
IIN INTERFIRM COMPARISON [ IFC]  OF LOGGING FIRMS 
Anyone who e n t e r s  b u s i n e s s  ( c o n t r a c t i n g  o r  otherwise) does s o  

AN IFC PINPOINTS p r i m a r i l y  t o  earn m n e y .  An I F C  is aimed a t  i n d i c a t i n g  how 
success fu l  o r  o therwise  f i rms  a r e  i n  meeting t h i s  f i n a n c i a l  t a r g e t ,  

This  I F C  examined f i n a n c i a l  a s p e c t s  of logging bus iness ,  not  
opera t iona l  aspec t s .  ~ h u s  i t  is v a l i d  t o  compare a l l  types  o f  logging bus inesses  on f i n a n c i a l  
terms, even though t h e i r  o p e r a t i o n a l  c o n d i t i o n s  may vary widely. 

The most s i g n i f i c a n t  f i n d i n g  from t h e  L I R A  sponsored I F C  o f  38 p a r t i c i p a n t  logging  f i r m s ,  i n  
1976, w a s  t h a t  p r o f i t a b i l i t y  was h igh ly  dependent on e f f e c t i v e  employment o f  heavy c a p i t a l  
equipment. Highly c a p i t a l i s e d  f i r m s  were t h e  most gravely a f f e c t e d  by i n f l a t i o n ,  and, i f  t h i s  
could no t  be o f f s e t  by increased  product ion they tended t o  be  l e s s  p r o f i t a b l e  than l e s s  
cap i  t a l i s e d  opera t ions .  

What is an I F C ?  
The Produc t iv i ty  Centre of  t h e  Department of  Trade and Indus t ry  promotes and s u b s i d i s e s  IFC a s  
a  method of improving e f f i c i e n c y  i n  i n d u s t r y .  

LIRA considered an IFC i n  t h e  logging i n d u s t r y  with the  o b j e c t i v e  of  a s s e s s i n g  perform'ances, 
p a r t i c u l a r l y  of c o n t r a c t o r s ,  i n  r e l a t i o n  t o  o v e r a l l  p r o f i t a b i l i t y ,  c o s t  s t r u c t u r e ,  and 
produc t iv i ty ,  would have s i g n i f i c a n t  va lue .  The aim was t o  compare key d a t a  f o r  s i m i l a r  f i rms 
i n  t h e  indus t ry  on an anonymous b a s i s .  Managers o r  c o n t r a c t o r s ,  without  d i s c l o s i n g  
c o n f i d e n t i a l  information t o  compet i to rs ,  could t h e r e f o r e  compare t h e i r  performance with those 
a c t u a l l y  being achieved by o t h e r  s i m i l a r  o r g a n i s a t i o n s .  An IFC has  a d d i t i o n a l  va lue  i n  
monitoring t h e  f i n a n c i a l  h e a l t h  of  t h e  i n d u s t r y  and i d e n t i f y i n g  a r e a s  f o r  c l o s e r  i n v e s t i g a t i o n .  

To launch the  p r o j e c t ,  LIRA i n v i t e d  a l l  known North I s l a n d  logging opera tors  t o  a  . ~ e e t i n g  i n  
Rotorua. This  meeting agreed t h a t  an IFC would be  worthwhile and moved t o  s e t  up a  s t e e r i n g  
committee t o  g e t  it underway. A f u r t h e r  meeting was he ld  a t  a  l a t e r  da te  i n  Chr i s tchurch ,  t o  
which a l l  known South I s l a n d  logging o p e r a t o r s  were i n v i t e d .  The S teer ing  Committeet, composed 
of  c o n t r a c t o r s  and o t h e r s  whose e x p e r t i s e  was r e l e v a n t ,  decided t h e  most important  performance 
i n d i c a t o r s  f o r  comparison i n  a  logging bus iness  and a s s i s t e d  i n  t h e  p repara t ion  o f  t h e  
q u e s t i o n a i r e .  They decided t h e  p o l i c y  regard ing  p a r t i c i p a t i o n  by var ious  s i z e d  u n i t s  and the  
sub-divis ion of  f i rms i n t o  comparable groupings. They a l s o  appointed the  Department ~f  
Management S tud ies  of t h e  Univers i ty  o f  Waikato a s  consu l tan t s  t o  c a r r y  out t h e  IFC. 

C o n f i d e n t i a l i t y  of t h e  survey was maintained by using LIRA'S o f f i c e  a s  a  coding c e n t r e .  
P a r t i c i p a n t s  s e n t  t h e  completed q u e s t i o n a i r e s  d i r e c t  t o  Waikato i d e n t i f i e d  by code number o n l y , '  
and thus  the  consu l tan t s  were t h e  only people who saw t h e  completed documents. The r e s u l t s  
were s e n t  back t o  t h e  p a r t i c i p a n t s  through LIRA who s u b s t i t u t e d  addresses  f o r  t h e  code numbers 
on the  sea led  envelopes. 

Members of t h e  S t e e r i n g  Committee were :- P  ell, B .Cochrane, P .OISull ivan,  c o n t r a c t o r s  of 
Taupo; L.Gilsenan, c o n t r a c t o r  of  Rangiora; T.Kajavala, c o n t r a c t o r  of Whakatane; P.Brown, 
accountant of Taupo; G-Chapman, accountant  of  Tokoroa; J.Davies, f inance company 
execut ive of  Rotorua; M.Jamieson, P r o d u c t i v i t y  Centre ,  Wellington; L-Wilson, consu l tan t  of  
Taupo; and, J .Sp ie rs  of  LIRA. 



Although over 350 q u e s t i o n a i r e s  were d i s t r i b u t e d  t o  a l l  known logging f i rms i n  t h e  country,  
it i s  be l ieved  t h a t  only approximately 250 a r e  c u r r e n t l y  a c t i v e .  Thus, although t h e  38 f i rms 
who agreed t o  p a r t i c i p a t e  were a f a i r l y  r e p r e s e n t a t i v e  group, t h e r e  must be some reserva t ion  
about  the  v a l i d i t y  of conclusions from t h e  r e p o r t  app l ied  t o  t h e  i n d u s t r y  a s  a whole. The 38 
f i rms p a r t i c i p a t i n g ,  c l a s s i f i e d  by type o f  opera t ion ,  by s i z e ,  and by l o c a t i o n s  were: 

( a )  C l a s s i f i e d  by type o f  opera t ion :  

Response 100% Exot ic  C l e a r f e l l i n g  
100% Exot ic  Thinning 

No .of p a r t i c i p a n t s :  
23 
10 
1 
4 - 

100% Indigenous 
Mixed production 

(b)  C l a s s i f i e d  by s i z e :  
S ing le  gang - c o n t r a c t o r s  

- f o r e s t / m i l l  owners 

Survey: Multiple  gang - c o n t r a c t o r s  
- f o r e s t / m i l l  owners 

( c )  C l a s s i f i e d  by l o c a t i o n :  
North I s l a n d  
South I s l a n d  

Tne r a t i o  t r e e  below i n d i c a t e s  how p r o f i t a b i l i t y ,  o r  the " r a t e  of  r e t u r n "  measured a s  the 
r a t i o  of refit i s  broken down i n t o  s i g n i f i c a n t  c o s t ,  product ion,  and a s s e t  elements r e l a t e d  

533-m 
t o  income : 

I 
6 .  DIRECT LABOUR 

INCOME 

7 .  E UIPMENT EXPENSES - FIXED 1 PINCOME 

I 8.  EQUIPMENT EXPENSES - OPERATING 

. 4 .  PRODUCTION COSTS 
INCOME I INCOME 9.  EQUIPMENT EXPENSES - REPAIR & MTCE. 
INCOME 

I 
2 .  PROFIT 

INCOME 

I 10. VEHICLE RUNNING COSTS 
INCOME 

11. OTHER DIRECT COSTS 
INCOME 

I -  5 .  ADMINISTRATION COSTS 
INCOME 

1. OPERATING 
PROFIT 
ASSETS 

CURRENT ASSETS 
AV .DAILY INCOME 

INCOME 
ASSETS 

1 4 .  HEAVY MOBILE PLANT 
AV. DAILY INCOME . 

15. TRANSPORT VEHICLES 
AV. DAILY INCOME 

FIXED ASSETS 
AV .DAILY INCOME 

1 16. OTHER FIXED ASSETS 
AV. DAILY INCOME 

A f u r t h e r  f i f t e e n  r a t i o s  t o  compare performance by labour ,  product ion,  and f inance ,  were 
s e l e c t e d .  



COMPLETED RESULTS D I S T R I B U T E D  I N  TWO PARTS TO I F C  PARTICIPAPITS: 

The f i r s t  p a r t  was an " ind iv idua l  r e p o r t "  and commentary t o  each p a r t i c i p a n t ,  i n d i c a t i n g  h i s  
performance i n  each of  t h e  r a t i o s ,  r e l a t i v e  t o  a l l  t h e  o t h e r s  i n  t h e  IFC. This  analysed 
s e p a r a t e l y ,  the  performance a s  a  group, and then c o n t r a c t o r s  and f i rms combined. 

The second p a r t ,  t h e  " industry r e p o r t "  analysed indus t ry  performance i n  t h e  c a t e g o r i e s  
s e l e c t e d  by t h e  S t e e r i n g  Committee. It  compared and commented on performance by type,  s i z e ,  
and l o c a t i o n  f o r  each of the  31 r a t i o s .  

P R O F I T A B I L I T Y  = THE RETURN ON ASSETS EMPLOYED: 

Operating p r o f i t  over t o t a l  a s s e t s  i s  t h e  primary r a t i o  f o r  any bus iness .  The c a l c u l a t i o n  of 
a s s e t s  value poses problems i n  t h e  logging indus t ry  where a  very high propor t ion  is heavy 
mobile p l a n t  with s h o r t  l i f e ,  p a r t i c u l a r l y  given t h e  c u r r e n t  rap id ly  e s c a l a t i n g  c o s t s  of new 
p l a n t .  The b a s i c  aim o f  t h e  IFC was t o  compare the  performance of  each c o n t r a c t o r  a g a i n s t  
the  r e l e v a n t  group so  t h a t  he had a  p r a c t i c a l  yard-s t i ck  on which t o  a s s e s s  opera t ing  
performances. Thus, t o  achleve uniformity i n  measurement, h i s t o r i c a l  va lua t ions  of a s s e t s  
based on purchase p r i c e s  could n o t  be used. The s t e e r i n g  committee agreed t h a t  c u r r e n t  
t rade-in value of each u n i t  would be used i n  a s s e t  value f o r  t h e  purpose of  the  IFC and t h a t  
t h i s  value and c u r r e n t  new p r i c e s  would be used i n  c a l c u l a t i n g  d e p r e c i a t i o n .  Thus the  
measurement o f  o p e r a t i n g  p r o f i t  and a s s e t s  used i n  t h e  I F C  is not t h e  same a s  t h a t  used i n  
most f i r m s  accounting records  and t h e  use o f  t h i s  a s s e t  f i g u r e  nnrkedly in f luences  t h e  
r e s u l t s .  

THE IFC RESULTS INDICATED THAT i f  t h e  " r i s k "  i n  logging e n t e r p r i s e s  i s  taken i n t o  account, 
the  r a t e  of r e t u r n  on a s s e t s  f o r  logging bus inesses  a s  c a l c u l a t e d  from t h e  p a r t i c i p a n t s  
f i g u r e s ,  compared poor ly  with the  market r a t e  of  i n t e r e s t  f o r  long term debentures .  Even 
though t h e  va lua t ion  of t h e i r  a s s e t s  s e t  by p a r t i c i p a n t s  may be erroneous i n  some c a s e s ,  the  
i n d i c a t i o n s  a r e  t h a t  f o r  most c o n t r a c t o r s ,  an improvement i n  r e t u r n s  i s  requi red ,  i f  
replacement o f  a s s e t s  i s  t o  be j u s t i f i e d  i n  the  economic terms appl icab le  t o  most bus inesses .  

PROFIT  = RATE OF RETURN 

The r a t e  of r e t u r n  on a s s e t s  f o r  t h e  middle f i rm i n  each category was:- 

A l l  p a r t i c i p a n t s  
Exotic  C l e a r f e l l i n g  
Exotic  Thinning 
Mixed & Indigenous 
S ing le  Gang 
Mult iple  Gang 
North I s l a n d  
South I s l a n d  

THIS IS HOW THE MIDDLE FIWS PERFORmD: 

P r o f i t  was $24.00. 

Costs  were: 

Middle Firms % 

10.52 

$116 .OO 

HEAVY PLANT 

$37.00 OTHER COSTS C 
(N.B. The above t a b l e  is only i n d i c a t i v e  a s  the  middle f i r m  i n  each r a t i o  

c a l c u l a t e d  was not  n e c e s s a r i l y  the  same f i r m .  



DISCUSS I O N :  

Some conclusions can be drawn from t h e  IFC: 

1. Surpr i s ing ly ,  thinning opera t ions  gave b e t t e r  r e s u l t s  than t h e  majori ty  of f i rms 
i n  t h e  o ther  ca tegor ies .  This  could be r e l a t e d  t o  t h e i r  lower c a p i t a l  investment. 

2. Single  crew opera t ions  fa red  b e t t e r  than mult iple  crew and undoubtedly lower 
c a p i t a l  involvement and b e t t e r  on t h e  job supervis ion contr ibuted t o  t h i s .  

3. Although the mid-firm South I s l a n d  opera tors  per for red  b e t t e r  than t h e  North, 
the  South I s land  had a  wider range o f  performance and a  l a r g e r  proport ion making 
negat ive r e t u r n s  on a s s e t s .  The r e s u l t s  from t h e  small mixed and indigenous group 
i n d i c a t e d  tha t  c o s t s  exceeded s a l e s  income. 

4.  The most e f f e c t i v e  use of a s s e t s  i s  achieved by s ing le  gangs and thinning c o n t r a c t o r s  
who tend t o  have a  higher  n e t  income f o r  a s s e t s  employed. The worse 25% of c l e a r -  
f e l l i n g  opera tors  take over one year  t o  turn over t h e i r  a s s e t s  ( i . e .  p o i n t  where 
income exceeds a s s e t s  value)  . 

5. The r e s u l t s  i n d i c a t e  t h a t  t h o s e  c o n t r a c t o r s  with heavy investment i n  p l a n t  do 
r e l a t i v e l y  poorly and w i l l  have g r e a t e r  d i f f i c u l t y  i n  financing t h e  r e p l a c e m n t  of  
a s s e t s .  This r e s u l t  may r e f l e c t  t h e  f a c t  t h a t  i n  t h i s  survey deprec ia t ion  was based 
on c u r r e n t  value whereas i n  t h e  s e t t i n g  of some c o n t r a c t  p r i c e s ,  deprec ia t ion  might 
be based on h i s t o r i c a l  c o s t  of  a s s e t s .  I t  i s  considered t h a t  some m a s u r e  o f  
c u r r e n t  value i s  e s s e n t i a l  i n  o rder  t o  a r r i v e  a t  a  more r e a l i s t i c  concept of  economic 
income. 

"Some employing f i rms  a l low deprec ia t ion  on h i s t o r i c a l  c o s t s  and undertake t o  
re -ca lcu la te  c o n t r a c t  p r i c e s  when an approved replacement o f  e q u i p m n t  is 
e f f e c t e d .  This may have v a l i d i t y  where long term c o n t r a c t i n g  is assured;  bu t  
i t  is o f  l i t t l e  s o l a c e  t o  t h e  pure entrepreneur  con t rac tor  who wishes t o  
remain i n  business  a s  a  long  term logging c o n t r a c t o r . "  

6 .  A high percentage of income (14.63%) i s  committed t o  finance payments. Mult iple  
gang c o n t r a c t o r s  i n  p a r t i c u l a r ,  appear t o  have high l e v e l s  of f inance payments and 
e x t e r n a l  deb ts .  For t h e  wors t  25% of  con t rac tors  i n  a l l  groups, t h e  owners 
i n t e r e s t  i s  l e s s  than 50% o f  the  c u r r e n t  t rade  valur 

Future IFC's: 
This  IFC compared 38 logging f i rms i n d i c a t i n g  t o  each where improvements might be made. 
This  r e p o r t  i s  a  b r i e f  summary of t h e  complete r e s u l t s  which a r e  only a v a i l a b l e  t o  
p a r t i c i p a t i n g  f i rms .  Follow up meetings of  p a r t i c i p a n t s  recommended t h a t  t h e  IFC be  
repeated i n  1977 t o  give a  wide range of logging f i rms an opportuni ty t o  p a r t i c i p a t e  and 
t o  m n i t o r  t rends .  I t  i s  thus intended by LIRA t o  again c i r c u l a t e  indus t ry  and t o  ho ld  
meetinqs aimed a t  repea t ing  t h i s  valuable e x e r c i s e .  I t  is proposed t o  d i s c u s s  IFC's i n  
Logging and i n  Log Transportat ion i n  the  course of seminar sess ions  on "THE BUSINESS OF 
LOGGING", t o  be he ld  a t :  Rotorua on 15/16 A p r i l ;  Richmond on 27/28 Apr i l ;  and Chris tchurch 
on 29/30 Apr i l .  Anyone wishing f o r  f u r t h e r  information on t h i s  should contac t  LIRA d i r e c t .  

FOR FURTHER INFOWY~~TION CONTACT: N.Z. LOGGING INDUSTRY RESEARCH ASSOC. INC. 

P.O. BOX 147 PHONE 487-168 
ROTORUA, NEW ZEALAND 
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