NB: Unofficid trandation
Minigtry of Labour, Finland

PAY SECURITY ACT (866/1998)
(as amended by acts No 438/2000 and 78/2001)

Chapter 1
Generd provisons

Section 1
Purpose of the Act

The purpose of the Pay Security Act isto ensure payment of employees dams arising from an
employment relaionship in the event of the employer's insolvency.

Section 2
Scope of gpplication of the Act

Employees are entitled to pay security if

1) the work concerned was done in Finland; or

2) the work was done abroad in the service of a Finnish employer and the employee is domiciled
in Anland.

Work done in Finland does not, however, entitle an employee to pay security if carried out by an
employee sent to Finland from abroad by aforeign employer to do temporary work.

Work abroad as referred to above in paragraph 1, subparagraph 2, does not entitle an employee
to pay security in S0 far as he recelves any comparable benefit from another country.

Section 3
Authorities

The relevant ministry directs enforcemert of the Act and is responsible for development of the
pay security system. Employment and economic development centres shal make decisionsin
matters of pay security and handle other functions connected with enforcement of the Act.



Chapter 2
Conditions for recelving pay security

Section 4
Conditions concerning the clam

Pay security ispaid for clams of an employee arising from an employment relaionship as referred
to in the Employment Contracts Act (55/2001), the grounds and sum of which have been
established. (78/2001)
Section 5
Period of application

An gpplication for payment of the claim in the form of pay security shal be submitted within three
months of itsfdling due. In the case of an indemnity or compensation based on thelaw or a
contract, but without a specific due date, the gpplication for payment in the form of pay security
shd| be submitted within three months of the the date when court ruling acquired legd force or of
making a contract according to established labour market practice.

Section 6
Employer'sinsolvency

The condition for recelving pay security is that the employer isinsolvent. The employer shall be
consdered insolvent:

1) if he has been declared bankrupt;
2) if itisestablished at digraint that heis unable to pay his debts;
3) if he has neglected to remit the statutory withholding taxes or employer contributions on time;

4) if he cannot be contacted or has terminated his operations and sufficient funds cannot be found
for payment of the clam; or

5) if, in cases comparabl e to those mentioned above, the employer’ sinsolvency can be
established by the pay security authorities clearly and beyond dispute.

Section 7
Duty to secure dams

If the employer has been declared bankrupt, the employeeis required to make notification of his
clam from the employer's bankruptcy according to the provisions of section 19 of the
Bankruptcy Act (31/1868) in order to retain hisright to pay security. There is no notification duty
if the damisinduded in the ligt of employment relaionship claims drawn up by the administrator
of the estate as referred to in section 13.



If the employee neglects his duty to secure a claim as described in paragraph 1, this may
condtitute grounds for refusing to grant pay security in whole or in part.

Section 8
Prevention of abuses

For ajudtifiable reason, the pay security authorities may refuse an gpplication for pay security or
take the amount of pay security to be paid under consideration in the following Stuations:

1) the employee's claim is based on a contract or arrangement which was clearly made in order
to obtain pay security;

2) the claim applied for as pay security is obvioudy digproportionate to what could be considered
reasonable in view of the work done and other circumstances,

3) the employee is repeatedly applying for pay security for claims on the same employer.

For ajudtified cause, the pay security to be paid may aso be limited to the amount paid by the
employer to the employee as clams arisng from the employment relaionship during the year
preceding submission of the pay security gpplication.

The 'same employer’ asreferred to in paragraph 1, subparagraph 3, above includes an
undertaking which is controlled on the basis of ownership, agreement or some other arrangement

by:

1) the former employer;

2) aperson or persons who have a close relationship with the former employer, asreferred to in
section 3 of the Act on the Recovery of Property to the Estate of a Bankrupt Person (758/1991);
or

3) persons referred to in subparagraphs 1 and 2 above together.

An employee who has previoudy received pay security has the right, upon application, to obtain
advance information on whether pay security will be limited or refused on the grounds described
in paragraph 1, subparagraph 3.

Section 9
Maximum amount of pay security

The maximum amount of pay security for one employee for work done for the same employer is
FIM 90,000. (438/2000)

The maximum amount of pay security on pay for waiting time as referred to in chapter 2, section
14, of the Employment Contracts Act is equd to the amount which is paid as pay security to
cover other clams arising from the employment relationship. (78/2001)



Chapter 3
Application for pay security and the processing of gpplications

Section 10
Application and gpplicants

Applications for pay security shal be submitted to an employment office or employment and
economic development centre. An gpplication for pay security based on work abroad can also
be filed with a Finnish diplomatic mission abroad.

The applicant for pay security can be an employee or an employee organization to which the
employee has transferred his claim for collection. When the employer has been declared
bankrupt, pay security can also be gpplied for by the adminigtrator of the bankrupt's estate for
the benefit of the employees, on conditions prescribed by decree.

If the employee transfers his claim arising from an employment relaionship, the recipient of the
transfer is entitled to pay security only where said recipient is an employee organization.

Section 11
Competent authority

Applications for pay security shal be processed and disposed of by the employment and
economic development centre in whose area the employer is domiciled, except asfar as
otherwise ordered under section 2, paragraph 3, of the Act on Employment and Economic
Development Centres. If this domicile is unknown, the matter shdl be dedlt with by the
employment and economic development centre in whose area most of the work referred to in the
goplication was done. If the employer is bankrupt, the decison shdl be made by the employment
and economic development centre in whose area the court degling with the employer's
bankruptcy case under section 1a of the Bankruptcy Act has jurisdiction.

Inindividud cases, the rdlevant ministry may transfer the processing of an gpplication for pay
security from the competent employment and economic development centre to another centre.

Section 12
Hearings

Before the matter is resolved, the employer and the employee shdl be given an opportunity to be
heard in accordance with section 15 of the Administrative Procedure Act (598/1982). A partner
in apartnership or agenerd partner in alimited partnership or a person otherwise liable for
payment of claims can only be made liable for repayment under section 17, if he has also been
given an opportunity to be heard concerning the gpplication.



Section 13
Edate adminigrator's ligt of dams arising from employment relaionships

Immediately upon the bankruptcy being declared, the administrator of a bankrupt's estate shall
draw up aligt of outstanding clams arising from employment rdationships. The adminidrator, in
cooperation with the employment and economic development centre, shal then investigate which
of the clams can be paid as pay security. The administrator shdl give the employees or thelr
representatives an opportunity to express their opinion on the claims entered in the list.

Chapter 4
Decision on pay security and payment of pay security

Section 14
The decision on pay security and announcement of it

A decison in writing shall beissued on dl goplications for pay security. The decison shdl be
judtified in the manner required by section 24 of the Adminigtrative Procedure Act. The decison
shall be sent immediately to those concerned.

The decison on pay security shdl include a ruling on repayment ligbility according to section 17.
If the issue of repayment ligbility cannot be settled without subgtantid delay in the decison to
grant pay security, the decision on repayment liability can be made separately. The decision shdl
be made without delay once the repayment liability has been decided on.

Section 15
Payment of pay security

Pay security is paid within aweek of the decision on pay security. Pay security shal be subject to
tax withholding in accordance with the Prepayment Act (1118/1996) and to other statutory
payments payable from an employee's wage, unless otherwise decreed elsewhere in the law.
Didrant orders againg wages and ordersto refrain from paying wages shall dso be effective
when pay security is disbursed.

Out of the pay security paid to an employee, the employment and economic development centre
may use amaximum of the sum legdly subject to digtraint to offset a State counterclam in
accordance with this Act.

Chapter 5
Repayment lidbility
Section 16
Trandfer of clamsto the State

Claims payable as pay security and dl other entitlements based thereon shal passto the State on
the date of the decision.



Section 17
Repayment lidbility

The employer, agenera partner in alimited partnership, a partner in a partnership or a person
otherwise liable for the payment of employees clams shdl repay to the State dl clams paid as
pay security, induding annua interest on claims in accordance with the interest rate lad down in
section 4, paragraph 3, of the Interest Act (633/1982) as of the date of the decison

Section 18
Enforcesbility of a decision on pay security

A decison on pay security shdl be immediately enforcegble like afind judgement, unless a court
of law, in consgdering a dispute concerning pay security, rules that the decison shdl not be
enforced for the time being or that enforcement shal be discontinued.

Section 19
Payment relief

For reasons important for safeguarding employment or for other comparable cause, or if
callection would be unreasonable in view of the financia standing of the liable party, the relevant
ministry and, to the extent prescribed by decree, employment and economic devel opment centre
may grant adeferrd of payment or release the employer or other party liable for payment from
part or dl of hisobligation to pay.

A decison on payment relief made by the relevant ministry or employment and economic
development centre cannot be appealed.

Section 20
Specid period of limitation

Pay security shall be recovered for the State within 10 years of the end of the year in which the
pay security decision was made. Theresfter, the right to the payment is forfeited.

The time limit does not prevent receipt of the payment from funds subject to distraint, bankruptcy
proceedings or other public summons, if distraint has been carried out in order to collect the clam
or if the claim is subject to bankruptcy proceedings or other public summons during the period
mentioned above. Specid periods of limitation in connection with restructuring and debt
rescheduling are laid down in sections 99 and 99a of the Act on Corporate Restructuring
(47/1993) and sections 79 and 79a of the Act on Debt Rescheduling for Private Individuas
(57/1993).



Chapter 6
Apped

Section 21
Court proceedings against the employer

If an gpplication that aclaim be paid in the form of pay security has been reected because the
employer has digouted the claim and it has not been possible to establish its grounds and amount
in the pay security procedure, the employee shdl, in order to retain his entitlement to pay security,
indtitute court proceedings againg the employer in adidrict court. The gpplication for summons
shall sate that the action is based on this paragraph.

The court shal forward the summons, the application for summons and dl appended documents
and responses to the summons to the State for its information. The State has the right, when it
congdersthisisin its best interests, to enter the case as a defendant within a period set by the
court.

In the situations referred to in paragraphs 1 and 2, the court will confirm vis-avisthe State the
clams at the mogt that the employer is ordered to pay to the employee.

If the employer has disputed the claim applied for as pay security and the employer has not been
congdered insolvent, the claim shall be dismissed as disputed and the employee shdl be given
ingructions for ingtituting court proceedings aslaid down in paragraph 1.

Section 22
Court proceedings againgt the State

If aclam subject to apay security gpplication which has not been disputed by the employer is
dismissed as unproven or unfounded, the employee shdl, in order to retain hisright to pay
Security, indtitute a declaratory action againgt the State in a didtrict court concerning the grounds
and sum of hisdam.

Section 23
Ingtitution of action and place of jurisdiction

The period for ingtituting action is Sx months. The period is caculated from the receipt of notice
of the decison. The action shal be ingtituted in the court of law where the employer would be
required to answer a case concerning awage clam.

Section 24
Settlement of aclaim in the employer's bankruptcy proceedings

If the employer is bankrupt or is declared bankrupt within the period when action should be
indtituted, action cannot be ingtituted and disputes concerning the claim shdl instead be settled in



the bankruptcy proceedings. If the bankruptcy proceedings are cancelled or lapse, the six-month
time limit shal be calculated from the date of the termination of the bankruptcy proceedings.

Employment and economic development centres are entitled to object to the payment of acdlam
filed in bankruptcy proceedings which may be payable as pay security.

Section 25
New pay security gpplications

A clam based on a court ruling can be paid as pay security if anew gpplication is submitted
within three months of the date on which the court decision acquireslegd force, assuming thet the
generd conditions for receiving pay security are fulfilled.

Section 26
Adminigrative apped

An employee may gpped a pay security decision rejecting an gpplication on grounds other than
those referred to in sections 21 and 22 by submitting a written complaint to the Unemployment
Security Apped Board. The apped shdl be submitted to an employment and economic
development centre not later than 30 days after recaiving notice of the decison. Unless otherwise
shown in the course of the gpped, the gppeding party shdl be consdered to have been notified
of the decision on the seventh day after the decision is posted to the address given by the party.
The written complaint shal be submitted to the employment and economic development centre,
which shadl immediatdy send the letter of complaint and the relevant documentation, together with
its opinion, to the Unemployment Security Appeal Board.

A party dissatisfied with a decison of the Unemployment Security Appeal Board may appedl it
to the Supreme Adminigtrative Court within the time laid down in paragraph 1 after receiving
notice of the Board' s decison.

Section 27
Employer's recovery clam

An employer or other party ligble for payment may submit arecovery clam concerning a pay
security decison to the court of law where the employer would be required to answer a case
concerning awage clam. A auit for recovery shal be indtituted within 60 days of receiving notice
of the pay security decision.

If the employer or other party liable for payment has been declared bankrupt, or he is declared
bankrupt during the period for indtituting a suit for recovery, disputes concerning ligbility for
payment may, however, be settled in connection with the bankruptcy proceedings.



Chapter 7
Miscellaneous provisons

Section 28
Obtaining information and executive assstance

Employers shdl provide the employment and economic devel opment centres with dl information
needed to enforce this Act. The said authorities shal be entitled to verify thisinformation against
the employers accounts. The police authorities shdl provide any executive assistance needed to
obtain information.

The employment and economic development centres are entitled to obtain from tax authorities,
digraint authorities, labour protection authorities, the Socid Insurance Ingtitution, unemployment
funds and employment offices any information needed for processing pay security applications.

Section 29
Unfounded pay security

Whosoever, knowingly or through negligence, has caused an unwarranted disbursement of pay
Security or an unwarranted granting of other benefit under this Act, shal be liable to return or
compensate the amount paid in excess with interest according to section 4, paragraph 3, of the
Interest Act, calculated as of the day the benefit was granted.

Section 30
Pend provisons

The pendty for acquiring, or attempting to acquire, pay security fraudulently shdl be imposed in
accordance with chapter 36, sections 1 to 3, of the Penal Code (39/1889).

The pendty for socid assstance fraud which concerns an easement or exemption under this Act
shdl be imposed under chapter 29, sections 5, 6 and 8, of the Pena Code.

Section 31
Funding

The Unemployment Insurance Funds as referred to in the Act on Financing Unemployment
Benefits (555/1998) shall each year retroactively reimburse to the State the difference between
the amounts paid to employees as pay security and the principa collected from employers,
according to an invoice sent by the rdlevant ministry. Amounts the collection of which from
employers or other parties liable for payment has been renounced under section 19 shal be
deducted from the difference, however. If the reimbursement is delayed, it becomes subject to a
pendty interest of 16 per cent.
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Section 32
Further provisons

More detailed provisions on the enforcement of this Act will be issued by decree.

Chapter 8
Entry into force and trangtiond provisons

Section 33
Entry into force

This Act enters into force on January 1, 1999.
This Act repedlsthe Pay Security Act issued on August 10, 1973 (649/1973) and subsequent
amendmentsto it.

Section 34
Trandtiond provisons

This Act shall apply to pay security gpplications submitted to the employment authorities after the
entry into force of the Act. The provisions on apped s procedures in chapter 6 of this Act shdl
also gpply to apped s in progress when the Act entersinto force.

New pay security applications according to section 25 of this Act shall be subject to the
provisonsin force at the time this Act entersinto force, if aclam based on alegd decision was
first gpplied for as pay security before this Act entered into force and gpplication of the
provisions on gppedl in paragraph 1 do not provide otherwise.

The provisonsin force when this Act entersinto force still apply to the invoice of the
Unemployment Insurance Fund for 1998.

State claims based on pay security decisons made before this Act entersinto force expire by the
end of 2008 at the latest.

Hdsinki, November 27, 1998

The amendment No 438/2000 came into force on 1 st July 2000.

The amendment No 78/2001 comes into force on 1 s June 2001.



