts, which, considering the scope and the nature of the company’s operations, are unusual or extensive, may be undertaken by the Managing Director only when authorised thereto by the Board of Directors. 

If the Managing Director, who carries out the business of the company, causes the company harm, either by wilfully or negligently, he may be held liable for damages. The same applies to damage caused to a shareholder or a third person by an act infringing the Companies Act or the Articles of Association.

2.1.3. Company Assets
Since the shareholders are not personally liable for the obligations of the company, but can only be liable to the extent of the capital invested, the Companies Act contains rules for the protection of creditors. The company must have share capital and assets of the company can only be distributed in accordance with the provisions of the law. The distribution of profit must be based on the approved and audited financial statement for the last financial period. The maximum amount of distributable profit is the amount of non-restricted share capital of the company, which is lowered by the amount which, under the Articles of Association, may not be distributed. The company may not distribute assets if the company has been or should have been aware of that the company is insolvent or the distribution of assets has lead to insolvency. 

The General Meeting of the shareholders decides on the dividends on proposition by the Board of Directors. Principally the General Meeting may not decide on amounts exceeding what the Board of Directors has proposed. The company may not grant a monetary loan for the recipient to use them to acquire shares in the company or in the company belonging in the same group. Under certain circumstances, which are provided in the Companies Act, the General Meeting may lower the share capital. However, the share capital may not fall under the level of the minimum share capital.

2.1.4. Accounting
According to Companies Act, a Limited Company must have at least one auditor. In a Public Limited Company at least one of the auditors must be an auditor certified by the Central Chamber of Commerce. An auditor is elected by the General Meeting of Shareholders. 

2.1.5. Taxation
A Limited Company is liable for income tax on all earnings. The tax rate is currently 26 %. Dividends paid to shareholders are regarded as their income and will be taxed accordingly if the shareholder is personally taxable in Finland.

2.2. Branch
A foreign company may establish a branch in Finland. Under Finnish law, a branch, which is established by foreign company and carries on a continuous business from a permanent place of business in Finland, in the name and for the benefit of the foreign company, is regarded as a part of a foreign company. The foreign company must submit a basic notification (statutory notice) concerning its branch to the Trade Register before the branch commences its operations. If the trader opening a branch is from a country outside the European Economic area, it will also need a permit from the National Board of Patents and Registration of Finland for the establishment of the branch. The branch, which is a part of a foreign company, must have a representative, whose domicile is in Finland. The representative must be named in the basic notification (statutory notice).

A branch will be taxable for profits earned in Finland and so related to its permanent place of business in Finland. The representative of the branch in Finland is liable for the income tax imposed on the business of the branch. 

3. LABOUR MARKET
3.1. Introduction
The Finnish labour market is characteristically organised in high levels of both employers and employees. Collective agreements have been widely negotiated and agreed between labour unions and employer unions in purpose to agree about the terms and conditions of work. The largest labour union is SAK and the largest employer union is EK. The state also plays an important role in the industrial relations, especially in framework of the national incomes policy.

One can argue that because of a system of collective agreements, the labour markets of Finland are stable, and there is relatively low amount of labour conflicts such as strikes in Finland. On the other hand, it can also be argued that the labour markets and terms of work are too solid to be transformed quickly to respond to new market conditions.
3.2. Labour Law
Finnish labour law system consists of a large and complicated structure of legal acts. One important piece of legislation is the Employment Contracts Act (Työsopimuslaki, 26.1.2001/55). The main act regulating the collective labour law is the Collective Agreements Act (Työehtosopimuslaki, 7.6.1946/436). The participation of workers to some of the decision making in the enterprises is regulated by the Co-operation within Undertakings Act (Laki yhteistoiminnasta yrityksissä, 30.3.2007/334). Also separate laws regulate issues such as working time, annual holidays and health and safety of the workers.

The following will deal with the central areas of Finnish labour law system.
3.2.1. Collective Labour Law

The relation between employers and employees is to a large extent regulated through so called “collective agreements”. These agreements are negotiated between the respective organisations (unions) of employers and employees. These agreements are regulated by the Collective Agreements Act.

The agreements protect the right of the employees to organise. Further, the employer is obliged to negotiate with the union(s) on a number of issues, e.g. before making decisions that materially affect the working conditions of the employee. When concluded, the collective agreements lay down general rules, norms, for the individual contract of employment. The agreement can cover issues such as wages, planning of work hours and dispute settlement procedures in case of a conflict between employer and employees.

The general applicability of the collective agreements is of central importance. The principle means that even employers who are not members of an employer organisation and not a party to any collective agreement are nevertheless obliged in certain cases to follow the terms of the relevant collective agreement.

Under the Employment Contracts Act, the minimum requirement concerning employment relationships is that the employer follows the term in the relevant business branch’s nation-wide and representative collective agreement for an employee performing this similar work.

Terms and conditions of labour agreements may become binding either through membership of employer in an industry union or through general applicability. The general applicability of the collective agreements is decided in each particular case on the basis of representativity of such an agreement. It is usually required that at least the members of the relevant industry union employ 50 % of the employees in the industry. It is also required that the agreement is applicable nation-wide.

The duty to follow the general binding stipulations of the collective agreement applies only to employer. These agreements do not set any duties on an employee.

3.2.2. Collective Labour Law

The most important act of law regulating conditions of employment is the Employment Contracts Act.
A contract of employment may be concluded for a specified or an unspecified term. However, certain circumstances must exist if an individual is to be engaged only for specified term. A contract of employment may be concluded in any form.

Generally, a 40 hours week with an eight-hour working day is applied in Finland. However, under many collective agreements, the hours of work are agreed to be less than 40 hours per week. Compensation for overtime and shift working are regulated by law and collective agreements.

The wage of an employee can be regulated by the collective agreements or be negotiated individually between employer and employee. Even if an individually negotiated agreement, the employer is always obliged to provide for sick pay. The employees also have a legal right to a certain amount of paid vacation each year. Employees also have a right to maternal/paternal leave in connection with childbirth.

Finally, an employer must have a valid reason for terminating a contract of employment. Basically, an employer can terminate a contract of employment for personal reasons (personal reasons on the part of the employee) or for economic reasons (lack of appropriate work for the employee(s) and where reassignment cannot reasonably be expected). These grounds for terminating a contract of employment are set by law. Termination of a contract of employment or other discrimination of employees or applicants on the grounds of sex, health, race, religion, age, political or union activity or similar reasons is illegal unless the employee cannot fulfil his or her assignment and it is not possible to reassign the employee.

4. TAXATION
4.1. Introduction
The Finnish taxation system aims at a structure that is consistent internally as well as competitive internationally. The system is based on global taxation, which means that if a legal or natural person is taxable under Finnish law, all income is taxable in Finland regardless of where it comes from.

4.1.1. The Income Tax Act (Tuloverolaki, 30.12.1992/1535) is a general act covering all types of income. However, the net income from business profits and income from professional activities as well as income from agriculture are determined, for the purposes of income taxation, under the provisions of the Act on Income from Professional Activities (Laki elinkeinotulon verottamisesta, 24.6.1968/360 )and the Act on the Taxation of Farm Income (Maatilatalouden tuloverolaki, 15.12.1967/543), respectively. 

Income subject to tax is defined as the taxpayer’s annual receipts in money or money’s worth. The main principle is that receipts are subject to tax unless there is explicit provision to the contrary. 

4.2. Income Taxation of Individuals
What comes to natural persons, their taxable income is divided in earned income and unearned income (investment income). 

4.2.1. Earned Income

Earned income is defined as any income other than investment (unearned) income. The Income Tax Act defines the following typical forms of income that fall within the earned income category:

· salaries, wages (including all fringe benefits) and  pensions 

· certain insurance compensations

· the earned income share of business income 

· the earned income share of dividends distributed by non-listed companies and disguised dividend

· royalties and other similar remuneration in respect of copyrights, if these rights are a consequence of a taxpayer’s own activity

Deductions within earned income category include certain costs necessary to acquire the income in question.

The tax on earned income is levied according to a progressive tax scale decided annually by the Parliament. 

4.2.2. Unearned Income (investment income)

Investment income is defined as the proceeds from capital, gains from the disposal of assets (capital gains) and other income yielded by assets. 

The Income Tax Act lists the following examples of income that fall within this category:

· dividends for the most part

· interest and rental income

· distributions by investment funds

· gains on the sale of shares, bonds, real estate and similar assets

In addition, the category of investment income includes the investment income share of certain types of income, such as:

· profits from business

· agricultural income

The share is calculated annually on the basis of the net wealth of an enterprise and is at most either 10 or 20 per cent of the net wealth.

In general, a taxpayer is entitled to deduct from investment income all expenses incurred in acquiring and maintaining such income.

The tax rate on unearned income is currently 28 per cent.

4.3. Taxation of Business Profits

A company that is taxable in Finland or has a permanent place of business in Finland must pay income tax of business profits. The current tax rate is 26 % for companies. The tax rates for individuals who carry on business activities are the same as for income from employment.

The rules governing taxation of business activities are generally the same for both limited companies and for public limited companies. For the purposes of taxation a taxpayer’s various business activities and professional activities are treated as one single source of income.

The Act on the Taxation of Business Profits and Income from Professional Activities defines tax base for taxation of business profits as the difference between the proceeds and expenses (net income) of a business or profession. Business profits and professional income subject to tax are defined in money or money’s worth derived from economic activity. Income from capital falls under business activities if the capital in question has been invested in the business. 
Taxable income is strongly linked to company’s accounting with minor adjustments based on taxation reasons. In general, all income from business activities is taxable and the expenses are deductible if they are incurred for the purpose of acquiring or maintaining this income. The fact that it was the taxpayer’s intention to incur a particular expense for this purpose is usually the decisive test for deductibility.
As a rule, chargeable profits are allocated for purposes of taxation to the tax year in which goods are delivered or services rendered and an allowable expense is allocated to the year during which the obligation to pay it arises. In certain cases, however, profit equalisation may be possible. For example, in the case of products which take a long time to manufacture, expenses and income may be allocated according to the degree to which manufacture is complete if the same principle is followed in accounting. In certain limited cases, the taxpayer also has a right to create untaxed reserves provided that they are entered into the taxpayer’s accounts. These reserves become taxable at current rated, if dismantled.

If the income profits show a net loss, this loss can be carried forward for the purpose of income tax and set off against income from the same source in the subsequent ten tax years. Losses are deducted in the order in which they are incurred. 

4.4. Value Added Tax

Value added tax is a general multi-stage, non-cumulative tax on consumption. VAT is broad-based tax on most goods and services. It is levied at each stage in the production and distribution of goods and services and is then reported to the state. However, the accumulation of the tax is prevented by means of a deduction system. In practise, it is thus the difference between VAT on sales (output VAT) and VAT on purchases (input VAT) made, which is paid to the state. Value added tax is a consumption tax, because it is paid by the end consumer.
4.4.1. Tax Liability

Value added tax is a general tax which affects nearly all consumption of goods and services. Business engaged in the commercial sale of goods and services are taxable persons. 

VAT is imposed on the sale of goods and services, on imports, on intra-Community acquisitions of goods and on removals of goods from warehousing arrangements. In principle, the scope of application of VAT covers any consumption of goods and services.  The supply of goods and services in the course of business is taxable unless explicitly exempted in the VAT Act (Arvonlisäverolaki, 30.12.1993/1501). The supply of goods means that the owner of tangible property transfers the owner’s right to dispose of that property. The supply of services means any transaction, which does not constitute a supply of goods.

Even if today all sales of goods and services are in principle liable for tax, the sale of certain goods and services is free of tax. Exempted from tax are for example:

· hospital and medical care 

· social welfare services

· educational services

· financial and  services

· real property

· lotteries and money games

The supplier of exempt goods and services do not report output tax to the state and nor has the right to a deduction of input tax.
4.4.2. International trade

Under the VAT act, a foreign business is defined as one whose domicile is outside Finland. Foreign businesses are subject to VAT on the commercial sale of goods and services in Finland. In other words, the supply of goods or services in Finland is taxable regardless of whether the supplier is established in Finland or not. If a foreign enterprise does not have a permanent place of business in Finland and has not applied for taxable status for selling in Finland under the requirements of the VAT Act, VAT is levied usually on the purchaser. At their request, foreign enterprises can always become liable for tax in Finland provided that they appoint a tax representative established in Finland.

Finland is a part of the EU internal market that in value added taxation means that there are no formalities at the frontiers between other EU Member States and Finland and the value added taxation is domestic taxation. Imports from third countries that are non-EU countries are taxed at the frontier on importation. As a rule, trade between taxable businesses in the internal market is based on the country of destination principle. This means that the taxable seller in Finland does not pay tax on the sale of goods transported to a buyer in another Member State. The zero-rating in intra-Community supply also imposes VAT on the buyer in intra-Community acquisitions. The seller of the goods must also make certain that the buyer is VAT-registered in the other Member State and that the VAT number is valid. 

4.4.3. Tax Rate

Vat is levied as a certain percentage of the taxation base. The standard rate of VAT in Finland is currently 22%. Sometimes, the lower rates of 17% (e.g. to food and animal feed) and 8% (to books, medicines, admissions to commercial sporting facilities, sporting events, cultural and entertainment events) apply.
4.4.4. Formal Regulations

All persons and entities liable for tax are obliged to apply for registration and to declare and pay VAT. Liability to VAT does not arise if a company’s turnover stays below € 8.500 during the company accounting period. The VAT-liable person must file a Monthly Tax Return to the Regional Tax Office. 
4.5. Excise Duties

Excise duty is a special consumer tax. Excise duties are levied on certain selected products produced in Finland or received from another EU Member State as well as on products imported into Finland from outside the EU. Taxation is carried out by the Customs Authorities. The provisions on the taxation procedure are given jointly for all types in the Excise Taxation Act.

4.5.1. Harmonized Excise Duties

In the Member States of the European Union, including Finland, excise taxation of alcohol and alcoholic beverages, manufactured tobacco and mineral oils (liquid fuels) is harmonized by directives. 

4.5.2. National Excise Duties

National excise duties are levied in Finland on soft drinks, electricity and certain fuels. In addition, the packages of alcoholic beverages and soft drinks are subject to beverage packaging tax. Lubricating oils and preparations are subject to a tax having the nature of an excise duty, and a landfill tax is collected on waste delivered to landfills. Each type of those taxes is governed by a specific law.

4.6. Real property tax

Real property situated in Finland is subject to real estate tax. The revenue goes to the local municipality. Land used in forestry or agriculture is exempted. Real estate tax is payable by those who own taxable property at the beginning of the calendar year. The amounts of real estate tax are based on the tax value of the real property. Tax rates vary in different municipalities between 0.5% and 1.0 % of tax value.  The rate for houses used for living is between 0.22% and 0.5% of tax value.

5. THE LEGAL PROFESSION
5.1. General

In Finland there is no monopoly concerning legal consultancy and representation of clients. Practically anybody can advise on and assist in legal matters, also professionally. However, there are very few such advisers who have not taken a Master of Laws degree. 
The legal education takes place at three different universities in Finland: in Helsinki, Turku and Rovaniemi. The faculty of law in Helsinki is the biggest one of the faculties. The education is provided in two official languages of Finland (Finnish and Swedish) as Finland is a bilingual country. In general, a law degree takes five and a half years to complete, and upon graduation the student receives the Master of Laws (LL.M.). 

5.2. The Finnish Bar Association

The Finnish Bar Association is an organization pertaining to public law, which is regulated by the Act on Advocates of 1958. The Bar Association has about 1.750 members, who are thus designated "advocates" (in Finnish: asianajaja; in Swedish: advokat). Law firms additionally employ about 550 associates. Of the advocates, about 130 are municipal public legal advisers. Legal aid offices also employ more than hundred legal advisers who are not members of the Bar Association.
Practising lawyers who are not members of the Bar Association may perhaps not meet the requirements for an advocate, or may prefer not to submit to the obligations of an advocate. Lawyers who have recently graduated from university, for instance, or lawyers who have just started practising or transferred from other fields of law, do not fulfill the requirements, neither do part-time lawyers. 

Anyone applying for membership in the Bar Association must have completed a Master of Laws degree (LL.M.), entitling him to hold a judicial office, and he must be known to be a person of integrity. Furthermore, he must have several years experience in the legal profession and other judicial duties. He must also pass a special examination covering the basic elements of the legal profession and professional ethics. An advocate must be independent and autonomous in relation to the government and all other quarters with the exception of his client. 
5.3. Professional Ethics

Professional legal ethics consist of several ordinances, specific combinations of instructions and legal practice. The basic requirements established for an advocate by the rules of professional ethics are honesty, professional secrecy regarding confidential information of the client, and the preservation of his confidence more generally. An advocate must try to achieve a solution which is most favourable for his client. 
5.4. Responsibility

In terms of penal or indemnity liability, the responsibility of an advocate does not differ in principal from the responsibility of other citizens. Every advocate must, however, take out a liability insurance covering damages emanating from anything but premeditation or gross negligence. Lawyers outside the Finnish Bar Association do not have the same responsibility. The Bar Association has also established a compensation fund, which van cover damages emanating from criminal conduct of an advocate.
An advocate has, furthermore, a professional responsibility. The Board of the Bar Association must control that advocates fulfil their duties according to professional ethics. This supervision and responsibility materialize through disciplinary actions. If a breach against ethics and/or law is evidenced, the Board may, among other possible disciplinary measures, dismiss an advocate from the Bar Association. 
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