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A.1 Income taxes

1.1 Tax liability

1.1.1 Under which conditions are non-resident workers liable to tax?

1.1.1.1 Domestic law

Non-resident individuals are subject to limited tax liability in Finland. A foreign national is non-resident if he has his main abode abroad and does not continuously stay in Finland for more than six months. Finnish citizens living abroad are non-resident if they provide evidence that they lack substantial ties to Finland, or if they have been living abroad for at least three years since the end of the year they left Finland. According to the Income Tax Act 9 § (ITA, 1535/1992), non-residents are only subject to taxation in Finland for their Finnish-sourced income. Income derived from Finland is defined in ITA 10 §. Salaries paid by the State, a Finnish municipality or any other domestic statutory body is, regardless of the state in which the employment is exercised, income sourced in Finland. 


Salary paid by a private sector employer located in Finland is income sourced in Finland, provided that the income is derived in respect of employment exercised solely or primarily on the territory of Finland. Both conditions must be fulfilled, otherwise the income is not sourced in Finland. However, if the employer is located abroad but has a permanent establishment in Finland, the salary is derived from Finland if the employment has been exercised on behalf of the permanent establishment. If the employment is primarily exercised in Finland, the whole salary is generally considered as sourced in Finland. The employment is regarded as primarily exercised in Finland if more than one half of the work is done in Finland.
 In case law it has been considered possible that only a part of the salary is derived in respect of employment exercised primarily in Finland, and hence taxed as income sourced in Finland, whereas the rest of the salary is considered as sourced abroad. The division is made in proportion to how much work is conducted in Finland and abroad (Supreme Administrative Court, SAC 1994/3616). Remuneration for lectures held by a non-resident in Finland are usually regarded as sourced in Finland.


Since 2007 special rules apply to so-called “hired out labour” (ITA 10.1 4c §). The actual employer is a foreign company that only leases the worker to a Finnish party. Salaries paid by a foreign employer in respect of employment exercised in Finland is regarded as Finnish sourced income in situations where the employee is hired out by the foreign employer to work for a party established in Finland. The income is sourced in Finland regardless of where the employer is situated and the length of the employee’s stay.
 The hired out employee is responsible for payment of the tax. However, tax treaties generally limit the right to tax hired out labour.
 

1.1.1.2 Specific topics arising from Community law / the Nordic tax treaty

According to the Nordic Tax Treaty special rules apply to cross-border commuters living in a municipality on the borderline between Finland, Sweden and Norway. Provided that certain circumstances are met, only the state of residence may tax the salary, even though the salary is sourced in Finland. Only the Nordic tax treaty and the tax treaties concluded with Belarus, Estonia, Lithuania, Latvia, Georgia and Moldavia allow taxation of hired out labour in the country where the employment is exercised.
 


Due to certain inconsistencies with community law, the provisions relating to withholding taxation of non-resident’s salary and pension income has been amended. These, and other related matters, will be discussed further in chapter 1.2.2.

1.1.2 Under which conditions do migrant workers become tax residents?

1.1.2.1 Domestic law

Individuals are either subject to limited or unlimited tax liability in Finland (ITA 9 §). Finland does not apply the nationality or citizenship principle. The tax liability of individuals is determined on the basis of residence. Individuals who are considered resident in Finland are taxed for their entire income, whether derived from Finland or abroad (unlimited/global tax liability). By contrast non-resident individuals are liable to tax only on their income derived from Finland (limited tax liability). A person can be regarded as resident for a part of the year, and hence subject to unlimited tax liability for income attributed to this part of the year, and non-resident for the rest of the year.

An individual is considered as resident if he has his main abode in Finland or if he is continuously present in Finland for a period of more than six months (ITA 11.1 §).

What constitutes a “main abode” is not defined in the Income Tax Act. The term is generally considered to refer to the long-term home of a person, hence a temporary home does not qualify as a person’s main abode. A person has his main abode were he has his center for personal and economic interests. The fact that a non-resident person owns or rents an apartment in Finland, does accordingly not automatically make him resident for tax purposes. It is not necessary to be recorded in the population register in Finland for a person to be considered as resident. However, if the person is recorded in the population register, he will be considered as resident in Finland, unless evidence showing otherwise is provided. The evaluation is made case-by-case, taking into account all relevant factors. If a non-resident individual renounces his abode abroad, and arrives to Finland with the intent to permanently settle down, he will be considered as resident from the day on that he arrives. However, if a person retains his home in another country when moving to Finland, it has to be determined separately whether his home in Finland can be considered as his main abode according to ITA 11 §.
 

Regardless of where a person has his main abode, he will be resident for tax purposes if he is continuously present in Finland for a period of more than six months during one or two calendar years. The reason for the stay does not matter. Temporary absences from Finland do not interrupt the continuous stay. What constitutes a temporary absence or a continuous presence is not mentioned in the Income Tax Act, but the Supreme Administrative Court (SAC) has handed down some decisions on this matter. There is no clear time limit for how long a temporary absence can last without interrupting the continuous stay, but there are some indications that suggest that the critical line lies around two months.
 Simply to spend all weekends abroad is considered as a temporary absence (SAC 1986 B II 502). A person who lives abroad, but daily comes to Finland for work, is not resident here (SAC 1987 B 506). Nor does merely spending the weekends in Finland result in residency. However, in SAC 1990 B 501 an individual who lived abroad but who spent most of each week in Finland, was considered resident for tax purposes.

1.1.2.2 Specific topics arising from Community law / the Nordic tax treaty

Article 4 (residence) of the Nordic Tax Treaty as well as most other tax treaties concluded by Finland, follow for the most part with the OECD model tax convention. There are only a few tax treaties with significantly divergent rules, e.g. the tax treaty with Bulgaria (11/1986). Furthermore, the domestic rules on how residency in Finland is established show considerable resemblance with those of the other Nordic countries. Since an EU-member state is allowed to independently decide on what constitutes tax liability within the country’s borders, there should per se not be inconsistency with community law.
 
1.1.3 Under which conditions does tax residency cease to exist?

1.1.3.1 Domestic law

If an individual is resident solely on the basis of his continuous presence, i.e. his main abode is not in Finland, he will be subject to limited tax liability from the day following the day of his departure. However, if he has his main abode in Finland, he will be considered as resident for tax purposes even after he has left Finland. 

Finnish nationals are subject to somewhat different rules. A Finnish national is resident the year he leaves Finland and the three following calendar years, unless he can prove that he does not have “substantial ties” to Finland (ITA 11 §). If the person proves that he lacks substantial ties when he leaves Finland, he will be considered as non-resident upon emigration. If he on a later occasion than the time of emigration provides evidence that he at that point of time lacks substantial ties, he will be non-resident from the beginning of the tax year following the year during which his substantial ties ceased to exist. After the three years time has passed, a Finnish citizen can still be resident if he himself or the tax authorities demand so and prove the existence of “exceptionally strong substantial ties” to Finland. The following factors indicate that substantial ties to Finland exist: the taxpayer has no permanent abode abroad, he stays abroad solely because of studies or to receive health care, he conducts business or owns real estate in Finland or his family has its main abode in Finland.
 Furthermore, relevance has also been given to the following factors: the length of stay in Finland, income derived from Finland and belonging to the Finnish social security system.
 The residence article of tax treaties normally solve dual-residence situations caused by the three-year rule in favour of the other state. This limits the right of Finland to tax its nationals on the basis of the three-year rule. Finland has, however, concluded several tax treaties in which both states are granted the right to tax dual-resident individuals.
 International double taxation due to the three-year rule is in these situations eliminated by Finland through the credit method. 

Once a Finnish citizen is non-resident, he will regain residency only under the same conditions as foreign nationals, i.e. by either moving his main abode to Finland or by staying continuously for over six months in Finland.

1.1.3.2 Specific topics arising from Community law / the Nordic tax treaty

The three-year rule is somewhat problematic from a community law perspective, since the three-year rule distinguishes between Finnish and foreign nationals. The three-year rule can cause discrimination and can also be seen as an obstacle to free movement. The three-year rule leads under certain circumstances to situations where Finnish nationals are taxed more severely than non-nationals.
 A change in policy has occurred that Finland does not anymore included the three-year rule into new tax treaties.
 The three-year rule is, for instance, not included in the Nordic tax treaty. 

1.2 Taxation

1.2.1 What are the general tax rates on employment income – a brief description

Since 1993 Finland has applied a dual income tax system according to which an individual taxpayer can have two categories of income: capital income and earned income. Each type of income can further consist of three different sources, namely: business income, personal income and agricultural income. Earned income could in simplified terms be defined as every form of income that does not qualify as capital income, consequently earned income mainly consists of wages, salaries and pensions. 

Resident individuals are subject to unlimited tax liability. Employment income, i.e. salaries of resident individuals are subject to state income tax, municipal income tax and church tax. The state income tax is levied at a progressive rate. Municipal income tax and church tax are levied at proportional rates. The state income tax rate table is annually issued by the Parliament. The following table applies as of 1 January 2009 (945/2008):

	Taxable income (EUR)
	Tax on lower amount (EUR) 
	Rate on excess (%)

	13,100 – 21,700 
	8
	7

	21,700 – 35,300 
	610
	18

	35,300 – 64,500
	3,058
	22

	64,500 – 
	9,482
	30.5


Each municipality levies upon its residents a proportional municipal tax. The municipal income tax is set annually by the municipal council on the basis of the municipal budget. The tax rate ranges in 2009 from 16.5 to 21 per cent, depending on the municipality (926/2008). Members of either the Evangelical Lutheran Church or the Orthodox Church pay church tax. The church tax is levied on the income as assessed for the municipal income tax. Church tax is imposed at flat rate varying between 1 and 2 per cent depending on the municipality (1130/2006). 

There are four forms of deductions from employment income: deductions for expenses incurred in acquiring or maintaining the income, deductions allowed in both national and municipal income taxation, deductions which may only be claimed in state income taxation and, finally deductions which may only be claimed in municipal income taxation. Furthermore there are certain deductions claimed directly on the payable tax. 


Interest expenses are deducted from capital income and only if the interest expense is related to the acquisition of taxable income, the acquisition or repair of the taxpayer’s or his family’s permanent dwelling or study loans guaranteed by the Finnish state (ITA 58 §). The amount of deductible interest is unlimited. Interest on debts incurred to finance private consumption (e.g. living expenses) or to acquire tax exempt income are not deductible.
 Deficit in the category “capital income” is under certain circumstances partly credited against the taxes payable on earned income. The deficit credit is generally equal to 28 per cent of the loss, however, in case the loss is due to interest on loans which the taxpayer has taken for the acquisition of his first dwelling, the percentage is raised by two points to 30 per cent. The maximum credit is limited to EUR 1,400. The credit is increased by EUR 400 for one child and EUR 800 for two (or more) children the taxpayer has to support (ITA 131-134 §).  

Non-resident individuals are subject to limited tax liability, and are consequently taxed only for their Finnish-sourced income. Two different methods are used for taxing Finnish-sourced income derived by non-residents: final withholding tax or taxation through assessment. 

Income derived from Finland mentioned in the Withholding Tax Act 3 § (WTA, 1558/1995) is subject to a final state withholding tax. The tax rate depends on the type of income. According to WTA 7 § salary of a non-resident is generally subject to a 35 per cent withholding tax in Finland. The withholding tax is levied on the gross income. No deductions are available except a basic deduction of EUR 510 per month or EUR 17 per day (WTA 6 §). In order to get the deduction a tax card must be presented to the employer. If the taxpayer only receives income subject to withholding tax, no tax return has to be filed. No tax is levied if the income does not exceed EUR 17 (WTA 16.3 §). Most forms of capital income are levied with a final withholding tax. Since withholding taxation is based on the gross amount income, no deductions are allowed for interest expenses, or any expenses for that matter. 


All forms of income not mentioned in WTA 3 § are subject to taxation through assessment. If the Tax Assessment Act (TAA, 1558/1995) is applied to income derived by non-residents, they will be taxed in the same way as resident taxpayers. Employment income, i.e. salary, derived from Finland is primarily subject to withholding tax. However, provided that certain circumstances are met, salaries received by non-residents can be subject to taxation through assessment. Earned income of persons subject to limited tax liability will be taxed according to the Tax Assessment Act, if the taxpayer is resident in an EEA Member State and at least 75 per cent of his total net earned income during the tax year is sourced in Finland (TAA 13 §). Non-resident taxpayers fulfilling these requirements will be taxed for their salaries as residents tax payers, i.e. with a progressive state income tax and a proportional municipal tax. The municipal tax levied on the income is based on an average of all municipal tax rates, and is paid to the state (TAA 15 §). Non-resident taxpayers are entitled to the same deductions as resident taxpayers. Each taxpayer fulfilling the requirements has to individually claim taxation in accordance to the Tax Assessment Act.


In certain cases also capital income of non-resident individuals can be subject to taxation through assessment.
 All deductions are granted that also are available for resident individuals, even qualified interest expenses.
 Even the deficit in the category “capital income” is under the same cirumstanses as for resident individuals partly credited against the taxes payable on earned income.
1.2.2 Which rules apply specifically for workers migrating to your country?

In Finnish domestic tax law the term “salary” has a very broad meaning covering any benefit or remuneration based on employment or public service. Certain forms of expense remuneration paid by an employer to a non-resident worker is tax exempt in Finland (WTA 4.2 §). The remuneration has to be paid separately from the salary and the non-resident worker must have his primary place of work abroad. Remunerations for travel tickets, fright charges and accommodation costs are tax exempt only if the payments are made on the basis of receipts. Daily allowances are tax exempt provide that the allowance is within the domestically confirmed limits.
 


Non-resident workers subject to withholding taxation for their Finnish-sourced salary income are not entitled to the deductions available to resident workers. Non-resident workers are only entitled to a basic deduction of EUR 510 per month. The deduction is EUR 17 per day if the working period does not amount to a month (WTA 6 §). The deduction is also granted for Saturdays and Sundays. Non-resident workers subject to taxation through assessment for their Finnish-sourced salary income are entitled to the same deductions as resident workers (WTA 13a §). However, due to the fact that other forms of income may be taxed differently for residents and non-resident, the deductions may also vary.
 


Finnish withholding tax on salary and pension income discriminated earlier against non-resident individuals. Pensions and salary income of non-resident individuals were subject to a 35 per cent withholding tax and deductions were not allowed for non-residents, whereas resident individuals were subject to a progressive tax scale and were entitled to deductions.
 This resulted in situations where especially low income earning non-residents were taxed at a higher rate than resident individuals receiving income of the same amount. The Commission initiated an infringement procedure in 2001 which resulted in the conclusion that the Finnish tax legislation failed to conform to EC Treaty requirements.
 Furthermore the ECJ stated in the Turpeinen-case
 that the withholding taxation of Finnish-sourced pensions of a non resident individual constituted an indirect discrimination on the basis of an EU citizen’s nationality. The Withholding Tax Act was amended as of 1.1.2006 and took its current shape. Deductions that were earlier only available to resident individuals were now made available also to non-resident individuals subject to taxation through assessment.


A temporary act was enforced in 1995, the Act on Foreign Experts’ Income (AFEI, 1551/1995), with the purpose to attract foreign experts to Finland.
 Under the Act a withholding tax of 35 per cent is levied on foreign experts’ salary income instead of progressive state income tax and municipal tax. The withholding tax is levied on foreign employees provide that: 1) the individual becomes resident in Finland at the beginning of the period of employment, 2) the salary is at least EUR 5,800 a month during the whole period of employment, 3) the work requires special expertise, and 4) the individual is not a Finnish national and has not been resident in Finland during the five calendar years preceding the year in which he came to Finland. Foreigners teaching at a Finnish university or carrying out research for the public good do not need to fulfil conditions 2 and 3. An individual can be taxed as a foreign expert for a maximum of 48 months (AFEI 2 §). In order to be taxed in accordance with the Act on Foreign Experts’ Income, foreign experts must file an application within 90 days of taking up the employment (AFEI 4 §). This special treatment applies only to Finnish-sourced salary. If the expert qualifies under the act, a withholding tax of 35 per cent is levied on the gross amount of the salary, no deductions are granted.

1.2.3 Which rules apply to workers migrating from your country?

1.2.3.1
Rules for the avoidance of double taxation

International juridical double taxation of resident individuals is domestically eliminated through the so called “Method Act” (The Act on the Elimination of International Double Taxation, MA, 1552/1995). The Method Act is applied both in situation where there is a tax treaty and where no treaty has been concluded. In tax treaty situations, however, double taxation is always eliminated at least to the extent that the tax treaty requires. The Method Act applies to Finnish income taxes, corporate taxes, municipal taxes and church taxes (MA 1.4 §). 


The credit method is applied as the main method, unless tax treaties, international agreements or specific domestic provisions require the exemption method to be applied (MA 2 §). Only foreign state taxes paid for the same item of income over the same time period are credited. Other forms of taxes, e.g. local taxes, are, however, credited if the tax treaty requires it (MA 3.2 §). The Method Act does not credit taxes paid in another state with respect to Finnish-sourced income. The credit is an ordinary credit, i.e. the credit may never exceed the amount of taxes payable for the same income in Finland (MA 4.1 §). Taxes paid abroad are thus never repaid in Finland. Due to the EU Savings Directive the credit granted for taxes payable on foreign interest can, in exceptional cases, be higher than the Finnish tax on interest.
 Credit is neither granted for tax-exempt income. There is, however, one exception to the rule. Foreign taxes paid on dividend, which in most cases is partly tax exempt in Finland, may still be credited for the total amount.
 A taxpayer is entitled to credit only for his own taxes, the credit can thus not be transferred from one person to another. The maximum credit is determined separately for each country, income source (i.e. business income, agriculture income and personal income) and in respect of individuals for the income category (i.e. earned income and capital income). Consequently, for individuals the tax on several separate items of income all belonging to the same income category and from the same country are added up. The calculations are based on the net income. On the taxpayers written request the part of the foreign tax exceeding the maximum credit is carried forward. The foreign tax which was not credit is deducted in the following year from Finnish taxes on the same category of income derived from the same state and source.


The exemption method is applied if a tax treaty or another international treaty requires it. Finland applies an exemption with progression, meaning that the exempt income is still taken into account when determining the progressive tax rate for the individuals other earned income (MA 6 §). After the progressive tax on the total income has been determined, a sum corresponding to the proportion between the exempt income and the total income is deducted. When calculation the amount of foreign income, expenses incurred in acquiring and maintaining the income are deducted. Since capital income is taxed at a proportional tax rate, the exemption with progression –method does not affect the taxation of other capital income. 

To obtain credit for foreign taxes a written request has to be made by the taxpayer. The taxpayer must provide the tax authorities (the regional tax office) with evidence regarding the amount of foreign tax, the basis on which the tax is paid, proof that the tax is final and that the tax in fact has been paid (MA 8 §).

The Income Tax Act includes a so called “tax ceiling” which can be applied in situations where earned income of resident individuals include such items of earned income from tax treaty nations that are tax-exempt in Finland (ITA 136 §). The rule targets situations where the total tax on income sourced in Finland and abroad exceeds the tax that would have been levied if all the income was only Finnish-sourced. In theses situations the taxes levied in Finland are reduced so that the total tax does not exceed what would have been paid in taxes if the total income was sourced only in Finland. 

The Finnish tax legislation does not include any special rules for eliminating foreign exit taxes. If an individual becomes resident for tax purposes, he will be subject to the same rules of elimination of double taxation as all other resident individuals.
 Certain tax treaties however include specific rules on how to eliminate exit taxes levied in the country of emigration.
 

Depending on the tax treaty and the item of income concerned, double taxation is either eliminated through the exemption method or credit method. The ordinary credit method is used as the primary method in most Finnish tax treaties. However, the exemption method is often still used in respect of certain items of income, e.g. pensions.
 

There are only a few tax treaties, generally older ones, concluded by Finland that refer to the exemption method as primary method.
 Even when the exemption method is the primary method in a tax treaty, double taxation of certain items of income is usually eliminated with the credit method, e.g. dividends, royalty and interest. 


Finland has concluded a few tax treaties where fictive taxes paid in the other state will be credited (tax sparing credit).
 

With respect to certain items of income, international double taxation is eliminated directly by provisions in the respective act. In these situations the Method Act is not applied. 


According to the main rule resident individuals are subject to unlimited taxation in Finland for their global income. Regardless of the main rule, salary derived by a resident individual from employment exercised abroad lasting for a continuous period of at least six months, is under certain circumstances tax exempt in Finland (“the six-month rule” ITA 77 §). The exemption applies only to salaries or wages from employment exercised abroad, other forms of earned income, e.g. pensions, scholarships, unemployment benefits etc. are excluded from the six-month rule. The stay in a foreign country has, furthermore, to be due to the employment in that country. The taxpayer is allowed to visit Finland on average for 6 days per month. In the case of force majeure exceptions are made to the strict rules on what is considered as a continuous period. Expenses incurred in acquiring and maintaining the tax-exempt income are not deductable. The employer can both be Finnish or from a foreign country. However, the six-month rule does not apply to persons employed by the State of Finland, a Finnish municipality or any other domestic statutory body. To avoid double non-taxation the six month rule is not applied in situations where the tax treaty grants the state of residency (i.e. not the state where the employment is exercised) the primary right to tax the salary. The six-month rule is neither applied in situations where the 183-day rule prohibits taxation in the state of employment.


Finland does according to ITA 9.2 § generally not tax Finnish-sourced interest received by a non-resident individual. No tax is levied on interest which is derived from debts from foreign trade, assets deposited in a bank or another financial institution, Finnish bonds, debentures or other mass instruments of debts and loans not considered as equity investments. Interest is tax exempt regardless of whether the state of residence taxes the interest or not. 

1.2.3.2 Exit taxes

Finnish domestic law does not currently resort to exit taxes in the full meaning of the word, e.g. taxation of not yet realized income upon emigration of an individual. 

However, there is one provision in the Business Income Tax Act 53f § (BITA, 360/1968) and ITA 45.2 § which is to be considered a form of an exit tax-rule. Essentially the rule is a recapture of a previously enjoyed tax exemption. A company reorganization through the exchange of shares may be carried out without tax consequences provided that certain requirements are met. The provision postpones the capital gain’s taxation until the time when the shares are sold. However, the benefit is forfeited if the taxpayer decides to emigrate and becomes non-resident according to Finnish domestic law (ITA 11 §) or a tax treaty within three years from the end of the year in which the tax exempt exchange took place.
 The benefit will be taxable income of the year during which the taxpayer emigrated. After the three years have passed the shareholder may emigrate without triggering tax consequences. Tax treaties do generally not limit Finland’s right levy an exit tax type of tax.

The exit tax rule is problematic from an EC-law perspective. It can be argued that the rule is an obstacle to the free movement of workers.
 It has also been argued whether the three-year rule could be seen as a form of an exit tax. 


Finland does generally not tax capital gains of non residents, even in the situation of emigration. However, if the income is considered sourced in Finland, as in the case of capital gains of real estate situated in Finland and shares in real estate companies, capital income tax is levied in Finland (ITA 10.1 §). Article 13 (7) in Nordic tax treaty contains an exit tax rule which gives the state of emigration the right to tax capital gains from the disposal of shares within 10 years from the year of emigration. Since no corresponding exit tax exists in domestic Finnish law, the rule lacks relevancy in case of emigration from Finland.
 The tax treaty with Germany (18/1982) holds a provision in article 13 (5) that allows the state of emigration to levy an exit tax at the time of emigration on capital gains on a substantial holding of company shares. The tax treaty with Great Britain (2/1970) article 14 (7) grants each state the right to levy a tax on capital gains derived by an individual who is a resident of the other Contracting State and has been a resident of the first-mentioned Contracting State at any time during the five years immediately preceding the disposal of the assets.
 According to the tax treaty with Turkey article 13 (61/1988) capital gains derived from a source state may be taxed in that contracting state if the time period does not exceed one year between acquisition and alienation. Usually the exit tax articles do not apply in relation to Finland.  

1.3 Deviations between the rules applicable between the Nordic countries and the rules applicable versus other countries

Finland has concluded about 70 income tax treaties as well as a few tax-related agreements (e.g. on the exchange of information etc.). Finland has only concluded one multilateral tax treaty, i.e. the Nordic Tax Treaty. Most of the tax treaties, including the Nordic Tax Treaty, follow the OECD model tax convention. However, the Nordic Tax Treaty has certain features that differ from the model convention and most of the other tax treaties concluded by Finland. Only features concerning the taxation of workers will be discussed. 

As already mentioned previously, the Nordic Tax Treaty is one of the few tax treaties that include special rules on hired out labour. It seems, however, likely that Finland will, if possible, include similar provisions on hired out labour in future tax treaties. This is because hired out labour can be taxed according to domestic tax legislation. Likewise the provision on cross-border commuters is unique, since Finland does not have rules regarding commuters with other neighbouring or near by situated countries (i.e. Russia and Estonia). The Nordic Tax Treaty, like most other tax treaties, applies the credit method as the primary method for relieving double taxation. However, in contrast to most other treaties concluded by Finland, the Nordic Tax Treaty applies the exemption (with progression) method in respect of salary income which according to the treaty can be taxed in the other country (article 25 (3c)).
 

A.2 Net wealth taxes

The tax on net wealth was abolished in 2006 (1141/2005). During the last year before the abolishment of the Wealth Tax Act, a 0.8 per cent wealth tax was levied on net wealth exceeding EUR 250,000 (727/2004). The abolished Wealth Tax Act included general rules regarding the valuation of taxable assets. In order to allow for valuation principles to be used in other contexts, a new separate Act regarding the valuation of taxable assets was enacted (1142/2005). 

A.3 Social security contributions

3.1 Liability to pay

3.1.1 Under which conditions is there a liability to pay for employment exercised by migrant workers?

3.1.1.1 Domestic law

The Finnish social security system is complicated.
 It consists of several different separately regulated contributions that are paid either by the employer, the employee or both. The rules applicable in situations of cross border movement vary considerable between the different types of contributions, the country of destination/origin and depending on the length of stay. Due to the complexity of the rules, only a brief and very general description will be delivered in this report. 

A person is subject to social security contributions if he belongs to the Finnish social security system. This main rule applies both to persons migration from and to Finland. There are two different ways a person can be part of the social security system, either through employment or through residence.
 

Employment based social security 

In case the social security is based on employment in Finland the following social security contributions shall be paid: unemployment insurance contribution (työttömyysvakuutusmaksu / arbetslöshetsförsäkringspremie), earnings related pension contribution (eläkevakuutusmaksu / pensionsförsäkringspremie), accident insurance contribution (tapaturmavakuutus / olycksfallsförsäkring) and often also a group life insurance contribution (ryhmähenkivakuutus / grupplivförsäkring). Both the employee and the employer contribute to the unemployment insurance and the earnings related pension scheme.
 The employer is furthermore responsible for the accident insurance contribution and the group life insurance contribution. The employer is responsible for the withholding and payment of the employee’s part of the contributions. Additionally the employer’s social security contribution and the employee’s health insurance contribution are based on employment. Theses two contributions are, however, described under the following subtitle “Residence based social security”.


The employer is obliged to pay the unemployment insurance contribution under the same circumstances as he is obliged to pay the accident insurance contribution. The employer pays the contributions for all his employees, provided that the employer has engaged workers for at least 12 working-days a year (Accident Insurance Act 10 §, AIA, 608/1948). The employee is obliged to pay his share of the unemployment insurance contribution if he is covered by the unemployment insurance scheme. There are numerous exceptions to these main rules.
 Both contributions are paid directly to the accident insurance institution of the employer’s choice. 


A private sector employer is obliged to pay the earnings related pension contribution if he employs a person between 18 and 67 years of age, provided that the salary is at least EUR 49.93 per month (Employees Pensions Act 4 §, EPA, 395/2006). The earnings related pension scheme is deductible for tax purposes. The employer can take out a statutory pension insurance at a pension insurance company or an industry-wide pension fund, or by setting up a company pension fund independently. Somewhat different rules apply to persons employed by the public sector, farmers, seamen, self employed etc.
 The contributions are levied on the gross salary income.

Residence based social security

All the social security contributions which are not determined through employment are primarily based on residence. There are two categories of social security contributions that are based on residence: the employer’s social security contribution and the employee’s health insurance contribution.
 These contributions are obviously not paid if the person residing in Finland does not work. The general social security contribution (työantajan sosiaaliturvamaksu / arbetsgivarens socialskyddsavgift) is paid by the employer and consists of two parts: a national pension contribution (kansaneläkemaksu / folkpensionspremie) and a health insurance contribution (sairausvakuutusmaksu / sjukförsäkringspremie).
 Employees likewise pay a health insurance contribution, which in turn can be divided into a medical care (MC) contribution (sairaanhoitomaksu / sjukvårdsspremie) and a daily allowance (DA) contribution (päivärahamaksu / dagpenninspremie). The contributions respective benefits are administrated by the Social Security Institution (SSI) and collected by the tax authorities.

The employee’s health insurance contribution is regulated in the Health Insurance Act (HIA, 1224/2004). According to HIA 2 § an individual is insured in Finland, and obliged to pay the MC- and DA-contributions, if he is resident in Finland. A person is resident if he lives permanently in Finland, has his primary home and abode in Finland and continuously stays primarily in Finland. Usually a two years stay in Finland will constitute residency. However, the obligation to pay the contribution will also arise if a person who does not reside in Finland works in Finland for at least 4 months. The residency concept in respect of the Health Insurance Act differs from the residency concept of the Income Tax Act. Individuals subject to limited tax liability can therefore still be considered insured in Finland and subject to the contributions, and vice versa. Residency is defined in the Act on the Application of Residency Based Social Security Legislation (1573/1993) 3, 3a, 4, 9 and 10 §.
 However, also taxpayers subject to unlimited tax liability according to the Income Tax Act (ITA 11 §) are liable to pay MC- and DA-contributions when they are covered by the Finnish Health insurance scheme. The Social Security Institution can on request provide the taxpayer with a certificate stating that the tax payer shall not pay the MC- and DA-contribution. The MC-contribution is according to the principal rule levied on the income as assessed for the municipal income tax (HIA 18:14 §) and the DA-contributions is levied on the taxable employment income (HIA 18:15).

The employer is according to the Act on the Social Security Contribution of an Employer (SSCE, 366/1963) 3 § obliged to pay a social security contribution for an employee if the employee is insured in Finland according to the Health Insurance Act. Foreign employers are obliged to pay the contribution only if the income is taxable in Finland and the employer has a permanent establishment here, or the salary is paid by a representative for the employer. The social security contributions are according to the principal rule levied on the salary subject to prepayment of tax (SSCE 4 §).

Moving from Finland

When moving abroad several factors impact on the social security status, for instance, the length of stay, whether the worker is posted, where the employer is situated and the country of destination. According to the principal rule a person belongs to the social security system of the country where he works.
 When a person subject to the Finnish social security system migrates to a foreign country to e.g. work for a local employer, the employment based social security ends immediately as he ends his work in Finland irrespective of the country where the work will be performed. 

When moving to an EU/EEA-member country covered by the EU-Social security regulations 1408/71 and 883/04 (henceforth: the EU-Regulation) the employee will be part of the social security system of the country in which the employment is exercised. Therefore, the residence based social security in Finland also ends upon migration. 

When moving to a country covered by a social security agreement (not EU/EEA-country) the rules in respective agreement shall be followed. Generally the social security contributions shall be paid to the state of employment. If certain contributions or benefits are left out of the scope of the agreement or EU-regulation, domestic Finnish legislation is applied. 

Somewhat different rules apply when moving to a country not covered by the EU-Regulations or a social security agreement. Residence based social security will resume if the stay is temporary and expected to last for less than a year (Act on the Application of Residency Based Social Security Legislation 4 §). The residence based social security can, however, be extended by the SSI under certain circumstances, for instance, if the migrant has strong ties to Finland and is employed abroad by a Finnish company, is a student or researcher (HIA 7 §). 

Posted workers are, however, in a different position. When an employee is posted to another EU/EEA-member country covered by the EU-Regulation, he will remain within the Finnish employment and residence based social security system throughout the posting, provided that the posting lasts not more than 12 months. The employer has to be situated in Finland, the employment has to be maintained throughout the posting and the posted worker has to be covered by the Finnish social security system at the time of the posting either through residence or employment. The employer has to apply for an E101 certificate, provided by the Finnish Centre for Pensions (FCP), with which the worker can demonstrate that he belongs to the Finnish social security system. Otherwise double charging of social security contributions can occur by reason of measures in the country of employment. If the posting lasts longer than a year the worker can apply to the FCP for a continued coverage under the Finnish social security system. Finland then negotiates with the authorities in the country of employment and after an agreement is reached, delivers the decision. Extended social security coverage is usually granted for at most 5 years. Employees posted by a Finnish employer to a country which has a social security agreement with Finland (not being a EU/EEA-country) remain within the Finnish social security system in respect of the benefits covered by the agreement, if the prerequisites of the agreement in question are fulfilled. In respect of other contributions not covered by the agreement, domestic Finnish law is applied. 

In case a worker is being posted to a country not covered by the EU-Regulations or a social security agreement, the situation is even more complicated. First and foremost, the posted employee remains within the Finnish earnings related pension scheme as long as he works for the Finnish employer. After two years in a foreign country, the employer can apply for exemption from the Finnish earnings related pension scheme, provided that the employer has arranged a similar pension insurance in the country of employment. The FCP grants the exemption usually for a limited time period. Furthermore, also the accident insurance will proceed regardless of how long the posting lasts. After two years have passed since the posting and the employment in the foreign country has become permanent, the employee can apply for an exemption from the obligation to insure his employees in Finland. Similar rules apply on the unemployment insurance. 
The social benefits that are dependent on residence based social security follow somewhat different rules. According to the main rule a posted worker will remain within the residence based social security up to one year since the posting. When the social security concerns national pension, family pensions, child and maternity benefits, sickness and housing allowances, the right to obtain these benefits can be extended past the one year limit. Concerning other benefits, the right will be limited to one year. Finnish residence based social security can be extended at most for 5 years at a time and up to 10 years totally. To get an extended residence based social security in Finland, the worker must still have ties to Finland. 

The FCP decides whether posted workers remain within the social security covered by the agreement or EU-regulation, whereas SSI decides on other residence based social security matters not covered by the agreement or EU-regulation.
 

Generally the contributions and premiums are calculated on the basis of the gross income. However, in cases where workers are being posted abroad, the payments are often calculated on the basis of the salary assessed for insurance purposes (so called “Pensionable salary” (vakuutuspalkka / försäkringslön)). The pensionable salary is what would have eventually been paid in Finland if the employment was exercised in Finland. It is hence an estimate of what the salary would probably have been in Finland. If the posting lasts more than six months the earnings related pension scheme, unemployment insurance, group life insurance and accident insurance will be calculated on the pensionable salary.
 The employer’s social security contributions and employee’s health insurance contributions are calculated based on the pensionable salary if the employee receiving the salary is subject to limited tax liability or if the six-month rule is applied on the salary. The fact that the salary income is tax exempt in Finland does not affect the payment of the social security contributions.

Moving to Finland

When moving to Finland mainly four factors impact on the social security status: whether the employer is domestic or foreign, whether the worker posted, where the employee is arriving from and the length of stay. The social security benefits vary considerably depending on which conditions are met. According to the main rule a person belongs to the social security system of the country where he works. 


Individuals moving to Finland to work for a domestic Finnish employer are usually immediately covered by the employment based social security, regardless of the country of departure or length of stay. The employer has to provide all his employees with the employment based social security (unemployment insurance, earnings related pension scheme, accident insurance and usually a group life insurance) as of the beginning of the employment and pay respective contributions. 

The rules concerning the residence based security is dependent on the length of stay. Full coverage under the residence based social security is achieved if the residence is considered permanent or shall last at least 2 years.  However, foreign employees in Finland are subject to the health insurance scheme if the employment in Finland lasts for at least 4 months. In such cases employees are liable to pay the employee’s health insurance contribution. In case of a Finnish employer, the employer is liable to pay employer’s social security contribution.

Employees from EU/EEA states will be covered by other residence based social security benefits by way of the EC Regulation 1408/71 even though the employment in Finland would not last for 2 years. 

The residence based social security for workers from countries with which Finland has concluded an agreement depends on the content of the applicable agreement. Usually residence based social security to the extent covered by the agreement will set in immediately as the employment begins. Finnish benefits not covered by the agreement are available only if the worker has his permanent residence in Finland. 

Individuals from other countries, i.e. countries not covered by the EU-Regulations or a social security agreement, are subject to the residence based social security only if the stay in Finland is permanent (e.g. last for longer than 2 years). No distinction is made between whether the worker is posted by a foreign company or hired by a Finnish employer. 


Posted workers from EU/EEA-countries are not subject to the Finnish social security system if they provide the E101 certificate issued by the country of origin. The social security coverage in the state of origin can be prolonged up to 5 years. The treatment of posted workers coming from countries covered by a social security agreement differs somewhat depending on the agreement. However, most social security agreements are very similar to the EU-Regulation. If the employee is posted to Finland for at least 2 years, he will be qualified for all residence based social security benefits not covered by the agreement. 
Posted workers from other countries are according to the main rule subject to the same rules as any other person moving to Finland for the purpose of employment. However, if the posting is temporary, i.e. shorter than 2 years, an earnings related pension scheme does not have to be provided to the worker. The FCP can based on application prolong the exemption. The exemption does not affect the obligation to pay other social security contributions. If the work in Finland lasts for at least 4 months the employee will be subject to the employee’s health insurance. The unemployment and accident insurance contributions shall be paid in accordance with the main rules in AIA 10 §. If the employer has a permanent establishment in Finland, the employer’s general social security contribution shall also be paid. However, if the employer has no permanent establishment in Finland and the work lasts for longer than 4 months, it is merely a recommendation that the employer’s general social security contribution is paid.
 
3.2 Contributions paid

3.2.1 What are the general social security contribution rates – a brief description
For each employee a private employer has to pay a general social security contribution varying between 2 – 5.1 per cent.
 The rates of the contributions are calculated based on the employees’ wages before taxes. The social security contribution is 3.05 per cent for other employers than private sector employers.
 Individuals covered by the national health insurance pay a health insurance contribution to the Social Insurance Institution. The insurance contribution is 1.98 per cent, and consists since 2006 of a health care component (1.28 per cent) and a daily allowance component (0.70 per cent). The health care insurance contribution is 2.19 per cent for self-employed persons. The medical care contribution is 1.28 per cent and the daily allowance contribution 0.79 per cent for entrepreneurs. Only the daily allowance component is deductible for income tax purposes.  The unemployment insurance contribution paid by the employee is 0.20 per cent. The employer’s share of the unemployment insurance contribution is 0.65 per cent if wages are below or equal to 1,788,000 EUR. The contribution is 2.7 per cent of wages exceeding 1,788,000 EUR. The employment pension contribution is on the average 22 per cent. Employees under 53 years of age pay a pension contribution of 4.3 per cent; older employees pay 5.4 per cent on salary income. The employer’s share of the employment pension contribution is on the average approximately 16.8 per cent of the salary. The accident insurance premium will vary in accordance with the risk of accident in the work. The premium varies between 0.3 – 8 per cent but is on the average 1 per cent. The group life insurance contribution is roughly 0.07 per cent where applicable.

3.2.2 Do any rules apply specifically for immigrant workers? 
Finnish domestic social security regulations do not include any further special regulations for migrant workers. However, individuals which are subject to the social security system in Finland on the basis of residence receive better benefits than those who are subject to the social security system only on the basis of employment. The 4 month rule might be regarded as problematic from an EU-perspective since it can lead to indirect discrimination of foreign workers, especially workers from the European Union.
 For instance, according to the Act on the Application of Residency Based Social Security 3a § Finnish citizens returning home after staying abroad are usually immediately covered by the residence based social security.
 By contrast workers from an EU/EEA-country have to work for 4 months to achieve residence based social security, unless the stay is intended to be permanent. Individuals working under 4 months are hence without any residence based social security coverage whereas Finnish employees in similar situations are covered. 

3.3 Deviations between the rules applicable between the Nordic countries and the rules applicable versus other countries

Social security coverage in situations where individuals are moving to countries not covered by the Nordic Social Security Agreement or the EU-Regulation have been described above. Therefore only differences between the Nordic Social Security Agreement and the other social security agreements will be discussed here.

Finland has concluded bilateral social security agreements with only a few countries not falling under Regulation 1408/71: Australia, Canada (separate agreement with Quebec), Chile, Israel and USA. The Nordic Social Security Agreement and other agreements with EU/EEA-member states mainly only supplement what is stated in the EU-Regulations.

There are certain common factors in most of these treaties but also several differences. Most of the agreements are very limited in their scope of application and concern primarily pensions and posted workers. The Nordic Social Security Agreement has a considerably wider scope of application than other agreements concluded by Finland. The agreement concerns almost all benefits by the SSI, whereas most other agreements only concern certain specific benefits. Other agreements do generally not either concern students or other individuals not working. Another special trait of the Nordic Social Security Agreement is that non-working individuals belong to the social security system of the country in which they are registered in the population register. The Nordic Social Security Agreement differs from other agreements and EU-Regulation also in the sense that family members accompanying a posted worker normally remain covered by the social security system of the country where the employee is posted from.

B.1.3 VAT and excise duties on goods crossing a third country border

B.1.3.1 Imports

For Value Added Tax purposes, imports are roughly defined as goods entering the European Union Value Added Tax area (EU VAT area) from countries (third countries) or areas (exceptional areas) outside the EU VAT area.
 For excise duty purposes, imports are broadly defined in a similar way as products entering the European excise duty area (EU excise duty area) from countries or areas outside the EU excise duty area. 

The EU excise duty area is roughly the same as the EU VAT area and therefore the term EU tax area is often used to refer to both areas in question.
 The EU tax area broadly corresponds with the geographical area of the European Union. The so-called exceptional areas, e.g. Åland Islands, are areas that fall under the geographical territory of the EU, but do not belong to the EU tax area. These areas are treated for import VAT and excise duty purposes in the same way as third countries, such as e.g. Norway and Iceland. 

This article will describe imports by individuals, mainly from a Finnish perspective, and the most fundamental and widely harmonized VAT and excise duty rules concerning situations where individual carrying goods enters the EU tax area.
 Certain Finnish car tax rules will also be addressed briefly to the extent that they regard use of imported motor vehicles. The Finnish car tax rules concerning cars imported as removal goods and temporary Tax-free use has been problematic from the point of EC Law.

B.1.3.1.1 Main rules

As a general rule, all goods imported by individuals are subject to VAT at the same rate that applies to sale of similar goods within the Member State in which the importation takes place, regardless of why or for what purposes the goods are imported. This is i.a. to avoid a non-taxation situation and thereby preventing an individual from gaining a possible unfair advantage by buying goods VAT free from outside the EU tax area. Normally the importer is liable for the VAT on import. 

VAT rates significantly vary both between the Members States and between different products. Hence, the applicable import VAT rate on similar products also varies from Member State to another. In Finland the standard VAT rate is 22 per cent and the reduced rates are 17 and 8 per cent (Value Added Tax Act 1501/1993, VATA 84, 85 and 85a §). The reduced 17 per cent rate, which will decrease to 12 per cent from 1.10.2009, is applied on food and animal feed. The reduced 8 per cent rate is applied on e.g. books, pharmaceuticals and art objects. 

Excise duties levied on alcohol and alcoholic beverages, electricity and certain fuels, tobacco products and liquid fuels have been harmonized within the EU tax area.
 Moreover, in several Member States non-harmonized national excise duties are levied on certain other products than those mentioned above. For example in Finland national excise duties are levied among other products on soft drinks and beverage packages.
 As a general rule, importation of excisable products into a Member State, where such products are liable to either a harmonized or a national excise duty, are in addition to import VAT also subject to excise duty. Generally the importer is liable for excise duty on import. Like VAT rates, excise duty rates significantly vary both between Member States and between different excisable products.
 

Taxation of motor vehicles has not been harmonized in the EU tax area. According to the principal rule, a one-time registration tax (car tax) must be paid in Finland before the imported vehicle can be registered and legally used on public roads (Car Tax Act 1482/1994, CTA 1 §). Generally the tax must be paid in full, regardless of e.g. how long the vehicle will be used in Finland. The taxable value of a vehicle is its general retail sale value and the tax percentage is graduated according to the carbon dioxide (CO2) emissions of the vehicle (CTA 6 and 11 §). The liability to pay car tax lies primarily with the person who is entered in the Finnish vehicle register as the owner of the vehicle (CTA 4 §).

B.1.3.1.2 Exceptions

For i.a. administrative reasons and to avoid possible double taxation, there are several exceptions from the general VAT and excise duty rules described above. Maybe the most remarkable exceptions from a private person’s viewpoint are the harmonized rules concerning import tax allowances for travellers and so-called removal goods.
 Also other imports of a non-commercial character are generally free of VAT and excise duty.
 Moreover, the CTA includes a special rule for motor vehicles imported as removal goods as well as certain special rules for temporary Tax-free use of motor vehicles.

B.1.3.1.2.1 Permanent

According to article 4 of the Council Directive 2007/74/EC Member States shall on the basis of either monetary thresholds or quantitative limits, exempt from VAT and excise duty goods imported in the personal luggage of travellers, provided that the imports are of a non-commercial character. In Finland these rules have been implemented in the Act on Excise Duty (1469/1994, AED) and in the VATA. 
A person is generally allowed to import into Finland VAT- and excise duty-free 4 litres of still wine, 16 litres of beer and either 1 litres of strong alcoholic beverages (over 22 per cent) or 2 litres of alcoholic beverages (max 22 per cent)(VATA 95b § and AED 19b §). Furthermore, a person is generally allowed to import into Finland VAT- and excise duty-free 200 cigarettes or 100 cigarillos or 50 cigars or 250 grams of pipe and cigarette tobacco (VATA 95a § and AED 19a §). In addition to the above mentioned products under restriction of quantity, an air or sea passenger is normally allowed to import other products VAT- and excise duty free for a value of at most EUR 430 (VATA 95d §).
 The maximum limit for passengers in other than air or sea traffic is EUR 300 (VATA 95d §).
 This limit is applied also when a passenger arrives into Finland on board an aircraft or a boat that is in recreational use (VATA 95d §).
 If an imported product is worth more than the monetary thresholds in question, import VAT must be paid for the whole value of that product (VATA 95d §). Excise duty must generally be paid only for the part which exceeds the above mentioned quantitative limits.

According to article 2 of the Council Regulation No 918/83 personal property (removal goods) imported by natural persons (immigrants) transferring their normal place of residence from a third country to the customs territory of the Community shall under certain circumstances be admitted free of import duties. Hence, immigrants can normally import their personal property into Finland VAT-free (VATA 94.1 § p. 12). Personal property means e.g. cycles and motor cycles, private motor vehicles and their trailers, camping caravans, pleasure craft, private aero planes and any property intended for the personal use of the persons concerned or for meeting their household needs.
 Personal property is not such goods as might indicate, by their nature or quantity, that they are being imported for commercial reasons.
 No relief is granted for alcoholic products, tobacco and tobacco products, commercial means of transport and articles for use in the exercise of a trade or profession, other than portable instruments of the applied or liberal arts.
 Importations of these goods are subject to normal VAT and excise duty rules mentioned above. 

The car tax, which must be paid before the imported vehicles can be legally used on public roads in Finland, is under certain circumstances reduced by a maximum of EUR 13,450, if the vehicles has been imported as removal goods (CTA 25 §). Also a person who has stayed in Finland temporarily before moving to Finland permanently is under certain circumstances entitled to this reduction (CTA 25.3 §). Importation of the fuel contained in the standard tank of a motor vehicle as well as a quantity of fuel not exceeding 10 litres contained in a portable container, are under certain conditions free of VAT and excise duty (VATA 95c § and AED 19c §).
 

B.1.3.1.2.2 Temporary 

Temporary importation is a custom procedure which allow the use in the customs territory of the Community, with total or partial relief from import duties and without their being subject to commercial policy measures, of non-Community goods intended for re-export without having undergone any change except normal depreciation due to the use made of them.
 Generally, only goods placed under the custom procedure of temporary importation can be temporary imported and used free of VAT and possible excise duty.
 According to the principal rule, the maximum period during which goods may remain under the temporary importation procedure is 24 months.

For example private yachts and boats owned by non-EU residents and registered outside the EU tax area can be placed under the custom procedure of temporary importation and consequently used VAT-free for a limited period within the EU-tax area. 

The CTA includes special rules for temporary Tax-free (car tax) use of motor vehicles in Finland. Vehicles imported by persons permanently resident outside the EU tax area are considered as so-called tourist cars and can under certain conditions be temporarily used in Finland without being subject to car tax (CTA 2.2 §). The vehicle is under no circumstances allowed to be used for longer than six months, continuously or interruptedly, during a period of twelve months (CTA 2.2 §). Moreover, a tourist car shall be placed under custom procedure of temporary importation in order to be used free of import VAT. Because CTA rules for temporary Tax-free use differs from the rules for custom procedure of temporary importation, there can be situation, where a tourist car can be used free of car tax but not free of import VAT and vice versa.

When a person permanently resident outside the EU tax area brings into Finland a vehicle registered in some other country than Finland, and the vehicle is to be used in the business of a company situated somewhere else than in Finland, the vehicle can under certain conditions be used free of car tax, but not for more than seven months (CTA 34a §).
 A person who permanently lives in Finland and whose place of employment is in a country outside the EU tax area, may temporarily use a vehicle free of car tax on Finnish roads, provided that the vehicle is permanently registered in that other country and owned or controlled by his employer and used exclusively for purposes of his occupational tasks (CTA 34b §). A company car can, under certain circumstances, be used temporarily in Finland free of car tax by a so-called cross-border employee who works in a state outside the EU tax area, is resident in Finland and uses the car in both states (CTA 34c §).

B.1.3.2 Exports

A basic principle of the EU VAT system is that all consumption within the EU tax area should be subject to VAT, whilst consumption outside the area should not. This principle appears also in the general import VAT rule described above. According to this principle and to prevent possible double taxation, goods which are bought within the EU Tax area but consumed outside the area should be free of EU VAT. This principle is i.a. included in articles 146 and 147 of the VAT Directive. According to the articles in question, Members States shall under certain circumstances exempt from VAT transactions according to supply of goods dispatched or transported to a destination outside the EU tax area. In Finland these rules have been implemented in paragraphs 70 and 70b of the VATA. 
In so-called tax-free sales (special tourist sales) the buyer pays VAT at the time of purchase but receives a VAT refund later. Tax-free sales are e.g. possible only to tourists domiciled outside the EU and Norway, when the minimum value of the purchase is EUR 40 and when the goods are exported from the EU tax area as new, unused, within three months after the sale. (VATA 70b.1 §) 

Moreover, goods can be sold VAT-free at a customs warehouse or from a warehouse situated in an airport, to an individual travelling to a destination outside the EU tax area (VATA 70b.3 §). Only alcoholic drinks, tobacco products, chocolate and confectionery, perfumes, cosmetic preparations and toilet articles can be sold exempt to a traveller, whose domicile is in Norway (VATA 70b.3 §). 
The regulations mentioned above governing VAT-free sales do not normally concern sales to tourists domiciled in Norway. Hence, sales to these tourists are generally subject to VAT in a normal way described above. This is because such sales are subject to the Agreement concerning taxation of baggage in passenger traffic between Denmark, Finland, Norway and Sweden and concerning duty-free sales at airports in those countries (Signed at Stockholm on 26 March 1980).  According to the article 1 of the mentioned Agreement, goods shall normally be subject to tax in the country of purchase (county of origin). 

Excisable products can normally not be sold free from excise duty even to travellers or other individuals domiciled outside the EU tax area. This leads to a double-taxation situation if the products bought within the EU tax area are also subject to excise duty in the country of destination. As an exemption from the general rule, excisable products can under certain circumstances be sold Tax-free from a custom warehouse situated in an airport (AED 20.2 §).
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� For further details on the regulations, see Helminen 2009B, p. 484-485.


� Hellsten, p. 175 and 180.


� For further information of the separate social security agreements concluded by Finland, see Hellsten, p. 183-185 and Työkomennus ulkomaille 2007, p. 6-8 and 33 ff. 


� Työkomennus ulkomaille 2007, p. 12 ff.


� For further information on the recommendation, se Ulkomaisen yrityksen työnantajavelvollisuudet, Publication of the National Board of Taxes 281.09 2.2.2009, p. 1-2.


� The social security contribution was 2.801 – 5.901 per cent until 31.3.2009.


� The social security contribution for other employers was likewise lowered at the same time from 3.851 to 3.05 per cent.


� Taxation in Finland 2009, s. 20-21.


� Committee for Constitutional Law, statement 22/2004 vp.


� See Työkomennus ulkomaille 2007, p. 45-46.


� Compare with the term intra-Community trade, which refers to trade between EU Member States, i.e. trade between countries within the EU tax area.


� The EU excise duty area is defined in articles 5 and 6 of Council Directive 2008/118/EC of 16 December 2008 concerning the general arrangements for excise duty and repealing Directive 92/12/EEC of 25 February 1992 on the general arrangements for products subject to excise duty and on the holding, movement and monitoring of such products. The EU VAT area is defined in articles 5 and 6 of Council Directive 2006/112/EC of 28 November 2006 on the common system of value added tax (VAT Directive). Notice that the EU tax area differs from the so-called EU custom duty area. Custom duties will, however, not be discussed here.


� Moreover, it is also worth to notice that importations of certain products are subject to different restriction and prohibitions. Different restrictions and prohibitions will not be discussed any further.


� See e.g. case C-365/02, Lindfors, judgment of 15 July 2004, case C-232/03, Commission v. Finland, judgment of 23 February 2006 and case C-144/08, Commission v. Finland, judgment of 4 June 2009.


� See Council Directive 2008/118/EC repealing Directive 92/12/EEC. See also e.g. the Council Directive 2003/96/EC of 27 October 2003 restructuring the Community framework for the taxation of energy products and electricity.


� For a detailed description of the Finnish national and the harmonized excise duties see Juanto, Leila: Valmisteverolainsäädäntö (Lapin yliopistokustannus 2008).


� Generally only the minimum rates have been harmonized within EU tax area. 


� For other exceptions than those mentioned in this article see e.g. Council Directive 2007/74/EC of 20 December 2007 on the exemption from value added tax and excise duty of goods imported by persons travelling from third countries, Council Regulation (EEC) No 918/83 of 28 March 1983 setting up a Community system of reliefs from customs duty, paragraphs 16-21 of the Finnish Act on Excise Duty (1469/1994) and paragraphs 94-96 of the Finnish Value Added Tax Act (1501/1993).


� See articles 4-6 of the Council Directive 2007/74/EC, 19 § of the AED and 95 § of the VATA.


� See also article 7 of the Council Directive 2007/74/EC.


� See also article 7 of the Council Directive 2007/74/EC.


� See also article 7 of the Council Directive 2007/74/EC.


� See e.g. CTA 19d §.


� Article 1 of the Council Regulation (EEC) No 918/83.


� Article 1 of the Council Regulation (EEC) No 918/83.


� Article 1 of the Council Regulation (EEC) No 918/83.


� Article 11 of the Council Directive 2007/74/EC.


� Article 137 of Council Regulation (EEC) No 2913/92 of 12 October 1992 establishing the Community Customs Code.


� The provisions on temporary importation are contained in articles 137-144 of the Council Regulation (EEC) No 2913/92 and in articles 553-584 of the Council Regulation (EEC) No 2454/93 laying down provisions for the implementation of Council Regulation (EEC) No 2913/92 establishing the Community Customs Code, as amended by Commission Regulation (EC) No 993/2001 of 4 May 2001 amending Regulation (EEC) No 2454/93 laying down provisions for the implementation of Council Regulation (EEC) No 2913/92 establishing the Community Customs Code.


� Article 140 of the Council Regulation (EEC) No 2913/92.


� See also the Council Directive 83/182/EEC of 28 March 1983 on tax exemptions within the Community for certain means of transport temporarily imported into one Member State from another.





