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European Commission opens infringement proceedings against Finland and Italy 
over discriminatory taxation of dividend and interest payments to foreign EU 
pension funds 

On 23 July 2007, the Commission announced that it had opened infringement 
proceedings against Finland and Italy for their discriminatory taxation of dividend and 
interest payments to foreign EU pension funds. Both Member States will be issued with 
a letter of formal notice, the first step of the EU’s infringement procedure under Article 
226 EC. They must reply to the Commission within two months.

The Commission’s decision follows a complaint lodged with the European Commission in 
December 2005 by the European Federation for Retirement Provision (EFRP). 

The EFRP concluded that a large number of Member States discriminate against foreign 
pension funds as they are subject to higher (withholding) taxes on dividends and interest 
than domestic pension funds. If a Member State acts in such a way it may dissuade 
foreign pension funds from investing in that Member State. Equally, it makes it more 
difficult for companies to attract capital from foreign pension funds. According to EFRP, 
this situation is not justifiable and breaches European Community law, in particular Article
56 EC Treaty on the free movement of capital. The Commission appears to be following 
this view and has sent similar letters of formal notice to the Czech Republic, Denmark, 
Lithuania, the Netherlands, Poland, Portugal, Slovenia, Spain and Sweden already on 7 
May 2007. 

The Commission is still examining the situation in Estonia, Germany and France. This 
may result in the opening of further infringement procedures in the following months
based on the same 2005 complaint.

The EC’s decision is good news for the European pensions industry. Should the ECJ 
eventually decide to follow the Commission’s reasoning - which is likely given its recent 
case law in the field of direct taxation - pension funds which have filed claims in a timely 
and correct manner, should be granted a refund regarding withholding tax on dividends 
and interest paid and levied in other Member States in breach of the EC Treaty. To 
safeguard their rights, pension funds could also file new reclaim requests.  
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