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FINANCIAL MANAGEMENT OF STATE FORESTS NATIONAL
FOREST HOLDING IN RELATION TO CHALLENGES
OF SUSTAINABLE DEVELOPMENT OF FORESTRY

Summary

Goal is to systemise knowledge about the rules and basic elements of financial management of the
State Forests as an entity responsible for the sustainable development of forestry in Poland.

Research methodology used in the study is analysis of the literature related to financial manage-
ment of enterprises in the forestry sector, especially in the SFNFH, as well as sustainable forest econ-
omy. The literature review allows the author to examine the general rules, aims and elements of finan-
cial management of the State Forests. The determinants influencing the form of financial management
of this entity are also indicated.

Score: The research confirms that the financial management of the State Forests is influenced by
numerous factors resulting from the specific nature of the forest industry. On one hand, there is a ne-
cessity to take into account the economic efficiency of conducted operations, as well as the need for
maintaining the financial independence of all the SENFH's organisational units. On the other hand, any
initiated activities should comply with environmental requirements and the social needs of society.
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1. Introduction

Forests fulfill multiple roles within the economy. Not only are they a source of
timber, but they also perform non-economic functions, e.g. support tourism and
recreation in forested areas as well as provide aesthetic benefits [Plotkowski, 2008,
p- 264]. Appropriate management of forested areas requires, therefore, simultaneous
consideration of economic, ecological and social determinants. Only then is it possi-
ble to maintain balance between these three areas and to ensure sustainable devel-
opment of forested regions.

The broad range of benefits provided by forests makes them a public good and,
in many countries, they are administered by public authorities. This is the case, for
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instance, in European Union countries,! where the combined share of public ownet-
ship of forests amounts to approximately 40% [Agriculture ..., 2017, p. 114]. The
approach to forest management in these states as well as their results, including
financial results, impact the development of the entire forestry sector of the EU
[Liubachyna et al., 2017, p. 162].

The State Forests National Forest Holding (SFNFH) of Poland is one of the
largest national forest holdings in Europe.? It manages forests belonging to the State
Treasury and represents it in the field of property management. As part of that, it
takes care of forest management, manages land and other immovable and movable
assets related to forestry, as well as inventories and assesses the value of assets be-
longing to the State Treasury. The area of lands managed by the State Forests is
7.3 million hectares, i.e. 77.4% of the entire amount of forests in Poland [Local Data
Bank, 2017], and the entity manages approximately 25% of the land area of the en-
tire country.

The responsibility of the State Forests is to conduct sustainable and multifunc-
tional management of forests. This means that its operations are conducted in
a manner which ensures that the present needs of society are not fulfilled at the ex-
pense of the ability to meet the needs of future generations [Sadowska, Lulek, 2018,
p. 104]. To achieve that, they must reconcile three perspectives: economic, social,
and environmental [Misztal, 2018, pp. 27-29]. Therefore, its operations are directed
at maintaining a balance between economic interests and ecological requirements,
as well as the social needs of citizens [Plotkowski, 2008, p. 253]. Managing forests in
a sustainable and multifunctional manner is a long-term process and requires
analysis of the financial foundations of the State Forests, with consideration for the
economic efficiency of the undertaken activities. Economically efficient measures
should ensure the fulfillment of social, ecological, economic, cultural, and spiritual
needs of the current and future generations. However, the specific character of
these activities is that they seem efficient over shorter periods of time but may prove
inefficient in the long-term |Gospodarka finansowa ..., 2015].

Financial management of the SFNFH varies significantly from the financial
management of other economic entities, because of the specific conditions neces-
sary for multifunctional and sustainable forestry. The aim of this paper is to system-
atise knowledge about the rules and basic elements of financial management of the
State Forests as an entity responsible for the sustainable development of forestry in

1 Among the EU countries, Poland is second in terms of both the area of publicly owned forests and
their percentage within the total of these resources in a given country. In regard to the first
criterion, Poland is only surpassed by Spain, whose area of public forests is 8.1 million hectares,
with a share of public ownership of 29.2%. A greater share of public forests occurs only in Bulgaria
and amounts to 87.9%, or approximately 3.4 million hectares [Agriculture ..., 2017, p. 114].

2 The State Forests is an organisational unit which is not considered a legal personality and operates
on the basis of the Act of September 28™ of 1991 on forests and executive regulations to that Act
[Act, 1991]. Appropriate legal regulations gave SENFH legal enforceability as well as legal and
actual capacity; they also define its operational and property related range [Szczypa, 2016, pp. 176-
177).
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Poland. The analysed problem seems to be relevant and interesting due to the spe-
cific nature of the industry in which the SENFH operates, and also because of its
references to research on sustainable development. The layout and content of this
publication have been constructed to comply with the adopted purpose. The main
method used in the paper is analysis of the literature related to financial manage-
ment of enterprises in forestry sector, as well as sustainable forest economy.

2. Rules of financial management of state forests national forest holding

The financial management of an enterprise should be a continuous and appro-
priately organised process involving earning revenues and income as well as making
expenditures from the available financial resources. It covers all the activities related
to financial operations connected with the preparation, actual realisation, recording,
and analysis of financial phenomena [Szyszko, Szczepanski, 2003, pp. 17-20]. Finan-
cial management of an economic entity is influenced by various factors which,
among others, include: type of organisational and legal framework of business activ-
ity, its ownership structure, adopted strategy for development, applicable legal con-
straints, size or type of activity. These determinants also impact the financial man-
agement of the State Forests, which differs considerably from the financial man-
agement of other economic entities, such as institutions from the public finance
sector, state-owned enterprises, or commercial entities. This is a result of the spe-
cific nature of the SENFH's operations connected with forest management involv-
ing, but not limited to [Buraczewski, 2013, p. 21]:

1. strong dependence on natural conditions,

lack of close cotrelation between undertaken efforts and their effect, which
leads to disproportions between expenditures on production and the value of
obtained timber or other forest produce,

3. long period of time between an expenditure and its effect, creating a situation
where the time of wood production does not coincide with accounting
petiods,

4. difficult assessment of forest assets which are the means of production as
well as the final product,

5. the need to equalise financial abilities of individual organisational units on ac-
count of the diversity in their natural and economic conditions,

6. difficulty in describing relations between generated revenues and the realisa-
tion of multidimensional functions by forests, especially those which are non-
economic in nature,

7. difficulty in assessing the value of the non-economic (social) functions of for-
ests.

Financial management of the SENFH covers all the activities connected with the
financial operations in three areas. The first one concerns the preparation of finan-
cial phenomena which aid processes desired by the SENFH. This stage encompasses
forecasting, anticipating, and planning of these operations. An example of such an
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activity is the creation of a long-term forest management plan, consistent with the
concept of sustainable development [Bugno-Pogoda, Durak, 2018, pp. 10-11]. This
document makes it possible to implement sustainable forest economy, thanks to
reconciling environmental considerations with economic goals. To achieve this pur-
pose, the SENFH develops annual financial and economic plans of individual or-
ganisational units on the basis of this plan [Buraczewski, 2001, pp. 90-91]. The sec-
ond area covers the realisation of financial operations consisting in collecting, divi-
sion, and spending of financial resoutces [Szewczuk, 20006, pp. 349-350] by the State
Forests. The last area encompasses recording and assessment of the implemented
financial phenomena. The SFINFH is obliged to prepare reports mandated by law,
including the Accounting Act or the Forest Act. One type of such reports is the fi-
nancial and economic report and financial statement which must be submitted to
the owner every year. On the basis of the prepared reports, appropriate entities as-
sess the economic effects of conducted activities, including the rationality of finan-
cial management. Conclusions from that assessment are used to make decisions
about future financial operations [Buraczewski, 2001, pp. 96-102].

The goal of financial management of the SFNFH is to define the financial re-
quirements necessary to cover the expenditures of individual units during particular
accounting periods. Their amounts are determined on the basis of information de-
scribing planned commissioned tasks and objective tasks. The former are finances
from public resources, while the latter are funded from financial resources obtained
as a result of conducted operations. Financial management of the SENFH also aims
to identify the conditions which are essential for the self-financing of its operations,
and creating the financial surplus to swell its resources. Additionally, the financial
management of the SFNFH is oriented at initiating behaviours designed to save and
those leading to raising the effectiveness of conducted activities [Buraczewski, 2013,
p. 247].

To achieve the goals of financial management it is necessary to conduct it in ac-
cordance with certain rules. Most importantly, the activity of the SFNFH is based
on financial independence, which means that the costs of its operations are covered
from its own revenues. Therefore, the ability to realise individual tasks related to
forest management also depends on its ability to generate revenues (mainly through
the sale of wood), as well as the optimisation of expenditures made [Gospodarka
Sfinansowa ..., 2015]. The State Forests also divides its activities into [Act, 1994]:

1. administrative operations,

2. economic operations including:

—  core activity covering the protection, propagation and management of
forests, maintenance and expansion of plantings and forest related re-
sources as well as the acquisition (with the exclusion of purchasing) and
sale of unprocessed wood,

—  sideline business encompassing animal management, acquisition (exclu-
ding the purchasing) of spruce, resin, tree bark, needles, fatwood, ani-
mals and forest fruit, and the sale of these products in their unprocessed
state,
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3. additional operations involving production or services connected with forest

management.

Administrative and core activities are subject to the mechanism of economising
and tasks within these areas are realised independently of the amounts of generated
revenues or costs. On the other hand, sideline and additional operations can be car-
ried out only and exclusively in situations when expenditures made to conduct them
will not exceed the revenues generated within that area [Buraczewski, 2013, p. 247].

The above activities allow the SENFH to fulfill — with the use of forest resources
— their functions in compliance with the concept of sustainable development. The
areas of activity of this entity divided into economic, social and environmental put-
poses are presented in table 1.

TABLE 1
Examples of economic, social and environmental purposes of State Forests
Economic purposes Social purposes Environmental purposes
Supply of wood and wood Jobs creations Protection of biodiversity
products , . . .
Tourism and recreation Protection of soil and water

Supply of non-wood . .
products Education Protection of landscape
S . Forest products (e.g. mush- | Reduction of carbon dioxide

upply of forest services blueberry Reoulati f drai
Production of medicines rooms, blueberry) egulation of water drainage

Source: [Sadowska, 2016, p. 397].

Another principle governing the financial management of the SFNFH is the de-
centralisation of operations with the simultaneous centralisation of strategic deci-
sion-making. The organisational structure? of the State Forests is largely hierarchical
and there is a concentration of all the main functions within one unit which inte-
grates forest management for most of the country [Brukas, Weber, 2009, pp. 589-
590]. This means that all key decisions are made by the General Directorate and as-
signed to the subordinate units. What is more, the financial interests of individual
organisational units must be consistent with the interests of the SFNFH, which is
the sole economic organisation [Buraczewski, 2013, pp. 247-248].

3 The organisational structure of the SENFH comprises the General Directorate of the State Forests,
17 regional directorates of the State Forests (RDLP), 430 Forest Districts, and national and regio-
nal facilities.
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3. Main elements of financial management of the State Forest

The activity of the SENFH and its organisational units is conducted on the basis
of an economic balance consisting in measuring and comparing expenditures with
the results, which is meant to provide management with information essential for
making the most advantageous decisions [Sobiecki, 1997, p. 26]. Annual financial
and economic plans containing information concerning objective tasks, revenues
from sales, operational costs and financial results are all elements of this balance as
well as the basis for financial management of the SFNFH.

The revenues of the State Forests are the sum of the revenues of individual ot-
ganisational units which comprise that entity. These mainly include [Buraczewski,
2013, pp. 182-183]:

1. revenues from the sale of products, goods and materials or amounts due
for their sale reduced by all applicable subsidies, discounts, rebates and
exemptions, as well as VAT,

2. other operating revenues (including extraordinary gains) obtained from
other operational activity covering, among other things, revenues from the
sale by the State Forests of fixed assets or intangible assets, the embezzle-
ment of timber,

3. revenues from financial operations covering due amounts from, e.g., the
sale by the SEFNFH of financial assets, as well as from dividends from held
shares and stocks or interest from granted loans,

4. subsidies obtained from the state budget to realise tasks commissioned*
by the government which increase the of State Forests,>

5. subsidies from other sources, e.g., the National Fund for Environmental
Protection and Water Management.

The costs of the SFNFH encompass financially measured and purposefully ex-
panded production factors, including elements of fixed and current assets, external
services and human labour incurred in connection with normal operation [Sojak,
2003, pp. 36-37]. One of the main characteristics of these costs is their purposeful-
ness, which means that they atre incurred in order to generate revenues. In regard to
activity carried out by the State Forests, not all costs can be covered by generated
revenues. This situation occurs with tasks associated with the realisation of non-
production forest operations. The incurred costs are not always covered by revenues
resulting from these activities or their value cannot be clearly determined because of
accepted accounting standards [Ankudo-Jankowska, Glura, 2016, p. 164].

4 Targeted subsidies are used to realise such tasks as the carrying out of the national programme for
increasing forestation, purchases of forests and land destined for new plantings and reclamation,
updates on the state of forest assets and their inventorying, educating society about forests, or the
protection and management of forests in cases where they are threatened [Mackowiak, 2016, p. 118].

5 Equity capital of the SF is the equivalent to property of the State Treasury entrusted for manage-
ment to individual organisational units [Act, 1994].
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The main source of the State Forests’ revenue is its general operations. Within
this area, revenues are generated mainly through the sale of wood, seeds, cones, and
seedlings. Meanwhile, costs are mainly incurred for carrying out core and adminis-
trative activities, chiefly for forest management (including seed production, selec-
tion, cultivation and planting of forests, and their protection), acquisition of wood
(including felling, skidding, and hauling of wood), and the maintenance of Forestry
Service [see: Public Information Bulletin of the SFNFH, 2017].

The financial result of the State Forests is the sum of the financial results of all
its organisational units. It is calculated as the difference between the revenues gener-
ated by these units and their operational costs, with consideration for extraordinary
gains and losses, which is subsequently reduced by any liabilities including, among
others, income tax not covering administrative or core operations of the State For-
ests [Buraczewski, 2013, pp. 206-207]. Positive financial results of forest districts
obtained within a given fiscal year are adjusted deducting the value of value of
unfinished objective tasks from core activities and the portion of profit transferred
to the General Directorate. The remaining part may be allocated to increase the
equity (including the equity of the SF), additional bonuses, augmentation of the
division's social benefits fund, or socially beneficial undertakings, but the combined
value of assets allocated for the last three objectives cannot exceed 15% of
generated profit [Act, 1994].

When analysing the financial management of the SENFH, particular attention
should be paid to the diverse natural conditions of individual forest districts which
determine the level of the financial independence of these organisational units [Sa-
dowska, 2015, p. 226]. The difference in the effects achieved as a result of their
operations, as well as the obligation to observe the rule of self-financing by all the
organisational units of the SENFH, creates the need to compensate for financial in-
equality resulting from unfavourable natural and economic conditions existing in
some forest districts [Buraczewski, 2001, p. 21]. To achieve this, pursuant to the
Forests Act, a centralised financial system called the Forest Fund has been estab-
lished [Sadowska, 2015, p. 227]. It is funded, among other sources, through:

1. general deductions of individual organisational units which debit the costs

of their operations,

2. charges, penalties and payments made in connection with having to exclude

forests from production,

3. funds received as part of various types of compensation,

4. income gained from shares and stocks of other companies, or from the sale

of such assets,

5. budget subsidies with the exception of target subsidies for commissioned

tasks.

Decisions regarding spending the funds from the Forest Fund are made by the
General Director. The main aim of the Forest Fund is to redistribute resources
earned by the State Forests in order to support deficient forest districts or establish
comparable economic conditions for all the organisational units. Additionally, put-
suant to Article 58 of the Forest Act [Act, 1991], these resources also fund, for
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example, scientific research, the realisation of shared undertakings, creation of
essential infrastructure, drafting of forest management plans, protection of forest
environments, or costs associated with work conducted on sites not belonging to
the State Treasury, such as planting trees or clean-ups after natural disasters.
Besides, the Forest Fund enables the financing of undertakings whose financial
effects are only seen in the distant future and cannot be financed through long-term
bank loans [Mackowiak, 2016, pp. 119-220]. The General Director can also make
the decision to apportion some tesources from the Forest Fund to create a
stabilising fund designed to finance activities related to removing extraordinary
threats to forests as part of a long-term cycle of production.

The preparation, realisation, inventorying, analysis, and decision-making in re-
gard to financial operations connected with productive investments or financial in-
vestments are yet another element of the SENFH’s financial management. Produc-
tive investments in the State Forests mainly concern the construction of a network
of roads as well as other civil and water engineering structures and buildings. They
are funded with external capital as well as from depreciation. Purchased or produced
elements of assets as part of productive investments are recorded as tangible assets,
while revenues and costs generated as a result of their realisation are mainly rec-
orded as part of other operating revenues and expenses. The SFNFH also makes fi-
nancial investments in the form of purchasing shares and stock of other enterprises.
As a result of investing into financial assets, the SFNFH generates financial revenues
and costs encompassing, for example, interest paid out or received through these
assets [Mackowiak, 2016, p. 121].

4. Conclusions

The presented analysis confirms that the financial management of the State For-
ests is influenced by numerous factors resulting from the unique character of their
operations associated with forest management. On the one hand, there is a necessity
to take into account the economic efficiency of conducted operations, as well as the
need for maintaining the financial independence of all the SFNFH's organisational
units. On the other hand, any initiated activities should comply with environmental
requirements and the social needs of society. Management consistent with these
conditions allows forests to perform their functions and fulfill the needs of current
and future generations and, at the same time, to maintain the financial stability of
the SENFH.
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