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INTRODUCTION

The relevance of the research. Nowadays, the problem of shareholder value
growth remains crucial. Managers of the largest international companies as well as
Ukrainian enterprises are looking for the best drivers to create added value for owners
and attract new investors. Defining of the main value drivers of an enterprise for
maximizing of 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.

Comprehensive analysis of the value drivers consists of value driver's
investigation, creating the system of value drivers for the forest enterprise and defining
of the effectiveness of its implementation. Therefore, implementation of value driver's
system is noted as one of the most important component of company's management.

Proposed methods of the market value improvement allows a company to raise its
value in the further performance and stay competitive on the market in the case of
external or internal changes.

The study of value formation and defining of the main drivers of an enterprise
belongs mostly to the foreign scientists. As theoretical definition, value drivers are
unified in foreign publications, in which scientists are mostly concentrated on the
driver’s identification and driver’s networks formation for different economy sectors.
For example, Titko J. Shina I. [32] identifies non-financial value drivers in banking
sector, J. Hall [16] describes value drivers for industrial companies, T. Horak, U. Kister,
and R. Dacshelt [17] are concentrated on the automatization and implementation of
value driver’s tree in the business process system of an enterprise. Contemporary issues
of the value driver's tree implementation in the business process modelling and
business performance analysis devoted some works of A. Burrows [5]. Besides, value
driver’s identification is a meaningful subject of research for the analytics of the largest

business-consulting companies, such as LEC consulting [18]. Among Ukrainian recent



4

articles value driver’s identification is described in the works of N. Obushna, Y. Rovnyj
[45], O. Lahovska [44]. We proposed a solution to the problem of identifying industry-
specific value drivers for the food industry in the study [38], but for other economy
sectors, the scientific justification of value drivers is not a completed task yet.

The purpose of the work is to reveal the necessity of the value driver’s
implementation in the forestry industry in compliance with their identification as well
as finding out of the influence they have on the overall performance of the enterprise.

To achieve the purpose, the next tasks were established and carried out:

— to investigate theoretical and methodological basis of value driver's system at
the enterprise

— to analyze current position of the enterprise

— to create value driver's system suitable for the forest enterprise

— to improve market value of the company

Object of the study is the process of identification and management of value
drivers at the enterprise.

Subject of the study is theoretical aspects and methodological approaches of
identification and management of value drivers at the enterprise.

The empirical basis of the investigation was Slovechansk forest farm, the
subsidiary enterprise of the Zhytomyr Regional Municipal Agroforestry Enterprise
Zhytomyroblagrolis of the Zhytomyr Regional Rada, established in 1984. According to
the KVED (classifier of economic activities of Ukraine), the main activity of the
enterprise is 02.10 Forestry and other activities in forestry.

Methods of the investigation. To achieve the purpose, general and special
scientific methods were used to study theoretical basis of value creation of the
company; comparative and analytical methods were used to investigate existing
systems of value drivers; synthesis method was used to justify the need of using value
drivers in the forestry industry; induction method was used to reveal and propose the

most acceptable drivers for the forestry industry.
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The following computer programs were used for data entry and analysis:
Microsoft Word, Microsoft Excel.

The information base of the study consists of scientific works and other
literature on this issue, relevant official statistics, Internet sources, financial statements
of the enterprise, regulatory documents.

Practical meaning. The results of value driver's system implementation at the
enterprise, as well as the proposed ways to improve it, can be used by the enterprise to
increase company's value.

Scientific novelty consists in using of the value driver's system for the Ukrainian
non-public companies. In addition, this method wasn't previously used for the forest
industry by any Ukrainian scientist that shows the novelty of the research.

Approbation. The results of the investigation were reported in the article «Value
driver’s implementation for the forestry industry» and published in the magazine
«Goods and markets» of Kyiv National Trade and Economy University, third issue of
2020, pages 22-30.

The structure of the final qualifying paper is determined by its purpose and tasks
and includes introduction, three chapters, conclusions and proposals, references and

appendices. Total amount of pages in the paper is 45 pages.



CHAPTER 1

THEORETICAL AND METHODOLOGICAL BASIS OF VALUE DRIVERS
SYSTEM AT THE ENTERPRISE

The concept of a company's value has raised as far back as the 16th century. [20]
The example of the value creation process can be the words of the 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" [36]. It confirms that earlier companies aimed to keep customer loyalty
to find main value drivers. But now the goal is a little different — maximize shareholder
value. Despite different purposes, it shows that scientists understood the need for value
drivers defining even a century ago.

The main intention of value based management today is to increase shareholder
value, i.e. the value of the company. In order to increase company's value, investments
have to yield higher returns than the costs of capital.

To achieve the goal, we should define the system of value drivers at the enterprise.
Only finding of value drivers can help us understand what factors have the biggest
influence on the company.

But first of all, we should understand the principles of value driver's
implementation.

In value based management, two main principles exist which we should remember
if we want value driver implementation to rise company's value. So these two principles
are:

1. value driver's implementation should lead to an enhancement of capital
allocation, a long-term and more strategic focused management and decision

making process
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2. considering of the value drivers should lead to a management consistent with the
companies’ economic goals. [32, p 3]

These principles can be used for any company and it doesn't matter the size,
industry, legal form or other peculiarities.

For the understanding how exactly we should organize the process of value
driver's implementation, we should define the steps which are the most important for
this process. They are:

1. embracing value maximization as the ultimate financial objective for the
company.
2. establishing of the nonfinancial goals [16]

These two steps are needed to create full picture of value drivers at the enterprise.
The first step is very important as earnings are not always good indicator for value
creation but many companies can wrongly use them. If the company is not listed on the
stock market, we can't understand whether returns from the company’s activities are
enough to cover the cost of capital that is required on the market.

Defining of the non-financial goals are the second important step in establishing
of value driver tree at the enterprise. We often erroneously don’t give enough attention
to non-financial drivers and as a result, get wrong forecast. It happened because
sometimes non-financial drivers can have greater influence on the value. Even if we
cannot transform them directly into numbers, we should investigate them clearly.

A value driver is any variable that affects the value of the company. To be useful,
however, value drivers need to be organized so that managers can identify which have
the greatest impact on value and assign responsibility for them to individuals who can
help the organization meet its targets. [16]

But implementing of value based management system is only half of the work.
After creating value driver tree, management of the company should create a strategy

how to implement it on the enterprise. For each department should be established own
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goals according to which they should make a decision how to achieve an ultimate goal.
Besides, all employees should be acquainted with this goal and understand it clearly.
McKinsey company gives four essential management processes that collectively
govern the adoption of VBM: [23]
1. a company or business unit develops a strategy to maximize value
2. it translates this strategy into short- and long-term performance targets defined
in terms of the key value drivers
3. it develops action plans and budgets to define the steps that will be taken over
the next year or so to achieve these targets
4. it puts performance measurement and incentive systems in place to monitor
performance against targets and to encourage employees to meet their goals.
For now, it is understandable that research of value drivers is only the first part
of value driver system implementation. And if the value drivers will be found correctly
and the influence of these drivers will be established accurately, it doesn't mean that
process of implementation and controlling is not so important. Without developing
financial strategies and measurement of its performance, a company cannot get
successful results.

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 as an important factor that determines or causes an
increase in value of a business, as viewed by investors [30].

J. Hall [16] considers that value drivers are any variables that affect the value of
the business. Bocharov [41, p 14] describes value drivers as system of key value factors
by which business is managed.

Ukrainian scientists N. Obushna and Y. Rovnyi [45] believe that value factors are
the components that determine the scale of an increase (decrease) in the value of an
enterprise, which leads to an improvement (deterioration) in the well-being of the

owners and shareholders of the enterprise.
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In our previous research [38] 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 enterprise
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 satisfy investors' requirements.

In all developed countries implementation of value drivers are widespread in all
industries and the practice of their usage 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 requires 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'll help to determine its volume in the country and set
competitive prices. [13] In the future, it will create a real picture of wood resources
existing in the state and help to plan long-term investments. It can become a big
breakthrough in establishing and developing transparency in this sphere.

Besides, on January 16, 2020, the Parliament passed the law on amendments to
the Tax Code of Ukraine [21], which was carried out by improving of the tax

administration. According to this law, the rent rate for each breed will be applied
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without bits of detail, which will make it easier to calculate the rent for permanent forest
users. In addition, adopting of a single rate for most forestry businesses will reduce the
tax burden on the rent payments.

Such changes in legislation are positive for investors but law improvement and
adaptation to international standards are only one component that can attract free money
in this industry. Another key one is value creation. And it is possible only with the help
of value driver's 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 don't not find any civilized country that does not allocate funds from the
forestry budget. Unfortunately, Ukraine is 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.

One more question, which should be analyzed, is the ownership of the forest
enterprises. This is a question about the effectiveness under different types of
ownership.

Each scientist defines own set of value drivers for the firm. Some drivers are
general for all companies and industries but some are special 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 [18, p. 4]. Others define such drivers as sales
growth rate, operating profit margin, income tax rate, incremental investment in
working capital, incremental investment in fixed capital, replacement of fixed capital,
cost of financing (cost of capital) and forecast duration (the planning period) [2, p. 2].

According to A. Rappaport [28, p. 193] there are seven macro value drivers, the

most important of which are sales growth rate, operating profit margin, income tax rate,
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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 remuneration 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.

In the process of value driver's tree designing we should understand the next
peculiarities:

1. 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

2. when the management of the company changes one driver, it leads to the
changing of the overall combination of drivers.

In order to define value drivers for the forestry industry, the company should
firstly, determine the impact of each one on the operating activity of the enterprise and

secondly, create a set of drivers that is called value drivers’ tree.
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CHAPTER 2

VALUE DRIVER'S MANAGEMENT AND IDENTIFICATION OF THR
SUBSIDUARY ENTERPRISE SLOVECHANSK FOREST FARM AIC

2.1 Enterprise’s analysis of the financial position

Analysis of the financial position is one of the key stages in company investigation
in order to implement any decision. This study allows you to find strengths and
weaknesses in the activities of the enterprise or its individual unit, identify deviations
from the plan and ensure immediate elimination of errors, made conclusions regarding
the effectiveness of the enterprise to improve it in the future periods.

The financial position analysis of the enterprise includes the analysis of the current
and non-current assets of the enterprise, as well as the analysis of the capital and
liabilities of the enterprise.

The analysis of the current assets involves several components, namely: analysis
of the total current assets dynamics, analysis of the current assets dynamics by their
main types [40].

To begin with, let's analyze the volume and composition dynamics of the current
assets of the enterprise for the last 6 years, 2014-2019 (Appendix A). During this period,
a positive trend of current assets for growth has been observed. The largest growth was
recorded in 2015, which almost doubled growth of 2014. This increase was mainly due
to 3,75-fold increase in cash. Usually this situation indicates inefficient use of funds by
the company, but in our case there was a significant reduction in receivables for goods,
works and services, which released a significant amount of money needed to support
the company. In addition, there was an increase in inventories, which means expanding
activities and the necessity to raise more sources of financing. Only in 2017 the situation
differed - a decrease in cash by 8,42% compared to 2016. Analyzing the change in the

current assets in 2017, it becomes clear that the decrease in cash was caused by the
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appearance of receivables on advances and a significant work in progress increase,
which led to the decrease in finished products about 36%. In 2018, this problem was
eliminated.

The dynamics of receivables and cash should be considered in more details.
Accounts receivable was increased in 2019 in comparison with 2014. This trend is
caused by an increase in other accounts receivables. This item we can't investigate more
as we haven't additional details about components of other accounts receivables. Cash
was increasing during 2014-2018 years, but the largest was in 2015: almost in 4 times
due to an increase in cash and bank accounts. In 2019 cash and cash equivalents
declined more than two times. Unfortunately, we haven't all inside information that is
needed for making a decision about whether this trend is positive or negative for the
company, but management should pay attention to this and find a solution in case of a
problem. Our assumption is that this decrease was due to investing in inventory.

Next step of our analysis is the structure of current assets of the enterprise
(Appendix B).

Regarding the structure of receivables, its part is not significant in the structure of
current assets. The largest part of it is receivables for goods, works, services, and there
Is a tendency of reducing the share of receivables during the analyzed period. Reduction
of receivables is absolutely positive trend for the enterprise as it means that the
company transforms it to cash and can invest for the further development and extension.

Only one bad signal can be understood by the declining of the account receivables
— it’s decreasing of sales volume. In 2019 sales of the company were really decreased
hugely. This situation must be investigated by the company's management and try to
remedy it as soon as possible.

The cash structure consists of only two elements: cash and bank accounts. The
table shows that the company mainly uses bank accounts to settle payments with
contractors, employees and other business entities. The share of cash and bank accounts

relative to the total current assets amounts from 30% to 60%. Such a significant portion
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of cash may indicate inefficient use of cash in the enterprise, which requires
management to make a decision about raising of effectiveness of available financial
resources usage.

The share of inventories in the total amount of current assets varies from 30% to
70%. The biggest part of inventories is work in progress. This situation is negative for
the company, because it can indicate high depreciation of fixed assets involved in the
production process, as well as inefficient organization of production, which leads to a
slowdown in inventory turnover. Therefore, the company's management should find
out the cause and eliminate it to increase efficiency. But in 2019 we can see that the
share of finished goods become about 3 times bigger. And now we can suppose that
cash was used for improvement of production process or raising of production volume.

We should also focus the attention on the company's non-current assets. (table 2.1)

Table 2.1
Non-current asset’s structure analysis of the Slovechansk forest farm AIC
during 2014-2019

wificators 31.12.14 | 31.12.15| 31.12.16| 31.12.17| 31.12.18 | 31.12.19
% % % % % %

Non-current assets

intangible assets 1,56 1,39 0,88 0,93 0,89 1,09
initial value 1,56 1,39 0,88 0,93 0,89 1,09
unfinished capital investment 39,04 0,00 0,00 0,00 0,00 0,00
fixed assets 59,40 98,61 99,12 99,07 99,11 98,90
initial value 192,18 230,88 200,50 225,70 248,49 322,25
deterioration 132,79 132,27 101,38 126,63 149,37 223,35
Total non-current assets 100,00 100,00 100,00 100,00 100,00 100,00

In this table, we observed that the largest share in the structure of non-current assets are
fixed assets. This tendency remains unchangeable during the analyzed period.

It should be noted that the amount of intangible assets is constant during the analyzed
period. Only fixed assets were changing - were decreasing during 2014-2017, 2019 and
in 2018 increased not significantly. (Appendix C)
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The reduction in fixed assets indicates their high depreciation and the need to
upgrade them in order to improve efficiency.

The next step in our analysis will be the investigation of the structure and dynamics
of company's capital. Let's start with the analysis of the equity dynamics (Appendix
&»

Retained earnings have a positive tendency to increase throughout the analyzed
period and we should notice that the increase is significant. Additional capital increases
only during 2014-2016, then declining tendency is following. But the change in
additional capital is not significant, so it does not have a huge effect on the structure of
both equity and debt capital.

Additionally, we analyzed the structure of equity of the enterprise (table 2.2).

Table 2.2

Equity structure of the Slovechansk forest farm AIC during 2014-2019

Years 31.12.2014 | 31.12.2015 | 31.12.2016 | 31.12.2017 | 31.12.2018 | 31.12.2019
Elements % % % % % %
Equity
Additional capital 25,71 15,15 5,38 4,86 4,41 4,08
Retained earnings 74,29 84,85 94,62 95,14 95,59 95,92
Total equity 100,00 100,00 100,00 100,00 100,00 100,00

The structure of the equity throughout the period includes only 2 components:
additional capital and retained earnings. As a part of equity, the share of retained
earnings grew steadily. The increase in equity due to retained earnings indicates an
increase in profitability and efficiency.

It is worth noting that the company has no long-term liabilities, so the analysis will
be carried out only on the third section of the liabilities of the balance sheet, namely the
analysis of the current liabilities and collateral.

Firstly, consider the dynamics of current liabilities and collateral (Appendix D)

The table shows that the dynamics of current liabilities does not have a clear trend.
In 2015, current liabilities increased by 68,29%, in 2016 and 2017 decreased by 49,03%
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and 2,01%, respectively, in 2018 increased again by 55,9% and in 2019 decreased by
24,1%. A significant decrease in 2016 was caused by a decrease in accounts payable
for goods, works and services by 58,8%, accounts payable with budget by 17,33%,
accounts payable for advances received by 82,71%. The decrease in 2017 is not
significant and is caused by items that do not occupy a large share in the structure of
borrowed capital, namely: insurance payments, wages and accounts payable for
advances received, which decreased by 63,01%, 64,35% and 65,18% respectively.

Thus, the company should establish a system of management that optimizes the
amount of accounts payable and receivables, as well as establishes a system of current
planning in the company.

In order to improve the current accounts payable, its structure should also be
considered (Table 2.3).

It is worth to say that the share of current liabilities and collateral in 2014-2015
was about 75% of total capital. Instead, in 2016-2019, the situation changed
dramatically - the share of current liabilities and collateral ranged from 30% to 40%.

Table 2.3
Liabilities structure of the Slovechansk forest farm AIC during 2014-2019

Years 31.12.2014 | 31.12.2015 | 31.12.2016 | 31.12.2017 | 31.12.2018 | 31.12.2019
Accounts payables for: % % % % % %
goods and services 29,13 34,19 28,14 38,17 25,36 8,21
payments with budget 14,95 15,40 25,42 42,80 29,60 44,19
including profit tax 5,34 0,00 0,00 4,09 0,00 0,00
payments for insurance 2,01 1,88 6,27 2,37 1,53 2,09
salary payments 4,72 3,77 23,29 8,47 5,95 8,50
JECOUR(E ety l2s Yox 48,75 44,61 15,40 5,47 37,21 0,00
advances received
Other current liabilities 0,43 0,15 1,48 2,72 0,35 37,02
Total current liabilities 100,00 100,00 100,00 100,00 100,00 100,00

This situation was caused by a significant reduction in accounts payable for goods,
works, services and current accounts payable on advances received. This indicates that

the company has improved its credit policy for cooperation with suppliers.
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Next, consider the movement in cash at the enterprise. This analysis is quite
important, because the report of the financial results of the enterprise does not reflect
the actual amount of funds available to the enterprise at the end of the reporting period.
Therefore, it is necessary to carry out a vertical and horizontal analysis of cash flows at
the enterprise during 2014 - 2019.

It shows that the cash flow from operating activities is positive throughout the
analyzed period and its size varies. In 2016 and 2017, there was a decrease in net cash
of the enterprise. This situation was caused mainly by a decrease of advances from
buyers and customers by 68% in 2016 and a decrease to almost zero in 2017. In
addition, interest income from deposits also shows a significant decrease of 95% and
55% in 2016 and 2017, respectively. Besides, there was an increase in expenditure on
income tax liabilities by 3 times in 2016, and there was an increase in expenditure on
value added tax liabilities by almost 45 times in 2017. But already in 2018, the
company's management began to rectify the situation by improving the efficiency of
the cooperation with buyers and customers, that allowed to attract significant amounts
of money for the company's activities by increasing advances from buyers and
customers. (Appendix E)

Moreover, the largest share in the cash structure of the enterprise throughout the
analyzed period is occupied by revenues from sales of products. Concerning the
structure of negative cash flows, the table shows that the largest share in the structure
of cash expenditures is occupied by payment for goods, works and services, wages and
liabilities for taxes and fees. It is worth noting that the proceeds from the sale of
products cover almost all expense items, which indicates effective work with buyers
and customers. (Appendix F)

Next, we consider the cash flow from investing activities and analyze it also with
the help of horizontal and vertical analysis. (Appendix G)

As a result of investment activities there is only the expenditure of funds for the

acquisition of non-current assets. This indicates that the company only invests in non-
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current assets, the return of which is not reflected in the cash flow as a result of
Investment activities. Instead, the company has no income from investment activities,
as it does not implement any investment projects and does not receive dividends.

Investments in the acquisition of non-current assets increased throughout the
analyzed period, except for 2017, which saw a decrease in cash expenditures by 78%.

Next, consider the cash flow from financing activities. (Appendix G)

After cash flows analysis, we can conclude that the company does not have a
negative cash balance during analyzed period, except 2017. Instead, net income in 2017
was positive, but the real situation was shown only by the statement of cash flows.
Therefore, managers should always analyze the dynamics and structure of net cash flow

to define strengths and weaknesses of the enterprise.

2.2 Value driver’s identification

To better understand the financial drivers of the enterprise, firstly, we should

define their influence on the company's results. Let's start with considering of
operating and cash conversion cycles duration of the enterprise.

Practically, there is a significant relationship between the cash conversion cycle,
which is considered as a proxy of working capital management, and profitability of the
manufacturing firms. This provides an opportunity to create value for shareholders by
decreasing receivable accounts and inventory, enhancing the profitability of the firms
and reducing the collection period and by adopting effective credit policy. [22, p 81]

The operating cycle is the interval between the order of inventory stock and the
date when cash is collected from receivables. The cash conversion cycle begins when
the company pays cash to suppliers for the materials purchased and ends when cash is

collected from customers for credit sales. [22, p 82]
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Thus, from these definitions it is clear that the operating cycle differs from the
financial on the period of accounts payable. Also, the difference is that the operating
cycle reflects the period during which inventories are renewed and receivables are
repaid, and the financial cycle shows the period of turnover of financial resources of
the enterprise.

According to the analysis, it was determined that the duration of the operating
cycle was constantly decreasing, which has a positive trend for the company. This trend
is caused by a decrease in the period of turnover of all types of inventories and
receivables. The only exception is 2017 and 2019, where the duration of the operating
cycle is equal 81 and 100 days. The increase occurred o