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Executive summary
In March 2012, Croatia changed rules for 
monthly tax withholding on employment 
income, introduced taxation of dividends 
and foreign pensions, and reduced the 
employer’s element of mandatory social 
security contributions.    
 
Background 
In March 2012, a number of changes have 
been introduced to the Croatian Personal 
Income Tax Act and the Act on Mandatory 
Contributions.  
 
Changes to Personal Income Tax Act 
The employee’s monthly personal 
allowance has increased from HRK 1,800 / 
EUR 240 to HRK 2,200 / EUR 293 (for 
retirees up to HRK 3,400 / EUR 453 per 
month). 
 
New tax brackets apply on employment 
income: 

Lower in HRK / 
EUR 

Upper in HRK / 
EUR Tax rates 

0 / 0 2,200 / 293 12.00% 

2,200 / 293 8,800 / 1,173 25.00% 

8,800 / 1,173 above 40.00% 

 
The annual tax brackets are generally 
determined as being 12 times the monthly 
brackets. Exceptionally, for 2012 the 
annual brackets are averaged over the 
whole calendar year due to the change in 
the monthly tax brackets in March: 
  
 
 
 

Changes to personal income tax and mandatory
social security contributions 

Lower in HRK / 
EUR 

Upper in HRK / 
EUR Tax rates 

0 / 0 26,400 / 3,520 12.00% 

26,400 / 3,520 43,200 / 5,760 22.83% 

43,200 / 5,760 105,600 / 14,080 25.00% 

105,600 / 14,080 129,600 / 17,280 37.50% 

129,600 / 17,280 above 40.00% 

 
Dividends (and shares in profit) paid from 
profits realized from 2001 onwards are 
subject to a 12% withholding tax (plus city 
tax), although personal allowances and 
deductions are not taken into account when 
this withholding tax is levied. These 
allowances and deductions (which can be up 
to HRK 12,000 / EUR 1,600 per year) will 
be taken into account only if an annual tax 
return is filed. However, in such cases 
dividends may be taxed at higher rates (up 
to 40% plus city tax). In the case of foreign 
dividends, monthly tax reporting and 
payment is a taxpayer’s personal 
responsibility. Dividends which are used to 
increase share capital are not taxable. 
 
Pensions income received from abroad by 
Croatian residents is taxable at the same 
progressive tax rates as employment 
income (a basic personal allowance up to 
HRK 3,400 / EUR 453 may be applied). 
Making monthly tax payments and 
reporting income is a taxpayer’s personal 
responsibility.  
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 Changes to Act on Mandatory Contributions 
Health insurance contributions for employees (payable by the employer on top of the gross 
salary) will decrease from 15% to 13%. This will apply to salaries earned after 30 April 2012. 
 
Effects 
Due to increase of personal allowance and change in tax brackets, changes to employee’s net 
salaries are expected. 
 
Dividends will be subject to a 12% withholding tax. The filing of annual tax returns may impact 
final taxation (HRK 12,000 / EUR 1,600 non taxable; possible higher tax rates applied on the 
taxable balance). 
 
Total salary cost will be reduced, as the employer’s part of mandatory contributions is 
decreased by 2%. 
 
Foreign pension income will be taxable at progressive tax rates and brackets. The obligation 
will be on individuals to comply with the monthly tax reporting and payment requirements. 
 
Next steps 
Employers based in Croatia should review the impact of the changes to ensure they comply 
with the new withholding rules and lower health insurance contribution. 
 
Croatian taxpayers should assess whether to file an annual tax return in light of the differing 
dividend taxation on annual tax return filing, and ensure that they meet the appropriate filing 
requirements where they have foreign dividends or pensions. 
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About Ernst & Young 
Ernst & Young is a global leader in 
assurance, tax, transaction and advisory 
services. Worldwide, our 152,000 people 
are united by our shared values and an 
unwavering commitment to quality. We 
make a difference by helping our people, 
our clients and our wider communities 
achieve their potential. 
 
 
Ernst & Young refers to the global 
organization of member firms of Ernst & 
Young Global Limited, each of which is a 
separate legal entity. Ernst & Young 
Global Limited, a UK company limited by 
guarantee, does not provide services to 
clients. For more information about our 
organization, please visit www.ey.com 
 
 
About Ernst & Young’s Human Capital 
services  
Our global mobility team advises many 
of the world’s largest global employers – 
as well as those just venturing into their 
first foreign country. Our performance 
and reward professionals help you 
design compensation programs and 
equity incentives that really engage 
your key people. We help you meet your 
executive tax compliance obligations, 
stay on top of regulatory change, 
manage your global talent effectively 
and improve your function’s strategic 
alignment. It’s how Ernst & Young 
makes a difference. 
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This publication contains information in 
summary form and is therefore intended 
for general guidance only. It is not 
intended to be a substitute for detailed 
research or the exercise of professional 
judgment. Neither EYGM Limited nor any 
other member of the global Ernst & Young 
organization can accept any responsibility 
for loss occasioned to any person acting 
or refraining from action as a result of any 
material in this publication. On any 
specific matter, reference should be made 
to the appropriate advisor. 
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