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Key figures 2002 2001

Turnover, EUR million 244 235
Operating profit, EUR million 76 73
'*" = Percentage of turnover, % 31 31
Result, EUR million 70 67
Contribution to state revenue, EUR million 47 44
Return on investment, % 9 9
Investment, % of turnover 15 13
Solvency ratio, % 98 98
Person-years 2,131 2,084

Return on investment = 100 x operating profit/subscribed capital

Solvency ratio= 100 x shareholders’ equity/balance sheet total

In autumn 2001, an internal project was started at Metsihallitus to gather information on the indicators describing the social responsibility borne
by Metsihallitus. This report is a summary of the project results. The research findings and guidelines of the following organisations, among others,
were used in the planning of social responsibility reporting:

* Global Reporting Initiative (GRI), revised guidelines 2002 ¢ Institute for Social and Ethical Accountability (AA1000 standard — process
description) ¢ CSR Europe, Finnish Business Society ® Corporate responsibility, TT - The Confederation of Finnish Industry and Employers
World Business Council for Sustainable Development ¢ International Chamber of Commerce (The Business Charter for Sustainable Development
1996) ¢ OECD (Guidelines for Multinational Enterprises)

The indicators describing economic, environmental and social responsibility are closely connected to the definition of the indicators describing
the state’s sustainable forestry, the creation of Balanced Scorecards for Metsihallitus business units and the general work relating to the indicators
and evaluation of results at Metsihallitus.
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MANAGING DIRECTOR’S REVIEW

Metsihallitus administers the state’s land and
water areas, about one third of Finland’s total
area. It is our challenging task to use this
property so that it benefits Finnish society in
the best possible way. The objectives of the

state and therefore our operating practices have
changed significantly with the development of
society. Today, our operations are guided by the
principles of sustainable development. Metsihal-
litus has already operated for almost 10 years as
a modern state enterprise. During this period,
we have increasingly focused on offering flexible
services.

The control of the operations of Metsihallitus
has also changed. Parliament still approves the
objectives of the services and operations of
Metsihallitus. The Ministry of Agriculture and
Forestry and the Ministry of the Environment
set the main objectives for Metsihallitus and
monitor our operations. NGOs and citizens too
have an opportunity to influence the operating
practices of Metsihallitus. The Finns are given
extensive opportunities to contribute to decision-
making relating to the use of the common land
and water areas, especially in the context of
participatory natural resource planning.

The starting point for the operations of
Metsihallitus is social, ecological and economic
sustainability. Indicators for economic sustaina-
ability in particular have been used for years, and
ecological indicators have been developed for a
decade. Less attention has been paid to the social
impacts of Metsihallitus. We have now addressed
this shortcoming.

In autumn 2001, a major project was initiated

at Metsihallitus to comprehensively develop
indicators for evaluating the social impacts of
Metsihallitus. The project work was based on the
values of Metsihallitus. We wanted to know how
our values — responsible management and use of

natural resources, focus on customers, employee well-
being, results through cooperation and profitability,
are implemented in practice and how their
implementation can be measured. A massive
amount of information on Metsihallitus and its
operations was gathered during the project. As

a result of the process, we at Metsihallitus have
come to realise how extensively we interact with
the rest of society. Using the indicators developed
during the project, we will be able to monitor
our operations and the implementation of our
various tasks more closely in the future.

VERSATILE DEVELOPMENT PROJECTS IN 2002

We successfully achieved the economic and social
targets that the Ministry of Agriculture and
Forestry and the Ministry of the Environment
had set for Metsihallitus for 2002.

Our turnover grew from EUR 235 million

in 2001 to EUR 244 million. Profit for the
period grew by EUR 3 million to some EUR
70 million. We exceeded the target set by the
Ministry of Agriculture and Forestry by some
EUR 7 million. This was mainly due to the

fact that our proceeds from land sales were
higher than budgeted. In addition our efficiency
improved, the taxation of enterprises were lower
than the expected level and the development of
pension expenses worked in our favour.

The basic services of nature conservation areas
were developed in the most important national
parks in particular and also in other frequently
used areas. The use of visitor centres in environ-
mental and nature education was improved by
increasing the number of events organised for
school children and other groups. A total of EUR
15.6 million was used for the acquisition of new
nature conservation areas.



Another challenge for Metsihallitus in 2002 was
the development of a revised forest planning
system with multiple goals, which integrates
natural resource planning and landscape
ecological planning. The new system emphasises
the importance of interactive methods and
cooperation. At the moment, the system is being
tested in the preparation of Kainuu’s natural
resource plan, and the planning guidelines for
the entire Metsihallitus organisation will be
revised on the basis of the results.

We actively implemented our strategy of growth
and internationalisation. We established a new
business unit, Foria, and in cooperation with the
Austrian Federal Forestry Company, OBf AG, an
international joint enterprise, Foria-OBf, based
in Austria. Both Foria and Foria-OBf provide
forest services for communities and other forest
owners. Our other business units are also looking
for new directions for growth, for example, by
expanding their product range and making their
services more efficient. At the end of the year,

it was also decided to separate Laatumaa’s opera-
tions relating to soil resources into a business
unit of their own, called Morenia.

The largest changes in the areas administered
by Metsihallitus took place at the beginning

of 2002, when most of the conservation

areas managed by the Finnish Forest Research
Institute (Metla), including Pallas-Ounastunturi
and Pyhitunturi National Parks, and the areas
held by the Ministry of Defence were transferred
to the administration of Metsihallitus. Along
with these transfers, we obtained some 65 new
employees. Work among the new areas and
people has started well.

In the forest sector, one of the most significant
issues was the work of the METSO Commission,
which discussed the conservation of biodiversity
of forests in southern Finland. Metsihallitus
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has a central role in the implementation and

financing of the action programme. The Council

of State approved the action programme in
October 2002. The programme will affect
the operations of Metsihallitus in many ways,

supporting at the same time the development
strategy based on synergy between the business
units. For example, costs arising from

improvement of biodiversity and restoration in

conservation areas will be covered by funds

from the business operations of Metsihallitus

by allocating forestry workers from the Forestry

business unit to restoration work.

Metsihallitus is involved in the life of a consid-
erable number of Finns in one way or another.

I strongly believe that in cooperation with

the surrounding community we can achieve
solutions that will enable Metsihallitus to
provide all Finns with the best added value

possible.

Jan Heino




We want to achieve RESULTS THROUGH COOPERATION, as we believe that

cooperation with our stakeholders ensures the best solutions. Let’s be active and
open and work for a united Metsihallitus.
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WATERS

METSAHALLITUS WAS ESTABLISHED OVER I40 YEARS AGO

TO MANAGE STATE-OWNED FORESTS. TODAY, METSAHALLITUS

ADMINISTERS MORE THAN I2 MILLION HECTARES OF STATE-

OWNED LAND AND WATER AREAS. THIS IS ALMOST ONE THIRD

OF FINLAND’S TOTAL AREA. MOST OF THE STATE-OWNED LANDS

ARE LOCATED IN EASTERN AND NORTHERN FINLAND.

2.1 ENTERPRISE WITH SOCIAL
RESPONSIBILITIES

Metsihallitus is a state enterprise with forestry
and nature conservation as its core operations,
focusing on the well-being of the environment
and customers. The statutory tasks of Metsihal-
litus include the sustainable and profitable
management, use and protection of the natural
resources and other property administered by
Metsihallitus. In addition to the other objectives,
attention should be paid to the conservation of
biodiversity.

The Finnish Parliament approves annually the
central service and other operational objectives of
Metsihallitus. On the basis of the objectives set

by the Parliament, the Ministry of Agriculture and
Forestry decides on the annual targets of Metsihal-
litus. Decisions on social responsibilities and their
targets and financing are made annually with the
Ministry of the Environment and the Ministry of
Agriculture and Forestry. These tasks include, for
example, management of nature conservation and
hiking areas, promotion of nature conservation on
state-owned lands and waters, control of hunting
and fishing rights and general promotion of recrea-
tional use of state-owned lands. We also use EU
project funding to take care of our public services.

The business operations and public services of
Metsihallitus have been separated into their own
business units. The business operations comprise
the business units Forestry, Wild North, which

specialises in providing eco-tourism services and
rental cabins, and Laatumaa, which specialises
in plot and forest real estate business. At

the beginning of 2002, Foria started its opera-
tions, offering forest owners services relating to
the management of forest estates. At the end

of 2002, it was decided to turn Laatumaa’s
operations relating to soil resources into a
separate business unit called Morenia. The Natural
Heritage Services are responsible for public
services.

In addition, Metsihallitus has subsidiaries. Forelia
Oy produces forest tree seeds and seedlings. Forelia
Oy also has a holding in the nursery, AS Eesti
MT, operating in Estonia. Another subsidiary

of Metsihallitus, Metsihallitus Consulting Oy,
which offers international expertise services, and
its subsidiary, Indufor Oy, merged their business
operations in 2002 under the name of Indufor.
Indufor Oy started numerous new projects in
various countries in 2002, for example, in
Vietnam, Russia, Laos, Tanzania and Brazil.

In addition, Metsihallitus owns part of a joint
enterprise established with the Austrian Federal
Forestry Company (Osterreichische Bundesforste),
called Foria-OBf Forstmanagement GmbH.
Foria-OBf is based in Austria and offers forestry
services for various forest owner groups in Central
and Eastern Europe.
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ORGANISATION OF METSAHALLITUS

FORESTRY

. morenia

Operations started on January 1, 2003

yia?

North

The Board of Directors since April 2002:

Johnny Akerholm, Chairman Ministry of Finance
Pentti Lahteenoja, Vice Chairman Ministry of Agriculture and Forestry
Riitta Rainio Ministry of the Environment
Aulikki Heinonen Municipality of Muonio (representative of the province of Lapland)
Arto Hinninen Metsihallitus (representative of the personnel)
Eeva Hellstrom Forest Forum for Decision-Makers
Henry Paasikivi Sako Oy

Secretary: Jorma Karttunen Metsihallitus
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2.2 LAND AND WATER AREAS

LAND AND WATER AREAS ADMINISTERED BY METSAHALLITUS IN 2002

Areas in total 12.38 million hectares

FOREST LAND IN MANAGED FORESTS 3.36 MILL. HA

POORLY PRODUCTIVE AND NON-PRODUCTIVE LAND IN MANAGED FORESTS 1.44 MILL. HA

‘ STATUTORY NATURE CONSERVATION AREAS 1.37 MILL. HA

_ AREAS RESERVED FOR CONSERVATION PROGRAMMES 0.56 MILL. HA
WILDERNESS RESERVES 1.38 MILL. HA

' OTHER AREAS 0.88 MILL. HA o

WATER AREAS 3.39 MILL. HA f i

More than half of the state-owned lands are MANAGED
FORESTS (forest, poorly productive and non-productive
land). About one third of the state-owned lands are forest
land in managed forests, and from these forests Metsihal-
litus sells wood to the industry. The managed forests also
play an important role in recreational use.

The WILDERNESS RESERVES IN LAPLAND were established
under the Wilderness Act in 1991. The purpose is to
preserve the wild nature of these areas, safeguard the

Sémi culture and traditional means of livelihood and to
promote the versatile use of natural resources. The forests
in the wilderness reserves are mainly kept in their natural
state; nature-based forest management is allowed in certain
areas only. Construction of permanent roads is forbidden
in the wilderness reserves.

The NATIONAL HIKING AREAS are areas reserved for hiking,
as referred to in the Outdoor Recreation Act, and estab-
lished on the basis of a decision by the Council of State.
The national hiking areas are areas reserved especially

for recreational use, and provide a wide range of hiking
services.

NATIONAL PARKS are not only nature conservation
areas but also popular recreation areas which are
open to the public.

STRICT NATURE RESERVES are areas mainly reserved for

nature conservation and research. There are signposted

routes and trails for hikers in some of the areas, but in IPARKARG
others access is usually granted for research purposes only. i

#*

OTHER CONSERVATION AREAS include old-growth

forest conservation areas, mire and herb-rich forest %
conservation areas and other special areas established

for nature conservation.

The total area of water areas administered by

Metsihallitus is some 3.4 million hectares.

Of these, some 2.8 million hectares are public

waters, which include Finland’s territorial waters 5
in sea areas and the open parts of the major lakes

outside village boundaries.

VANTAR
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Our aim is to FOCUS ON CUSTOMERS fo ensure customer satisfaction. Lets

develop our operations on the basis of the requirements set by our customers

and customer feedback to exceed their expectations.
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INTERACTIVE PROCEDURES

PEOPLE HAVE A WIDE RANGE OF ECONOMIC, SOCIAL, NATURE CONSERVATIONAL AND

RECREATIONAL EXPECTATIONS TOWARDS STATE-OWNED LAND AND WATER AREAS. THE

STRENGTH OF METSAHALLITUS LIES IN THE BROAD-BASED ECONOMIC AND ECOLOGICAL

COMPETENCE WHICH IS COMBINED IN ITS OPERATIONS TO PRODUCE A SUSTAINABLE HIGH

QUALITY RESULT. WITH THE HELP OF INTERACTIVE PROCEDURES WE TRY TO FIND THE

BEST POSSIBLE SOLUTIONS FOR ALIGNING THE DIFFERENT GOALS. THE BASIS FOR ALL OUR

ACTIVITIES ARE THE VALUES JOINTLY DEFINED AT METSAHALLITUS: THE IMPORTANCE OF

COOPERATION, EMPLOYEES’ WELL-BEING, CUSTOMER FOCUS, PROFITABILITY AS WELL AS

RESPONSIBLE MANAGEMENT AND USE OF NATURAL RESOURCES IS EMPHASISED.

3. I OPERATIONS ARE BASED ON GOOD
PLANNING METHODS

Careful planning of land use is of vital importance
in order to reconcile the different needs that are
directed towards state-owned lands. According to
its principles, Metsihallitus interacts closely with
regional and local stakeholders in issues relating

to the planning of forestry, nature conservation

and other land use. The interactive approach
ensures that different views are brought forward and
provides information on the operating environment
of Metsihallitus. In this way potential conflicts can
also be prevented.

Metsihallitus has used a planning system comprising
three levels. Regional natural resource plans describe
the use of all lands administered by Metsihallitus
and define the use of larger areas for conservation
and recreation as well as the extent of forestry to be
practised in the area. For example, the quantity of
wood to be cut in a region is defined largely on the
basis of the needs of the region in question.

Landscape ecological planning goes deeper than
natural resource planning. It examines the overall
forest environment of areas covering
10,000-100,000 hectares, taking into account the
multiple goals. The aim is to safeguard the condi-
tions for the preservation and spread of species and
to improve opportunities for recreational use in the
context of forestry. For example, areas to be totally
excluded from forestry operations in order to protect
biodiversity are defined during planning.

Decisions made during natural resource planning
and landscape ecological planning are implemented
at stand level by means of detailed operational
planning. The person who actually carries out the
work, for example a forestry worker, receives infor-
mation from the operational plan, e.g. a map of
the stand and information about sites where special
methods have to be used.

During 2002, a revised system for natural resource
planning was being tested on state-owned land

in Kainuu, integrating regional natural resource
planning and the more detailed landscape ecological
planning. Development work for this planning
method has focused on the following areas:

the classification of recreational use of forests,
description of forest dynamics, examination of alter-
natives and assessment of impacts as well as the

use of methods supporting decision-making. In
addition, the importance of team work has been
emphasised. The plan for the Kainuu region will be
completed in spring 2003, and the new planning
guidelines of Metsihallitus will be revised on the
basis of the experience accumulated.

All the landscape ecological plans drawn up

by Metsihallitus have been published, including
detailed maps. Information on individual felling
operations are also available on request.
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3.2 CLOSE COOPERATION WITH
STAKEHOLDERS

In order to take into account different views
and needs in the management and use of state-
owned lands as well as possible, it is important to
know with whom we should discuss these issues.
Metsihallitus has identified its most important
stakeholders and also conducted more detailed
analyses for each business unit. The network

of stakeholders is very wide, extending from
local clubs for nature enthusiasts and village
committees to Parliament and global forest
industry organisations.

For example, in the stakeholder analysis of the
Natural Heritage Services more than 100 stake-
holder groups were identified. Cooperating with
various stakeholder groups, we have drawn up,
for example, management and utilisation plans
for nature conservation areas, national hiking
areas and wilderness reserves. The various stake-
holder groups have also had their say in forestry
planning during the natural resource planning
processes to which we have invited hundreds

of representatives from various groups. Even
individual persons can have influence on the
operations of Metsihallitus by giving customer
feedback and participating in public events
organised by Metsihallitus.

3.3 REGIONAL SPECIAL FEATURES
INFLUENCE OPERATIONS

As Metsiihallitus administers large land areas
and acts as a major employer, it bears a great
responsibility in northern and eastern Finland in
particular, where its operations have significant
impacts on the regional economy. Provision of
employment and livelihood as well as promotion
of economic activities are very important goals,
which Metsihallitus strives to achieve in many
ways.

Advisory committees set up by the Ministry

of Agriculture and Forestry operate in Lapland,
QOulu and North Karelia, and their members
represent the local residents, forestry, trade and
industry, nature conservation and NGOs. The
task of the advisory committees is to provide
Metsihallitus with opinions in issues relating
to the use of state-owned land and water

areas with regional-political significance and to

The importance of international cooperation

is increasing continuously at Metsihallitus. By
taking part actively in the operations of inter-
national organisations and working groups,
Metsihallitus can influence the development of
the sector in Europe as well as obtain valuable
information and signs of future developments
at an carly stage. In addition, Metsihallitus has
signed cooperation agreements with forest organ-
isations from various countries. The objective
of these agreements is to promote the business
operations of Metsihallitus, create networks and
develop personnel.

The primary international responsibility of the
Natural Heritage Services is to protect the

boreal environment. This work is carried out
through transboundary cooperation, in which
the cooperation between national parks in Russia
and Finland plays a central role. The Natural
Heritage Services also promote nature conser-
vation in Europe by participating in the activities

of EUROPARC.

submit initiatives to Metsihallitus to safeguard
the interests of the local residents when the
operations of Metsihallitus are being planned.

Metsihallitus and the Finnish Reindeer Owners’
Association have signed an agreement on Feb.
27, 2002 to further improve the cooperation
between the two key sources of livelihood in
Lapland, reindeer husbandry and forestry, and
to improve the conditions for practising both.
For example, fellings and other forestry opera-
tions are discussed in the negotiations organised
annually with each herding co-operative. The
meeting also determines the cooperation
procedure in important reindeer herding areas.
The aim is to jointly develop forest management
practices that take into account the needs of
reindeer herding.



Northern Lapland differs from the other areas
of Metsihallitus: it is a district for wilderness
management, which is managed by the Natural
Heritage Services and where business operations
have been restricted. The aim is to pay special
attention to the sensitive environment and the
needs of the Sdmi and the reindeer herders.
Fellings are mainly carried out by forestry
workers and only on about 12 per cent of the
area.

3.4 DISPUTES — A PART OF MODERN SOCIETY

Despite the careful planning process and cooper-
ation with stakeholders, there are situations in
which it is impossible to find a solution that
would satisfy all parties. Sometimes such a
solution does not exist, and sometimes Metsihal-
litus does not have the powers to implement such
solutions. For example, the wider social issue

of the quality and quantity of conservation of
forests is time after time the object of demonstra-
tions and debate in the media.

In 2002, as in previous years, various environ-
mental organisations organised demonstrations
against the activities of Metsihallitus in various
parts of Finland. The attacks by activists against
felling sites concentrated especially on the areas
left outside the national conservation programme
for old-growth forests in Kainuu. The aim of
Metsihallitus has been to take the conservational
needs of these forests into account in the context
of landscape ecological planning, but the repre-
sentatives of environmental organisations think
that these areas should be protected totally. The
use of state-owned managed forests has also
caused disputes in southern Finland, especially in
Pirkanmaa and Central Finland.

Forest disputes were given wider coverage in the
media at the end of 2002 when Greenpeace
brought some representatives from German
publishing houses over to Finland to see

felling sites of Metsihallitus. During this visit,
Metsihallitus was given almost no opportunity
to express its own opinion on the management
of forests. The visit aroused a lively public
discussion about the regional importance of
forestry and the conservation of forests, in
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Metsihallitus has also land and water areas and
several offices and visitor centres in the Swedish
speaking coastal areas. The number of services
and brochures provided in Swedish is increasing.

northern and eastern Finland in particular. This
is why Metsihallitus organised an international
forest meeting in December 2002, where the
situation regarding the conservation of Finnish
forests and the management of state-owned
managed forest were described in detail for the
foreign clients of our customers who buy wood
from us. The animated dialogue between the
customers and the environmental organisations
continues.

The Forestry business unit has advised its
personnel and contractors to stop felling work
immediately if a demonstration prevents the safe
execution of the work. The need to inventory the
ecological values more closely in the areas under
dispute is assessed individually in each case. The
conservation value of the areas is always recon-
sidered if significant ecological values that have
not been discovered earlier are identified in the
area.

The aim is to solve crisis situations through
reasonable dialogue and open communication.
Criticism is also taken into account when devel-
oping practices further. Future regional land use
decisions will be reviewed during the natural
resource planning process to be carried out in
the next few years, in which all interested parties
are welcomed to participate. However, demands
that exceed the powers of Metsihallitus, such as
extensive additional conservation of forests, will
be solved in wider social processes. Demonstra-
tions and debate in the media are part of the
public discussion on the basis of which decisions
on future development are made and imple-
mented.



Personnel is our main asset, and thus the mental and physical WELL-BEING OF EMPLOYEES is our

common goal. Lets particivate actively in the development of our work community, support lifelon
g P p: y /4 ‘pp 24

learning and development, and treat each other fairly.
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PART OF THE FINNISH WAY OF LIFE

METSAHALLITUS HAS MANY ROLES, AND IS THUS VIEWED FROM

DIFFERENT ANGLES BY DIFFERENT PEOPLE. METSAHALLITUS CAN BE

SEEN AS THE BUILDER OF BOARDWALKS, THE PRODUCER OF WOOD

RAW MATERIAL, THE LANDLORD OF ELK-HUNTING GROUNDS OR

THE EMPLOYER. THE LARGEST CUSTOMER GROUP OF METSAHALLITUS

CONSISTS OF FINNISH PEOPLE WHO ENJOY OUTDOOR ACTIVITIES.

4 .1 STATE-OWNED LANDS IN FREQUENT
RECREATIONAL USE

Metsihallitus provides extensive nature and
hiking services throughout Finland. Every fifth
Finn, i.e. more than a million people, visits state-
owned recreational areas yearly, and 3.7% of

all outdoor exercise takes place in these areas.

It has been estimated that the annual value of
recreational services provided by the state is some
17 euros per adult Finn. This means that the
total value of recreational services provided by
the state stands at almost 67 million euros.

Metsihallitus is at the service of hikers not

only in the natural environment but also at
visitor centres and service points. The visitor
centres are usually located close to popular nature

Metsihallitus Service Facilities for Outdoor Recreation

conservation or hiking areas. Their services
include an extensive permanent exhibition, an
auditorium with audiovisual material, changing
exhibitions, guides, possibly a cafeteria and infor-
mation on hiking as well as the sale of hiking and
nature related products. In 2002, Metsihallitus
had a total of 17 visitor centres.

The service points of Metsihallitus are usually
located in centres of urban areas. Their main task
is to provide information on hiking, sell products
relating to hiking and nature and promote the
products and services of Metsihallitus. In 2002,
Metsihallitus had 5 service points.

Visitor centres 17
Other service points 5
Shelter and day cabins 296
Cabins and huts that should be booked in advance 60
Rental cabins 150
Nature observation towers 91
Points supplied with firewood (including 675 lean-to-shelters and Lappish kota huts) 1,759
Hiking trails 3,303 km
Nature trails 356 km
Skiing routes and tracks 1,395 km

Snowmobile routes and tracks

5,751 km



