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ABSTRACT

ARTICLE INFO

This paper analyzes the legislation related to concessions on maritime domains and indicates the
need to adjust certain legal provisions to improve the quality of the concession granting procedure.
The object of this paper is to indicate the issues in determining the real value of a concession fee
in the process of preparing a feasibility study for granting the concession, and to give a scientific
contribution by proposing procedures and measures, which can enable setting more precise
concession fee values. Using the methods of comparison, analysis, and synthesis, authors prove that
in the process of preparing a feasibility study for granting the concession it is not possible to assess
the real value of the concession and concession fee with certainty, as it is necessary to estimate
economic sizes in the long term. Each concession contract, lasting longer than five years, should be
subject to a peer review owing to changes in economic, political, demographic, and other indicators,
and if necessary, the value of concession fee should be adjusted accordingly. The authors explain the
stated imprecision in the estimate of economic indicators by the index of uncertainty of economic
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policies, and with the inability of long-term forecasting of potential economic crises.

1 Introduction

The term concession can be defined according to the
linguistic, legal theory and normative meaning [11]. The
linguistic root of the term concession comes from Latin
word concessio, which generally means approval, per-
mission, license or guarantee [10]. Latin word concessio
served as basis and root of this term in Croatian and other
European languages. In terms of legal theory meaning,
the term concession is limited to the classic granting of a
right, by public authorities to natural or legal persons [18].
Thirdly, the normative meaning of the term concession is
provided by the legislator.

A reference to the legislation governing the conces-
sions in the Republic of Croatia is provided at the outset
of this paper. The procedures of preparing the feasibility
study for granting concession and estimating the value of
a concession are thoroughly analyzed. Subsequently, the
paper describes the process of granting concession on

maritime domain for economic use and defines criteria for
determining the amount of the concession fee, as well as
criteria for the bid evaluation procedure. Content of the
economic feasibility study is defined in the third part of
the paper. The end of the paper presents the analysis of
the issues in determining the real value of the concession
fee and proposals for improving the quality of the conces-
sion fee value estimate, which would not be impacted by
the long term of the concession contract.

2 Concessions and the Governing Legislation

Concessions in the Republic of Croatia, on a basic level,
are governed by the Concessions Act [22] of 2017 (here-
inafter: CA), while the concessions on a maritime domain
are governed by a special law - Maritime Domain and
Seaports Act [23] (hereinafter: MDSPA) of 2003. The CA
is the general umbrella regulation, which determines ba-
sic principles and regulations, and has the function of “lex
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generalis”, while the specific issues for particular areas or
activities for which concessions are granted are regulated
by the MDSPA, which acts as “lex specialis”.

Concession granting procedure is regulated in detail by
the Regulation on the Procedure of Granting a Concession
on the Maritime Domain [19] (hereinafter: Regulation) as
a bylaw.

2.1 Concessions Act

This part of the paper presents a concise review of CA
articles related to the issues of determining the value of
concession and the concession fee.

The CA governs the procedures for granting conces-
sions, concession contracts, concession expiration, legal
protection in the processes of granting concessions, con-
cession policy, and other issues related to concessions [22]
(Art 1). Types of concessions are concession for econom-
ic use of common or other goods, works concession and
service concession [22] (Art 3).

The concession grantor is a public authority, i.e. a legal
person authorized for granting concessions in accordance
with this and special laws, while the concessionaire is an
economic operator, with whom the grantor enters into a
concession contract [22] (Art 5).

Preparatory actions for granting concession include
all the activities conducted with the purpose of granting a
concession, but precede the start of the concession grant-
ing procedure. Those actions are conducted by the gran-
tor following the CA, the special law, regulations governing
the public procurement and other regulations relating to
the type and subject of a concession [22] (Art 14).

Preparing the feasibility study for granting concession
or a concession granting analysis, as well as the conces-
sion value estimate are, among others, important parts of
preparatory actions.

2.1.1 Feasibility study for granting a concession

The concession grantor conducts the feasibility study
for granting a concession. The study takes public inter-
est, impact on the environment, protection of nature and
cultural goods, financial impacts of the concession on the
Republic of Croatia state budget, i.e. budget of local and
regional authorities, and compliance with economic de-
velopment plans and concession granting plans into spe-
cial consideration. In the matter of service concession and
concession for economic use of common or other goods,
with an estimated value under HRK 15,000,000.00, with-
out value-added tax, the grantor can make an analysis of
concession grant instead of feasibility study for concession
granting. Analysis of concession granting has to adequate-
ly include the basic elements of the feasibility study for
concession granting referred to in Article 19 of the CA, so
the procedure of concession granting could be conducted
according to the principles and rules of the procedure for
concession granting governed by this Act [22] (Art 18).

Feasibility study for concession granting consists of an
operative summary, a general part, technical, financial, eco-
nomic and legal analysis, and, according to need, a paper on
environment protection following special regulations, i.e. an
appropriate assessment of the ecological network, where
applicable, cultural goods and health, as well as relevant an-
nexes, conclusions and recommendations.

The following provides the content of the financial and
economic analysis of the feasibility study: analysis of ex-
penses and benefits of the concession in relation to the
grantor’s budget, i.e. the Republic of Croatia state budget
and/or the budget of a local and regional authority, and
the financial feasibility of a concession in relation to the
concessionaire, in line with industry and international
standards.

Feasibility study for granting a concession or an analy-
sis of concession granting must include the determination
of the type and subject of concession, estimated value of
the concession, proposed minimum capacity conditions of
the economic operator, the period for which the conces-
sion is granted, statement of reasons stating whether the
concession has characteristics of a public-private partner-
ship and any other data necessary for the production of
tender documentation [22] (Art 19).

2.1.2 Estimated value of a concession

The concession grantor estimates the value of a conces-
sion as the total value of the concession, specified in HRK
without value-added tax, including all foreseeable amend-
ments to the concession contract and maximum value of
the amendments. The estimated value of a concession
is calculated as an estimate of the total revenue, without
value-added tax, which will be generated by the conces-
sionaire demonstrating best efforts based on the conces-
sion contract during the concession period. The estimated
value of a concession is calculated based on the data from
the feasibility study for concession granting, or analysis of
concession granting [22] (Art 20).

In calculating the estimated value of a concession, mar-
ket prices at the time of calculation, or the eventual price
of the service to be applied in the procedure of granting
the concession, or the price of the service regulated by a
special law shall be used [22] (Art 20).

If a special law specifies the minimum concession fee
payable by the concessionaire, the grantor indicates this
amount, in the tender documentation, as the amount
above which tenderers are required to submit their ten-
ders [22] (Art 35 and Art 48).

The concession fee may be contracted as a fixed equal
amount and/or as a variable amount, depending on the
specifics of the subject of the concession, the princi-
ples set out in the feasibility study for granting a conces-
sion, i.e. the analysis of the concession granting and the
special law [22] (Art 57). The concession contract may
specify the change in the amount and/or the method of
calculating and paying the concession fee for a certain
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period, throughout the concession contract, following the
tender documentation and the decision on granting the
concession.

Changes of the concession fee are possible based on:

1. indexations related to changes of HRK and EURO ex-
change rate,

consumer price index,

amendment of the special regulation in the part regu-
lating the amount and the manner of payment of the
concession fee,

4. economic circumstances that significantly affect the
balance of the ratio between the concession fee and the
estimated value of the concession referred in Article
20 of the CA, which was the basis of the concession
contract.

The change in the concession fee is determined by the
concession contract and special laws and is made depend-
ing on the occurrence of circumstances and/or periodi-
cally, for specified periods, depending on the conditions of
exchange rate fluctuations or changes in consumer prices.

2.2 Maritime Domain and Seaports Act

Concessions have been applied in the Republic of Croatia
for 26 years, but the legal framework governing maritime
domain concessions is not satisfactory, since the matter is
regulated by the MDSPA of 2003, which does not comply
with the CA of 2008, nor with the later laws of 2012 and
2017. Today, in practice, two laws are applied to the legal
regime of maritime domain concessions (CA and MDSPA),
which are not in conformity nor are they compatible [13].

MDSPA defines the concession as a right whereby a
part of a maritime domain is partially or totally excluded
from general use and granted for special use or econom-
ic use to natural and legal persons, in accordance with
Zoning Plans [23] (Art 2).

Economic use of maritime domain means the use of
maritime domain for carrying out economic activities, with
or without the use of existing structures and other facilities
on the maritime domain, and with or without the construc-
tion of new structures and other facilities on the maritime
domain [23] (Art 6). For the economic use of maritime do-
main, a concession must be granted to natural and legal
persons in the procedure prescribed by law [23] (Art 7).

Maritime domain is managed by the Republic of Croatia,
either directly or through regional government units or lo-
cal government units, under the provisions of the MDSPA.
Maritime domain management means the maintenance,
upgrade, protection of the maritime domain in general use,
as well as special or economic use of the maritime domain
based on the concession or concession permit [23] (Art 10).

Concession is granted for the period of 5 to 99 years
[23] (Art 20). County Government grants a concession
for the economic use of maritime domain, and the use or
construction of buildings of importance for the County,

for the period not exceeding 20 years. The Government
of the Republic of Croatia grants a concession for the eco-
nomic use of maritime domain that includes the use or
construction of structures of importance to the Republic
of Croatia, for a period up to 50 years. With the consent of
the Croatian Parliament, the Government of the Republic
of Croatia grants concession for more than 50 years for
the use or construction of new structures of importance to
the Republic of Croatia, which requires large investments
where the total economic effects cannot be achieved
within 50 years. In determining the term of a concession,
the purpose, scope and amount of investments required,
as well as overall economic effects of the concession, are
taken into account.

The decision for granting a concession includes, inter
alia, the manner, conditions and time of use or economic
use of maritime domain, compensation payable for the
concession, as well as rights and obligations of the conces-
sion holder, including obligation to maintain and protect
maritime domain [23] (Art 24). Based on a concession
decision, the grantor and the authorized person conclude
a concession contract. The concession contract regulates
the closer purpose for which the concession is granted, the
conditions that must be met by the concessionaire during
the concession, the amount and manner of payment of the
concession fee, the guarantees of the concessionaire, and
other rights and obligations of the grantor and the conces-
sionaire [23] (Art 25).

Maritime domain concession is subject to an annual
fee, which is determined by the concession decision. A
concession fee for the economic use of maritime domain
consists of the fixed and variable part, the amount of
which is determined based on economic justification, i.e.
profitability of the economic use of maritime good, as evi-
denced by the economic feasibility study. [23] (Art 28).

The right to conduct port operations, the use of existing
substructures and superstructures, and the construction
of new structures and other superstructures and substruc-
tures are also acquired based on a concession [23] (Art 66).

Types of concessions are [23] (Art 66):

1. a concession for conducting port operations, which
does not exclusively require the use of existing or con-
struction of new structures and other substructure and
superstructure facilities in the port area,

2. a concession for conducting other economic activities
that do not exclusively require the use of existing or
construction of new structures and other substructure
and superstructure facilities in the port area,

3. a concession for conducting port operations, which re-
quires the use of existing and/or construction of new
structures and other substructure and superstructure
facilities in the port area,

4. a concession for conducting other economic activities
that require the use of existing or construction of new
structures and other substructure and superstructure
facilities in the port area.
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A concession for conducting port operations, use of
existing substructures and superstructures and construc-
tion of new structures and other substructure and super-
structure facilities is granted for 99 years. Concessions
referred to in items 1 and 2 are granted by the Port
Authority, upon the request of the concession applicant,
for 10 years. Concessions referred to in items 3 and 4
are granted by the Port Authority based on a public ten-
der, for 99 years. Prior consent of the Government of the
Republic of Croatia is required for the concession which
is granted for the period from 30 to 50 years, while con-
sent of the Croatian Parliament is required for the con-
cession which is granted for the period longer than 50
years. In determining the length of the period for which
the concession is granted, the criteria set out in Article
20 of the MDSPA are considered, taking into account that
the term is not shorter than necessary for the deprecia-
tion of the value of the planned investments in the port
area.

The Port Authority must check the execution of the
plan and the annual operational work program of the
concessionaire at least once per year. The concessionaire
must enable the Port Authority and other competent au-
thorities to check the execution of the plan and the annual
operational work program of the concessionaire [23] (Art
71).

2.3 Regulation on the Procedure of Maritime Domain
Concession Granting

This Regulation provides the procedure for granting
concession on maritime domain for economic use and
special use of maritime domain, a special purpose port, a
procedure for granting concession in ports open to public
traffic, and defines the criteria for determining the level
of the concession fee and the criteria for the evaluation of
tenders [19] (Art 1).

Should the average exchange rate of the Croatian
National Bank for HRK change during the concession con-
tract in relation to EURO (+/- 3%), the amount of the fixed
part of the concession fee shall also be adjusted in line
with the change of the exchange rate [19] (Art 3).

2.3.1 Criteria for establishing the amount of the concession
fee

The Regulation defines the criteria for determining the
amount of the concession fee. An example of the criteria
for industrial ports is presented below [19] (Art 16):

B.2. Industrial ports
B.2.1. The fixed part of the concession fee

The starting amount of the fixed part of the concession
fee is calculated according to the occupied m2, and accord-
ing to the following starting prices:

Existing and built industrial ports 4 kn/m?
Industrial ports that had not been built on (new) 2 kn/m?

B.2.2. The variable part of the concession fee

Starting amount for the bid amount of the variable
part of the concession fee amounts to 2% of the bidder’s
income.

2.3.2 Content of a tender

A public tender offer must contain documents [19] (Art
18):
1. Evidence of the tenderer’s capacity;

2. Offered amount of fixed and percentage of the variable
part of a concession fee;

3. Economic feasibility study prepared according to the
content and form of the documentation for public ten-
dering. The total amount of the investment planned in
the economic feasibility study is considered as a fixed
asset investment;

4. Commercial bank tender and performance guarantee;

5. Letter of intent from the commercial bank that it will
issue a guarantee for good completion of the obliga-
tions under the concession contract;

6. Certificate of the competent authority for issuing the
location permit, showing that the intervention present-
ed in the conceptual design is planned by the spatial
planning documents;

7. Conceptual design of the project in the area of the
maritime domain made by an authorized designer in
accordance with the spatial planning documents and
according to the economic feasibility study.

2.3.3 Bid evaluation procedure

The received bids are evaluated according to defined
criteria. It should be noted that the bid evaluation criteria
for all maritime domain concessions have changed three
times already. Following the original Regulation of 2004,
changes were made in 2012 and in 2017, which shows
the uncertainty facing the participants in the concession
granting process, that is, the hesitation of the legislator.

A. Concessions on maritime domain [19] (Art 21):

The evaluation of bids for all concessions on the mari-
time domain is done according to the defined criteria:

- offered amount of the fixed part of the

concession fee 30%
- offered amount of the variable part of the

concession fee 30%
- offered amount of the total capital investment

according to the economic feasibility study 40%

B. Concessions for special purpose ports [19] (Art 21):

The evaluation of bids for special purpose ports, other
than sports and fishing ports, is carried out in compli-
ance with point A of this article.

The evaluation of bids for sports and fishing ports is
carried out according to the following criteria:
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- offered amount of the fixed part of the

concession fee 25%
- offered amount of the variable part of

the concession fee 25%
- offered amount of the total capital investment

according to the economic feasibility study 20%
- amount of the investment in environment

protection (within total investments) 30%

2.3.4 Concessions in ports open for public transport

The decision on the public invitation to tender for con-
cessions to conduct port activities and other economic ac-
tivities requiring the use of existing and/or construction
of new structures and other substructure and superstruc-
ture facilities in the port area is made by the governing
council of the concession grantor. The decision on the pub-
lic procurement of concession bids must be based on the
development plans of the grantor, the needs for technical
and technological processes in the port, indicators of the
circulation of port traffic and the stated needs of the us-
ers of the port. The decision on public invitation to ten-
der for concessions may also be taken after an initiative
addressed to the concession grantor, which has been ex-
pressed in writing by a legal or natural person registered
for performing trades. [19] (Art 31).

Evaluation of bids is carried out according to the fol-
lowing criteria [19] (Art 35):

- offered amount of the fixed part of the

concession fee 15%
- offered amount of the variable part of

the concession fee 15%
- offered amount of the total capital investment

according to the economic feasibility study,

which includes the technical and technological

equipment for carrying out the plan 40%
- the number of planned workplaces and

workers’ expertise 10%
- port capacity utilization and impact on the

growth of port traffic 20%

Exceptionally, during the decision-making process
about the public tender, the grantor’s governing council
can decide on different or additional criteria and the man-
ner of evaluation.

Starting amount of the concession fee is set by the con-
cession grantor, taking into consideration [19] (Art 38):

- the type of operations and the number of concessions
granted for the same type of operations,

- the scope and quality of the investments planned and
their impact on port development,

- utilization of port capacities,
- environmental protection measures.

The concession fee is determined in two parts, namely
[19] (Art 39):

- fixed part to be paid for the total number of square me-
ters of the port area,

- variable part to be paid depending on the scope of op-
erations, the importance of the operations for technical
and technological integrity of the port, and the impact
on the port traffic.

The fixed part of the fee is paid by January 31 for the
current year, and the variable part according to the con-
cession contract provisions.

3 Economic Feasibility Study for Granting a
Concession

Feasibility study for granting a concession is elaborat-
ed in detail in point 2.1.1., and the value of a concession,
i.e. its estimate, which is the constituent part of the study,
in point 2.1.2. It is necessary to make a distinction be-
tween a Feasibility study for granting a concession, which
is to be made by the concession grantor, independently or
with the assistance of external experts, and an Economic
feasibility study for granting a concession, which is to be
made by the concession applicant.

The content of an economic feasibility study was defined
in the first version of the Regulation on the Procedure of
Granting a Concession on the Maritime Domain [19], but in
the Regulation on amending the Regulation (NN 83/12) the
definition was changed, which is why the newest Regulation
does not state the content of the economic feasibility study.
Presently, it can only be recommended what the stated
study should contain. The following sets out the elements of
an economic feasibility study of granting a concession, ac-
cording to Article 18 of the Regulation, which is not in force
any more:

- the existing condition of the site for which the conces-
sion is requested,

- investment plan elaborated in detail for the entire du-
ration of the concession,

- the amount of the planned investment in environmen-
tal protection,

- the amount of the total investment planned,
- sources of investment financing (own resources, loans),
- estimation of project profitability (income - expenses),

- statement of the tenderer on technical equipment and
personnel, and organizational capabilities for the reali-
zation of the concession,

- letter of intent of the issuer (bank) on issuing perform-
ance guarantees to the bidder, related to investments,
according to the investment plan from the economic
feasibility study made by the bidder.

For the expert evaluating body to gain a better under-
standing of the quality of the bid submitted by the conces-
sion applicant, the study should preferably contain the
data on profit before tax, increased by the amortization in
the previous year, the income from ordinary activities in
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the previous year, and the mention of bidder’s experience
in operations for which the concession was requested, as
well as the number of new workplaces.

4 Determining Real Value of the Concession Fee

The concession procedure in the Republic of Croatia is
very complex and requires the application of several laws
and regulations, which are not always harmonized. It is
demanding towards the concession grantor and the con-
cessionaire. The example of Italy, which does not have a
concessions act, but solves issues of granting concessions
by special regulation according to the types of conces-
sions, demonstrates that Croatia could resolve the issue
more transparently and simply [6].

In this paper, the focus of the analysis is on economic
indicators, i.e. the assessment of the value of a concession
and the assessment of the value of a concession fee. Due
to the complexity of the concession granting procedure,
it is often not possible to determine the estimated values
with certainty. Considering that concessions are mostly
awarded over long periods, the possibility of error is even
greater.

The CA defines how the concession grantor should
prepare a feasibility study for granting a concession, the
important part of which is the determination od the value
of the concession. The CA of 2012 defines the estimated
value of a concession [21] (Art 11) more precisely, that is,
differently than in the most recent CA of 2017 [22] (Art
20). That might have been adequate if there was a desire
to simplify and shorten the law, which would be easier to
enforce. However, the new CA has 106 articles, while the
old CA of 2012 had only 65, even though it was based on a
very elaborate European regulation, preceded by system-
atic research [20].

A more precise definition of the calculation of the esti-
mated value of a concession under the CA of 2012 is: The
estimated value of a concession for the economic use of a
common good or other good is calculated as the estimat-
ed revenue that the concessionaire, acting with the care
of a good businessman, will derive from the concession
contract for the duration of the concession, less the esti-
mated amount of the concession fee, and discounted to net
present value at a discount rate determined by the conces-
sion grantor, that reflects current market estimates of the
time value of money and the risks specific to the invest-
ment related to the subject of a concession.

The above definition shows that the value of the con-
cession is in relation to the concession fee, i.e. the estimat-
ed value of the concession is the result of the difference
between the total income of the concessionaire and the
concession fee, which is additionally being discounted. It
is concluded that, even though the amount of a concession
fee will be determined at the conclusion of the contract, it
has to be estimated in the process of preparing the feasi-
bility study for granting a concession. However, the esti-

mate from the feasibility study for granting a concession is
very important, as it will be compared to the value of the
concession fee proposed by the concessionaire, and it will
be stated in the economic feasibility study for granting a
concession. The insight into the complexity of the proce-
dure is obtained after adding precise minimum values of
concession fees, which have to be calculated basis on the
criteria of the Regulation on the Procedure of Granting a
Concession on Maritime Domain.

The greatest uncertainty in the precise assessment of
the value of a concession fee is contained in the need to
determine this value over a long period, from 10, 20 to 99
years. An analysis of several feasibility studies for grant-
ing a concession [14, 15, 17] demonstrates that in most
studies, the concessionaire’s revenue and expenditure
indicators are projected unchanged after the fifth year of
the concession period because they are difficult to predict.
However, this results in an unrealistic estimated value of a
concession and the value of a concession fee.

In some studies [16] the estimated revenue and ex-
penses of the concessionaire increase by a certain equal
annual percentage, but even with this procedure, the real
value of the concession fee cannot be determined since the
market seldom behaves in such a uniform manner.

Studies are made by experts who conduct studies on
behalf of the concession grantor, according to legislation
and defined rules and procedures. The results of such
studies are unreliable because contractors are required
to make accurate estimates that are strongly influenced
by economic, political, fiscal, social, climate, demographic
and other changes. For such long-term periods, these es-
timates cannot be accurately determined and calculated,
even with the help of discount rates, various indices and
other economic instruments. In addition, the inability to
forecast the occurrence of potential economic crises in the
long term must also be taken into account.

Recession is an economic crisis, which can be defined
as a slowdown in a country’s economic activity accom-
panied by a simultaneous worsening of the general eco-
nomic climate (drop in real income, rising unemployment,
low utilization of production capacity...) [9]. Croatia, like
many other European countries, has gone through two
such successive economic crises in the last ten years. The
first was related to a financial disturbance that originated
in America and moved to Europe, and the second crisis,
based on a similar disorder, came from Greece. These ex-
ternal shocks caused a significant decrease in Croatia’s
production and employment. Real GDP dropped by 7.4
percent in 2009 and by another 1.7 percent in 2010.
Production dropped significantly again in 2012, by 2.2
percent, and negative growth of 1.1 percent was recorded
in 2013. An additional decline in production by 0.5 per-
cent was recorded in 2014, and the total drop in real GDP
in the period from 2008 to 2014 was 12.6 percent [8].

Chart 1 shows how the recession affects the real de-
mand, which is very important for the realization of posi-
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tive business results of concession beneficiaries. More
specifically, Chart 1 shows the statistical relationship be-
tween the growth of money supply and the growth of real
demand in Croatia from 2006 to 2014. A large decline in
real domestic demand is visible in 2009, as a result of a
decline in money supply in the same year and a slowdown
in its growth in the previous year.

The imprecision in the estimation of economic indica-
tors can also be explained by the economic policy uncer-
tainty index reflecting the problem of identifying possible
future outcomes and their likelihood or simply fear of the
unknown [4]. Uncertainty was introduced as a term in
economics at the beginning of the twentieth century [7],
and today many authors warn about the impact of uncer-
tainty on economic activity [1, 3]. The Economic Policy
Uncertainty (EPU) index was introduced by Baker, Bloom

and Davis in 2011 [2]. The index is based on three pillars:
the first base of the index is an archive of news articles
on economic uncertainty from the top ten US daily news-
papers, the second base is determined by the number of
tax provisions that expire in the next ten years, and the
third base of the EPU index is a measure of disagreement
in forecasts from a survey of professional forecasters. In
Croatia, Sori¢ and Loli¢ have tried to quantify the Croatian
version of the media uncertainty index and verify if it is
characterized by the same effects as the one from the US
[12].

One example of uncertainty is shown in Chart 2, which
shows four extreme increases in fiscal uncertainty. The
first occurred at the end of 2002, with the adoption of sev-
eral special tax laws (on tobacco, passenger cars, petrole-
um products, luxury products, etc.). The second relates to
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Chart 2 Fiscal uncertainty indicator

Source: Sori¢, P, Loli¢, I.: Economic uncertainty and its impact on the Croatian economy, 2017 [12]
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the introduction of the so-called crisis tax and the increase
of the general VAT rate from 22% to 23%. The third and
largest increase in uncertainty occurred in 2013, when,
in addition to aligning domestic fiscal legislation with EU
regulations, a number of changes to the VAT, income tax
and corporate income tax laws and regulations were in-
troduced. The fourth increase of January 2015 is related
to the tax changes package of the then Minister of Finance
Boris Lalovac (amendments to laws and regulations re-
lated to VAT, income tax, taxation of games of chance, real
estate sales tax and consumption tax).

When making long-term economic forecasts, it is im-
possible to take into account all the factors that affect
the uncertainty of estimates, and it is therefore good that
the legislator predicted this type of uncertainty, allowing
Article 57 of the CA [22] to enable corrections to the value
of concession fees. However, for these adjustments to be
made, it is necessary to indicate this possibility in the con-
cession contract, that is, if this option is not stated, it is not
possible to make subsequent changes in the values of the
concession fee.

The previous analysis has shown that flat-rate esti-
mates, which cannot provide reliable indicators, are used
when assessing the value of a concession fee for conces-
sions with a duration longer than five years. Accordingly,
the multi-year economic indicators are subject to a high
level of uncertainty. For this reason, any concession con-
tract with a duration of more than five years should be
reviewed for significant changes in economic indicators.
Such a check, i.e. the preparation of an additional financial
elaborate, would result in more realistic and accurate indi-
cators, as a basis for a possible change in the value of the
concession fee.

Another important element of a concession fee is the
relationship between the fixed and the variable part of
the fee. The absolute value of the variable part, which
is determined as a percentage of the concessionaire’s
revenue, changes according to the generated revenue.
Therefore, this part of the concession fee is exempted
from the risk of economic uncertainty, i.e. it will moni-
tor market opportunities in the concession area during
the concession period. The fixed part of a concession
fee is, however, subject to a critical review because it is
determined at the beginning of the concession period
as a fixed value which, in the long term, does not reflect
market reality. A conclusion can be derived that the per-
centage of the variable part of a concession fee should be
higher than the fixed part, thus reducing the risk of the
unrealistic value of a concession fee.

In Croatia, it is risky to try to collect much of a conces-
sion fee from the variable part due to frequent attempts
by the concessionaires to diminish the generated revenue
[5]. It is the task of the concession grantor to minimize
this risk by closer monitoring of the concessionaire’s op-
erations, as well as by complying with legal provisions that
enable the termination of a concession in the event of im-
proper payment of a concession fee.

Reducing the share of the fixed part of a concession
fee in the total value of a concession fee also reduces the
pressure on the concessionaire, related to Article 39 of the
Regulation on the Procedure of Granting a Concession on
the Maritime Domain [19], which specifies that the fixed
part of the fee shall be paid until January 31 for the current
year. In most cases, this type of payment is inappropriate
because the concessionaire is required to pay a full-year
concession (fixed part) in advance, before earning revenue,
thereby placing him in the position of having to take out
bank loans to pay for this expense. The same article speci-
fies that the variable part of a concession fee is paid follow-
ing the provisions of a concession contract, so it would be
advisable to leave the payment of the fixed part of a conces-
sion fee to the provisions of a concession contract.

5 Conclusion

Due to the complexity of the concession procedure, is
often not possible to assess the value of a concession and
the value of a concession fee with certainty. It is necessary
to estimate the amount of a concession fee as early as dur-
ing the process of preparing a feasibility study, and most of
the feasibility studies forecast income and expense indica-
tors in set amounts after five years, because it is difficult to
define them. This results in an unrealistic estimate of the
value of a concession and the value of a concession fee.

The legislator envisaged this type of uncertainty, allow-
ing, by Article 57 of the CA [22], adjustments of the value
of a concession fee. However, this possibility should be
stated in the concession contract.

The paper proves that any concession contract, with
a duration of more than five years, should be reviewed in
terms of significant changes in economic indicators. Such
a review would result in more realistic and accurate indi-
cators, as a basis for a possible change of the value od the
concession fee.

In this regard, after a certain period, it would be neces-
sary to reassess the fixed part of a concession fee, since it
was determined at the beginning of the concession period,
and in the long term does not reflect the market reality.
Therefore, the percentage of the variable part of a conces-
sion fee should be higher than the fixed part, thus reduc-
ing the risk of the unrealistic value of a concession fee.

The paper also points out that the grantor should, by
more strict supervision of the concessionaire’s business,
enable the entire amount of the variable part of a conces-
sion fee to be collected without interruption, and the leg-
islator, on the other hand, should allow the concessionaire
to pay the fixed part of a concession fee in more instal-
ments, thereby facilitating its business operations.

It is concluded that these changes would enable more
accurate, transparent and efficient business outcomes,
both during the concession granting procedure and during
the entire period of the concession relationship between
the concession grantor and the concessionaire.
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