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ABSTRACT

The paper brings an overview of rural development strategy of Krapina-Zagorje County. The strategy is applicable at the level of the Republic of Croatia through a predetermined project, featuring enough cohesive force to produce significant macro economic effects on regional development. The emphasis is put on a model serving as a basis for the calculation of the impact of innovative projects in rural areas on macro economic indicators of the region, based on an example of the analysis of a pilot project “Rural Tourism Development Based on Revitalization of Castles and Manors of the Krapina-Zagorje County“. The model concerned measures macro economic effects and yields the following indicators of the pilot projects in Krapina-Zagorje County: the impact on the Krapina-Zagorje County GDP, the impact on the local and regional budgets, the impact of the project on the tourist trade at the County level. All these indicators are presented in the light of synergic effects in view of compatibility with strategic development objectives of the Republic of Croatia, including co-financing under IPA Programme, in the period 2007-2013. 
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1. INTRODUCTION
Wistful longing for rural life is not a recent date phenomenon; indeed, it has continued for centuries. It is just for such nostalgic feelings, generated by media campaigns as well, that rural tourism is becoming, particularly in terms of sustainability, a predominant topic in public considerations and discussions on development issues, frequently mentioned as one of strategic tracks of development in the Republic of Croatia.
. Although there is still some confusion regarding the terms „agritourism“ and „rural tourism“, Croatian expert community has explained the distinction between these two terms. In particular, rural tourism is a more general term, covering any tourist activity within rural areas, i.e. various tourist trade segments (hunting tourism, fishing tourism, tourism in national parks, winter tourism, ecotourism, scientific tourism, cultural tourism). Rural tourism needs not generate extra income but may be a professional activity. At the same time, rural tourism must create structural changes at a stable and well-balanced rate, coherent with socio-economical, cultural, educational, organisational and environmental properties of the region (destination).
Therefore regions, i.e. counties in the Croatian context, frequently consider rural tourism as one of their priorities, not only for economic but also for protective implications. With protective (environmental) circumstances being quite clear, for the rural tourism to become an economic category as well, it is necessary to measure and quantify its macroeconomic effects at county level, based on a model and methodology applicable to the assessment of rural tourism projects in all counties. Subject to the extent of influence of individual activities and projects on a county GDP, a development track may be defined as strategic or not.
2. background literature
The concept of rural tourism as a phenomenon in the development of continental areas, appeared in European and international professional and scientific literature in late nineteen eighties, in the papers by Williams (1974), Mintel (2003) and, of Croatian authors, we can mention Kušen, Vukonić, N. Čavlek (2005) and R. Bačac (2005, 2006). 
The concepts of Cost-Benefit Analysis (CBA) and impact of pilot projects on regional GDP appeared in the literature in nineteen seventies, in the papers by Chervel, M and Le Gall (1978), and in the methodology and instruments recognized by the European Commission as official project assessment methodology (Florio, 1997).
3. OBJECTIVES AND METHODOLOGY
Considering that scientists and researchers have established both direct and indirect influence of rural tourism on regional development, the next step is to investigate the extent and the nature of the impact of individual rural tourism projects on the county GDP. The purpose of this paper is to identify and develop a model calculation of the influence of innovative-applicative tourist projects in rural areas upon macroeconomic performance indicators of the county concerned, based on an example of the analysis of a pilot project “Rural Tourism Development Based on Revitalization of Castles and Manors of the Krapina-Zagorje County“. A standard methodology, as applied in business plan preparation (Batarelo, 1994), was used as a tool for the pilot project quantification.
The resulting model may be a useful tool in a decision making process regarding the allocation of budgetary and extrabudgetary resources at local, regional and national levels, particularly through different subsidy programmes, but can also be used as a measure for the demonstration of compatibility of regional goals with common EU goals.
This research was based on the following principal assumption: 

H0: Innovative-applicative strategic projects in rural tourism have certain influence on the growth of GDP at county level, varying to some extent subject to the kind of the tourist project involved. 
Auxiliary assumptions, formulated specifically for Krapina - Zagorje County, were as follows:  
H1: The share of rural tourism projects in the budgetary resources allocation should be proportional to their respective contribution to GDP growth.

H2: Rural tourism projects have a positive impact on the employment rate in Krapina-Zagorje County.
3.1.  Rural tourism development in Krapina - Zagorje County 
Krapina-Zagorje County is known as a region with a number of castles and manors concentrated in its rural areas. Neither their commercialization nor the business activity in the centripetal area have been adequately valued from the economic point of view, which is obvious – among other things – from a lack of accommodation capacities.

Insufficient distinction and diversification of Zagorje tourist products, combined with the absence of an integral tourism development strategy and poor coordination of local tourist communities are critical development problems. The lack of accommodation capacities (2244 beds)
 is a serious problem in terms of tourism development planning. This brings the rural tourism in an even more unfavourable position, particularly in view of the fact that Krapina-Zagorje County accounts for only 0,22%
 of the total overnights in the Republic of Croatia, the accommodation capacities of thermal resorts included. Besides, rural tourism has no specific strategy of its own, because it has not been recognised as an amalgam of different activities, but has most frequently been viewed through agritourism, which has always and exclusively been considered as a complementary activity. 
In its Regional Operations Plan (ROP), Krapina-Zagorje County identified four strategic development objectives. In particular, according to the ROP, rural tourism can be viewed through the prism of the Objective 1 (Competitive business activities and services) and Objective 2 (Rural development), and partly of the objective 4 (Preserved environment, natural and cultural values). At the operating level, the County Government has appointed a rural tourism trainer, for a more efficient communication with prospective investors in rural areas.
Most of the destinations aiming at being positioned as tourist destination in rural areas, still have to face the problem of the selection of an appropriate model of development, taking into account organic changes in time and space with incorporated components making the tourist offer or, in other words, how to find a way to properly allocate available budgetary resources and achieve economic feasibility of investment in rural tourism a thus to contribute to the growth of GDP in the region..

4. METHODS
This section includes a summary of basic methods of business calculation and projections used in business planning (Batarelo, 1994.), in particular: 

(1) Profit & Loss Account
(2) Project Cash Flow
(3) Return on Investment (ROI) period 
(4) Net present value
(5) Internal Rate of Return (IRR)
The results of the business plan analysis performed in accordance with standard methodology are included in the County GDP projection (National Bureau of Statistics, 2004). The methodology has been developed as a direct part of “Effect method” for development project evaluation or, in more general terms, based on input-output method (Leontief). The Effects Method (result method) (Chervel, Prou, Gall, 1978.) is used for national planning. It includes selection methods for the projects that are:
(1) Based on full criteria assessment; 
(2) Calling for ongoing and interactive communication between decision makers and evaluators
(3) Limited to the projects meeting the domestic demand.
Generally speaking, all projects produce both direct and indirect effects on the economy through:
(a)
Salaries and wages
(b)
New offer for intermediary services and goods generating increased employment rates, establishment of new companies and funds as a direct result of the local economy;

(c)
Possible changes in demand.
In conclusion, one can say that the effects of a project are visible in national economy through:

(1) Economic development
(2) Public finances 
(3) Income distribution
(4) International trade exchange
4.1. Research Methodology
This research work was based on the ROP of Krapina-Zagorje County and in particular on the projects covered by this ROP. The methods of selection of the tourist projects included:

(1) Full evaluation of the County criteria combined with ongoing and interactive communication between the decision making body and project evaluators. In the County ROP, this role has been entrusted to the International Relations Institute.

(2) Economic evaluation in accordance with investment project preparation methodology for rural tourism development projects in Krapina-Zagorje County, used by commercial banks as a basis for making a financing decision.

Based on this methodology, out of 35 tourist projects
, the innovative-applicative project “Rural Tourism Development Based on Revitalization of Castles and Manors of the Krapina-Zagorje County“, registered with PHARE in 2005, was selected. Through location analysis, it was established that this particular project might be applied to 10 locations in Krapina-Zagorje County and used as a model for testing of the effect of tourist projects on the GDP of the County. Total cost of this project was estimated at HRK 4.130.028,00 and the project included the construction of accommodation capacities of traditional architectural design at a site dominated by a castle. In particular, the project included 50 accommodation modules with 40% occupation rate. The investment cost breakdown is as follows:
1. Buildings – HRK 3.000.000
2. Equipment and fittings – HRK 750.000
3. Founders’ contributions – HRK 250.000
4. Current assets – HRK 130.028
Based on the analysis of the costs of a similar tourist household in Krapina-Zagorje County, the following inputs were used in the analysis of the project concerned:
(1) Accommodation costs HRK 160/night
(2) Spending guest/day HRK 50 for drinks and HRK 100 for food
(3) Estimated employment of 10 individuals in the project.
The last analysis, i.e. the analysis of income tax (15% payable to County budget, 52% to Municipality budget, 33% to equalization fund) resulting from new jobs, included the analysis of the effects of the tax payable by 10 newly employed persons with average gross salary of HRK 5.000,00 on the Municipal and County budgets and thus on the total GDP of Krapina-Zagorje County. 
5. RESULTS AND DISCUSSION
The Table 1 shows the Profit & Loss Account projected in the light of the experience with a similar rural tourism facility in Krapina-Zagorje County at 40% occupancy rate. In the context of the Profit & Loss Account, the newly created value was calculated based on the formula: total income less intermediary costs. Intermediary costs include all costs apart from the payroll, amortisation/depreciation, interest and insurance premium costs.
Table  1: Profit & Loss Account
	PROFIT & LOSS ACCOUNT – On a single project basis

	COMPONENTS
	2006
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014
	2015.
	2016

	I   TOTAL INCOME
	1.674.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	II   TOTAL EXPENDITURE
	1.426.400
	1.765.200
	1.751.867
	1.738.533
	1.725.200
	1.661.867
	1.648.533
	1.635.200
	1.621.867
	1.608.533
	1.525.200

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	2.1. Raw & Production Material costs
	423.900
	565.200
	565.200
	565.200
	565.200
	565.200
	565.200
	565.200
	565.200
	565.200
	565.200

	Fixed
	0
	0
	0
	0
	0
	0
	0
	 
	 
	 
	 

	Variable
	423.900
	565.200
	565.200
	565.200
	565.200
	565.200
	565.200
	565.200
	565.200
	565.200
	565.200

	2.2. Gross wages/salaries
	459.000
	612.000
	612.000
	612.000
	612.000
	612.000
	612.000
	612.000
	612.000
	612.000
	612.000

	Fixed
	367.200
	489.600
	489.600
	489.600
	489.600
	489.600
	489.600
	489.600
	489.600
	489.600
	489.600

	Variable
	91.800
	122.400
	122.400
	122.400
	122.400
	122.400
	122.400
	122.400
	122.400
	122.400
	122.400

	2.3. Depreciation
	275.000
	275.000
	275.000
	275.000
	275.000
	225.000
	225.000
	225.000
	225.000
	225.000
	150.000

	2.4. Other costs
	148.500
	198.000
	198.000
	198.000
	198.000
	198.000
	198.000
	198.000
	198.000
	198.000
	198.000

	Fixed
	90.900
	121.200
	121.200
	121.200
	121.200
	121.200
	121.200
	121.200
	121.200
	121.200
	121.200

	Variable
	57.600
	76.800
	76.800
	76.800
	76.800
	76.800
	76.800
	76.800
	76.800
	76.800
	76.800

	2.6. Interest on loan - new
	120.000
	115.000
	101.667
	88.333
	75.000
	61.667
	48.333
	35.000
	21.667
	8.333
	0

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	III   GROSS PROFIT
	247.600
	466.800
	480.133
	493.467
	506.800
	570.133
	583.467
	596.800
	610.133
	623.467
	706.800

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	IV Profit tax 
	49.520
	93.360
	96.027
	98.693
	101.360
	114.027
	116.693
	119.360
	122.027
	124.693
	141.360

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	V   NET PROFIT 
	198.080
	373.440
	384.107
	394.773
	405.440
	456.107
	466.773
	477.440
	488.107
	498.773
	565.440

	VA – Value added
	1.101.600
	1.468.800
	1.468.800
	1.468.800
	1.468.800
	1.468.800
	1.468.800
	1.468.800
	1.468.800
	1.468.800
	1.468.800


Source: Authors calculation, 2007

Table 2 shows the project cash flow as a basis for the project performance assessment.
Table  2: Project Cash Flow
	PROJECT CASH FLOW – On a single project basis

	ITEM DESCRIPTION
	2006
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014
	2015
	2016

	I INCOME
	1.674.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	3.712.028

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	1. Total income
	1.674.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000
	2.232.000

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	2. Project residual value
	 
	 
	 
	 
	 
	 
	
	
	
	
	1.480.028

	 
	 
	 
	 
	 
	 
	 
	
	
	
	
	 

	2.1. Fixed assets
	 
	 
	 
	 
	 
	 
	
	
	
	
	1.350.000

	2.2. Current assets
	 
	 
	 
	 
	 
	 
	
	
	
	
	130.028

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	II EXPENDITURES
	5.210.948
	1.468.560
	1.471.227
	1.473.893
	1.476.560
	1.489.227
	1.491.893
	1.494.560
	1.497.227
	1.499.893
	1.516.560

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	3. Capital investment 
	4.130.028
	
	
	
	
	
	
	
	
	
	

	 
	 
	
	
	
	
	
	
	
	
	
	

	3.1. Fixed assets
	4.000.000
	
	
	
	
	
	
	
	
	
	

	3.2. Current assets
	130.028
	
	
	
	
	
	
	
	
	
	

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	4. Operating costs, excl. depreciation

and interest. costs
	1.031.400
	1.375.200
	1.375.200
	1.375.200
	1.375.200
	1.375.200
	1.375.200
	1.375.200
	1.375.200
	1.375.200
	1.375.200

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	5. Tax
	49.520
	93.360
	96.027
	98.693
	101.360
	114.027
	116.693
	119.360
	122.027
	124.693
	141.360

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	III NET INCOME
	-3.536.948
	763.440
	760.773
	758.107
	755.440
	742.773
	740.107
	737.440
	734.773
	732.107
	2.195.468


Source: Authors calculation, 2007

Table 3 shows the ROI period, which also served as a basis for the selection of a project capable of generating positive economic effects on rural tourism over a relatively short period of time. The ROI period serves as an indicator for the determination of the relevant loan repayment period. 
Table  3: ROI Period
	RETURN ON INVESTMENT PERIOD

	Year 
	Investment
	Operating income
	Uncovered portion

	 
	Annual Amount
	Aggregate Amount
	Annual Amount
	Aggregate amount
	of investment

	2008
	4.130.028
	-4.130.028
	593.080
	593.080
	-3.536.948

	2009
	 
	-4.130.028
	763.440
	1.356.520
	-2.773.508

	2010
	 
	-4.130.028
	760.773
	2.117.293
	-2.012.734

	2011
	 
	-4.130.028
	758.107
	2.875.400
	-1.254.628

	2012
	 
	-4.130.028
	755.440
	3.630.840
	-499.188

	2013
	 
	-4.130.028
	742.773
	4.373.613
	243.586

	2014
	 
	-4.130.028
	740.107
	5.113.720
	983.692

	2015
	 
	-4.130.028
	737.440
	5.851.160
	1.721.132

	ROI period
	5,672 years


Source: Authors calculation, 2007

Table 4 shows the calculation of net present value and the higher the net present value, the more successful is a project. This method was also used by the authors when selecting a project from the ROP project database.
Table  4: Net present value
	NET PRESENT VALUE at 6% discount rate

	Year
	Nominal Net Income

from Cash Flow
	Discount Factors

for IRR
	Discounted Net Income

	2008
	-3.536.948
	0,9433962
	-3.336.743

	2009
	763.440
	0,8899964
	679.459

	2010
	760.773
	0,8396193
	638.760

	2011
	758.107
	0,7920937
	600.491

	2012
	755.440
	0,7472582
	564.509

	2013
	742.773
	0,7049605
	523.626

	2014
	740.107
	0,6650571
	492.213

	2015
	737.440
	0,6274124
	462.679

	2016
	734.773
	0,5918985
	434.911

	2017
	732.107
	0,5583948
	408.805

	2018
	2.195.468
	0,5267875
	1.156.545

	NET PRESENT VALUE =
	HRK 2.625.255 


Source: Authors calculation, 2007

Table 5 shows the Internal Rate of Return achieved by the investor on the invested capital, which is also an element taken into account when evaluating project efficiency. 
Table  5: Internal Rate of Return 
	INTERNAL RATE OF RETURN (IRR)- 

	Year
	Nominal Net Income

from Cash Flow
	Discount Factors

for IRR
	Discounted Net Income

	2008
	-3.536.948
	0,8414016
	-2.975.993

	2009
	763.440
	0,7079567
	540.482

	2010
	760.773
	0,5956759
	453.174

	2011
	758.107
	0,5012026
	379.965

	2012
	755.440
	0,4217127
	318.579

	2013
	742.773
	0,3548298
	263.558

	2014
	740.107
	0,2985543
	220.962

	2015
	737.440
	0,2512041
	185.248

	2016
	734.773
	0,2113635
	155.304

	2017
	732.107
	0,1778416
	130.199

	2018
	2.195.468
	0,1496362
	328.521

	INTERNAL RATE OF RETURN =
	0,18849309


Source: Authors calculation, 2007

Rural tourism projects have so far faced the economic efficiency problem which was directly related to the occupancy rate of accommodation capacities. The projects were implemented individually, without appropriate marketing studies and preparatory works, often left to individual capabilities of their respective owners.
The research results have identified some key indicators that should be taken into account in strategic planning of a project as well as when considering interest subsidizing by local administration and self-government authorities. The minimum internal rate of return, acceptable both for the lender or donor (banks or IPA Fund) and for the investor, would range between 15% and 20%. Based on this assumption, the minimum occupancy rate was calculated and fixed at 40%. This is achievable only within a joint marketing system, i.e. a system covering several similar projects offering different services. In other words, conglomeration of projects having a common denominator is indispensable and, in this particular case, the common denominator are the castles and their surrounding, suitable for the construction of traditional accommodation capacities, resembling the style of serf settlements of the time when the relevant  castle was constructed. Therefore, the project examined in this paper was „replicated“ at 10 locations within the region, to achieve a significant synergistic effect. In particular, based on the analyses of the County and local budgets, as well as of the total GDP of Krapina-Zagorje County which amounted to HRK 4.639.000.000
 in 2004, cumulative value added for 10 such projects over 10 years is 3,404%, corresponding to GDP annual growth at the rate of 0,34%. With the target annual growth rate of Krapina.-Zagorje County set at 7%
, the projects of this kind would account for 4,8% in the total economic growth structure, i.e. less than 5%. When analysing the innovative project, the subsidy of interests was established at 4% and 2% for the end-user, corresponding to annual expenditure from the County budget of HRK 675.000,00 (Table 6.). The original revenues of Krapina-Zagorje County in 2006 amounted to HRK 38.571.000,00
. Considering that expenditures on salaries and material costs amounted to HRK 14.437.000,00 and these expenditures are deducted from the original revenues, the amount left for the funding of regular activities was HRK 24.124.000,00.

The resources allocated to the rural tourism projects promotion should account for less than 4,8% of available resources for the funding of regular activities which, in this particular case corresponds to 2,8%.

Table 6 shows amounts to be allocated for the interest subsidy in case of implementation of 10 pilot projects described in this paper, based on total loan amount of HRK 30.000.000,00.

Table 6: Calculation of  4% interest subsidy from K-Z County budget
	CALCULATION OF 4% INTEREST SUBSIDIZING FROM k-z COUNTY BUDGET 

	YEAR
	INTEREST SUBSIDY

	2008
	1.200.000

	2009
	1.150.000

	2010
	1.016.667

	2011
	883.333

	2012
	750.000

	2013
	616.667

	2014
	483.333

	2015
	350.000

	2016
	216.667

	2017
	83.333

	TOTAL
	6.750.000


Source: Authors calculation, 2007
6. CONCLUSIONS AND IMPLICATIONS
In order to establish to what extent is the principle of proportionality applied when planning the County budget entries, and taking into account that under relevant legislation the County shall be responsible for  its economic growth, scientific research was performed on the sample of an applicative tourist project. From the scientific point of view, this paper has contributed to the definition of the County development policy to be applied when allocating the budgetary resources to development projects and the support to decision making at the local self-government level. Only the method of calculation of direct effects on GDP, without indirect effects (backward linkage) was used in this paper.
The pilot-project research results describe the methodology of value added calculation and the calculation of the project contribution to the County GDP growth, which is 0,34% per year, i.e. 4,8% of the target annual growth rate. 
In 2006 Budget of Krapina-Zagorje County, HRK 24.124.000,00 was allocated to the funding of regular activities and, based on the above mentioned assumptions, average annual budgetary spending for interest subsidizing would amount to HRK 675.000,00 corresponding to 2,8% of available budgetary resources.
According to the principle of proportionality in budgetary planning, the expenditures on interest subsidy for the projects appear reasonable, because 2,8% of the available resources is less than 4,8% of the contribution to the target growth rate. The applied methodology has shown that there would still be a reserve of HRK 480.000,00 left for the funding of other activities aimed at achieving a faster development of rural tourism, such as the introduction of rural tourism trainer, development of architectural solutions for the construction of new or reconstruction of the existing traditional facilities, and a number of other measures stimulating the development of rural tourism. 
The research results also show that the amounts of income tax generated by the subject project and payable to County budget are marginal and therefore should not be used as a criterion for the allocation of budget resources.
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