HRM Session 7: Visionary Design Systems

Topline: VDS sells high end CAD systems alongside customization, integration and training services.  As regards employment, the philosophy is empowerment combined with high rewards.  Company has been lauded by media, but is currently having difficulties with a critical division – Product Data Management. 

Business Context:

CAD (Computer Aided Design) tools have revolutionized product design and workflow processes since their introduction in the early 1970s

· Changes design process from two dimensional to three dimensional, significantly reducing design time by eliminating the need to draw product from all angles and modify each drawing every time there was a change

· Although systems were expensive at the outset, by 1994 a basic system could cost as low as $7500.  

· By 1990s the CAD market is segmented.  Low price products are also low margin.  High end products include additional functionality, eg solids modeling, and retail for up to $75,000 per seat.  High end is 25% of the market.  High end CAD systems usually required a partner company to integrate and train the purchaser

Broader applications were developed off the back of CAD, further streamlining the product design process

· Engineering Analyis Tools: computer simulations of testing (eg heat, breakability etc) to detect design flaws earlier and save on costs of real testing.  Significantly reduces length of typical product design cycle

· Product Data Management:  stores information such as marketing info or current input prices in connection with the design so that all can be instantly updated. Dramatically improves company ability to manage data.  Note that this market is not yet really operational – companies are investing but noone yet earning

Visionary Design Systems

Strategy is to develop a long term relationship with customers through which they will sell high end  HP CAD software and provide integration, customization and training services, helping customers restructure their design process and get  the most out of their CAD systems. 

· Founded by ex-HP people, including #1 CAD salesman in the world

· 11 offices, each separate profit centre

· 20 sales reps, 25 Applications Engineers, 3 software engineers, 20 admin employees and 7 Specialists

· Specialist: hired within a field, eg analysis tools, Product Data Management, computer systems/networking

· Projects typically begin with development of customized CAD interface

Coming generation of mechanical engineering processes labeled Vision 2000 by VDS founders

HR Systems

Founding Beliefs

· Partnership approach: everyone to share profits, and be responsible for company success

· Family sense, ethical, moral

· Teamwork and cooperative spirit reinforced through hiring practices, eg new recruits interviewed by all members of the regional office

Mission, Goals, Tactics and Objectives

Document written after 3 years of rapid growth.  Purpose was to engage all employees in development of company identity

· Four categories in document: Customer Goal, Employee Goal, Financial Goal, Technology Goal, each discussed in terms of Goals, Tactics and Objectives.  Each also had an action plan with managers name next to it

· Allows employees to be empowered, eg sales rep discretion over resources used to make a sale, but keeps empowerment consistent with the mission of the company

Empowerment

Defined as: developing a knowledge base in each employee of company, mission, goals and tactics, and plans that enables them to take action and make decisions consistent with the company strategy and values.  

· Decision-maker is the person with most knowledge about the issue

· Keeps company closer to customers

· Keeps employees happy

Factors for success

· Align employee  incentives with the company – ie make ‘em stockholders

· Commissions and bonuses linked directly to performance goals

· Atmosphere of friendliness and respect

· Training for all new employees:  business fundamentals, products, industry overview. The continued in educational lectures, group discussions week long sessions 3 x per year. Sales Reps and Engineers have 2 additional training sessions on specific topics  (nb this makes employees more marketable)

· Decentralize decision-making to empower employees – make them not want to leave

Compensation System/Base Salaries/Commissions/Bonuses

System designed to attract entrepreneurial people and align company’s incentives with employees

· All FT employees get base salary, commission, annual bonus.  Commission/bonus significant – in good year (1990-1993) employees would earn more than industry average; in bad year (1994) they would earn less, but were less likely to be laid off.  

· Base usually the same for each job type.  Admin base salaries had been raised over 4 years, others had not

· Total commission on any sale spread across the job types.  Commission customized by job type to provide link between revenue flows an employee worked with and his/her tasks

· Sales Reps:  received a % revenue brought in with sales.  Commissions are stepped according to sales band, can be up to 10%. In 1994, new plan introduced, splitting sales into total bookings, hardware sales and software sales to encourage reps to focus on higher margin products.  Commission benchmarks did not change, no cap on total commission payable.  Additional commission for sales of support services

· Applications Engineers:  Touch revenue streams by demonstrating software and through training sessions (foothold for future sales), therefore commission is earnt on consulting/training revenue (8%) and product sales (1-4%)

· Administrative Employees: commission paid according to how they supported the company and contributed to sales

· Specialists:  commission plan customized by Specialist.  System is flexible, eg PDM commission changed to better incent after-sales service where margin is 80% once it became apparent that sales commission was not doing this
· Bonus – typically 10% of income and paid monthly, annually, quarterly
· Monthly
· Sales reps: 150 options distributed to 3 reps rewarding sales booked, new business booked and ideas for improving the company.  Means that best Sales Reps are incented to stay
· Applications Engineers: nearly identical to sales reps
· Specialists and Admin: 50 share options for individual improvement or ideas that benefit company
· Quarterly – only Sales Reps and AEs – used to encourage sales in strategic areas
· Annual -  more customized and awarded in cash

· Sales reps: company wide bonus for exceeding goals; individual bonus for exceeding individual quota

· Applications Engineers: similar to sales reps

· Specialists and Admin: individually customized + company bonus

Stock Ownership

· All employees own stock – those who joined earlier were awarded more
· Almost 100% of employees earn additional options through the year
· Held session to explain the value of the options when it became clear that employees did not really understand
Performance Reviews

· Separate from compensation system, but allows employees to improve their performance and increase compensation

· Annual reviews on anniversary of start date

· 7 page questionnaire completed by manager and employee.  Covers general skills and product knowledge.  Includes performance highlights and establishes objectives for the coming year

PDM: The Problem Area

The HR system does not seem to be incenting PDM specialists to act like owners – CAD sales exceeded expectations every year.  PDM not yet able to support itself profitably, is not building VDS into a leader in the field.  Management feels over involved.

Overview of Product

· market predicted to grow from $352m in 1993 to $1.2B in 1998 (ie 30% annual growth) because tools provide critical advantage to engineering firms

· Early leaders in the area are CAD vendors that began writing PDM software to accompany CAD products, and independent PDM suppliers.  HP, IBM, Digital, Anderson Consulting all getting in on the act too

· Fred Bulatao hired from HP to lead the charge.  Established a repuation in the field at HP.  Incented with 10% PDM consulting revenues, 8% training revenues, 1.5% PDM software sales

Issues

· Customers are satisfied with quality but sales volumes are low

· Not recognized in industry as a player in the area

· Fred always seeking consensus or asking permission rather than just doing it

· Hired a new specialist, Bill Braxton to help Fred but same problems continue to exist

Fred Bulatoa’s opinion

Believes that this is a nascent industry that needs to be supported with software development hours and sales commissions

· Feels they are underesourced because cannot support consulting staff

· Believes sales process is difficult – new language and other VDS staff are not knowledgeable about it.  Currently training sales reps 1:1 because not included adequately in training program

· Feels compensation structure unfair – companies choose VDS because they want PDM in 2 years time, but he gets no commission for that

· Customers cut the consulting time, because product is expensive – believes VDS should develop a software program that allows companies to get started with minimal consulting time, but he has  not been given development hours

Bill Braxton’s opinion

· For the product to work it requires integration with CAD – currently not enough resources to integrate
· Need to develop infrastructure of capabilities before sales will come.  Different to CAD where VDS already had a product, a trained sales staff, clients and suppliers.
· Sales people not adequately educated
