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YOU SAY v01) 

WANTGD? 

INTRODUCTION 
L i f e  for  logging equipment is  relat ively short and the cost t o  buy or replace machinery 
continues t o  escalate. This must be planned for. 

An  experienced contractor w i l l  know tha t  he cannot run  an exist ing piece of  machinery 
in to  the ground without put t ing aside some funds fo r  replacement. The chances o f  
obtaining 100% finance for  the  replacement are non-existent. Being a prudent operator, 
he w i l l  be sett ing aside funds regularly for  his next machine, or ensuring tha t  there i s  
suff ic ient trade-in value t o  meet par t  o f  the cost when replacement is necessary. 

With prices of  new or good second-hand equipment increasing, there are not too many 
contractors who can go out and spend $70,000 t o  $100,000 cash on a skidder or - 
$150,000 t o  $200,000 on a logging truck. 

~ i n a n c i n g  such equipment would require a deposit o f  15% t o  50%. The deposit required 
w i l l  depend on the lender's requirements, the borrower's circumstances (including his 
past record), capacity t o  repay, and the security offered. What chance have you got 
i f  you have not put the deposit aside progressively or retained suff ic ient worth i n  the 
machine you wish t o  t rade in ? 
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SOURCES OF FINANCE 
Finance for capi tal  equipment is usually obtained from;the contractor's trading bank, 
i t s  finance company, the finance company suggested by the equipment supplier, or 
a finance company the 'contractor has been previously associated with. 

The trading banks tradi t ional ly remain the cheapest source o f  finance whether i t 
is by way of  overdraft, or loan borrowing, and they should always be the f i rst  
source of  finance t o  be investigated. Banks, f rom t i m e  t o  t ime, may not be 
able t o  assist t o  the degree sought but i t should be remembered that  your bank 
manager would prefer t o  say 'yes' i f  he could. 

As finance companies obtain the i r  funds f r om the general public a t  qui te high 
costs, the i r  lending rates are normal ly higher than the trading banks,but they 
are both geared and suited t o  lending fo r  capi tal  purchases. 

Both the Development Finance Corporation and the Rura l  Bank may lend t o  the 
forestry sector but only i n  cer ta in  circumstances and, as fa r  as the la t te r  is 
concerned, generally i n  respect o f  land only. The Development Finance 
Corporation is more l ike ly  t o  be interested i f  the end product is  exported. Whilst 
these insti tut ions are not usual sources of  finance, i f  a contractor feels he has 
a special case a telephone ca l l  w i l l  usually enable h im  t o  see i f  he warrants such 
consideration. I n  those areas where logging operations are not histor ical  or 
tradit ional, Regional Development Finance may also be available. 

Insurance companies, trustee savings bank and building societies do not normally 
lend for the purchase o f  forestry equipment but  they may grant personal loans 
which would assist a contractor w i t h  his deposit. 

INTEREST AND FINANCE RATE 
The cheaper the interest ra te  and f inance ra te  that  you can arrange the better, 
but remember that  interest on your borrowing is generally tax deductible. 
Interest ra te  is s t r i c t l y  the amount o f  interest charged for  your loan,whereas 
the finance ra te (required t o  be specified i n  lending contracts i n  terms of the 
Credi t  Contracts Ac t )  is the t o ta l  cost o f  borrowing reduced t o  percentage 
per annum terms, i.e. interest, arrangement or acceptance fees, etc. re la t ive 
t o  the amount o f  borrowing and calculated as a percentage per annum rate. 

Comparisons between typ ica l  bank and finance company loans are shown i n  the 
fol lowino table : 

MONTHLY REPAYMENTS 

BANK 

T e r m  L o a n  A c c o u n t  
a t  1 7 %  : 

FINANCE COMPANY 

L o a n  Amoun t  
a t  2 0 %  : 

36 m o n t h s  4 8  m o n t h s  6 0  m o n t h s  

3 6  m o n t h s  4 8  m o n t h s  6 0  m o n t h s  



EQUITY 
Some contr ibut ion f r om the purchaser is  required when borrowing t o  purchase 
or replace a machine. Banks do no t  have a hard and fast  ru le  regarding 
equity, i.e. deposit contribution, but  usually work i n  the range of  one-third t o  
one-half, preferr ing the purchaser t o  have as large a share as possible. On the 
~ t h e r  hand, the finance companies w i l l  accept down t o  15% equity and i n  some 
r.i.rcu.nstances*even less than this. 

SECURITY 
Because o f  the lower costs of borrowing and because they are lower r isk lenders, 
banks generally require the comfor t  of a strong security for  overdraft  or loans. 
Such security may be represented by a mortgage over landed property. The 
bank, l i ke  finance companies, may of ten accept bi l ls o f  sale (chattels security) 
or mortgage debenture securities (company borrowers) encompassing the 
machinery being purchased or already owned. 

Landed securities provide the borrower w i t h  greater f lex ib i l i ty  i n  as much as the 
security can of ten be held t o  cover several d i f ferent  i tems of equipment or 
replacement i tems as they are bought and sold. They can also be ut i l ised as 
security fo r  working capi ta l  overdraft  i f  applicable. B i l ls  o f  sale need t o  be 
registered and discharged a t  each change of  ownership. Mortgage debenture 
securities do not provide the lender w i th  as much comfor t  because they 
create a non-specific or intangible charge over the company assets. 

REPAYMENT AND TERM 
Regardless of  the lender, he w i l l  always assess the borrower's ab i l i ty  t o  service 
the repayments. Contractors applying f o r  a loan should be prepared w i t h  not  
only the balance sheet and accounts f o r  the previous t w o  years1 trading, but  
also budget/cash f low figures t o  support the application. More of ten than not, 
the l a t t e r  would not  include projections for  the proposed new loan but  the bank 
or finance company w i l l  incorporate the proposed loan servicing t o  establish 
whether or not the contractor can i n  f ac t  service such a commitment. Most 
lenders look f o r  repayment over a three t o  f i ve  year t e rm  by way o f  monthly 
instalments of pr incipal  and interest. 

Another aspect the lender w i l l  consider when assessing a request for  finance is  
the borrower's previous ' t rack  record' i n  meet ing his obligations. I f  the 
informat ion is  not  readily available f r om his own records, the lender may 
obtain reports f r om a cred i t  reference bureau, other t rading banks, or finance 
houses. 

Reliabil i ty, in tegr i ty  and part icular ly a 'willingness t o  repay' are very important 
t o  lenders. Contractors, therefore, should ensure the i r  borrowing record remains 
unblemished. 

LENDING TO COMPANIES 
The foregoing comments and requirements also apply generally t o  company 
borrowers. Additionally, the lender w i l l  usually seek personal guarantees f r o m  
the company directors/shareholders and w i l l  consider careful ly the i r  equity i n  
the company. I f  the equity and/or asset structure o f  the company is  weak, 
security supporting the guarantee, i n  the f o rm  o f  a specif ic charge over 
personal assets, may be a requirement. 



SUMMARY 

Before approaching a lending institution for finance, contractors should : 

- ensure that they have sufficient deposit 
- have up-to-date financial details and forecasts 
- be prepared to provide security for borrowing 

REMEMBER a l w a y s  p r o t e c t  y o u r  b o r r o w i n g  r e c o r d .  I f  y o u  c a n n o t  m e e t  a  

r e p a y m e n t  or other c o n d i t i o n  o f  the l o a n  d u r i n g  i t s  c u r r e n c y ,  t e l l  

y o u r  b a n k e r  or f i n a n c e  c o m p a n y  i n  o r d e r  t o  p r o t e c t  y o u r s e l f  

T h i s  T e c h n i c a l  R e l e a s e  i s  the w o r k  o f  the a u t h o r  a n d  i s  not the r e s u l t  
o f  L I R A  p r o j e c t  w o r k  L I R A  p u b l i s h e s  i t  i n  the interests  o f  w i d e r  
d i s s e m i n a t i o n  o f  k n o w l e d g e  i n  the i n d u s t r y .  L I R A  t a k e s  no r e s p o n s i b i l i t y  
f o r  the a c c u r a c y  o f  f i g u r e s  nor d o e s  i t  n e c e s s a r i l y  s u p p o r t  or d i s a g r e e  

w i t h  the o p i n i o n s  a n d  c o n c l u s i o n s  s h o w n .  

For Further Information Contact: N.Z. LOGGING INDUSTRY RESEARCH ASSOC. INC. 
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ROTORUA, NEW ZEALAND. Phone 87-168 


