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IN FOCUS

This comparative guide will provide
you a brief insight in the basic
requirements in the Baltic states related
to issuance, grant and taxation of
employee share options.
We believe that this guide will give
the information needed to assess
availability and efﬁciency of employee
share options as one of employees
motivation tools and will also allow to
compare the differences between the
three Baltic States.
This investment guide is based on
the laws valid on the day of drafting.
IN FIDEM
COBALT

IN FOCUS
◼
◼
◼

Corporate law considerations
Labour law considerations
Tax considerations

This guide provides only a general
description of the issues dealt therein;
each practical situation has its own
nuances and shall be carefully
evaluated in each particular case.
In case you need more detailed
description of some issues described
in this guide or comments in relation
to certain issues not dealt with in this
guide, and/or legal assistance in the
practical situations, please instruct us
accordingly and we will be honoured
to provide you with our assistance.

LEADING THROUGH
CORPORATE LAW CONSIDERATIONS

Is there special regulatory framework for issuance of employee share options?
Latvia

Yes , but only in relation to joint stock companies (AS). There are no special rules for limited liability
companies (SIA).

Lithuania

There is no special regulatory framework for employee share options.

Estonia

There is no special regulatory framework for issuance of employee share options. Though, there are some
rules regarding offerings of transferrable securities (which the options could possibly be considered to be,
even if their transferability is restricted by an agreement with the option holder).

What type of shares can be issued as a result of exercising the options?
Latvia

For AS – both special employee shares and regular shares can be issued. For SIA – only regular shares can
be issued.

Lithuania

Both special employee shares and regular shares.

Estonia

Both special employee shares and regular shares.

Are there any limitations in relation to the number of share options?
Latvia

For AS companies the total amount of share options may not exceed 10% of the share capital.

Lithuania

No

Estonia

No

Can the share options be sold?
Latvia

No, unless expressly provided in AoA or option issuance regulations.

Lithuania

Yes. However, a time limit must be set in an option within which the employee shares may only be transferred
to another employee of a company. This restriction may not exceed three years from the day of
subscription for shares.

Estonia

Whether an option can be sold or not is established with the option agreement between the company and
the option holder.
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Do the option holders have voting rights?
Latvia

No

Lithuania

No

Estonia

No

Are the shares acquired free of charge or for a fee?
Latvia

Both options are possible. If shares are acquired for a fee, then upon leaving the company the employee would
be entitled to receive a compensation equal to the liquidation quota.

Lithuania

Both options are possible (should be expressly provided in the speciﬁc terms for share granting to the employees).

Estonia

Both options are possible.

Are there any special rules regarding vesting cliffs, vesting periods, good/bad leaver situations?
Latvia

No special rules, respective provisions may be included in option issuance regulations.

Lithuania

No

Estonia

No special rules, respective provisions may be included in the option agreement.
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LEADING THROUGH
LABOUR LAW CONSIDERATIONS
Does the share option plan have to be prepared in local language?
Latvia

Yes

Lithuania

Yes

Estonia

The Estonian Language Act provides that employees must be provided with work-related information in Estonian,
unless otherwise provided by law. While it remains subject to argument whether information relating to the share
option scheme would be considered "work-related information", the more conservative route would be to presume
that it is. Thus, the offer/grant documents should be in Estonian or at least the employees should conﬁrm that they
have understood all information and do not require translation thereof into Estonian.

Are the shares acquired as a result of exercising the options calculated towards the average earnings?
If yes, at what value?
Latvia

Yes. Valuation issue is not entirely clear. Most likely the market value of the shares would have to be used.

Lithuania

Yes. Market Value.

Estonia

No
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LEADING THROUGH
TAX CONSIDERATIONS

Taxation at the moment of the grant of share options
Latvia

No

Lithuania

No

Estonia

No

Taxation at the moment of the exercise of share options

Latvia

Yes, payroll taxes must be paid unless tax exemption applies.

Lithuania

Yes

Estonia

Yes. Share options are taxed as fringe beneﬁts at the level of the employer, i.e. the tax is fully payable by the
employer.
Fringe beneﬁts are taxable in Estonia with income tax at the rate of 20/80 and social tax at the rate of 33%
(whereas the income tax amount is also subject to the social tax).

Personal income tax (PIT)
Latvia

Progressive PIT depending on the amount of income at the rate of 20%, 23% and 31,4%.

Lithuania

15%

Estonia

N/A
However, the employer is subject to income tax at the rate of 20/80 (see above comments).

State mandatory social insurance contributions
Latvia

35,09%

Lithuania

Social tax at the rate of 31,18% is payable by the employer as part of the fringe beneﬁt tax. The employer should
also withhold 6% of health insurance contributions and 3% (or 5% if the employee is participating in voluntary
pension scheme) from employees’ remuneration.

Estonia

33% as part of the fringe beneﬁt tax (see above comments).

Taxable value
Latvia

Difference between the fair market value of the shares and the price paid by employee for the shares.

Lithuania

Difference between the fair market value of the shares and the price paid by employee for the shares.

Estonia

Difference between the fair market value of the shares and the price paid by employee for the shares.
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TAX CONSIDERATIONS

Person liable for payment of taxes
Latvia

Local employer

Lithuania

Local employer

Estonia

Local employer

Availability of tax exemption
Latvia

Yes, provided all of the below conditions are met:
− share options granted to employees by employer or company afﬁliated to the employer in accordance with
the share option plan;
− the minimum holding period of share options (period from granting the option till its exercise) is 36 months;
− during the whole holding period the person shall be employed either by the company who grants the
share options or with afﬁliated company; and
− Latvian tax authority is duly notiﬁed on the granted share options within 2 months from the grant date.
Tax exemption applies only to shares issued by joint stock companies.

Lithuania

An exception from State mandatory social insurance contributions is applied to employees if the share
option is exercised after the 3 years waiting period (from the moment of granting of the option).

Estonia

As an exception from the general rule, share options meeting the following criteria are considered exempt from
fringe beneﬁt tax (e.g. if options are provided for free of charge or with lower price than the fair market
value):
− at least a 3-year period between the moments of granting and exercising of the option; and
− the underlying asset of the share options is a shareholding in the employer or in a company belonging to the
employer's group of companies.
Additionally, since July 2017, the tax exemption, which currently requires 3-years between the grant and the
exercise of the share options applies proportionally to the part which corresponds to the time the option has
been granted to the employee, in case 100% of the company's shares are sold (also in case of death of the
employee) in which the share options were provided. Hence, the employer would be required to pay fringe
beneﬁt tax proportionally only from the part which is left until the third anniversary of the option grant.

Taxation of gain upon further sale of shares
Latvia

Gain is taxed with PIT at the rate of 20%.

Lithuania

Gain is taxed with PIT at the rate of 15%.

Estonia

Gain is taxed with PIT at the rate of 20%.

LEADING THROUGH
TAX CONSIDERATIONS
Determination of the gain
Latvia

Gain is the difference between the sales price of the shares and the acquisition costs of the shares.
In case the employer has paid payroll taxes for the shares upon exercise of the share options then taxable base is
the difference between the price at which the shares are further sold and the value of the shares from which the
employer paid the payroll taxes.

Lithuania

Gain is the difference between the sales price of the shares and the acquisition costs of the shares.
In case the employer has paid payroll taxes for the shares upon exercise of the share options then taxable base is
the difference between the price atwhich the shares are further sold and the value of the shares from which the
employer paid the payroll taxes.

Estonia

Gain is the difference between the shares sale price and the shares purchase price (i.e. acquisition cost).
If the employer has paid fringe beneﬁt tax (i.e. income and social tax upon exercise of share options), the taxable
amount will be the difference between the sale price and the acquisition cost which includes the value of the
shares taxed as a fringe beneﬁt upon exercise of the share options and/or the purchase price paid by the
employee (less any expenses incurred in relation to the disposal of the shares, e.g., broker’s fees).

Person liable for taxes
Latvia

Employee

Lithuania

Employee

Estonia

Employee
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