THE INCOME TAX ACT
The Income Tax Act was published in the Official Gazette of the Republic of Croatia "Narodne novine" No. 127/00, 150/02

I. FUNDAMENTAL PROVISIONS

1. General Provisions 

Article 1. 

(1) Income tax shall be determined and paid according to the provisions of this Act.  

(2) The allocation of the revenue accruing from income tax shall be determined by a separate act.  

2. The Taxpayer 

Article 2. 

(1) The taxpayer shall be a natural person who acquires an income. If several natural persons together acquire an income, the taxpayer shall be each natural person separately, for his or her own share in the commonly acquired income.  

(2) A domestic taxpayer shall be a natural person who has a permanent or temporary residence in the Republic of Croatia. A natural person who does not have either a permanent or temporary residence in the Republic of Croatia but who is employed in the service of the state of the Republic of Croatia and receives a salary accordingly shall also be deemed a domestic taxpayer.  

(3) A foreign taxpayer shall be a natural person that has no permanent or temporary residence in the Republic of Croatia but acquires income that is subject to taxation according to the provisions of this Act.  

3. The Tax Base 

Article 3. 

(1) The base for the income tax of domestic taxpayers shall be the total amount of income earned by taxpayers both in Croatia and abroad, reduced by the amount of wages for new employment and compensation to students during practical work and apprenticeships (Article 43), reduced by losses carried forward (Article 28) and reduced by personal exemptions (Article 29).  

(2) The base for the income tax of the foreign taxpayer is the total amount of income that the taxpayer acquires in the country, reduced by inland losses carried over and the personal allowance.  

4. The Tax Period 

Article 4. 

(1) Income tax shall be determined and paid for the calendar year (the tax period).  

(2) The tax period can be shorter than the calendar year in the following cases:

1. if the domestic taxpayer during one calendar year becomes a foreign taxpayer or vice versa, in which case the tax period encompasses the period in which the natural person was a domestic or a foreign taxpayer,

2. the birth or death of the taxpayer.  

(3) In cases as defined by Paragraph 2 of this Article the rights of this Act shall be calculated in whole months, to the advantage of the taxpayer.  

5. Tax Rates 

Article 5. 

(1) The income tax shall be paid at a rate of 15% on the tax base up to the amount of double the basic personal exemption, at a rate of 25% on the tax base of the difference between twice and 4.5 times the amount of the basic personal exemption, at a rate of 35% on the tax base of the difference between 4.5 and 14 times the amount of the basic personal exemption, and at a rate of 45% on the tax base of amounts over and above 14 times the amount of the basic personal exemption from Article 29(1) of this Act.  

(2) The income tax stipulated in Paragraph (1) hereof shall be increased by the income surtax introduced by local self-government units pursuant to separate legislation, and reduced if the local self-government units stipulate a lower share in the income tax than that accorded to them by special legislation.  

6. Receipts Not Deemed Income 

Article 6. 

(1) The following shall not be deemed income: interest earned on savings held in domestic (kuna) and foreign currency, on demand and time deposits in giro, current and foreign currency accounts held in banks, thrift institutions and savings and loan associations, receipts from interest on securities issued pursuant to separate legislation, receipts from the alienation of financial assets if this is not the primary occupation of the taxpayer, insurance premiums for the payment of accelerated retirement status paid by employers for employees and pensions of domestic taxpayers acquired abroad.  

(2) Receipts for which private persons do not provide equivalent services on the market shall not be deemed income, as follows:

2.1. receipts according to special regulations:

2.1.1. support for care of disabled war veterans and members of the immediate families of soldiers slain in the Homeland War,

2.1.2. welfare payments,

2.1.3. child benefits and monetary receipts for layette,

2.1.4. receipts for disabled persons, with the exception of salaries and pensions,

2.1.5. national awards and prizes and awards and prizes conferred by regional and local self-government units,

2.2. aid granted due to destruction of or damage to property as a result of war or natural disasters,

2.3. inheritances and gifts,

2.4. receipts from the alienation of personal assets,

2.5. indemnities unrelated to economic activity,

2.6. receipts acquired in prize contests or competitions and games of chance,

2.7. receipts acquired by natural persons based on donations from legal and natural persons for health-care needs (surgery, treatment, procurement of medicines and orthopedic aids) that are not covered by basic, supplemental and private health insurance, meaning that such costs are otherwise borne by the natural person.  

(3) Receipts acquired on the basis of insurance of personal property, liability, life and assets shall not be deemed income. Receipts derived on the basis of life insurance and voluntary retirement insurance shall be deemed income if the premiums for such insurance are tax exempt.  

(4) If receipts as defined by Paragraphs 2 and 3 of this Article are connected with acquiring income as defined by Article 10 Paragraph 2 of this Act, they shall be deemed taxable income.  

(5) In the meaning of this Act, receipts acquired within the framework of an activity that is taxed according to the Profit Tax Act shall not be deemed income.  

7. Receipts on Which Tax Shall Not Be Paid 

Article 7. 

Income tax shall not be paid on:

1. compensation for the difference in salaries during service in the armed forces of the Republic of Croatia,

2. salary compensation for members of civil defense or other persons within the framework of civil defense and protection against natural disasters,

3. compensation for wages during temporary employment and inability to work paid at the expense of extra-budgetary funds,

4. awards to pupils and students during practical work and apprenticeships not to exceed a legally specified amount,

5. awards to pupils and students won in competitions within the framework of the educational system and in organized school and university competitions,

6. receipts of pupils and students in full-time study for work via pupil and student associations, according to special regulations,

7. indemnities for accidents at the workplace,

8. remunerations and awards granted to convicted persons for work in correctional facilities and reform schools,

9. employee receipts on the basis of remunerations, grants and awards paid by employers not to exceed a legally specified amount,

10. receipts on the basis of remunerations, grants and awards to persons who are self-employed not to exceed a legally specified amount,

11. receipts not to exceed a legally specified amount on the basis of official travel by natural persons who are not employees or who are not self-employed and involved in work in non-profit organizations for a fee,

12. receipts based on official travel by natural persons sent for work to the Republic of Croatia at the order of foreign employers in domestic companies, not to exceed a legally specified amount,

13. scholarships up to legally-specified amounts that are not deemed employment income,

14. scholarships granted to undergraduate and graduate students and post-doctoral scholars that are funded from the central budget of the Republic of Croatia.  

8. Personal Exemptions 

Article 8. 

Natural persons who carry out diplomatic and consular duties in the Republic of Croatia shall not pay income tax on income so earned, as follows:

1. chiefs of foreign diplomatic missions accredited in the Republic of Croatia and diplomatic personnel of foreign diplomatic missions in the Republic of Croatia and members of their immediate families if these members are not Croatian citizens or if they do not have a permanent residence in the Republic of Croatia,

2. chiefs of foreign consulates in the Republic of Croatia and consular officials and members of their immediate families if these members are not Croatian citizens and or if they do not have a permanent residence in the Republic of Croatia,

3. officials of the United Nations and their special agencies, experts of UN technical assistance and their special agencies,

4. natural persons employed in foreign diplomatic missions, consulates and international organisations, natural persons employed with the chiefs of diplomatic staffs of foreign diplomatic missions and international organisations in the Republic of Croatia, if they are not Croatian citizens or if they do not have a permanent residence in the Republic of Croatia,

5. honorary consular officials of foreign consulates in the Republic of Croatia in respect of receipts that they acquire from the states that appointed them to carry out consular duties.  

II. TAXABLE INCOME

1. General Provisions about Determining Income 

Article 9. 

(1) Income shall be the difference between receipts inflowing in the taxation period and expenses arising in the same period.  

(2) Expenses shall be all the outflows of goods with a monetary value made for the purpose of realising or ensuring the receipts as defined by Paragraph 1 of this Article.  

(3) Receipts and expenses shall be determined with the application of the cash-basis accounting.  

(4)  Receipts shall be ascribed to the person who has realised them. In the event of the cessation of a tax liability the receipts are ascribed to the person whose economic power is increased on the basis of their inflowing (the legal successor).  

(5) Expenses shall be ascribed to the natural person to whom the receipts of the economic activity are ascribed according to Paragraph 4 of this Article, irrespective of who incurred them.  

(6)  Receipts and expenses occurring on behalf and on the account of another personal (transient items) shall not be deemed income according to Paragraph 1 of this Article.  

(7) Premiums paid for life insurance with the character of savings, for supplemental and private health insurance and for voluntary retirement insurance to domestic insurers to a level of 0.7 percent of the personal exemption from Article 29(1) of this Act shall be deemed expenses incurred in the establishment of the income of domestic taxpayers during the tax period in Croatia.  

(9) Expenses incurred as a result of the personal needs of the taxpayer or not incurred in the intention of realising taxable receipts shall not be deemed expenses, such as:

1. income tax, tax on inheritance and gifts and other personal taxes,

2.expenses for fines, expenses for the costs of legal or administrative proceedings in personal cases and interest for the late payment of  personal  expenses.  

(10) Those expenses that cannot be clearly distinguished from personal expenses shall also not he deemed expenses.  

2. Forms of Income 

Article 10. 

(1) Taxpayers may earn income on the labor, goods, services and capital markets, and by authorizing the use of assets and the exercise of property rights, and from insurance.  

(2) Domestic taxpayers shall be subject to taxation on the following forms of income:

1. income from employment,

2. income from self-employment,

3. income from assets and property rights,

4. income from capital,

5. income from insurance.  

(3) Foreign taxpayers shall be subject to taxation on the following forms of income:

1. income from employment that is paid out in Croatia or which is paid out for work in Croatia,

2. income from a domestic business unit,

3. income from employment as a business representative/agent in Croatia,

4. income from domestic real estate and the accompanying items and rights,

5. income from property rights exercised in Croatia for a fee,

6. income from wholly-owned or chartered maritime vessels or aircraft used for forwarding from domestic ports,

7. income from self-employed work (delivery of goods and services) performed in Croatia or abroad with the purpose of performing economic activity in Croatia,

8. income from capital paid out in Croatia or earned in a legal or natural person with its head office, or place of permanent residence or customary sojourn, in Croatia,

9. income from insurance paid out in Croatia or earned by a domestic insurer.  

III. ASSESSMENT OF INCOME

1. Employment Income 

Article 11. 

Employment income shall be the difference between receipts inflowing in the taxation period in accordance with the provisions of Article 12 of this Act and expenses arising in the same period in accordance with the provisions of Article 13 of this Act.  

2. Receipts Arising from Employment 

Article 12. 

(1) The following shall be deemed receipts arising from employment (salaries):

1. salaries paid out by employers based on work performed by the employee as instructed by the employer,

2. pensions of employees earned on the basis of prior payments of compulsory retirement insurance contributions (compulsory retirement insurance based on the pay-as-you-go system and compulsory retirement insurance based on fully-funded savings) and other forms of income from prior relations based on employment irrespective of whether they are paid by the previous employer or some other person,

3. pensions paid out by insurers on the basis of prior payments by employers to secure accelerated retirement status,

4. compensations, support, awards and other receipts granted by the employer to employees over and above stipulated sums,

5. wages paid by a person other than the employer,

6. all other receipts based on and pertaining to employment.  

(2) The following shall also be deemed receipts arising from employment:

1. insurance premiums that the employers pay for their employees and other persons for life insurance, additional health insurance, voluntary retirement insurance and property insurance,

2. scholarships that are grants to pupils and students for runtime education at secondary schools, colleges and universities, over and above the prescribed amounts,

3. entrepreneurial salaries that form part of the expenditure that can be deducted when profits tax is being  determined,

4. pensions that are paid to entrepreneurs who were self-employed, entrepreneurs who paid profits tax and other persons pursuant to previous payments of contributions for the regulated obligatory or voluntary retirement insurance, which were a tax deductible expense.  

(3) Other receipts that the employer pays out to the employees in connection with current, previous or future work that are given in kind instead of in money shall be deemed receipts arising from employment. The use of buildings or means of transportation, favourable interest in giving loans and other perquisites that employers give to employees and other natural persons who are related to the employers either personally or through business shall be deemed receipts in kind. The difference between a contracted lower rate of interest and a rate of interest of 6% p. a. shall be deemed a receipt on the basis of a favourable rate of interest, except for interest on loans that are made or subsidised out of the Budget, although not to civil servants.  

3. Expenses Arising from Emplomyment 

Article 13. 

(1) Contributions for compulsory insurance paid out from salaries shall be deemed expenses deducted from receipts upon assessment of employment-based income.  

(2) Paid obligatory contributions of persons who are self-employed according to separate acts shall be deemed expenses that are deducted from receipts on the basis of entrepreneurial salary as defined by Article 12 Paragraph 2 Item 3 of this Act.  

(3) The insurance premiums from Article 9(8) of this Act which the employer withholds and pays upon computation and disbursement of salaries shall be expenses from Paragraph (1) hereof which may be deducted during assessment of employment-based income and advance taxes on this basis.  

4. Self-Employment Income 

Article 14. 

Income from a small business or equivalent to small business, income from independent professions, income from agriculture and forestry and income from other self-employed activities that are not the basic occupation of the taxpayer and yet are occasionally carried out to realise some income shall be deemed self-employment income.  

5. The Kinds of Self-Employed Activities 

Article 15. 

(1) Occupations in the sense of Article 1 of the Small Business Act and all other not separately stated economic activities shall be deemed small business in the sense of this Act. Leasing out a whole small business shall also be deemed a trade occupation. The sale of more than three items of real estate or three property rights of the same kind in a period of five years shall also be deemed a small business occupation. The cession for a fee or final sale of property rights within the framework  of these self-employed activities shall also be deemed a small business occupation or an independent profession activity as defined by Paragraph 2 of this Article.  

(2) The following shall be deemed to be independent profession:

1. self-employed healthcare workers, veterinarians, lawyers, notaries public, auditors, engineers, architects, tax advisers, interpreters, translators, tourist industry workers and other similar occupations, 

2. self-employed scientists and scholars, writers, inventors and other similar occupations,

3. self-employed lecturers, educators and other similar occupations,

4. self-employed journalists, artists and sportsmen and sportswomen.  

(3) Agriculture and forestry activities shall encompass the utilization of the natural wealth of the soil and the sale or exchange of the products derived from such activities in unprocessed form. Based on agriculture and forestry activities, natural persons shall be deemed income taxpayers if they are value-added taxpayers pursuant to special regulations on the basis of these activities.  

(4) The following shall be deemed to be other self-employed activities: 

1. the work of members of representative and executive bodies of the national government and of units of regional and local self-government,

2. the work of members of the general meetings and supervisory boards of companies, boards of management,  executive councils and other bodies corresponding to them of other legal entities, members of commissions and committees that these bodies have, bankruptcy estate managers and judge-jurors who do not have the status of officers of the court,

3. occasional independent occupations such as occasional authorial work by scientists, artists, experts, journalists, court appointed experts, commercial travellers, agents, sales agents, referees and sporting delegates and other occupations that are carried out alongside some other basic work or employment.  

6. The Manner of Realising Self-Employment Income 

Article 16. 

The taxpayer may earn self-employment income, as defined by Article 15 Paragraphs 1, 2 and 3 of this Act, individually, as a co-entrepreneur, or in some other form of participation in the self-employment income.  

7. The Change of the Manner of Taxation 

Article 17. 

(1) A taxpayer as defined by Article 15 Paragraphs 1,2 and 3 of this Act can, at his or her own request, pay profits tax instead of income tax. In the case of joint-entrepreneurship or some other form of joint income a written request shall be signed and submitted by all the joint entrepreneurs.  

(2) A written request seeking a change in the manner of taxation shall be submitted to the competent office of the Tax Administration by the end of the current year for the next calendar year.  

(3) A ruling that adopts a request as defined by Paragraph 2 of this Article shall be binding upon the taxpayer for the three subsequent years. In justified cases the Tax Administration can approve a shorter period for transferring from paying income tax to paying profits tax and vice versa.  

(4) A taxpayer as defined by Article 15 Paragraph 4 Items 2 and 3 of this Act can, at his or her own request, determine his or her income pursuant to Articles 18 to 22 of this Act.  

(5) In a case as defined by Paragraph 4 of this Article the taxpayer can, at his or her own request, from the next tax period pay profits tax instead of income tax, pursuant to Paragraphs 2 and 3 of this Article.  

8. Determining Self-Employment Income 

Article 18. 

(1) The self-employment income shall be the difference between business receipts and business expenses incurred during the tax period.  

(2) Business receipts shall be all goods (money, objects, material rights, services and so on) that have accrued to the taxpayer within the framework of his or her self-employment in the tax period.  

(3) Receipts as defined by Paragraph 2 of this Article shall be determined according to their market value.  

(4) Business receipts shall include receipts obtained from the sale and withdrawals of objects and rights that are used for the performance of self-employment and that are kept or should be kept in the list of long-life assets, as well as receipts obtained from the alienation or liquidation of the occupation. If the acquirer of the whole occupation carries on with the entrepreneurial activity, receipts from the alienation are not taxed as long as the later taxation of hidden reserves is ensured.  

(5) Withdrawals apart from the withdrawals of financial assets shall also be deemed business receipts.  

(6) Shortfalls of goods in the sense of the regulations about value added tax above the amount determined by a decision of the Croatian Chamber of Small Businesses and the pertaining taxes calculated during the procurement of goods the shortfall of which has been ascertained shall he deemed business receipts.  

(7) All outflows of goods of the taxpayer during the tax period for the purpose of acquiring, ensuring and preserving business receipts shall be deemed business expenses. Business expenses of taxpayers who carry out self-employed activity as defined by Article 15 Paragraphs 1, 2 and 3 of this Act include those expenses that are immediately connected with the carrying out of the occupation.  

(8) The accounting values of separately or jointly sold or withdraw] goods of long-life assets that have been kept or should have been kept on the list of fixed assets shall be included in business expenses. The costs of alienation or liquidation shall also be deemed business expenses.  

(9) Investment except for the investment of financial assets and investment in long-life assets shall also be deemed business expenses.  

(10) Loans taken shall not be business receipts, nor shall the repayment of loans be deemed a business expense.  

(11) Interest paid on loans taken on for the sake of carrying out the business shall be deemed business expenses, and interest charged on funds and financial placements that are used for carrying out the business shall be deemed business receipts, if they are not taxable by withholding in accordance with Article 26 and Article 38 Paragraph 3 of this Act.  

(12) Natural persons who realise an income from other self-employed activities as defined by Article 15 Paragraph 4 Item 3 of this Act are allowed expenses in the amount of 25% of the receipts obtained. Exceptionally, natural persons who are scientists and scholars, artists, experts, journalists and others within the framework of occupations as defined by Article 15 Paragraph 4 Item 3 of this Act and have obtained authors' royalties or fees shall be allowed business expense in the amount of 40% of the receipts obtained.  

(13) Taxpayers who carry on some self-employed activity as defined by Article 15 Paragraph 2 Item 4 of this Act shall be able to choose the manner of taxation defined by Paragraph 12 of this Article and Article 36 Paragraph 2 of this Act.  

(14) Contributions paid in for compulsory insurance pursuant to special regulations shall be deemed expenses which are recognized in the assessment of self-employment income from Article 15 of this Act.  

9. Business Books and Records 

Article 19. 

(1) Taxpayers who carry on a self-employed occupation as defined by Article 15 Paragraphs 1,2 and 3 of this Act are obliged to determine their income pursuant to information from business books and records, unless their income is taxed in accordance with Article 32 Paragraphs 1 and 2 of this Act.  

(2) Business books and records as defined by Paragraph 1 of this Article shall be books of receipts and expenses, the list of long-life assets and records of claims and obligations. A taxpayer is obliged to provide in the book of receipts and expenses or in other records data about daily cash flow.  

(3) An invoice has to be issued for each sale and for each service performed.  

10. The List of Long-Life Assets 

Article 20. 

(1) Objects and rights are included in the list of long-life assets, if their purchase price or production costs (procurement value) exceeds  1, 000 kuna and if their useful life is longer than one year. Rights are included in the list of long-life assets only if a fee is paid during their procurement.  

(2) The list of long-life assets is used for the determination of the depreciation of the long-life assets.  

(3) The individual procurement value of goods of the long-life assets, the length of their duration (use), the accounting value and depreciation are entered into the list of the long-life assets.  

(4) The procurement value of goods of long-life assets as entered into the list of long-life assets is depreciated in line with the Depreciation Regulations. If a good of the long-life assets cannot be used any longer because of destruction or because it is sold, withdrawn or alienated in some other way, then its accounting value is written off in its entirety.  

11. Allowance of Expenses 

Article 21. 

(1) Expenses for material, goods, products, power and services that serve for the creation of income shall be allowed in the amount of the procurement price or the production cost.  

(2) Staff expenses (wages with taxes and contributions) shall be allowed in the amount of the real payments, and the contributions paid for the retirement and health insurance of an entrepreneur who is self employed are allowed up to the amount prescribed by the separate acts for mandatory insurance.  

(3) Depreciation according to Article 20 Paragraph 4 of this Act shall also be deemed a business expense.  

(4)  Depreciation of the increased value of long-life assets because of revaluation shall not be deemed depreciation expenses.  

(5) Exceptionally to the provisions of Paragraph 3 of this Article, taxpayers who carry on a self-employed activity as defined by Article 15 Paragraphs 1, 2 and 3 of this Act shall in the tax period be allowed expenses according to a one-time or accelerated partial depreciation of equipment and business facilities procured in the same tax period.  

(6) Plant and machinery, tools, production, service and office inventories, information technology equipment, furnishings, transportation devices and equipment, not including the passenger cars and other means of transportation that serve for the personal transport of the entrepreneur and the entrepreneur's employees shall be deemed the equipment referred to in Paragraph 5 of this Article, and buildings for business activities shall be deemed business facilities.  

(7) Equipment written off according to Paragraph 5 of this Article must lie entered in the list of long-life assets.  

12. Expenses that Are Not Allowed for Taxation Purposes 

Article 22. 

(1) While determining income arising from self- employment, the following expenses shall not  be deductible:

1. 70% of entertainment and promotion expenses (entertainment, gifts with or without the stamped sign or mark of the firm or the product, expenses for holidays, sport, recreation and leisure, expenses for the use of passenger cars, vessels, planes, holiday homes and other similar expenses),

2. value added tax for personal consumption, and gratis deliveries and other expenses,

3. receipts of entrepreneurs who carry on a self-employed activity with respect to remunerations, grants and awards if they exceed a prescribed amount,

4. per diems and travel expenses of entrepreneurs who carry on a self-employed occupation above the prescribed amounts,

5. 30% of expenses connected with an owned or hired passenger motor vehicle and other means for the personal transportation of the entrepreneur, management and other employed persons if salary is not determined on the base of use of these means for personal transportation.  

(2) Exceptionally to Paragraph 1 Item 5 of this Article, the total expenses incurred for the insurance of motor vehicles and other means of transportation shall be deemed business expenses.  

(3) Other expenses that are not directly connected with the performance of the self-employed occupation shall not be deductible.  

13. Income from Property and Property Rights 

Article 23. 

(1) The difference between receipts accruing from leases, rentals, the renting of flats, rooms and beds to travellers and tourists, receipts from the temporally limited cession of author's rights, the rights of industrial property and other property rights, receipts from alienating real estate and property rights and the expenses that the taxpayer has incurred in connection with these receipts shall be deemed income from property and property rights.  

(2) In the case of income from property on the basis of the rental or lease of movables and immovables expenses to the amount of 30% of the realised rental or lease charges shall be allowed.  

(3) Exceptionally to Paragraph 2 of this Article, expenses incidental to realising income from the rental of flats, rooms and beds to travellers and tourists for whom tourist charge is paid shall be determined in the amount of 50% of the realised rental.  

(4) In the case of realising income from property rights, expenses shall be determined in the amount of those really incurred, and for which the taxpayer has proper and trustworthy documentation.  

(5) The income that a taxpayer realises from the alienation of real estate and property rights shall be deemed income as defined by Paragraph 1 of this Article. Sale, exchange or other transfer with remuneration shall be deemed alienation. Income shall be the difference between the receipt determined according to the market value of the real estate or property right that is alienated and the purchase price increased by the rise of the producer prices of industrial products. The costs of the alienation can be deducted as expenses.  

(6) Income from the alienation of real estate as defined in Paragraph 5 of this Article shall not be taxed if the real estate was used as the residence of the taxpayer or dependent members of the taxpayer's immediate family as defined by Article 29 of this Act, or if the real estate or property right is alienated after three years of being purchased.  

(7) Income from the alienation of real estate and property rights as defined by Paragraph 5 of this Article shall not be taxed if the alienation is executed between spouses or kin of the first degree of kinship and other members of the immediate family or between divorced spouses if the alienation is directly connected with a divorce or by inheritance of real estate and property rights.  

(8) Losses from alienating real estate and property rights shall be deductible only from income from alienated real estate and property rights realised during the same calendar year.  

(9) Income from property and property rights shall only be taxed if that income is not taxed as income from self-employment and or if profits tax is not paid upon the income.  

14. Estimating Income from Property 

Article 24. 

If, during the assessment of income as defined by Article 2-3 Paragraph 1 of this Act, the rental, lease fee, receipt from property rights and receipt from the alienation of real estate and property rights is not reported or is not reported at the market value, the income shall be determined by the Tax Administration according to the market prices in the place where the real estate lies, the place where the property rights are given out for use or in the place in which the property right is being alienated.  

15. Change in the Manner of Determining Income from Property 

 Article 25. 

(1) A taxpayer who realises income from property by renting or leasing out the real estate and is liable for the payment of value added tax according to the Value Added Tax Act shall determine income in accordance with Articles 18 to 22 of this Act.  

(2) A taxpayer who realises income from property by renting or leasing out real estate and is not liable for the payment of value added tax can at his or her own request determine the income in accordance with Articles 18 to 22 of this Act.  

(3) In cases as defined by Paragraphs 1 and 2 of this Article the taxpayer is allowed to pay profit tax instead of income tax, in accordance with the provisions of Article 17 of this Act.  

16. Income from Capital 

Article 26. 

(1) Receipts from dividends, shares in profits according to share in capital and interest realised in the tax period shall be deemed income from capital.  

(2) Withdrawals of assets and utilization of services by owners and co-owners of companies for their private needs during the current taxation period at the expense of current-period profits, and the withdrawal of natural persons who perform the activities cited in Article 15(1), (2) and (3) of this Act which are subject to the corporate profit tax shall be deemed dividends and shares in profits based on the equity shares from Paragraph (1) hereof.  

(3) Receipts deriving from shares in profits by members of the management and employees of companies realised by allocation or stock options shall be deemed income as defined by Paragraph 1 of this Article.  

(4) If dividends or shares in the profit are used for the increase of the equity capital of the company they shall not be counted as income from capital.  

(5) While income from capital is being determined expenses shall not be allowed.  

16a. Income from Insurance 

Article 26a 

(1) Receipts at the level of paid-in and taxable premiums for life and voluntary retirement insurance shall be deemed income from insurance. In cases of purchase of life and voluntary retirement insurance policies or cessation of insurance, the amount of receipts shall be deemed income if it is less than paid-in insurance premiums.  

(2) Neither expenses nor personal exemptions of taxpayers shall be recognized upon assessment of income pursuant to Paragraph (1) hereof.  

(3) Paid insurance premiums used to determine income from insurance shall be registered with application of the foreign currency clause and, at the moment of payment of the insured amount, they shall be recomputed in their domestic currency (kuna) equivalent value through application of the mean exchange rate of the Croatian National Bank effective as at the date of payment.  

(4) Employers, disbursers and taxpayers shall be obliged to maintain and submit the legally-stipulated records and reports on paid-in taxable insurance premiums and paid-out income.  

17. Partnership 

Article 27. 

(1) If several natural persons make an income by some joint activity of self-employment (joint entrepreneurship), each natural person (joint entrepreneur) shall pay tax on the part of the income that accrues to that person from the joint self-employment.  

(2) Income made by the performance of joint self-employment as defined by Article 15 Paragraphs 1, 2 and 3 of this Act is determined as a single income in accordance with the provisions of Articles 18 to 22 of this Act. Jointly made income is divided among the individual joint entrepreneurs according to contract. If no contract has been made, the income shall be divided into equal parts.  

(3) To the share in the profit or loss of each joint entrepreneur determined according to Paragraph 2 of this Article shall be added the receipts that the individual joint entrepreneur acquires for his or her work or other remunerations that have, as business expenses, reduced the income from the joint activity. From the part of the income or loss of each joint entrepreneur as determined according to Paragraph 2 of this Article the expenses that have been incurred by each individual joint entrepreneur and that have not diminished the income from the joint activity shall be deducted.  

(4) The provisions of Paragraphs 1 and 2 of this Article also apply to cases when several natural persons together realise income from property and property rights (joint owners, joint entrepreneurs and other).  

(5) Joint income from property and property rights shall be determined according to the provisions of Articles 23 and 24 of this Act.  

(6) Joint entrepreneurs who realise joint income as defined by Paragraphs 1 and 4 of this Article shall be obliged to appoint the person in charge of the joint activity, who shall be primarily responsible for keeping the business books, paying taxes and other obligations, submitting reports and executing other prescribed obligations that derive from the joint activity and the joint property and property rights. A foreign taxpayer cannot be appointed the person in charge of the joint activity. If the joint entrepreneurs do not appoint a person in charge of the joint activity, the Tax Administration shall appoint one.  

(7) The person in charge of the joint activity as defined by Paragraph 6 of this Article shall be obliged at the end of the tax period (the calendar year) to submit to the Tax Administration competent according to his permanent or temporary residence a report about income determined from the joint activity.  

(8) A report about determined income from a. joint activity shall be submitted by the end of the month of January for the preceding year.  

IV. TAX LOSSES

Article 28. 

(1) A tax loss that in the assessment of the total amount of income as defined by Article 3 Paragraph 1 or 3 of this Act cannot be deducted in the tax period in which it has occurred shall be carried forward and compensated for by a diminution of the tax base in the subsequent tax periods.  

(2) A taxpayer shall lose the right to deduct a tax loss as defined by Paragraph 1 of this Article with the expiry of the fifth year from the year for which it was determined.  

(3) During compensation the loss shall be deducted after reduction of the tax base by the salaries of the newly employed as defined by Article 43 of this Act, and before the personal allowances as defined by Article 29 of this Act. The deduction of a loss shall be allowed in the current tax period if it was not deductible in the previous tax periods. Losses brought forward shall be deducted in the order in which they were incurred.  

V. PERSONAL ALLOWANCES

Article 29. 

(1) Domestic taxpayers may deduct a personal exemption of HRK 1,500 from the total amount of income earned pursuant to Article 3(1) of this Act for each month of the taxation period. In cases of earned pensions based on prior payment of compulsory contributions in the first and second pillar of retirement insurance and based on prior payment of insurance premiums for the purchase of accelerated retirement status at the expense of employers, personal exemptions are recognized for domestic taxpayers at a level of the total pension earned in the taxation period, but at an amount not to exceed HRK 2,550.00 monthly.  

(2) Domestic taxpayers may also deduct the following personal exemptions:

1. 0.4 of the basic personal exemption for a dependent immediate family member and former spouse for whom alimony is being paid,

2. for dependent children: 0.42 of the basic personal exemption for the first child, 0.59 for the second, 0.84 for the third, 1.17 for the fourth, 1.59 for the fifth, 2.09 for the sixth, 2.67 for the seventh, 3.34 for the eighth, 4.09 for the ninth and 5.0 for the tenth, and for each further child the coefficient for the basic personal exemption is increased by 1.0 in relation to the personal exemption coefficient for the preceding child,

3. 0.25 of the basic personal exemption for the taxpayer, each dependent immediate family member and each child, if it is a matter of disabled persons.  

(3) Natural persons whose income and other earnings which are not considered income in the sense of this Act do not exceed an amount of five times the basic personal exemption from Paragraph (1) hereof at the annual level shall be deemed dependent immediate family members and dependent children as stipulated by Paragraph (2) hereof.  

(4) The personal exemption of the taxpayer shall be determined as the sum of the basic personal exemption according to Paragraph (1) hereof and the personal exemption according to Paragraph (2) hereof.  

(5) Children in the sense of Paragraph (2) hereof shall be deemed children supported by parents, guardians, adoptive parents, step-fathers and step-mothers. Other dependent immediate family members in the sense of Paragraph (2) hereof shall be the parents of the taxpayer and the parents of the taxpayer’s spouse, and direct forebears and descendents and former spouses for whom the taxpayer pays alimony.  

(6) The taxpayer can use the personal allowances as defined in Paragraphs 1 and 2 of this Article in the period for which there is a tax liability and in which the person is maintained. A period is rounded off to full months to the advantage of the taxpayer.  

(7) For domestic taxpayers, the personal tax allowance will be increased by the amount paid for health insurance if the taxpayer is not insured in any other way, up to the amount of the prescribed obligatory employer's and employee's contributions for health insurance.  

(8) Foreign taxpayers may deduct a personal allowance in the amount of the basic personal allowance as defined in Paragraph 1 of this Article and contributions paid for health insurance inland up to the amount of the statutorily  defined employer's and employee's contributions.  

(9) The personal exemption from Paragraph (4) hereof may be increased for domestic taxpayers during the taxation period by the amount of actual costs of health-care services and the purchase of orthopedic aids in the Republic of Croatia, up to an amount of HRK 12,000.00 annually, provided that such expenses are not covered by basic, supplemental or private health insurance and if they are not financed from received donations.  

(10) The personal exemption from Paragraph (4) hereof shall be increased for domestic taxpayers for investments made to purchase or construct a home (apartment or house) for the needs of permanent residence. The personal exemption shall additionally be increased for the investment maintenance of existing housing of the taxpayer or his/her spouse to improve housing conditions. The taxpayer shall be obliged to submit authentic documentation as evidence of utilization of this personal exemption.  

(11) The personal exemption from Paragraph (10) hereof may not exceed HRK 12,000.00 during the taxation period.  

(12) If the taxpayer finances the purchase and construction of a home or the investment maintenance of existing housing by means of an earmarked housing loan, the payment of interest on this loan shall be deemed a personal exemption under the conditions from Paragraph (11) hereof. In this case, the personal exemption for these purposes based on actual expenses according to Paragraph (10) hereof cannot be utilized.  

(13) The personal exemption of domestic taxpayers from Paragraph (4) hereof may also be increased by an amount of 50% of paid freely contracted rents for the needs of permanent residence in the housing of the lessor, but not to exceed HRK 12,000.00 annually. The right to this personal exemption may be exercised by taxpayers provided that they are in need of housing, and if authentic documents are provided as evidence thereof (lease agreements, evidence of paid rents and other documentation).  

(14) The personal exemption of taxpayers shall also be increased by donations granted in kind and in money in giro accounts, and for cultural, educational, scholarly, health-care, humanitarian, sports and religious purposes, up to a level of 2% of receipts for which the annual tax return was submitted in the previous year and the final income tax determined. By way of derogation, the personal exemption shall be increased for donations granted above the stipulated maximum provided that such donations were granted in accordance with decisions of the relevant ministries dealing with the implementation and financing of special programs and actions, but not for the regular activity of the party receiving the donation.  

(15) Personal exemptions according to Paragraphs (9) – (14) hereof shall be recognized after the personal exemptions from Paragraphs (1) and (2) hereof, while in the final settlement of the income tax they shall be recognized on the basis of the submitted annual tax return.  

VI. ASSESSMENT AND COLLECTION PROCEDURE

1. Annual Tax Assessment 

Article 30. 

(1) Income tax for which an annual tax return is submitted shall be calculated annually.  

(2) The income tax shall be computed at a rate of 15% of the annual tax base up to twice the basic personal exemption, at a rate of 25% on the difference between the annual tax base between twice and 4.5 times the basic personal exemption, at a rate of 35% on the difference of the annual tax base between 4.5 and 14 times the basic personal exemption and at a rate of 45% on the amount of the tax base which exceeds an amount of 14 times the basic personal exemption.  

(3) The annual income tax shall be determined according to the tax base from Article 3 of this Act, while the amounts of paid advance taxes according to all forms of income shall be deducted and the differences determined.  

(4) If a domestic taxpayer has realised income abroad (foreign income) and if this income has been taxed abroad by a tax that corresponds to the domestic income tax, the tax paid abroad shall be taken into consideration in a regulated manner in the domestic income tax.  

(5) The tax for income taxpayers shall be assessed by a tax ruling.  

(6) Income tax according to the annual income tax return shall be paid within a period of 15 days of the day the ruling is delivered to the taxpayer.  

(7) If during the tax period the taxpayer has paid a larger amount than the income tax assessed in the ruling, the tax paid in excess shall be returned to the taxpayer at the taxpayer's request, or shall be taken into consideration as an advance tax payment for the subsequent period.  

2. The Annual Tax Return 

Article 31. 

(1) Income taxpayers shall be obliged to submit an annual tax return of prescribed form and substance after the expiry of the taxation period (the calendar year).  

(2) An annual tax return shall be submitted to the competent office of the Tax Administration by the end of February of the current year for the previous year.  

(3) A taxpayer who earned income during the taxation period from:

1. employment with only one employer at any one time, and/or

2. some other self-employment activity as defined by Article 15(4)1 of this Act, and/or

3. some other self-employment activity as defined by Article 15(4)2 and 3 of this Act, and/or

4. capital as defined by Article 26 of this Act, and/or

5. self-employment activity as defined by Article 32 of this Act, and/or

6. employment as defined by Article 33(5) of this Act, and/or

7. income from assets, with the exception of income from the assets stipulated by Article 23(4) of this Act,  

(4) In the cases defined in Paragraph (3) hereof, with the exception of income defined by Article 26 of this Act, the taxpayer shall be obliged to submit an annual tax return if the payer of income or the taxpayer him- or herself has not computed, withheld and paid the advance income tax or surtax and the advance for compulsory insurance from income pursuant to Paragraph (3)1, 2, 3 and 6 hereof in a manner specified by this Act and special regulations.  

(5) If the taxpayer earns income from several employers on the basis of simultaneous employment or if the taxpayer earns such income directly from abroad (without the mediation of a domestic employer) or if the taxpayer earns other forms of income directly from abroad or income subject to legal obligations stipulating the filing of a tax return or if the Tax Administration requires the taxpayer to pay employment-based taxes subsequently or to pay compulsory insurance contributions subsequently, the taxpayer shall be obliged to submit an annual tax return.  

(6) If during the year the taxpayer has earned only the forms of income from Paragraph (3) hereof, with the exception of the income defined by Paragraph (3)7 hereof, such a taxpayer may submit an annual tax return in the interests of:

1. exercising the right to unused personal exemptions or a portion of the personal exemption defined by Article 29 and Article 40 of this Act,

2. exercising the right to balanced annual taxation, i.e. annual leveling of the tax base,

3. exercising the right to reduce the tax base for expenses incurred in the earning of income from self-employment as defined in Article 15(4)2 of this Act,

4. exercising the right to a return on excess contributions paid for compulsory insurance pursuant to special legislation,

5. exercising other rights as stipulated by law.  

(7) Income taxpayers who are obliged to submit an annual tax return but do not submit a return or submit a return with partial or inaccurate information shall have their income tax assessed by estimation.  

3. Assessment of an Estimated Tax 

Article 32. 

(1) The taxes of a taxpayer who has an occupation as defined by Article 15(1), (2) and (3) of this Act but is not subject to payment of the value-added tax pursuant to the Value-Added Tax Act may be assessed in an estimated amount. Taxes to be estimated for self-employment activity and the rate of the estimated income depending on the branch in which such activity is performed shall be established by the Finance Minister at the proposal of the relevant vocational chambers.  

(2) The annual tax in an estimated amount is assessed by the Tax Administration  by  a ruling. The annual tax assessed by a ruling shall be paid monthly, by the end of each month for the current month, in the amount of one twelfth of the annual tax.  

(3) On the basis of inspection carried out and data about turnover gathered the Tax Administration can repeal a ruling as defined by Paragraph 2 of this Article and make a ruling about paying an advance tax payment in accordance with Article 35 Paragraph 1 of this Act, if it assesses that the taxpayer has realised an income above the amount that through the application of the prescribed rate of taxation exceeds the assessed estimated amount of tax.  

(4) In a case as defined by Paragraph 3 of this Article, the taxpayer shall be obliged to assess income deriving from self-employment as prescribed by the provisions of Articles 18 to 22 of this Act.  

4. Assessment of an Advance Tax Payment; on Employment Income 

Article 33. 

(1) In the case of income derived from employment, the advance tax payment shall be calculated, stopped and paid by the employer, the payer of a pension, or the taxpayer himself or herself. The person liable to the income tax shall be the employee and the pensioner.  

(2) An advance tax payment on employment income shall be calculated, stopped and paid in on the occasion of each payment of salary according to the regulations in force on the day of payment.  

(3) An advance tax on employment income shall be computed from the tax base consisting of the sum of all employment-based earnings during a single month reduced by expenses as defined by Article 13(1) and (3) of this Act that are paid and additionally reduced by the amount of the monthly personal exemptions as defined by Article 29(1) and (2) of this Act.  

(4) An advance tax on employment shall be computed at a rate of 15% of the monthly tax base up to the amount of double the basic personal exemption, at a rate of 25% on the difference of the monthly tax base between twice and 4.5 times the basic personal exemption, at a rate of 35% on the difference of the monthly tax base between 4.5 and 14 times the basic personal exemption, and at a rate of 45% on the difference of the monthly tax base over and above 14 times the basic personal exemption from Article 29(1) of this Act.  

(5) If the period of employment does not exceed 10 days (80 hours) and the income earned is not greater than HRK 1,500.00 monthly, the advance tax is computed by the employer from the base reduced by the amount of compulsory contributions for social insurance pursuant to special regulations at a rate of 15% without computation of the personal exemption from Article 29 of this Act.  

(6) In cases as defined by Paragraph 5 of this Article, the withheld tax shall be deemed the finally assessed tax for the tax period, and taxpayers shall not be obliged to submit an annual tax return for this income. The taxpayer shall have the right to put this income and the amounts of advance tax payments into the annual tax return.  

(7) A foreign organisation that does not enjoy diplomatic immunity in the Republic of Croatia and employees of this organisation with a headquarters or permanent residence in the Republic of Croatia shall, while paying 

employment-derived income to Croatian citizens or to foreign citizens, be obliged to calculate the tax according to the provisions of Paragraphs 1 to 4 or Paragraph 5 of this Article and pay it within a period of eight days of the

day of payment.  

(8) A taxpayer employed in a diplomatic or consular office of a foreign state, in an international organisation or in an office or organisation that has diplomatic immunity in the Republic of Croatia, when he or she is a taxpayer according to this Act as well, is bound to calculate himself or herself the advance tax payment on employment income in the manner described in Paragraphs 1 to 4 or Paragraph 5 of this Article and pay it in within a period of eight days of the day payment.  

(9) Taxpayers who receive their employment income directly from abroad must calculate the advance tax payment on employment income themselves in the manner described in Paragraphs 1 to 4 or Paragraph 5 of this Article and pay it within eight days from the day they receive the income.  

5. Tax Cards 

Article 34. 

(1) An advance tax payment in the case of employment income shall be assessed according to the tax card that employers and payers of pensions have for the employee or the pensioner. The Tax Administration shall issue a tax card free of charge, and the employers and payers of pensions shall be bound to keep it as long as the employee is working for them or as long as the pension is being paid.  

(2) The employer and the payer of the pension shall be bound to supply data from the tax cards of employers and pensioners about salaries and pensions paid out and stopped and paid-in taxes by 31 January of the current year for the preceding year.  

(3) Employers and payers of pensions shall be bound to draw up and deliver to the Tax Administration other prescribed records about employment income paid out and tax paid in as well.  

6. Assessment of an Advance Tax Payment on Self-Employment Income 

Article 35. 

(1) In the ease of income deriving from self-employment as defined by Article 15 Paragraphs 1,2 and 3 of this Act, the monthly advance tax payment shall be paid according to a ruling of the Tax Administration.  

(2) A ruling about an advance tax payment shall be valid until modification that is until a new advance tax payment is determined.  

(3) The Tax Administration can, at the request of the taxpayer, change the amount of the advance tax payment. The request shall be based upon a submission that contains all the essential components of a tax return, and that relates to the preceding period of the current year.  

(4) At the beginning of the performance of some self-employment activity advance tax payments are determined on the basis of data that the taxpayer has submitted about the anticipated amount of his or her income.  

(5) Advance tax payments on income tax as defined by Paragraph 1 of this Article shall be paid monthly up to the last day in the month for the previous month.  

(6) On the basis of an inspection made and external supervision of data from processed annual tax returns or other details about the business of the taxpayer, the Tax Administration can modify a ruling as defined by Paragraph 1 of this Article and determine new amounts of monthly advance tax payments.  

7. Assessment of an Advance Tax Payment on Withholding Income Tax 

Article 36. 

(1) The advance tax payments on income derived from self-employment realised by foreign taxpayers by carrying out occasional independent occupation as self employed artists, artistes, entertainers, sportsmen and sportswomen, writers and painters, including occupation connected with the press, radio and television and entertainment events, is paid by withholding, from the total remuneration minus expenses in the amount of 40%, at a rate of 25% without any right to a personal allowance as defined by Article 29 of this Act. Such advance tax payments are deemed the final tax.  

(2) An advance tax payment on income from other self-employed activities as defined by Article 15 Paragraph 4 Items 2 and 3 of this Act is calculated, stopped and paid by the payer of the income at a rate of 35% without the right to any personal allowance as defined by Article 29 of this Act. In a same way the payer calculates and stops an advance tax payment on income realised by foreign taxpayers through the performance of activities as defined by Article 15 Paragraph 2 of this Act. Paid advance tax payments on income tax are deemed the finally assessed income tax and the taxpayer is not obliged to submit any annual tax return for such income.  

(3) An advance tax payment on the income of members of representative and executive bodies of the national government, bodies of regional and local self-government as defined by Article 15 Paragraph 4 Item 1 of this Act shall be calculated, stopped and paid in by the payer of the income, like tax on employment income according to Article 33 Paragraphs 1, 2,3 and 4, or Article 33 Paragraphs 5 and 6 of this Act.  

(4) An advance tax payment according to Paragraphs 1,2 and 3 of this Article shall be calculated, stopped and paid in by the payer of the income, as a tax by deduction, during each payment of income and at the same time as the payment.  

(5) The advance tax pursuant to Paragraph (2) hereof shall be computed and paid by the taxpayer as a withholding tax if the income was earned directly from abroad (without the mediation of a domestic employer). Foreign income is recomputed in the domestic currency (kuna) equivalent through application of the mean exchange rate of the Croatian National Bank as at the date on which the income was earned.  

8. Assessment of on Advance Tax Payment on Income Derived from Property and Property Rights 

Article 37. 

(1) In the event of income from property earned on the basis of rentals and lease fees, advance taxes shall be paid according to a ruling issued by the Tax Administration by the last day of the month for the current month. Upon assessment of the advance tax, the personal exemption of the taxpayer shall not be taken into account. The taxpayer shall pay the advance income tax according to the procedures and methods stipulated by Article 35 of this Act at a rate of 15%. The assessed advance tax shall be deemed the final tax, so the taxpayer may not file an annual tax return for this income.  

(2) In the event of income from property earned on the basis of renting out suites, rooms and beds to travelers and tourists as defined by Article 23(1) and (3) of this Act, the advance tax shall be computed, withheld and paid by the payer of the income or the taxpayer (in the case of direct letting) upon each collection of rental fees and simultaneously with collection from the total remuneration reduced by the recognized expenses of applying the rate of 15% without the personal exemption of the taxpayer. The assessed advance tax shall be deemed the final tax, so the taxpayer may not file an annual tax return for this income.  

(3) An advance tax payment from income derived from property rights shall be calculated, stopped and paid in by the payer of the income as a withholding advance tax payment at the same time as the payment of the income, from the whole remuneration with the application of a rate of 25%, without any personal allowance as defined by Article 29 of this Act.  

(4) An advance tax on income derived from the alienation of real estate and property rights shall be paid by taxpayers according to a ruling issued by the Tax Administration on a one-time basis for individually earned income within a period of eight days after receiving the ruling from the Tax Administration on the assessed income tax. The advance tax shall be assessed on the tax base with the application of a rate of 35%. The advance tax paid shall be deemed the final tax paid, so the taxpayer may not file an annual tax return for this income.  

(5) Exceptionally to Paragraph 1 of this Article, for taxpayers who, as sole owners, let or lease real estate in the Republic of Croatia to legal and natural entities who carry out some self-employed activity in the Republic of Croatia, alongside the rental that is agreed on in money according to the market value of the lease fee, an advance tax payment can be assessed by  withholding as well, if they are not obliged to pay value added tax. In this event, the advance tax payment is assessed and paid in by the lessee or renter monthly, by the end of the month for the current month, independently of the provisions of the contract that has been concluded. The advance withholding tax payment is determined from the rental or lease fee with the application of a rate of 25% without there being the possibility of reducing the tax base by allowed expenses or the personal allowance of the taxpayer.  

9. Assessment of an Advance Tax Payment on Income from Capital 

Article 38 

(1) An advance tax payment on income from dividends and shares in profit on the basis of a share in the capital as defined by Article 26 of this Act shall be calculated, stopped and paid in at the same time as the payment by the payer, as a withholding tax, at a rate of 15%.  

(2) An advance tax payment on income from withdrawing as defined by Article 26 Paragraph 2 of this Act shall be paid by withholding at a rate of 35%.  

(3) An advance tax payment on income from interest as defined by Article 26 Paragraph 1 of this Act shall be paid by withholding at a rate of 35%.  

(4) An advance tax payment on income derived from receipts as defined by Article 26 Paragraph 3 of this Act shall be paid by withholding at a rate of 15%.  

(5)Advance tax payments on tax determined and paid according to Paragraphs 1 to 5 of this Article shall be considered the final tax, and taxpayers shall not be obliged to submit an annual tax return in respect of this income.  

10. Assessment of an Advance Tax Payment on Income from insurance 

Article 38a 

(1) The advance tax on insurance income shall be computed, withheld and paid by the payers of income simultaneously with payment as a withholding tax.  

(2) The advance tax shall be paid form the earning base at the rate of paid taxable insurance premiums, meaning at the level of the amount paid out at a rate of 15% without reduction of the base for the personal exemption of the taxpayer.  

(3) The advance tax paid pursuant to Paragraph (2) hereof shall be deemed the final tax for the taxation period, so the taxpayer may not file an annual tax return for this income.  

VII. SPECIAL RELIEF AND EXEMPTIONS

1. Exemptions for Croatian Disabled War Veterans and Members of Their Families 

Article 39. 

Natural persons who according to a special regulation have been determined by a ruling to have the status of a Croatian disabled war veteran of the Homeland War do not pay income tax, in proportion to the degree of disability that has been determined, on employment income and pensions.  

2. Relief for Areas of Special National Concern 

Article 40. 

(1) By way of derogation from Article 29(1) of this Act, income taxpayers who have permanent residence and live in regions under special state care as established by separate legislation, shall be entitled to basic personal exemptions as follows:

1. HRK 3,750.00 per month for taxpayers who have permanent residence and live in regions categorized in the first group,

2. HRK 3,000.00 per month for taxpayers who have permanent residence and live in regions categorized in the second group,

3. HRK 2,250.00 per month for taxpayers who have permanent residence and live in regions categorized in the third group.  

(2) The personal allowances of taxpayers for dependents of their immediate families shall be determined according to the basic personal allowance as defined by Paragraph 1 of this Article if these members of the immediate family and children have their permanent residences and reside in areas of special national concern.  

(3) The personal exemptions according to Paragraphs (1) and (2) hereof shall be recognized in the annual settlement of the income tax based on the filed annual tax return, while during the taxation period the personal exemptions stipulated in Article 29(1) and (2) of this Act shall be applied.  

Article 41. 

(1) Persons liable to pay income tax who carry out some self-employed activity as defined by Article 15 Paragraphs 1,2 and 3 of this Act in areas of special national concern and in the city of Vukovar will have the income they realise from these occupations reduced by

1. 75% in the areas of the first group and the city of Vukovar,

2. 50% in areas of the second group,

3. 25% in areas of the third group.  

(2) Exceptionally to Paragraph 1 of this Article persons liable to income tax who carry out some self-employed activity as defined by Article 15 Paragraphs 1, 2 and 3 of this Act in the area of the city of Vukovar and employ more than five employees for an unlimited period of time with more than 50% of the employees having permanent residences in and residing in the city of Vukovar shall be exempt from the payment of income tax for the year 2000 and for the next five years from the day this Act starts to be enforced, after which their income shall be reduced by 75%.  

3. Exemptions and Relief for Natural Persons Who carry Out some Artistic or Cultural Occupation. 

Article 42. 

(1) The amounts of donations up to a value of 20,000 kuna p. a. received by persons liable to pay income tax who earn' out some self employed artistic or cultural occupation according to Article 15 Paragraph 2 Item 2 of this Act shall not be deemed business receipts on condition that they have proper and trustworthy papers about the donations received (a contract about donation, an order for transfer, a receipt for the receipt of objects, rights and services and other objects).  

(2) Natural persons who carry out some artistic or cultural activity according to Article 15 Paragraph 2 Item 2 and Article 15 Paragraph 4 Item 3 of this Act shall be allowed an un-taxed amount in the amount of 25% of the realised business receipts from royalties for artistic and cultural works.  

(3) The non-taxed amount as defined by Paragraph 2 of this Article shall be determined before reducing receipts by expenses according to Article 18 Paragraphs 7 to 9 or according to Article 18 Paragraph 12 of this Act.  

(4) The non-taxed amounts defined by Paragraph 2 of this Article shall be allowed with a certificate from the professional artistic association or authorised agency that this is an artistic work or a person that carries out some artistic or cultural activity.  

(5) A list of authorised professional artistic associations or authorised agencies shall be given by the Ministry of Culture by the end of each year for this same year and delivered to the Central Office of the Tax Administration.  

4. Incentives to Employment 

Article 43. 

(1) Income taxpayers who carry out self-employed activity as defined by Article 15 Paragraphs 1, 2 and 3 of this Act can have their base for income tax additionally lowered in the tax period by the amount of wages paid out and employers' contributions paid in for new employees as well as for the amount of awards paid out to pupils and apprentices during the time they are doing practical work and apprentice work.  

(2) New employees in the sense of Paragraph 1 of this Article shall be deemed to be those employees with whom an employment contract for an indefinite period of time has been made and the employment with the taxpayer has occurred after at least one month's registration with the Employment Institute and the length of the trial period if it has been contracted for. New employees shall also be deemed to be persons employed after giving up the right to use a pension and persons who are being employed for the first time, as well as persons employed for a limited period of time as trainees, interns and so on.  

(3) If a taxpayer during the tax period makes an employment contract with new employees as defined by Paragraph 2 of this Article, and in the same tax period dismisses a certain number of employees, the tax base shall be reduced only by the difference between the calculated and paid wages of the new employees and the calculated wages that in the same tax  period would have been received by the employees who had their employment contracts terminated.  

(4) A taxpayer can use the right to a reduction of his or her tax base for the amount of wages and employers' contributions paid for new employees for one year from their hiring.  

(5)Exceptionally to Paragraph 4 of this Article, a taxpayer can use the right to a reduction of the tax base on account of wages and employers' contributions paid out for new employees who are persons with a disability for a period of three years counting from the day of their hiring.  

VIII. THE PROVISION OF REPORTS AND OTHER OBLIGATIONS

1. The Provision of Data from Taxpayers 

Article 44. 

(1) Taxpayers who start to carry out some self-employed activity as defined by Article 15 Paragraphs 1, 2 and 3 of this Act (except in the case of occupations that are taxed in line with Article 32 of this Act), taxpayers who start to lease or rent out moveable assets and real estate (with the exception of the renting of flats, rooms and beds to travellers and tourists for whom the tourist charge is paid and income that is taxed in line with Article 37 Paragraph 5 of this Act) and taxpayers who start to realise income directly from abroad shall be bound to report to the Tax Administration when they start to do this work, to lease or rent or to realise an income, within a period of eight days of the day of starting the work, or the day of starting to realise an income.  

(2) In the period as defined by Paragraph 1 of this Article, taxpayers who start to carry out some self-employed activity as defined by Article 15 Paragraphs 1, 2 and 3 of this Act shall be bound to supply the office of the Tax Administration that is competent according to their permanent or temporary- residences with data about the person who keeps their business books.  

2. The Provision of Data from the Competent State Bodies 

Article 45. 

The competent bodies of public administration, or other competent organisations, are bound to supply to the Tax Administration all permits necessary for the performance of the small business and independent profession and rulings about the temporary halting and the cessation of the work, or of the independent profession at the same time as they deliver the permits or rulings to the taxpayer.  

3. The Provision of Data from Other Legal and Natural Persons and Banks 

Article 46. 

(1) Legal and natural persons and other organisations shall be obliged to supply the Tax Administration at its request information about goods and services delivered by persons liable for income tax and other prescribed information about wages, pensions and other receipts paid on the basis of employment, for the year for which the income tax is being assessed.  

(2) Banks and other financial organisations that carry out payments system shall be bound to supply the Tax Administration at its request data about transactions via the accounts of persons liable to pay income tax. At the request of the Tax Administration they shall also be bound to supply information about individual income taxpayers during the year as well.  

(3) Persons and organisations as defined by Paragraphs 1 and 2 of this Article are bound to let the Tax Administration inspect business books and records for the sake of establishing the data necessary for the determination of tax.  

4. The Obligation to Pay Out into an Account 

Article 47. 

Bodies of the public administration and the judiciary and other state bodies, bodies and services of regional and local self-government, institutes, non-profit organisations, entrepreneurs — legal and natural persons — shall make payments of receipts that are deemed to be income to persons liable to income tax into an account with an organisation authorised for payment system, and only exceptionally in cash, in the prescribed manner.  

5. The Collection and Comparison of Data important for Taxation 

Article 48. 

(1) In the interests of accurate assessment of income and other tax liabilities, during the year the Tax Administration shall be obliged to collect data on the taxable income of natural persons, monitor goods transactions and perform all other necessary tasks.  

(2) The Tax Administration shall be obliged to compare income earned on the basis of employment, self-employment, assets and property rights, capital and insurance and other non-taxable earnings and claims with the data on the procurement of fixed, mobile and other assets and other expenses incurred by natural persons and their liabilities during the taxation period. The comparison shall be conducted on the basis of the data at the Tax Administration’s disposal, data reported by taxpayers and data from other sources.  

(3) If in the course of the collection of data and their comparison as defined by Paragraphs (1) and (2) hereof, the Tax Administration determines that there is insufficient evidence for the sources of assets of natural persons, it shall establish income on this basis as the difference between the value of the assets and the demonstrated value of the funds necessary for their procurement.  

(4) The income determined according Paragraph (3) hereof shall be registered as income earned from employment, self-employment, assets and property rights, capital and insurance during the taxation period in which such income was determined and taxed according to the regulations in force during that taxation period.  

(5) For the purposes from Paragraphs (1) and (2) hereof, the Tax Administration shall be obliged to maintain records on the assets of taxpayers pursuant to the data from its records, records from bodies of state authority and records of local and regional self-government units.  

6. Authorities of the Minister of Finance 

Article 49. 

The Finance Minister shall be authorized to issue detailed regulations for the implementation of this Act. The Finance Minister shall be particularly authorized to issue enabling regulations that shall stipulate:

1. non-taxable portions of remunerations, grants, awards and other receipts on the basis of employment that employers pay out to employees, and the non-taxable portions of remunerations, grants, awards and other receipts of independent entrepreneurs and the conditions governing when and how they are to be paid out (Article 7(1)9 and 10),

2. non-taxable portions of earnings based on official travel by natural persons who are not employed or who are not self-employed (Article 7(1)11),

3. non-taxable portions of scholarships and grants to students during practical work and apprenticeships and the conditions governing when and how they are to be paid out (Article 7(1)4 and 12),

4. the form and content of business ledgers and accounts and the methods for maintaining business ledgers by self-employed natural persons (Article 19, in association with Article 15(1), (2) and (3)),

5. the methods and deadlines for writing off (depreciation) of fixed assets (Article 20(4)),

6. the form and content of records and statements on paid in taxable premiums for life, supplemental health and voluntary retirement insurance (Article 26(4)),

7. the possibilities and methods for utilization of personal exemptions for taxpayers and dependent immediate family members (Article 29 and Article 40(1)),

8. the form and content of the return on assessed income from partnerships (Article 27(7)),

9. the methods to compute foreign taxes in the domestic income tax (Article 30(4)),

10. the form and content of the annual tax return (Article 31),

11. the methods for assessment and payment of the advance tax for employment-based income (Article 33),

12. the form and content of the tax card and other records on paid out income from employment and paid in advance taxes (Article 34(1),

13. the methods and deadlines for submitting data on paid out income and paid in withholding taxes (Article 34(2) in association with Article 33(4) and (5), Article 36(1), (2) and (3) and Article 37(2), (3) and (5), Article 38(1) through (5) and Article 38a),

14. the form and content of the report on the commencement of self-employment activities, rentals and the earning of foreign income (Article 44(1)),

15. payments that can be made by income taxpayers in cash (Article 47).  

IX. PROCEDURAL PROVISIONS

Article 50. 

Regarding determining, collecting, refund of tax, appeals procedures, offences proceedings and the statute of limitations, the provisions of the General Tax Act shall be applied. 

X. PENAL PROVISIONS

Article 51. 

A fine of between 500 and 50,000 kuna shall be paid for offences by:

1. a taxpayer who does not pay in the monthly or one-time advance tax payments according to a ruling of the Tax Administration in the amount determined and by the time prescribed (Article 35 Paragraph 1, Article 32 Paragraph 2 and Article 37 Paragraphs 1 and 4),

2. a taxpayer who in the prescribed period does not pay in, or pays in less, tax according to the annual tax return (Article 30 Paragraph 6 in connection with Article 30 Paragraph 3).  

Article 52. 

(1)  Legal and natural persons who do not carry out payments to citizens via an account with an authorised payment system organisation shall be fined from 500 to 50,000 kuna (Article 47).  

(2) For an offence as defined by Paragraph 1 of this Article the responsible person in a legal person shall be fined between 500 and 20,000 kuna.  

XI. TRANSITIONAL AND CONCLUDING PROVISIONS

Article 53. 

(1) Income realised up to the day of the beginning of the application of this Act shall be taxed according to the regulations that were then in force.  

(2) The provisions of Article 9 Paragraph 7 of this Act that relate to gifts to religious communities shall be allowed as tax deductible expenses when this is prescribed by a separate act.  

(3) Exceptionally to the provision of Article 9 Paragraph 8 of this Act, premiums for life, additional health and voluntary retirement insurance shall be allowed as tax-deductible expenses from 1 July 2001.  

(4) The provisions of Article 38 of this Act shall not be applied to dividends, shares in profit on the basis of equity, interest, withdrawals and receipts on the basis of rights that have been realised up to the beginning of the implementation of this Act, irrespective of when this income is paid out or receipts on the basis of rights are realised.  

(5) The provisions of Article 40 Paragraph 1 Item 3 and Article 41 Paragraph 1 Item 3 of this Act that relate to relief in areas of special national concern of the third group shall be applied from the day of the application of a separate act prescribing these areas.  

Article 54. 

(1) On the day of the beginning of the implementation of this Act the Income Tax Act ("Narodne novine" No. 109/93, 95/94, 25/95 — revised text, 52/95 — correction, 106/96, 164/98 and 33/00) shall cease to be valid.  

(2) One the day of the beginning of the implementation of this Act, the following shall cease to be valid:

1. Articles 20,21 and 22 of the Act about the Rights of Independent Artists and the Stimulation of Cultural and Artistic Creativity ("Narodne novine", No. 43/96 and 44/96 — correction),

2. Article 22 of the Act about the Rights of Croatian Soldiers of the Homeland War and Members of Their Families ("Narodne novine", No. 108/96),

3. Articles 13, 40 and 41 of the Sports Act ("Narodne novine", No. 111/97),

4. Articles 12,13 and 13 of the Areas of Special National Concern Act ("Narodne novine", No. 44/96, 57/96 — correction, 124/97, 79/99, 117/99 — correction, 73/00 and 87/00 — correction).  

Article 55. 

This Act shall come into force on the eighth day after its publication in "Narodne novine" and shall be applied from 1 January 2001.  

