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Test Claimants in Class IV of the ACT Group Litigation v Commissioners of the Inland Revenue 
(C-374/04) 

The ECJ held against the taxpayers in the ACT Class IV Group Litigation order (GLO) on 12 December 
2006.  

The Court held that it was not contrary to either Article 43 (Freedom of Establishment) or Article 56 (Free 
Movement of Capital) for a Member State such as the UK to confer an entitlement to an income tax credit 
in respect of dividends paid by UK resident companies to UK resident individual shareholders in such 
companies, and to give in some but not all EU tax treaties an entitlement to a full credit as regards 
dividends paid by UK resident companies to individual shareholders resident in those Member States, but 
not to confer an entitlement to any tax credit (whether full or partial) in respect of dividends paid by a UK 
resident company to a parent company in certain Member States (such as Germany or France).  

The Court acknowledged (Paragraph 33) that the situation of UK resident shareholders in such German 
companies receiving dividends from UK subsidiaries was less advantageous than that of UK resident 
shareholders in a UK resident holding company receiving a dividend from a comparable UK resident 
subsidiary (comparable to the UK resident subsidiary of the German parent company).  

It noted, however that (Paragraph 67) this was a matter for the resident state of the ultimate shareholder 
(i.e. the application of the Manninen judgment in the UK as regards the UK tax credit) but was not a 
question referred in the ACT Class IV GLO.

In addition, the Court did not accept the argument that, in agreeing to a half tax credit payable under 
certain but not other of the UK’s tax treaties within the EU, the UK was in breach of the EC Treaty (either 
Article 43 or 56). In this regard, the Court followed its previous judgment in the D case (C-376/03), in 
holding that a double tax treaty between two EU Member States was confined to residents of those 
Member States. As indeed in the D case, the Court did not follow its earlier judgment in the Saint-Gobain 
case (C-307/97) which obliged Germany to grant tax treaty benefits to the German branch of a French 
company.
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