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Introduction

The Alex Fraser Research Forest (AFRF) has approached us with the problem of creating a
marketing dtrategy that will ded with an overabundance of smdl diameter Douglas fir sourced from
their fores. This report will discuss some of the issues related with the fibre source, issues with
potential product lines, and suggest what we fed is the most viable product to produce given the

parameters of the problem.

As described by Ken Day, manager of the AFRF, there are severd key issues that must be
taken into account when developing this specific marketing plan. The resson for the harvesting
process is to thin the exiding forest, which is thickly overrun with amdl diameter Douglas fir. The
area being harvested is part of the Cariboo Forest Region's 275,000 ha of mule deer winter habitat.
The plan is to sdectivdy harves, therefore thinning the forest dlowing for increased mobility of the
mule deer. Other benefits of this forest activity incude increesed diameter and qudity of the
remaning trees, more sunlight penetration onto the forest floor, promoting increased growth of food
sources for deer and other wildlife. Remova of fibre from the forest can adso decrease the potential
for catastrophic forest fires in the area as the fud source is reduced. The harvested logs are typicaly
very smdl, ranging from 4" to 6’ diameter on average. The log supply is expected to be avalable
for the long term, and is of high dendty, being quite smdl in heght and diameter for ther age It
should be noted that a large percentage of the logs may have excessive knots and have consderable

warp or sweep. Due to the smdl average diameter and thick stands, the harvesting cods are
substantia, approximately $200/m*3 delivered to the processing site.

In developing a dtrategy for the production and marketing of a product with the fibre sourced
it was crucid to teke dl of the factors as well as the main gods of the AFRF into account. The main
gods of the AFRF are asfollows.

Improve the mule deer habitat within the AFRF

Improve the quality of the remaining Douglas fir timber

Reduce potential of catastrophic forest fire within the AFRF

Create a financially viable product line that will be self sustaining and profitable as a
destination for the timber harvested in this project

Create employment opportunitiesin the Cariboo region

Thefollowing is adiscussion of the proposed production and marketing strategy.



Marketing Strategy

Alternative Solutions

The following section will suggest and discuss severa use options for the timber harvested
from the AFRF. The firg option is to thin the timber, but do not extract the fibre from the fores.
Under this scenario, logs would be cut, but left to decay on the forest floor. This would meet the
objective of cregting improved mule deer habitat; however this option has severd negative
implications.  The large volumes of fibre left in the forest floor could potentidly incresse the risk of
a catastrophic forest fire in the area.  In a fire dstarted, spreading through the area, the addition of
large volumes of wood fibre to the forest floor could cregste a source of fue, increesng the intensity,
scope and duration of the fire.  This option would not be a money meking venture.  The thinning
process would require financid investment to perform, with no return on that investment within the
short term, as no product would be processed and sold from the timber. Over the long term, through
increased volume and reaulting vaue of the remaning timber, the commercid viability of the
foresed area in question would be increased. The long term increase in timber value discussed
above would occur regardless of the processing decisons made with respect to the harvested timber.
For the above reasons, this option is not recommended. If no commercidly viable product can be
produced from the harvested timber, this option may dlow for the lowest degree of financiad loss
while dill achieving the god of improving mule deer habitat.

A second option is to sdl the extracted timber to a primary wood processor, such as a
sawvmill.  With increases in technology with respect to smdl log processng, ie cant optimization and
sngle pass high speed processors, sawmills are presently better equipped that ever before to ded
with smdl diameter timber (Centra Oregon Intergovernmenta Council, 2002). The result of these
technological advancements is an increase in fibre recovery and a reduction in processing costs over
previody used techniques. This dternative would provide some vaue return for the fibre, making
it preferable over the previous option. It is difficult to know what the exact lumber recovery and
product mix would be if processed into lumber, but due to the typicdly smdl diameter logs it is
thought that low grade, 2x3 and 2x4 products would dominate. The following cdculaion of the
vaue potentid of lumber production is based on a “framing lumber composite price” as of October
2002 of $282 USH¥mFBM (www.randomlengths.com):

282USD 5 Mfbm 5 $119USD
Mfbm 2.36m° m>




The reallting vadue in this cdculaion dealy shows tha with the cost of extraction a
$200/m°, it would not possible to be profitable even with 100% lumber recovery, no processing
costs, and US/Canadian currency exchange teken into account. Obvioudy this is not possble,

therefore, this option is not recommended.

The high extraction cost leads us to believe that a corresponding high vaue product must be
produced to offset the cost of harvesting and create a potentidly profitable production and marketing
draiegy. Rdaively high vaue product options include, but are not limited to: wood flooring,
kitchervbathroom cabinetry, door and window stock, and log-home timbers.

The high dendty of the fibre could prove to make a high qudlity flooring product. However,
due to the competitive nature of the flooring indudtry, resulting in competitive pricing levels, and
inexpensve dternatives such as bamboo flooring and veneer laminated flooring, this option may not
result in the highest posshble vaue for the fibre source.  Kitcher/bathroom cabinets are dso a high
vaue option for the harvested fibre.  Smilar to the flooring industry, cabinet condriction is subject
to high levels of competition and less expensve dternative products. Door and window stock could
aso be a potentid product for production, but is subject to the same competitive factors as listed
above. The three options discussed above dl required a high qudity, clear (ie, no knots or other
natural defects) wood fibre to achieve the highest possble vaue necessary.  For this reason, the high
quaity wood may be of sufficiently tight grain and densty, but may have too many knots, and due to
the smal average diameter, too low recovery during the sawing of the above products. Another
issue related to the high densty of the wood is the easy of drying to target moisture content. High
dendty wood, with tight growth rings can be very difficult to dry effectivdy and ultimady cost
more per unit volume to dry than other woods. The last high vaue option listed above is log home
condruction logs. Log home logs typicaly are of higher vaue than sawmilling logs, and are of
consgderably higher qudity. Since the logs are used in condruction gpplications, they are draight,
with little taper and are consstent in diameter between logs. The logs from AFRF may be too small

in diameter and too crooked to be suitable for log home construction.

Ancther option not included in the lig aove is log furniture materid. There ae severd
advantages to choosing such an agpplication for the wood fibre.  Firdly, the varigbility inherent in the
logs could add to ther apped as log furniture stock. The sweep, crook, knots and other natura
deformations present in many of the logs could be taken advantage of as design festures, creating
unique, curved, furniture pieces. The vaying log diameters present in the distribution of harvested
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timber could be wel suited to a wide line of log furniture. Processng advantages of log furniture
include the fact that condtruction requires relatively low cost of processng (compared to other
furniture types), potentid for ar drying rather than kiln drying of logs, and a very high recovery can
be achieved due use of round logs in the congtruction process. Any logs that are deemed not suitable
as log components for the type of furniture suggested could be processed into boards. These boards
could be used in the congtruction process where flat pieces are required such as seats, seat backs, or
dats for beds. This would further increase the overdl fibre recovery of the process. The resulting
product is one tha required relativity little processng, is visudly agppeding, dructurdly sound, and
can potentidly demand high retail value if marketed correctly.

Negatives of such a product line could include that fact that the bark must be removed from
the log without damaging the log itsdlf. This process is typicdly performed by hand, with a smadl
blade cdled a draw-knife, and is therefore labor intensve. The vaiability inherent in the logs may
make an interesting piece of furniture, but could dso incresse the complexity of the manufacturing
process. Another potentid negetive with log furniture is the fact that only sdect consumers would
be prone to purchesng this type of furniture. This fact may limit the sze, and number of the
potentia markets and may make it necessary to be sdective in the market segments that are targeted

for product promotion.



Product

__

The logs which are avalable are very adequate for the purpose of log furnitre Since we are
utilizing the entire log, other than trimming to length, we ae &le to take advantage of its

symmetrica properties. Where lumber may wap as it dries the logs will reman rddaively

uchanged. Given tha we ae usng the full cross-section of the log, we are mantaning its
maximum strength potentid, which will render knots and deformities far less detrimentd than if the
same log was used for lumber. Also because of such a tight grain, the densty is rdativey high
compared to norma softwoods.  This high dengty will ad in more uniform machinability, and leave
the end grain much eader to finish. Also the sizes of the logs are ided for furniture construction.

Product Levels

As te table bdow shows, we have there virtudly hundreds of items that can be built given the log

upply.

Table 1 Habitat Wood Co. - Product Mix

<

Beds
King

Queen
Twin

Single
Bunk

<—= Length

Chairs

Rocking
Dining
Couch

Futon
Lawn
Bar Stool

1 Widthe

Tables Misc
Dinner Desks
Picnic cabinets
Coffee Dressers

End Night Stand

SIVIES

Rustic
Clean
Stained
Gloss / Matte
Custom Work

<— Depth

Product Width

All the products have one underlying theme, full log condruction.

Shown on the next page are the

four man product lines. These images shown show just one representative from each line, and other

products within the line can differ greetly.



Figure 1: Base modelsfor product lines.
lan M. Grady, March 23, 2003

The reason we recommend this product mix was to diversfy risk by making a variety of
different products, 19 in dl. This will dlow you to focus on higher demanded product, and pay less
attention to the lower demanded items depending on market conditions. Different products require
different szes of logs therefore this product mix width dlows for better utilization of the variability
of logs extracted from the forest. The product line of the beds will use the longer, sraighter, larger
diameter logs. The miscdlaneous furniture will make use of the smdler diameter sock. Logs that
are bent, or severally warped should be kept for some of the custom work, or “one-off’s’.
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Some of the logs should be used for square stock, which would be used for such things as the
seat platforms, dats for bed, drawers, cabinets, or anywhere smal panes need to be made. These
logs will be pre-selected as the preference will be to use clear, sound wood.

Product Length

Within the product mix, there are short product lines. These lines are aimed toward the
functiondity of the product item. The sze of an item or its robustness is incorporated into the
desgn to suit soecific functiond needs. An example would be the char line. There are different
chairs for different intended usages. Smadler upright chairs for dtting a the dinner table, compared
with wider, lower, relaxed chair, that of the lawn chair. Also indoor/outdoor will make a difference
on how it is congtructed and finished.

Product Depth

To make the product line even more diverse it is recommended that there be variations within
a sngle product item. The two basic type of dyle is the “Rudtic’, and “Clean” look. One of the
biggest benefits of the product's depth is that it dlows the attraction of buyers with different

preferences.

Rustic

By use of the ‘skip-ped’ method of debarking, the rudic dyle is a result of leaving the
cambium layer patidly intact prior to finishing of the log. Figure #2. The cambium layer brings a
wame fed to the fumniture. This dyle of finishing would fit wel into an exiging home tha has
been build around the same fed. A person may aso want to keep the entire bark on.

B _ -
e e |
Figure 2 Example of Rustic Finishing

Clean

Figure #3 below shows an example of the dean syle of log used in the furniture.  All bark,
and cambium layer of the log is removed. Mog timber desgned chdets are congructed with
exposed timbers that have a condgstent color range, and therefore the uniqueness of the Rustic look
would not fair wdl with most. Therefore the clean style will work best for these buyers. This look
is dso better for the buyer likes to know exactly what he/she is getting. Unlike the rudtic style where
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one item can look quite different from the second item, the clean style do not differ much between

uccessve items built.

Figure 3 Example of Clean Finishing
lan M. Grady, March 23, 2003

With 19 items, and two main styles of condruction, there are nearly 40 unique items offered.
Teking it one dep further, the different types of finishes increases the number of possbilities
consderably. Figure #4.

Figure4
lan M. Grady, March 23, 2003

Custom Work

This level of depth is intended to take base modd items within each line, and work with a
cusomer to suite hisher wants or needs. There is the possbly of usng extremey defective logs
such as, burled, bow/crook, forked, or extremey twisted grain. A customer may dso want to
incorporate a piece of his’her wood within an item such as a headboard.

Total Product

All this furniture would have to be desgned withsand years of usage. There will be a life-
time guarantee on the dructurd integrity of each item. Also dl items will display the forest
certification symbol signifying that each and every item has been processed from a certified forest,
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To edtablish a sdling price we took into account three factors, Costs (Variable and Fixed), profit
margins, and competitions prices. In order to establish the costs for each item we have had to make

quite a few assumptions. For fixed costs we had made the following assumptions, elaborated more
clealy in Appendix A :

Price

10 workers ($13/hr)
1 Manager ($60,000/Year)
Rent, Power, Electricity, Misc ($240/day)

The varigble cogs are bascdly the materiad costs. The cost to get the wood to the processng
facility has been set a $200/n7. Because we are primaily deding with the round log as a whole,
with little breakdown, we have assumed recovery to be 70%. This equates to a cost of every n? that
is to be made into furniture to be $286. For each product item, we estimated the volume of materia
in n? required to build them. This volume was multiplied by the $286/nT to give the materid cost
of the item. To each item we attached a $5 cost for miscellaneous parts and accessories.  Also the
time required to build each item was taken into account, to which the fixed cost was spread.

To figure the price that should be charged, we examined six other log furniture companies,
and gauged from that, what would be acceptable. The figure below shows the base prices that we
fed should be charged for each item. See Appendix A for a more detaled examination of price
determination.  Once the price range for each item was determined, we examined the profit margin,

and fine-tuned the sdling prices accordingly. The am is to have a profit margin between 20% and
30%.

BEDS
Single Twin Queen King Bunk
$490 $565 $605 $640 $1,200
21% 21% 21% 21% 21%
CHAIRS
Rocking | Lawn Bar Dinner_|
$350 $325 $275 $305
29% 23% 20% 20%
TABLES
Night Coffee Picnic | Dinner_|
$320 $560 $1.200 | $1.400
23% 22% 28% 22%
MISC

Dresser
$1.100

23%
Figure5 Product Price Table Summary
lan M. Grady, March 23, 2003
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There is very little documented research for the didribution of log furniture.  We therefore

Distribution

sent out seven inquirers to the larger log furniture companies, and received three back with regard to
digribution channels. The three responses we received dl used different means of didribution. The
firsd company drictly sold everything from ther webste, and only had a showroom at ther locd
shop. (Bob Gitter, 2003) The second company was exclusvely an intermediary, who took orders in,
and passed these orders on to the furniture makers, who then sent it straight to the customer. (Fred
Van Houten, 2003) The third respondent had diversfied channds of didribution. There sales came
from; 50% retail, 35% out of ther showroom, and the remaning 15% from direct internet saes.
(Delbet Kaufmann, 2003) A portion of the retall sales came from companies like the third company,
who act as sales agents.

We bdieve the am for Habitat Furniture Co. would be somewhat like the last company
mentioned in the sense of diversfication of the channds of didribution. The essest channd is to st
up a showroom right on the facilities premises. Secondly, a webste displaying al product items,
and variations, should be built. The third sep would be to sl items through internet intermediaries,
such as “Log Cabin Furnishings’, mentioned above. To gan access to the customers who want to
physicaly touch the product prior to buying, it is recommended selling the product through dedlers.

10



Positioning

Environmental Certification

In order to maximize the profitability of the proposed product line, it may be possble to market the
line as a cetified wood product. Achieving environmenta cetification could serve severd
purposes.  Firdly, certification could attract environmentally conscious consumers.  Those who are
conscious of environmenta issues, and therefore wish to direct their purchases toward products that
make a minima negetive (or even a podtive) impact on te environment could be attracted to such a
cetified product line.  An environmentaly certified product could dso achieve a higher retal price
compared to sSmilar, non-certified products, further adding to the financid viability of the proposed
product line. An option for achieving third party certification that could be beneficid to the AFRF is
to combine the certification of the forest and the wood products derived from it with an academic
research project through the Universty of British Columbia. Such a drategy could integrate
research into the improvements to mule deer habitat, the required forest practices that must be
undertaken, the bureaucracy of a third party certifying body that must be dedt with, and the potentia
economic viability of a move towards certified wood products. This drategy could potentialy bring
in funding as a research project, helping with the coss associated with third part environmenta
certification. Such a draegy could dso increase the profile of the project and the product line
associated with it, through publications and talks on the topic.

Habitat Improvement

Regardless of whether environmenta certification of the proposed product line is pursued,
another environmenta issue that could benefit the project is the fact the improvements to mule deer
habitat are occurring as a result of harvesting efforts.  This fact if properly promoted could attract
consumers to the product line. In order to receive the greatest reward from the habitat improvement
effect of the harvesting it may be necessary to educate the consumer as to the origin of the wood
used. This could be done through an education program such as point of purchase pamphlets, and
explanation in advertisng campaign undertaken. Consumers who are aware of the benefits created
through the harvesting process may be more likdy to purchase the products, or pay a premium for
them. An option for ensuring that the product line is recognized as having benefit to mule deer is to
market the line with a brand name, such as “Deer Furniture’, “Habitat Furniture’ or some other

name that alows the consumer to connect this product with environmental benefits.

11
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The product line that has been suggested is rudtic looking, log condruction furniture. This yle
of furniture has the potentia to be marketed to severa distinct market ssgments asfollows:

Potential Markets

Residential Markets
0 Log/timber frame homeowners (primary residence)
o Private vacation cabin owners (not primary residence)
0 Other residential markets (those who find the rustic design and style of the furniture
appealing) Japan (or Asia in general), NA, Europe.
Commercial Markets
o Ski-hill, guest ranch, fishing/hunting, eco-tourism lodge developments
0 The potential 2010 Vancouver Winter Olympics
o Industrial log home producers
Due to the limited fibre production capacity of the AFRF, it is suggested that the North
American market, and the Western States and provinces in particular should be targeted. The figure
below indicates exports levels from BC and Canada of Bedroom and Kitchen furniture.  The blue
indicates Bedroom furniture, and the red indicates Kitchen furniture. Our product targets bed

furniture more s0 than kitchen.

BC Exportsto the US Canada Exportsto the US
80,000 7 1,000,000

800,000
50,000

600,000

40,000 7

400,000

20,000
200,000

o oh
oh oh
oh oh
— —

KavaChart Servlets from VE.com KawaChart Serwlets from VE.com
Figure6 BC ExportstoUS Figure7 Canada ExportstoUS
http://strategis.ic.gc.ca http://strategis.ic.gc.ca

[ral oh [=]
oh, o (=)
oh =) =)
— — (3]

2000
2001
2002
2001
2002
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The gyle of furniture that will be congtructed as part of the proposed product line could suit
the look and fed of log and timber frame construction homes and the taste of ther owners. The
rugic look of the furniture is smilar to that of the exposed wood in the interior of log and timber
frame homes. There may be potentid in this area snce the taste in interior decor of those who live in
log/timber homes could incdlude rudtic looking furniture, including log furniture,

Log/Timber Frame Homeowners

Private Vacation Cabin Owners

Private vacation home owners are those who own a home for the primary purpose of persona
recreationa activity. Private cabins can tend to be rudtic looking and feding, smilar to log and
timber frame homes, and therefore could be well suited to the rudtic design of log furniture. Owners
of private vacaion cabins ae typicdly financidly sable, and may have disposable income that
could be spent on thistype of furniture.

Residential Markets

Residentid markets other than log and timber frame homes could be targeted. This segment
may not be as inclined to purchase log home furniture as those who own a rudic style home. Since
this segment conssts of consumers that reside in a wide variety of housing types and may have
widdy varying tastes with respect to furniture, there may be less potentid for penetration as a
percentage of total market share. However, snce the mgority of consumers live in dwdlings other
that log and timber frame homes, this segment option could account for a sSgnificant percentage of
AFRF stota sdes.

Commercial Accommodation

Commercia tourist accommodations such as those found in ski resorts, fishing/hunting guide
operations, or eco-tourism dedtinations could represent a sgnificant potentid market. Each of these
tourigt facilities may try to provide a rustic looking facility to add to the “wilderness’ experience d
ther clientde. If the tourigt outfits are targeting an dite clientde for their busness, the rustic look
may be just that, a look. For this reason, they may want high qudity, high end furniture in order to
creste a certain leve of comfort for their parons but dill retain the rustic look. This furniture
requirement could fit well with the products that would be produced by Habitat Furniture Co., high

13
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end rudtic looking furniture made from wood from an environmentdly friendly source. If the wood
products are to be certified, this could further increase the product appeal to eco-tourism ouitfits.

Vancouver’s 2010 Olympic bid

Although a find decison has net been made on which candidate city will hogt the 2010
Winter Olympics, Vancouver is one of three findig cities Two fundamental concepts of the
Vancouver 2010 Olympic bid platform are environmenta stewardship and “showcasing domestic
product innovation and expertisg’. The 2010 Olympic Bid Corporation holds the following thought:
“environmentd  sewardship affirms that in every activity, the 2010 Bid Corporatiion will conserve
resources, prevent pollution, and protect and enhance natura systems.” (Olympic Bid Web Site).
Both the idea of protecting and enhancing natura systems and promoting local products and
innovation could podtion the products being suggested in this report well with Olympic organizers.
If the Vancouver bid is awarded the 2010 Winter Olympics, a tremendous amount of investment will
flow into BC in the form of government funding and private capitd. Government funding would be
used for, among other things, to build Olympic fadilities, including accommodations for athletes.
Private capital would mogt likely be directed in a large part towards service related businesses, sich
as hotels and restaurants.  This investment in accommodation facilities, restaurants and other service

industries could be targeted as mgor consumers of AFRF slog furniture line.

Commercial Log and Timber Frame Home Producers

There may be potentid to enter into drategic dliances with log and/or timber frame home
manufacturers.  In the Williams Lake area of BC there are severd log home manufacturers.  These
busnesses may, in an attempt to be more vertically integrated, and supply a more complete product
to ther customers, wish to offer homes with optiond furnishings Homes could be sold with
complete bedroom or living room sets, provided by Habitat Furniture Co. and included in the
package price. Or operations could educate customers about Habitat Furniture Co. products in
exchange for the odd house log that might come out of the AFRF.

14
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Severd promotion options will be discussed at this point.  Typicaly, log furniture smilar to that

Promotion

marketed by Habitat Furniture Co. can be promoted through severd avenues including the
fallowing;

Company website

Advertisements in magazines (such as furniture, log home, or “ cottage life’ magazines)

Word of mouth

Trade shows targeted towards homeowners (“ home shows”)
Due to the unique pogtioning drategy of environmentaly beneficid, or even environmentdly
certified, it is recommended that in additional to the “traditiond” promotiond dtrategies listed above,
the following srategies could dso be implemented & no, or reatively low cost to Habit Furniture
Co.;

Publicity surrounding environmental benefits of the harvesting — get the word out to
reporters about the situation, it could make for a good news story showing BC forest
practicesin a positive light
Publicity around the certified product (if this avenue is perused) — this could lead to articles
in magazines
Exposure and publicity through research into the project (if the research strategy is feasible),
such as publications in academic journals
Salesteam
o Promote the product line to log home builders who see value in offering customers
options for furniture purchases that would fit the style of the home they are
purchasing
o Promote the lineto potential corporate customers, such as Vancouver Olympic
campaign, various resort developments mentioned above
o0 Canvassretail furniture outlets that would potentially carry such a product, in
particular, those that have a corporate philosophy of promoting sustainability
through the products they sell — a point of purchase display could be set up at a
retailer describing the positive impact the products have on the environment, and the
fact that the fibre originates from the AFRC

15
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Product endorsement — environmental groups such as the David Suzuki Foundation, may be
interested in endorsing such a product in their efforts to promote environmental

CONSCi ousness

All of these options are potentidly costly. Since the Habitat Furniture Co. is building from the
ground up, and will have financid limitations, it is not recommended that these options be

Other options for promation include:

Promoting the product line though show roomsin major centers
Advertisements on radio or television

Additiona forms of print advertisement — newspapers, billboards

16
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Given that this project is just a preliminary report, our first recommendation is to conduct a

Recommendations

thorough market study. For the amount of time given for this project, we were unable to carry out
any in depth market research. Our report indicates the main areas of focus, but there are no concrete
numbers to back this proposdl.

In order to process the wood, a facility will have to be acquired, that will be able to house the
gopropriate equipment, and space to process. The facility will dso require a yard of suffident sze
that will be ale to hold enough log inventory during bresk-up. Also the fadlity itsdf should have
enough room to accommodate a showroom.  Once a facility is bought, approximatey 10 people
should be hired as labours, and a manager to look after the crew.

Once an in-depth market study can been finished, the data from it can be used to determine
the steps to follow. The sudy will show which channels of didributions are best suited for this
company. We fed that to dart the busness off, begin by digributing through the internet, and
heavily promote the product where ever it is possble. The internet will be used for both sdling to
individua customers, aswell asto retail deders.
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