
T h i s  r e p o r t  s>Jmmariaes  t h e  r e s u l t s  
o f  t h e  i n t c r f < m  r x n ? a r i s o a s  t h a t  
L IRA ~ r o m o t e d  i n  1976 and 1975 for 
l o g g i n g  a n 5  l o ?  trai:spc;rt  51.?,sCness~s. 
The I F C s  > r o ~ . ; ~ d e d  a d5e-C~; sc-r-.,j.ce 

p a r t i r i p a t e d  and g a v e  i n d i c a t i v e  f igure . ' ;  on t h e  f i n a n c i a l  h e i l  t-:i cf t'li. 
i n d u s t r y  a s  a  w h o l e .  

THE O B J E C T I W  OF THESE I K s z :  

- To e n a b l e  p a r t i c i p a t i n g  f i r m s  o r  c o n t r a c t o r s  t c  a s s e s s  t h e i r  Ejr!ai:ci?1 
p e r f o r m a n c e ,  on  a  c o n f i d e n t i a l  b a s i s ,  i? a  number o f  a r e 2 s  c o z p z r e d  t::; 
t h e  r e s t  o f  t h e i r  i n d u s t r y ,  and  t o  i n d i c a t e  t o  t h e  r a r t i c l . s a n t s  where  
a c t i o n  c o u l d  b e  t a k e n  t o  improve t h e i r  p e r f o r m a n c e .  

- To l o o k  a t  t h e  o v e r a l l  f i n a n c i a l  p e r f o r ~ . a n z e  o f  t h e  l o g g i n g  i n d c s t r y  2s 
one  i n  wh ich  one  m i g h t  i n v e s t  money o r  e f f o r t .  

On a  r a t i o  b a s i s ,  o p e r a t i o n s  a s  d i v e r s e  a s  i n d i g e n o u s  l o g g i n g ,  z n J  e x o t i c  
c l e a r f e l l i n q  and  t h i n n i n g  c o u l d  b e  compared.  An i m y r t a n t  principle t o  
e s t a b l i s h  was t h a t  t h e  r a t i o  o f  p r o f i t  t o  i n v e s t m e n t  ra ther  t h i n  c o s t  tc 
volume o f  p r o d u c t i o n  was t h e  p r i m e  i n d i c a t o r  f o r  flncir!ci;.l si.tccess. T -  IF'(. 
s i m p l y  m e a s x e d  - " i f  you i n v e s t  $lr30, wha t  h a p p e n s  t o  lt? :h!h<a:: -!:ek!;r;-: ::> 

you g e t  f rom i t ? "  

WHAT DID THE IFC'S PROVIDE? 

The I n d - u s t r y  R e p o r t s  i n d i c a k e d  n a t i o n a l  s t a n d a r d s  o f  p ~ z f o r r ~ a n c e  i n  th 
l o g g i n g  i n d u s t r y  i n  f i n a n c i a l .  ce rms .  The I n d i ~ ~ i d u a l  3 e p o r t s  er,&;lsd z z c h  
p a r t i c i p a ~ t  f i r m  t o  a s s e s s  i t s  p e r f o r m a n c e  compared t o  t h -  s t a n d a r . ? ~  
i n d i c a t e d  f o r  f i n a n c i a l l y  weak,  median  o r  s t r o n g  f i r m s .  '75.e fii.ms we:-6. :al s,? 
a b l e  t o  a s s e s s  t h e i r  f i n a n c i a l  p e r f o r m a n c e s  a c c o r d i n g  t o  a  s e r i e ~  o f  r?.tFos 
i m p o r t a n t  t o  a n y  b u s i n e s s .  

The p a r t i c i p a n t ' s  I n d i v i d u a l  P.epGrt a n a l y s e d  a r e a s  o f  f i n a n c i a l  s tr . . icrj th aj?l-! 

weakness  i n  h i s  b u s i n e s s  and t h u s  i s o l a t e d  a r e a s  where  i n e f f i c i c n t y  T,,Ias 
i n d i c a t e d  and  where  improvemen t s  c o u l d  b e  made t o  p r o f i t a b i l i t y .  

Those  p a r t i c i p a n t s  who t o o k  t h e  o p p o r t u n i t y  t o  d i s c u s s  c o n f i d e n t i a l l ! :  
r e s u l t s  w i t h  t h e  o f f i c e r s  o f  t h e  P r o d u c t i v i t y  C e n t r e  who had  s p o n s o r e d  the 
IE'Cs, g a i n e d  c o n s i d e r a b l e  b e n e f i t s  i n  f i n a n c i a l  u n d e r s t a n d i n g  o f  :ile:r 
b u s i n e s s e s .  

The I n d u s t r y  R e p o r t s  sumrnarised t h e  p o s i t i o n  o f  f i r m s  b a s e d  on f i n a n c i a l  
c r i t e r i a .  



THE F I N A N C I A L  STATUS OF LOGGING, 

Logging i s  a  h i g h l y  c a p i t a l  i n t e n s i v e  i n d u s t r y .  Thus t h e  "Rate  of  Re tu rn  on 
A s s e t s "  i n v e s t e d  i n  p r o d u c t i o n  machinery c a n  be t a k e n  a s  a  pr ime i n d i c a t o r  
of  p r o f i t a b i l i t y .  

The " r a t e s  of  r e t u r n "  v a r i e d  w i d e l y  i n  t h e  t h r e e  I F C ' s  c a r r i e d  o u t  b u t  c o u l d  
be surnmarised a s  f o l l o w s :  

RATES OF RETURN ON ASSETS 

F he w o r s t  T h e  The b e s t  
25% o f  f i r m s  m i d d l e  f i r m  258 o f  flrrns 

e a r n e d  l e s s  t h a n  e a r n e d  e a r n e d  m o r e  t h a n  

1976 Logging IFC 0.00% 10.52% 27.51% 

1977 Logging IFC -6.23% 16 .13% 35.16% 

1977 Log T r a n s p o r t  IFC 2.67% 6.65% 10 31% 

The r e s u l t s  i n d i c a t e d  t h a t  a  number of f i r m s  were showing s u c h  poor  r e t u r n s  
t h a t ,  i f  a s s e t s  c o u l d  be  s o l d  a t  t h e  v a l u e  e s t i m a t e d  by p a r t i c i p a n t s ,  t h e y  
would g e t  b e t t e r  r e t u r n s  by s e l l i n g  and i n v e s t i n g  i n  low r i s k  d e b e n t u r e s .  

LOGGING IFC'S (1977) , 

/ .". "" .""""..:'.."": 
C o s t s  m e a s u r e d a g a i n s t  income,  l&~~:,+:~~~... . 4. .:L 

$100 of  income f o r  t h e m i d d l e  I ' I A L t 7 l l Y t K l  L U  

f i r m  i n  1977 was $ 8 4  and t h e  ( F I X E D  A N D  O P E R A T I V S I  

two major  e l e m e n t s  of  t h e s e  
$ 3 1 . 5 0  c o s t s w e r e  d i r e c t  l a b o u r  c o s t s  

a t  $37 and heavy machinery 

r a t h e r  t h a n  p e r  u n i t  of  volume, 
a r e  an i m p o r t a n t  measure  of  

H E A V Y  b u s i n e s s  v i a b i l i t y .  C o s t  p e r  . . n n . , , . , - - \ ,  

'^STS 
i; .. 

p l a n t  o p e r a t i n g  c o s t s  a t  $31.5.  
N o o t h e r  c o s t  e l e m e n t  exceeded  
$5 p e r  $100 o f  income. ( S e e  
F i  g u r e  1 .  ) 

A h i q h  l e v e l  o f  income i n  
loqg&g b u s i n e s s e s  i s  com- 
m i t t e d  t o  f i n a n c e  pavments LABOUR 

$ 3 7 . 0 0  

- - 
L 

= 13 .22%.  The d e b t - e q u i t y  
r a t i o  i s  a l s o  h i g h a t  39 .25%,  
and f o r  a number of  b u s i -  
n e s s e s  t h e  r a t i o  w a s q r e a t e r  
t h a n  50%.  

F r o m t h e  1977 IFC one i n t e r e s -  
t i n g  c o n c l u s i o n  which con- 
f i r m e d  t h e  1976 f i n d i n g s , w a s  

FIG.1  C o s t s  p e r  $100 of i n c o m e  - M i d d l e  L o g g i n g  t h a t  s i n g l e  gang o p e r a t i o n s  
were g e n e r a l l y  more p r o f i t a b l e  F i r m  1 9 7 7 .  
t h a n  m u l t i p l e  gangs .  The f a c t  
t h a t  s i n g l e  gang o p e r a t i o n s  r e q u i r e d  s m a l l e r  i n v e s t m e n t  i n  p l a n t  i n  r e l a t i o n  
t o  income g e n e r a t e d  was o b v i o u s l y  i m p o r t a n t  b u t  t h e  r e s u l t s  c o u l d  a l s o  b e  
i n t e r p r e t e d  a s  i n d i c a t i n g  t h a t  management was much more e f f e c t i v e  when t h e  
c o n t r a c t o r  was "on t h e  job" .  I t  was n o t e d ,  f o r  i n s t a n c e ,  t h a t  employee 
t u r n o v e r  i n  m u l t i p l e  gangs  was t w i c e  a s  h i g h  a s  t h a t  o f  s i n g l e  gangs .  Some 
o f  t h e  r a t i o s  t h a t  i n d i c a t e d  c o m p a r a t i v e  e f f e c t i v e n e s s  were :  



S i n g l e  Gang M u l t i p l e  Gang 

P r o d u c t i o n  p e r  employee 4611 t o n n e s  3306 t o n n e s  
O p e r a t i n g  p r o f i t  p e r  100 t o n n e s  $ 51.85 $ 3.69 
Machine c o s t s  p e r  100 t o n n e s  $105.12 $213.98 
Income p e r  100 t o n n e s  $439.74 $570.18 

The most i n t e r e s t i n g  p o i n t  i n  t h e  above shows t h a t  t h e  s i n g l e  gangs  r a n  a t  
lower  c o s t s  p e r  t o n n e ,  and a c h i e v e d  much g r e a t e r  o p e r a t i n g  p r o f i t ,  even  
though t h e i r  income p e r  t o n n e  ( c o n t r a c t  p r i c e )  was lower .  These f a c t o r s  
p r o b a b l y  a l s o  i n f l u e n c e d  t h e  f a c t  t h a t  t h i n n i n g  g e n e r a l l y  gave  b e t t e r  r e t u r n s  
on a s s e t s  t h a n  c l e a r f e l l i n g .  However, it s h o u l d  be  n o t e d  t h a t  s i n g l e  gangs  
o r  t h i n n i n g  o p e r a t i o n s  were  n o t  a lways  more p r o f i t a b l e  a s  some of  them 
showed a  n e g a t i v e  r e t u r n  on a s s e t s .  

LOG TRANSPORTERS I FC (19771, 

The l o g  t r a r ~ s p o r t  s e c t o r  i s  even  more c a p i t a l  i n t e n s i v e  t h a n  l o g g i n g ,  and 
t h e  r a t e  of  r e t u r n  on a s s e t s  f o r  t h e  midd le  f i r m  i n  t h i s  IFC was 6 . 6 5 % ;  even  
lower  t h a n  t h e  l o g g i n g  c o n t r a c t o r s '  r a t e  of  r e t u r n .  T h i s  i n d i c a t e d  t h a t  
many f i r m s  a r e  r u n n i n g  u n p r o f i t a b l e  o r  m a r g i n a l l y  p r o f i t a b l e  b u s i n e s s e s ,  
p a r t i c u l a r l y  when t h e  r i s k  i s  
t a k e n  i n t o  a c c o u n t .  F l e e t  
owners showed s l i g h t l y b e t t e r  
r e t u r n s  and t h e  r a t e  of  r e t u r n  
i n  t h e N o r t h  I s l a n d w a s  h i g h e r  
t h a n  i n  t h e  Sou th .  

T h e a n a l y s i s  o f  t h e  c o s t s  p e r  
$100 o f  income showed, f o r  
t h e m i d d l e  f i r m ,  c o s t s  t o  be  
$89 p e r  $100 of  income. A f t e r  
l a b o u r ,  t h e  most  s i g n i f i c a n t  
expense  i s  d e p r e c i a t i o n ,  
f o l l o w e d  by r e p a i r s  andmain-  
t e n a n c e ,  o r  f u e l  and o i l s .  
( S e e  F i g u r e  2 .  ) 

I t  was n o t a b l e  i n  t h e  t r u c k -  
i n g  c o m p a r i s o n t h a t  f o r  t h e  
median f i r m  l a b o u r  t u r n o v e r  
was n i l ,  f i n a n c e  payments were DEPRECIATION 
markedly less t h a n  t h a t  i n  
l o g g i n g  a t  1 . 3 4 %  o f  income,  
and t h e  d e b t - e q u i t y  r a t i o  was 
lower  a t  23.86% of  income. 

FIG.2 C o s t s  p e r  $ 1 0 0  o f  I n c o m e  
- M i d d l e  L o g  T r a n s p o r t e r  
F i r m  1 9 7 7 .  

WHAT WERE THE LIMITATIONS OF THESE MGGING INDUSTRY I F C ' S ?  

I n  a l l  three I F C ' s  t h e  n u m b e r  o f  p a r t i c i p a n t s  w a s  l o w  a n d  there m u s t  be r e s e r v a t i o n s  a b o u t  
the v a l i d i t y  o f  i n d u s t r y - w i d e  c o n c l u s i o n s  b a s e d  o n  d a t a  f r o m  a s m a l l ,  s e l f - s e l e c t e d  s a m p l e .  
I t  i s  b e l i e v e d ,  h o w e v e r ,  t h a t  these f i r m s  w e r e  r e a s o n a b l y  r e p r e s e n t a t i v e  o f  t h o s e  i n  t h e  
i n d u s t r y .  

B e c a u s e  o f  the l o w  n u m b e r s ,  s u b - d i v i s i o n  o f  p a r t i c i p a n t s  i n t o  the n u m b e r  o f  s p e c i a l  i n t e r e s t  
g r o u p s  a n t i c i p a t e d  ( e . g .  i n  t r a n s p o r t ,  o w n e r  o p e r a t o r s  had  t o  be g r o u p e d  w i t h  F o r e s t / M i l l  
o w n e r s ) ,  c o u l d  n o t  be c o n s i d e r e d .  A l s o ,  t h e  f i g u r e s  f r o m  the I n d u s t r y  r e p o r t s ,  s o m e  o f  



w h i c h  a r e  r e p r o d u c e d  h e r e ,  h a v e  n o  v a l i d i t y  f o r  n e g o t i a t i n g  c o n t r a c t  c o s t s  a s  t h e y  d o  n o t  
t a k e  i n t o  a c c o u n t  t h e  s p e c i f i c  c o n d i t i o n s  t h a t  a f f e c t  a n y  o n e  c o n t r a c t .  ( A  p a r t i c i p a n t ,  o f  
c o u r s e ,  c a n  u s e  his i n d i v i d u a l  r e s u i t s  t o  s u p p o r t  h i s  own  n e g o t i a t i n g  p o s i t i o n . )  

C a l c u l a t i o n  o f  the v a l u e  o f  F i x e d  A s s e t s  ( r . g .  h e a v y  m o b i l e  m a c h i n e r y )  w a s  s t a n d a r d i s e d  f o r  
t h e  p u r p o s e  o f  t h e  I F C  a n d  w a s  t h u s  b a s e d  o n  the p a r t i c i p a n t ' s  best e s t i m a t e  o f  c u r r e r i t  
t r a d e  v a l u e  f o r  h i s  owned  a s s e t s  ( i . e .  t h e  m o n e y  h e  c o u l d  r e a l i s e  i f  h e  s o l d ) .  U n r e a l i s t i c  
v a l u e  estimates w o u l d  a f f e c t  i n d i v i d u a l  r e s u l t s ,  b u t  i t  i s  a s s u m e d  t h a t  o v e r a l l  the 
i n d u s t r y  f i g u r e s  p r o v i d e d  a r e  r e a s o n a b l e .  

CONCLUSIONS : 

The interfirm comparison provides a simple effective yardstick for 
examining business efficiency. Those who participated considered that they: 

- g a i n e d  a  b e t t e r  u n d e r s t a n d i n g  o f  c o s t i n g  a n d  b e c a m e  m o r e  a w a r e  o f  a r e a s  
f o r  i m p r o v e m e n t .  

- w e r e  a b l e  t o  c o m p a r e  r e s u l t s  w i t h  o t h e r  f i r m s  whic i?  h a v e  a  good  i n d i c a t i o n  
o f  t h e i r  s t r e n g t h s  a n d  w e a k n e s s e s  i n  a  v a r i e t y  o f  r a t i o s  i n  t h e i r  b u s i n e s s  

The IFC also outlined the use of ratios and established that the vital 
ratio was Operating Profit. It also showed how other ratios such as:- Assets 

Profit or R. & M. Prof it Prof it or --- 
Income Income ~onne/~ilometG Or Employee 

could be used in business analysis. LIWi is taking the lessons learned from 
these to outline a ratio analysis procedure for the logging industry. 

Unfortunately the IFC's were not as well supported as hoped. Some of the 
reasons apparently were: 

1. Many operators simply did not have good enough figures to participate 

2. Some haddifflcult;. cjrasplngthe corlcept that you can conpare a wide 
variety of operati5ns on a purely financial basis. 

3. There was some reluctance to participate because of the fear that 
somehow their fig:?res might be used against them. There v.ay have been 
limited confidence in confidentia!.ity and impartiality. 

4. The Productivity Centre reported that the general downturn in N.Z. 
industry profitability at the time affected part-icipatlon In all IFC1s 
carried out in 1977. 

LIRA has thus decided ts drop the IFC1s temporarily and instead ai~n at 
improving the recording of financial data in the industry through producing 
a costing handbook, and promoting the concept of the use of ratios, It 
might then be possible 50 re-introduce IFC1s in consultation with both the 
N.Z. Loggers' Association and the N.Z.Road Transport Association. 

For Further Information Contact: N.Z. LOGGING INDUSTRY RESEARCH ASSOC. INC. 
P.0.Box 147, 
ROTORUA, NEW ZEALAND, Phone 82-620. 


