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VALUE DRIVERS IMPLEMENTATION
FOR THE FORESTRY INDUSTRY

The article presents the theoretical concept of value creation and the definition
of existing systems of value drivers. Based on the analysis of forestry development trends,
the need and need to use value drivers in the forestry industry has been identified. Based
on the research of scientific approaches to the identification and classification of cost
drivers, the authors have summarized the classification of cost drivers for the forest
industry. Taking into account the forestry sectoral development features the system of
cost drivers for forestry has been proposed.
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bazauxkasa E., /[aorowma B. Buedpenue opaiteeposé cmoumocmu 0isa J1eCHOU
ompacnu. Hznooicena meopemuueckas KOHYENyusi CO30aHus CMOUMOCIU KOMNAHUU
U OnpedeneHUsl Cywecmayiouux cucmem opaiieepos cmoumocmu. Ha ocnosanuu ananusza
MeHOeHYUll pa3eumust 1eCHOU NPOMbIUICHHOCTU 8bIAGAEHbL NOMPEOHOCIb U He0OX00U-
MOCMb UCNONBb308AHUA OPAUBEPO8 CIOUMOCTU 8 IeCHOU npomblutieHHocmu. Obobwena
Kaaccugurayus Opaieepos Cmoumocmu 0s iecho2o xoszsicmeda. C yuemom ompaciesolx
ocobenHocmell pazeumus NPedsiodCeHa cucmema Opausepos CMmoumMocmu Ojisi 1eCHO20
xo3aiicmaa.

Knwouesvie crosa: cTOMMOCTB, IpailBepbl CTOMMOCTH, JIECHAsl TPOMBIIUICH-
HOCTb, IEPEBO IPaiBEPOB CTOMMOCTH.

Background. Nowadays, the problem of shareholder value growth
remains relevant. Managers of the largest and most of international com-
panies are looking for the best drivers to create added value for owners and
attract new investors. Defining the main value drivers of an enterprise for
maximizing stockholder returns is a usual practice around the world. In
Ukraine, such experience is not widespread that creates a need to investigate
this subject and implement the practice of the most developed countries.

Analysis of recent research and publications. The study of value
formation and defining main drivers of an enterprise belongs mostly to the
foreign scientists. As theoretical definition of value drivers is unified in fo-
reign publications, scientists mostly concentrated on the drivers identifi-
cation and drivers networks formation for different economy sectors. For
example, J. Titko 1. Shina [1] identified non-financial value drivers in banking
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sector, J. Hall [2] describes value drivers for industrial companies, T. Horak,
U. Kister, and R. Dacshelt [3] concentrated on the automatization and imple-
mentation value drivers tree in the business process system of an enterprise.
Some works of A. Burrows [4] are devoted to contemporary issues of the
value drivers tree implementation in a business process modelling and busi-
ness performance analysis. Besides value drivers identification is a mea-
ningful subject of research for the analytics of the largest business-consul-
ting companies, such as LEC consulting [5]. Among Ukrainian recent articles
value drivers identification is described in the works of N. Obushna,
Y. Rovnyj [6], O. Lahovska [7]. We proposed a solution to the problem of
identifying industry-specific value drivers for the food industry in article [8],
but for other economy sectors, the scientific justification of value drivers
is not a completed task yet.

The aim of the article is to reveal the necessity of the value drivers
implementation in the forestry industry in compliance with their identify-
cation as well as find out the influence they have on the overall perfor-
mance of an enterprise.

Materials and methods. To achieve the purpose, general and special
scientific methods are used to study theoretical basis of value creation of
the company; comparative and analytical methods are used to investigate
existing systems of value drivers; synthesis method is used to justify the
need of using value drivers in the forestry industry; induction method is used
to reveal and propose the most acceptable drivers for the forestry industry.

Results. The concept of a company’s value has raised as far back as
the 16th century. [9] The example of the value creation process can be the
words of a judge Lord Elton: "the value of the company, which is the
subject of commerce, is nothing but the probability that old customers will
back to the old place, even without the old merchant or shopkeeper" [10].
It confirms that earlier company aimed to keep customer loyalty to find
main value drivers. But now the goal is a little differ — maximize share-
holder value. Despite different purposes, this shows that scientists under-
stood the need for value drivers defining even a century ago.

Now move to the essence of value driver. During the analysis of
scientific works such definitions were chosen as the most appropriate for
this notion. In the business dictionary we can find value driver asan
important factor that determines or causes an increase in value of a busi-
ness, as viewed by investors [11].

J. Hall [2] consider that value drivers are any variables that affect the
value of the business. V. Bocharov [12, p. 14] describes value drivers as
systems of key value factors by which business is managed.

Ukrainian scientists N. Obushna and Y. Rovnyi [6] believe that value
factors are the components that determine the scale of an increase (de-
crease) in the value of an enterprise, which leads to an improvement (dete-
rioration) in the well-being of the owners and shareholders of the enterprise.
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In our previous research [8] we defined value drivers (calling them
factors) as a key factors of value creation and highlighted the following
groups of cost drivers. These drivers have been identified based on value—
creating factors research at the food industry: group 1 — technological factors —
a level of technology, capacity utilization; group 2 — transactional factors —
a level of cash payments in economic circulation; group 3 — institutional
factors: a degree of participation of the enterprise in formal and informal
integrated structures, type of interaction of the management of the enter-
prise with local authorities; group 4 — innovative factors. We have added
environmental and developmental factors of related industries as drivers of
value for food companies.

Generalizing the thoughts of scientists, we can conclude that some
researchers call it drivers, some — indicators, and others — factors. But they
define the same purpose — to increase the value of the company to satisty
investors’ requirements. In all developed countries implementing value dri-
vers are widespread in all industries and the practice of using them is
successful. Unfortunately, in Ukraine, such practice is implemented mostly
by international companies. But there is a necessity of applying value
driver’s strategy on the national enterprises.

The modern forestry industry is one of those who require reforms.
Besides, the reformation process is supposed to be started in the nearest
future. It can become a challenge for companies in this sphere. To cope
with it companies should create own system of value drivers.

Recently the head of the State Forestry Agency announced that
E-wood sales auctions will be created and it’1l help to determine its volume
in the country and set competitive prices. [13] In the future, it will create
the balance of wood resources existing in the state and plan long-term
investments. It can become a big breakthrough in establishing and deve-
loping transparency in this sphere.

Besides, on January 16, 2020, the Parliament passed a law on amend-
ments to the Tax Code of Ukraine [14], which was carried out by improving
the administration of taxes. According to this law, the rent rate for each breed
will be applied without bits of detail, which will make it easier to calculate the
rent for permanent forest users. In addition, adopting a single rate for most
forestry businesses will reduce the tax burden on rent payments.

Such changes in legislation are positive for investors but law im-
provement and adaptation to international standards are only one compo-
nent that can attract free money in this industry. Another key one is value
creation. And it is possible only with the help of value drivers defining and
practical usage.

It is worth mentioning that almost all activities in the industry come
from the money received from the sale of the wood, goods, and services
provided by state forestry enterprises. If you look at other countries in Europe
and the world in general, you probably will not find any civilized country
that does not allocate funds from the forestry budget. Unfortunately, Ukraine

..... % ecesesesesssscscse

24



ISSN 1998-2666. Tosapu i punxu. 2020. Ne3

e
........................................................................................................................................ Seceee

1s unique in this case. And without government financing companies need
to find new ways of efficiency improvement. So it is one more reason for
forestry enterprises to implement value driver’s systems.

Each scientist defines their own set of value drivers for the firm.
Some drivers are general for all companies and industries but some are spe-
cial for the enterprise.

Some researches divide them into three categories: growth drivers,
efficiency drivers, and financial drivers and tend to manage these value
drivers in four ways: invest in value-creating growth opportunities, invest in
operating efficiency, divest in value-destroying activities, reduce capital
cost [5, p. 4]. Others define such drivers as sales growth rate, operating pro-
fit margin, income tax rate, incremental investment in working capital, incre-
mental investment in fixed capital, replacement of fixed capital, cost of finan-
cing (cost of capital) and forecast duration (the planning period) [15, p. 2].

According to A. Rappaport [16, p. 193] there are seven macro value
drivers, the most important of which are sales growth rate, operating profit
margin, income tax rate, working capital investment, fix capital investment,
cost of capital, value growth duration.

The most important value drivers from the viewpoint of banking
experts are: knowledge and competence of bank employees, effective remu-
neration and motivation system, and operating efficiency of employees.

Coming from the value drivers mentioned above, we can see that all
drivers are divided into the same groups. Inside these groups, value drivers
can be different according to the sphere in which the company operates.

Taking into account the previous analysis of value drivers in con-
nection with forestry industry investigation, we have defined such value
drivers that we suppose are the most appropriate to forestry industry: sales
growth, EBIT margin (not EBITDA because depreciation factor in the
forestry industry reflect the forest reproduction policy, which is of parti-
cular economical importance, is also of great environmental and social
importance. So we cannot exclude depreciation factor), net profit margin,
cost reduction, capital structure, cost of capital, capital investment, custo-
mer diversification, size of potential market (area if forestry land) and
barriers for entering (Figure 1). Our proposition is based on the forestry
industry analysis, conducted in the papers of Ukrainian scientists [17; 18]
where sales, EBIT, costs, net profit etc. as the most appropriate indicators
of the forest industry performance are used.

Sales growth is the most used and meaningful factor in all industries
and has an influence on all the other financial drivers. Therefore, sales
growth is a cornerstone driver of the value tree. By means of sales
increasing, management has the ability to increase the number of customers
and build a well-known brand that leads to rising of goodwill and in such
way — the company’s value increasing.
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FINANCIAL DRIVERS NON-FINANCIAL DRIVERS
\ 4 y
Sales growth Cost reduction Capital structure Barriers for entering
\n/ y y
EBIT Capital Size of potential market
margin investments (area of forest land)
A \ 4
Net profit Cost Customer
margin of capital diversification

Figure 1. Value drivers of forestry industry
Source: created by the authors based on [5; 15-18].

Customer diversification is an important non-financial driver which is
mostly under the influence of sales decisions. The company should under-
stand that expansion of the market should be accomplished by a widening
of the consumer network. This can not only raise the sales but also reduce
risks. It also should be noted that the size of the potential market has a sig-
nificant role in the rising of sales. In the forestry, we can’t hope on the mar-
ket growth as the industry has limited borders.

The EBITDA margin is also a widely spread driver, but the numbers
differ for all industries. Taking into account our remark about forest
reproduction policy, we propose to use EBIT margin in forestry enterprises
because it can be compared with other firms without consideration of capi-
tal structure and level of real investments that can vary according to mana-
gement systems at the enterprises. From the other hand the net profit margin
takes into account all types of activity and shows situation in a specific
company. It means that such indicator is not truly comparable with compe-
titors but has a huge influence on investors decision.

Increasing the company’s marginality depends on the effectiveness
of the cost reduction program. As the company can decrease its costs with-
out losses in production by supporting effective management strategy, mar-
ginality is supposed to become higher.

Another key driver for the forestry industry as for any other industry
is capital structure. The companies need to find the optimal level of debt
and equity that will rise the financial leverage of the enterprise. For the
analyzed industry, this level is higher comparing with others from produc-
tion and agrarian sector because of a lower level of taxation that creates an
additional advantage for investors.

The cost of capital is one of the most important drivers that is influ-
enced not only by the internal situation of the company but also the
economic, political, and social environment. For the companies which
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operate in the countries with an unstable economy, there is a risk of the high
cost of capital that demands very high returns on invested capital. Ukraine
comprises countries with an unstable economic situation. So management
of the companies needs to determine the cost of capital very carefully con-
sidering all risks existing in nowadays economy.

The value of the company highly depends on capital investment.
Only investment in activity improvements or in rising of the business leads
to additional value creation.

Barriers for entering is identified as one of the most appropriate
drivers. It is caused by strong state regulation. There is a huge amount of
prohibitions and requirements in this sphere that creates sharp barriers for
entering the market.

Based on the drivers mentioned above we noticed that key drivers
are invested capital and cost of capital. All others are outgoing from these
two and supplement them. By identifying the links between these drivers,
we can see the impact of each driver on the overall value of the business.

Return on invested capital (ROI) is under the influence of operating
margin and capital turnover while the weighted average cost of capital
depends on the cost of equity and cost of debt. Besides, WACC and ROIC
must be adjusted for the tax rate. The difference between the return on
invested capital and the weighted average cost of capital forms the added
value of the company (Figure 2).

EBIT
margin |
ROIC ROIC after
. | > taxation
Capital 'y
turnover
Tax
ffect
i ROIC - WACC
Cost After tax Cost
of debt of debt v
Market Value
Cost. WACC Added
of equity —
Barriers for Size of potential Customer T
entering market diversification

Figure 2. Value driver tree for the forestry industry

Source: created by the authors.

In the process of value driver’s tree designing we should understand

the next peculiarities:
« it should be taken into account that positive changes in one of the
drivers can cause a negative effect on another. The shift of drivers shouldn’t
decrease the general effect;
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« when the management of the company change one driver, it leads to
the effect of changing the overall combination of drivers.

In order to define value drivers for the forestry industry, the com-
pany should firstly, determine the impact of each one on the operating acti-
vity of the enterprise and secondly, create a set of drivers that is called
value drivers’ tree.

Conclusion. Thus value creation system is built on the main drivers
which can vary according to industry and even can be individual for each
company. The majority of scientists that study this topic define value dri-
vers as the main factors that make for increasing the owner’s value. For the
forestry industry, there is a need of creating value driver trees because the
reformation process has already started by the government of Ukraine and it
1s a great challenge for the industry to cope with it almost without the state
financing program. This process will attract investors which pay attention to
the value of an enterprise. After investigation of all peculiarities of the fo-
restry enterprise performance in Ukraine, we determined value drivers which
are the most suitable for the researched industry. They are sales growth,
EBIT margin, net profit margin, cost reduction, capital structure, cost of
capital, capital investment, customer diversification, size of the potential
market, and barriers for entering. Return on invested capital and weighted
average cost of capital have been identified as the most important drivers.
All investors want to get more profits from a project and only the difference
between ROIC and WACC can show real earnings. On the other side, it
shows for the company it is value-added.

During the designing of value driver tree management of the com-
pany should take into account that value driver tree creates links between
all drivers and change of one driver can lead to a rather different situation in
the final result.
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IocTranoBka npodaemu. KoHnenuis ynpaBaiHHS MiAIPHEMCTBOM, 3aCHOBaHa Ha
BapTOCTi (I[IHHOCTI), BU3HAHA OJTHIEIO 3 HAMOLIBII €(PEKTUBHUX CHOTOJIHI i IMTUPOKO BUKO-
PUCTOBYETHCS B 3aKOPJOHHUX KOMMaHisAX. J[paiiBep BapTOCTI BU3HAYAETHCS K BarOMMIA
(dakTop, KU CpUUMHSIE 3pOCTaHHs BapTocTi Oi3Hecy 3 moriny iHBectopa. [Ipore s
YKpalHCBKUX MiANPUEMCTB Tpobiema ineHTH]ikallii apaifBepiB BapTOCTI 4acTO 3aJH-
IIA€THCS 11032 YBAarow, 30KpeMa 4epe3 HeAOCTaTHE BUCBITICHHS LbOTO MUTAHHS B HAYKO-
BUX TpaIsix.

AHaJIi3 OCTaHHIX J0CTiZKeHb i myOaikanii yKpaiHChKUX Ta 3aKOPJOHHUX Hay-
KOBI[IB MPHUBIB 10 BUCHOBKY, IO TEpMiH "zapaiiBep BapTocTi" € HAWOLIBII MPUHHATHUM
JUTSL OTIMCY TIPOLIECY CTBOPEHHS BapTOCTI MiANPHUEMCTBOM TIiJI II€F0 EKOHOMIYHHUX CHJI, Ta
BUCBITJIMB HeBUpilIeHy npobieMy ineHTH(ikanii ApaiiBepiB BapTOCTI AJs MiJNPUEMCTB
PI3HUX CEKTOPIiB EKOHOMIKH.

Mema cmammi — OOTpyHTYBaTH HEOOXiTHICTH BIPOBAKCHHS IpalBepiB Bap-
TOCTI B JIICOBIM MPOMMCIOBOCTI BIIIMOBIAHO J0 iX imeHTH}IKaIli, a TakoX 3’sACyBaTH
BIUIMB JIpaiiBepiB BapTOCTI Ha 3arajibHy pe3yJbTaTUBHICTH IiAIPUEMCTBA.

Marepiajau Ta MeToau. Y TPOIECi AOCTIIKEHHS BUKOPHCTAHO METOMIH: TIOPiB-
HAIBHUY 1 aHAJIITUYHUHN, CUHTE3Y, 1HIYKIIIT.

Pe3ysabTaTu AocaigzkeHHsl. Y po3BUHEHUX KpaiHaxX Teopis i MpakTHKa 3acTOCy-
BaHHS JIpaiiBepiB BapTOCTI MOMIMPEHa B ycCiX Tamy3sx. B YkpaiHi TeopeTndyHi KOHIENIIil
€ HEZIOCTaTHbO Y3TOJUKEHUMH, a MPAKTUKY BIPOBADKEHHS ApaiBepiB BapTOCTI BUKOPH-
CTOBYIOTH 34€0inbIIoro MikHapoaHi xommanii. Ilpore iHTerpauis YkpaiHu y CBIiTOBI
JIAHITFOTH CTBOPEHHS BAPTOCTI aKTyali3ye HeOOX1HICTh 3aCTOCYBAaHHS CTpATerii JipaiiBe-
piB BapTOCTI i HA BITYM3HSIHUX ITiIIIPHEMCTBAX, 30KpeMa i y JIiCOBi# Tamy3i, sika nepedy-
Bae Ha craiii pedopmyBanHs. Taka cucrema Moke Oa3yBaTHCS Ha BINNOBITHHX Tay-
3€BHX JpaiiBepax.

BucHoBku. 3a pe3ynpTaTaMy AOCTIAKEHHS CTaHy JICOBOI raiysi Ta 3 OrjsiLy Ha
aHaJii3 IpaliBepiB BApPTOCTI BU3HAYCHO HAMBIAMOBIAHIIII 3 HUX JJIA 1€l ray3i: 3pOCTaHHS
NpoJaxiB, onepauiiiHa peHTa0eIbHICTh, YUCTa peHTa0eIBbHICTh, TEMIT 3MECHIIICHHS BUTPAT,
CTPYKTypa KalliTalry, BapTiCTh KalliTaly, KamiTalbHI iHBECTHIi, muBepcudikaris KiieH-
TiB, pO3Mip MOTEHIIHHOTO PUHKY (TUTOIIA JIICOBUX YTiAb) Ta 6ap’epH JJIsS BXOAY. 3 METOIO
IMIUTIEMEHTAIlil ApaliBepiB BapTOCTI Uil TMIABUIICHHS €(PEKTUBHOCTI MEHEIKMEHTY
3aIpOIIOHOBAHO AE€PEBO IpaiBEPiB BApTOCTI U1 rays3i.

Kniowoesi crnoea: BapTicTh, NpaiiBepu BapTOCTi, JIICOBA MPOMHUCIIOBICTh, IEPEBO
IpaiiBepiB BapTOCTI.
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