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The terms of pay and emoluments of top executives are a central part of the
instruments of supervision of owner interest used for influencing the behaviour,
motivation and commitment level of the management. As the State is an important
shareholder in major companies, it is necessary to define the guidelines by which it
would be appropriate to develop, in the next few years, the terms of pay and
emoluments of the management of State-owned companies, so that the
supervision of owner interest would be functioning as well as possible in this
regard. The pay terms are also essential in the recruitment of business
management resources, in which the State-owned companies must be resourced
for equal competition fringe with other companies. Then it is not only a question of
basic salary and fringe benefits, but also of the other conditions and benefits
included in the employment contracts of the Managing Director/Chief Executive
Officer and Directors.

In recent years, bonus and incentive schemes have gained an ever-stronger
foothold in the pay system of not alone the management but also of the whole
personnel. These schemes are aimed more and more to increase motivation and
efficiency and to make the top management in particular commit itself to activities
and decision-making that comply with the owner's interest. In the State's
ownership policy, the role and significance of the management and personnel are
considered to be of almost equal importance for the company's success, since the
Government Decision-in-Principle on the State's Ownership Policy underlines the
importance of incentives in the motivation of the whole personnel as well, at the
same time as new incentive schemes are being introduced for the management.

The emoluments are divided into remunerations in money paid by the company
and into those bound to shareholding. The latter type can only be used in publicly
listed companies. As more and more State-owned companies have become publicly
listed, the incentive schemes bound to shareholding have aroused wider interest in
the State's ownership policy, too. The Government Decision-in-Principle on the
State's Ownership Policy states, among others, that "the commitment and
incentive schemes applied in listed companies shall, as appropriate, aim at the
shareholding of the management. These schemes shall encourage the
management to measures supporting the company's profit-making and dividend-
payment abilities and to rising shareholder value, complying with the owner
interest in as effective and sustainable a manner as possible."

In terms of the State's supervision of owner interest, the most important
administrative body in a company is its Board of Directors. Thus it is essential that
the Board of Directors of the company commits itself as far and in as sustainable a
manner as possible to acting in compliance with the owner's interest. The amount
of the emolument paid to a member of the Board of Directors is a central factor
contributing to his motivation, and the right proportioning of this emolument to the
responsibility is very important.

On the basis of the studies and assessments made, the Cabinet Committee on
Economic Policy considers it justified that the terms of pay and emoluments of the
top management and members of the administrative bodies of State-owned
companies and associated companies will be developed, in the next few years,
according to the following guidelines:



1. The pay terms of the top management of State-owned companies and
associated companies (basic salary + fringe benefits) shall be comparable
to those of the competitors, so that these companies can compete in the
recruitment of management resources that are as competent as possible.

2. In the employment contracts of Managing Directors and other top
executives, there shall be no terms allowing retirement under 60 years of
age. The salary from the term of notice and the severance pay shall not be
overproportioned, but the aim should be to follow the general practice or to
come to solutions that are similar to this practice (the general practice is 6
months + 6 months).

3. The bonus of top management shall be fixed so that it is no more than
40% of the annual salary, unless there are special grounds for higher rates,
e.g. grounds related to the competitive situation of the branch. When fixing
the rates, the simultaneous use of incentive schemes bound to shareholding
shall be taken into consideration as a moderating factor on a case-by-case
or a company-by-company basis.

4. In the development of the incentive schemes of top management, it is
justified to abandon the use of the conventional option model, when, at
discretion, a profit-based indexed option model, or preferably a bonus-
scheme where the major part of the remuneration is paid in shares of the
company can be used as appropriate.

5. Its is also justified to make, as far as possible, the top executives commit
themselves and to motivate them through their wallets by "obliging" them
to acquire the company's shares, for example, in connection with share
issues and/or share offerings and to hold them - during a certain pre-set
minimum period of time - as a condition for the payment of certain
incentive bonuses.

6. The emolument level of the members of the Supervisory Boards of State-
owned companies and associated companies is very competitive at the
moment, and thus it will not require any adjustments in the next few years.

7. The emoluments of the members of the Boards of Directors of State-owned
companies and associated companies shall be kept comparable to those of
the competitors, which is more or less the current situation.

8. The development of new incentive schemes for top executives in State-
owned companies shall go hand in hand with the development of incentives
that motivate the whole personnel.

9. The development of the bonus and incentive schemes for the top
management, experts and members of the administrative bodies of State-
owned companies is to be continued. This development shall most urgently
focus on the challenges and requirements arisen from the rapid
international changes of technology companies and concerning the
development and application of the bonus or incentive schemes.

Appended Memorandum 3a

1 Profit-based incentive option model

The basic characteristics of the model are as follows:



1. The number of available incentive stock options will be decided in advance
at discretion.

2. The period during which bonus is earned will be dimensioned so that it
covers 3 - 5 financial years.

3. During the subsricption period, determined in advance as a period of
certain duration after the earning period, the beneficiary has an option-
based right to subscribe for available shares if the conditions stated below
are fulfilled.

4. An option-based right to share subscribing is achieved if the following two
conditions are fulfilled:

1. The price of the company's share has developed at least as good as
or better than the average for the reference group (point 6)

2. (a) The development of the company's result during the period
concerned is at least as good as or better than forecasted
or
(b) The development of the company's result during the period
concerned is at least as good as or better than the average for the
reference group.

5. The subscription price of the share is the company's average rate in the
reference year reduced by the percentage by which the average rate has
exceeded the average rate level of the reference group during the period
extending from the base year to the reference year. The effect of dividend
may be taken into account. The subscription price may, however, not be
lower than the rate level, possibly corrected by the effect of dividend, at the
time for the decision upon the introduction of the option model.

6. The reference group is formed of a representative number (at least 5) of
European companies in the sector concerned.

7. The evaluation of how good/bad the company's result is will be made using
an indicator/indicators determined in advance (e.g. economic value
added/return on capital/earnings per share/total return on shares).

8. The calculation of the index and/or the indicator used in the comparison is
done by a(n international) brokerage firm/investment bank and is binding.

Appended Memorandum 3b

Share-related bonus and incentive scheme

1. Bonus period

3 years

2. Bonus rate

Initially, each person concerned gets a number of shares corresponding to
the salary from six months



3. Decision upon and payment of bonus

After approval of the annual financial statements

Bonus rate bound to the relative success of the company

60% in cash and 40% in the form of shares

Bonus only to those who are employed by the firm at the time for payment

Restriction on the negotiability of the shares

4. Target groups

Top executives of Groups and Divisions

5. Criteria for premium and bonus rate

Profit/profitability criteria

Reference group

Change as relative value

Minimum bonus in the case of median position in the reference group, maximum
bonus if placed among the best fourth

6. Production of comparative data

Independent "brokerage house", which also interprets the data in case of
disagreement

7. Taxation aspects

Bonus liable to taxation (Income Tax Act)

Unclear whether EPA (Employment Pension Act) contributions be paid or
not


