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F orest Enterprises 1s one of several New Zealand 
forest Investment companies offerlng dlrect 

lnvestment In forests to the general pubhc 
Established In 1972, our early work lnvolved 
the organlsatlon of partnerships of up to 25 
indlvlduals for forest Investment, the acqulsltlon 
of parcels of land sulted to the slze of the 
pdrlrlershlp, drid lhe esldblishmenl and subse- 
quent management of the tree crop 
Most of these forests were between 100 and 200 
hectares In slze lndlvldual shares were from about 
a 4 hectare equivalent, up to about 64 hectares, 
w~ th  an average of about 10 hectares Slnce 1992, 
wlth the lntroductlon of the Quallfylng Company 
In the IncomeTax Act and subsequent removal of 
restrlctlons on the number of partners In a 
partnership (Companles Act 1995) our focus has 
been forest investment in a structure of partner- 
ships of Quallfylng Companles 
Slnce 1992 39 such forest Investments have been 

Maximising returns to investors the 
key objective. 

formed covering nearly 15,000 hectares and with 
over 4,500 investors. The average share size is the equivalent of 
about 3 hectares of forest. Altogether, we manage over 21,000 hect- 
ares. 
When investors invest, they do so having had available 
the lnvestment Statement and Prospectus that essentially specifies 
what is intended to happen in the investment, from acquisition of 
the land, through establishment and management of the crop, to 
harvest. 
An indicative cash flow is provided which details the make up of the 
costs and revenues, by year, along with the expected annual calls 
and returns. Investors make the investment with the knowledge that 
it is contributory in nature, that the expected annual calls and returns 
are best estimates, and that in all likelihood, the actual amounts will 
be somewhat different. 
Our objective at the outset, and as the investment progresses through 
its life, is to maximise the rate of return to the investor through 
the application of best forest management practice. We are not 
constrained by having to generate for the investors, on a year by 
year basis, a profit and a dividend. The value of their share is in the 
growing tree crop, and the land which is owned by the investors. 
Realisation of the benefits of the investment occurs at harvest or at 
sale of the investment prior to harvest. Annual valuations are 
provided in the Annual Report and shares can be sold at any stage if 
investors find themselves wanting to sell. We operate a secondary 
market to facilitate such exchange, although there is no requirement 
to utilise that process. The majority of investors see the investment 
as a long term one. 
In this form of forest investment, as opposed to the holding of shares 
in a forestry company that is in production, investors expect to outlay 
cash most years rather than receive it. Most of the outlay occurs 
during the establishment and silvicultural phase. 
While we need to ensure that this money is well spent, and there are 
checks on this as protection for the investor (forest audit, financial 
audit and Supervisory Trustee) this arrangement means that 
decisions that might be to the disadvantage of the tree crop and the 
rate of return on the investment are not made in order to reduce 
expenditure, or maintain or improve annual 'profit' or net income 
and share price. Our operating environment, particularly in terms of 
cash flow, is quite different to that of the large companies. 
With this background, our approach to forest management is 

quite s~mple In preparing a prospectus and then 
In the ongolng management of a forest, we are 
looklng to that form of management that 
maximlses the rate of return to the Investor 
As far as silviculture is concerned and particularly 
prunlng, ~t 1s a matter of looklng at the econom- 
ics of that operatlon or Investment In the past, 
and nothlng has happened to change that, over 
the majorrty of our forests stands, prunlng has 
been and IS, in our vlew, a sensible and ratlonal 
lnvestment 
Our approach IS to look at the Internal rate of 
return (iRR) of alternat~ve s~lv~cultural regimes 
Just like the lnltlal lnvestment In forestry, thls 
requlres some forecast of the future, In partlcu- 
lar the price of pruned logs and the large 
unpruned logs they would become ~f not pruned 
There will certainly be more radlata sold on the 
world market In the future However, hke most 
foresters we are hopeful and belleve reallstlcally 
optimistic, that demand for radiata will increase 

too as some alternatives become less available, such as indigenous 
logs from the tropics and perhaps North America, and also as 
poorer economies become more developed. 
Technology will undoubtedly continue to improve the reconstitu- 
tion of basic fibres in ways that will extend,current uses of radiata 
and also the joining of short lengths of clearwood. There are, how- 
ever, applications where visual characteristics are appreciated and 
we believe that there will be growing demand for the natural look 
and the natural process. When you look at the economics of prun- 
ing radiata, the average stumpage margin required for pruned logs 
over unpruned logs is not very large to justify the investment in 
the pruning operation. The following example considers these 
economics : 

Znd Grade S/L 5 3 6 50 536 

20 I 141 1 35 1 0 

Assumptions: 

+ 28 year rotation, 3 prunings to 6.5 m., harvest stocking 325 s/ 
ha, producing aTRV of 715 m3/ha, average recoverable volume 
= 2.2 m3 per tree. 

+ pruning lifts costing $500/ha each and one thinning (to waste) 
$300/ha. 
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+ land buy and sell at $1500/ha, crop establishment $1000/ha. size will increase log and load costs. In most cases changes to re- 
gimes involve trade-offs and balancing the advantages against the 

+ annual costs of $85/ha, tax rate 33%, harvesting costs - stump to disadvantages. Overall, I believe the assumptions to be reasonable 
point of sale (POS) = $35/m3. for the exercise. Given these assumptions, the impact of pruning or 

not pruning and varying price differentials between pruned and S1 
+ theTRV is distributed over the grades and with current prices, as logs, on the IRR of the whole rotation and the rate of return on the 

follows : lnb some rounding) 

The IRR of this regime (invest- 
ment) is 7.4% after tax. The dif- 
ferential between the average 
pruned log price and S1 is $172 - 
$9OZ$82/m3. Because log prices 
are currently quite low, I have in- 
creased them all by 10% from the 
table above. This results in a 
stumpage of $44,00O/ha and an 
IRR of 8.0%, nearer what I think 
many of us believe forestry will 
generate. 
At these prices, i.e. above + lo%, 
the differential between the 
average pruned log price and 51 
is $189 - $99 = $90/m3. An analy- 
sis of the last six years quarter 
prices shows a mean for pruned 
of $197/m3 and $107 for A Grade 
export, a differential of $90/m3. 
This data of 24 quarters includes 
nine quarters from the price 
spike. Both the mode and the 
median differential were $80/m3. 
Excluding the nine spike quarters, 
the numbers are : mean ~ runed  

pruning operation itself, are summarised in the table below 

prune but prned price = S1 

+ 75% base case differential 

prune but prned price = S1 

current price - no prune 

current prices prune 

price = $159, mean A grade price = $94, mean differential = $65/m3. 
The median and mode of the differential are $66 and $80/m3 * The last line in the table is to show, at current prices for all logs 
respectively. except pruned logs, how much the differential for the pruned logs 
What I have assumed for the rest of the analysis is that a regime would have to be so as not to reduce the overall IRR for the regime 
without pruning will be otherwise the same as the pruned regime, as a whole. This is only $32/m3 extra required for pruned logs. It 
producing the same volume and grades but with the pruned volume appears that to generate a return of about 8% from the pruning 
transferred to S1. In reality the thinning could occur later and to a investment, then the margin for pruned logs over 51 needs to be 
hiQher final stockinq which would reduce branch size and individual about $45/m3. ExcludinQ the price spike, the averaqe differential 

Quality control of low pruning operations. 

stem size and probably yield a higher volume per hectare 
depending on the stocking). On our sites, fertile ex farms, it would 
be optimistic to assume that the lowest log would all be S1, because 
of the likelihood of some of the many branches in this stem zone 
growing quite large if not pruned. In addition, smaller individual tree 

between pruned and unpruned over the last six ye& is $65/m3. 
From the table above, this size of differential generates a 9.9% 
return on the pruning investment and improves the iRR from 7.0% 
for an unpruned regime, to 7.6%. The current differential is about 
$80/m3. 
Who knows what the future is ? While technology will help to make 
silk purses out of sow's ears, we believe that there will be a margin 
for pruned logs and long length naturally formed clearwood in the 
future, and we believe it highly likely to be considerably more than 
$45/m3. Fortunately we are in a position to be able to treat the for- 
csts according to what wc think is best management practice, and 
prune them. There is a risk involved, as there is with forestry in the 
first place. However we believe, as our investors must too, that 
pruning is an acceptable risk of cost and likely return. 
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