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Herriard Pty Ltd 
Case Study

Herriard Pty Ltd Case study for reference throughout this qualification

Updated from ICA04 Internetworking
Introduction

Herriard Pty Ltd is a company that manufacturers office furniture for businesses. It specialises in office fit outs and most of the production is made to measure. It produces desks, cabinets, cupboards, shelves, etc., in a variety of wood types and melamine finishes. It prides itself in its craftsmanship and currently all design drawings are produced manually and there is no automation of the factory.

There are sales offices in Sydney, Melbourne and Brisbane. The manufacturing takes place in Wollongong (NSW) and furniture is shipped using contract hauliers from the factory direct to the customer’s site. The head office is also in Wollongong on the same site as the factory.

Herriard also purchases furniture such as chairs so that it can provide the client with a one-stop furniture facility. It started seven years ago and has grown steadily over those years with all growth financed internally. In the last two years sales really took off and increased by 40% each year. It now has a turnover of $10M and around 1000 customers.

Staffing

There is head office/factory staffs of around 30 and the following organisation chart shows the senior managers.
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	Sandra Herriard
Managing Director

	
	

	Alan Band
Financial Controller
	Bill Geddes
Office Manager
	Jessica Smith
Sales & Marketing
	Jane Lee
Human Resources
	Dan Preston
Manufacturing


Excluding the managers shown, there are 5 people working in Finance, 3 in general administration. There are 15 people working in the factory and 2 in HR.

In each branch there are managers and staff as shown in the table.

	Branch
	Manager’s Name
	Staff

	Sydney
	Frank Gifford
	13

	Melbourne
	Julia Stern
	10

	Brisbane
	David Wong
	7


Sales office activities

Each sales office has account managers who spend time on the telephone calling prospective customers, visiting customer sites and also working in the sales office. They have some basic brochures but most of the sales are made to order. Customers may also walk in 'off the street' to visit the showrooms, which contain examples of the furniture produced laid out in office displays. The offices have been strategically located in areas where there are many business offices such as North Sydney. Each customer will be allocated an account manager who will look after that customer.

Once a customer has expressed interest in the furniture the account manager will obtain the details, measurements, style, finish, etc., and produce a simple diagram of the requirements. The account manager should also be able to give the customer an estimate of the likely price at this stage. When this ballpark figure is agreed with the client the diagram and sales notes are passed to a designer, also in the local office, who will develop the detailed plan which will be used in manufacturing. The designer will then work out the final price for the customer. This may require the designer to contact head office to check prices, availability, etc.

Once this plan has been completed the account manager will usually visit the customer, or get the customer to come to the office, so that the customer can sign off the plan as representing their requirements. A 20% deposit is asked for and a handwritten receipt is given to the customer.

The agreed plan is then sent to Wollongong to be manufactured.

If the client has ordered other furniture which is not made by Herriard then the local sales office will place orders on the distributor and will ask the distributor to hold the items until the bulk of the Herriard furniture is ready to be shipped to the customer.

Purchasing

There are three types of purchasing processes, which are currently performed independently.

Factory

The factory maintains small amounts of raw materials but since Herriard prides itself in making furniture in many different finishes it normally orders in sheets of timber or melamine when it gets the customer order.

When the customer order is received a clerk at the factory will check the design and then work out the materials that are required. These will then be ordered specifically for that customer.

Sales offices

Each sales office will place orders for items that customers require which Herriard does not manufacture. These tend to be local suppliers and each office is free to negotiate their own terms. 

In addition each office has a budget for other purchases such as office supplies, sundry requirements, etc. Any item over $2,000 has to be approved by the head office.

Head office

All other purchases are made through head office. 

Computer systems

Herriard has the following computer systems in place:

	Location
	Hardware
	Software
	Used for

	Head Office
	15 PCs, on average about two years old. All networked together.
	One NetWare server all others running Windows XP pro OS 
Office suite

Accounting software with inventory module.
	Accounting and finance, letters and documentation, keeping track of materials in the factory.

	Sydney Sales office
	3 PCs used standalone
	Windows XP pro.

Office suite
	Letters and quotes.

	Melbourne Sales office
	2 PCs used standalone
	Windows XP pro.

Office suite
	Letters and quotes.

	Brisbane Sales office
	2 Mac computers used standalone
	Windows XP pro.

Office suite
	Letters and quotes.


With such a small company no one has really been responsible for the computers and each sales office has been allowed to do their own thing provided they had the budget to cover the cost. At head office, each department had acquired PCs and about two years ago they were networked using the services of a local Systems Integration firm called Wollocomp who has provided support as required since then.

Customers

Customers may be analysed as small, medium and large. The small customer may be a small organisation with two or three offices to equip. The average order value for these customers is around  $7,000. 

Large customers may be equipping whole buildings or floors of buildings and these average orders are around $75,000. 

Medium customers average around $20,000 orders.

The breakdown of customers is shown below:

	Location
	Small
	Medium
	Large

	Sydney
	400
	75
	10

	Melbourne
	300
	40
	8

	Brisbane
	100
	15
	2


The business is such that once a customer has purchased from Herriard they may go two or three years before they need any more major purchases and so each year the sales force has to find new customers. There would be around 1000 to 1200 invoices issued each year.

There does not appear to be any seasonal trend in the sales patterns and sales are fairly even throughout the year.

Purchases

To obtain the best prices Herriard has restricted the purchase of raw materials to a few suppliers. Each order is normally for the equipment to be made out of the same material and so would generate maybe four or five purchase orders. Herriard will keep in stock, items such as handles, hinges, locks, etc. and again only purchases these from a handful of suppliers.

Since each office is allowed to make use of local suppliers for items not manufactured by Herriard there are also several suppliers for each sales office. The details are shown below:

	Location
	Suppliers

	Head Office Manufacturing
	20

	Head Office Administration
	60

	Sydney
	30

	Melbourne
	20

	Brisbane
	15


It is rare that a sales office will purchase from the same supplier as used by another sales office since each will use a local supplier.

The sales office will place an order with the local supplier but all financial transactions are processed at Wollongong. When the goods are received a copy of the delivery document is posted to Wollongong and the supplier will send invoices directly to Wollongong.

Payment to suppliers is normally made within thirty days.

Sales processing

When the customer signs the contract a copy of the contract, the design and the deposit is sent to head office and the originals are filed in the sales office.

The cheque is banked and the transaction is recorded in a spreadsheet. It is not put into the accounting system at this time since cheques cannot be received unless there is a corresponding invoice already in the system.

When the designs are received in Head Office they are checked and an estimator works out the requirements for the design. This is costed and compared to the quoted selling price. Herriard normally expects to make 40 to 50% gross profit on orders. 

The order is passed to the manufacturing manager who looks at the factory schedule and estimates how long this will take to make and when it can be competed. A fax is sent back to the sales office so that the customer can be informed and the delivery and fit out scheduled.

The sales order will be entered into the accounting system.

Meanwhile, in the sales office a list of non-Herriard items is complied and these are given to a clerk who will contact the appropriate supplier and confirm prices and times for delivery. Orders are placed on these suppliers.

In the factory the orders are scheduled basically as they are received and placed in a large in-tray. The foreman is responsible for ensuring that the carpenters are kept busy and will allocate the orders when required.

When the order is completed a fax is sent to the sales office detailing the date of delivery. The sales office will convey this information to the customer and organise final delivery details. At the same time the suppliers of other furniture will be contacted and their deliveries scheduled to coincide with that from Herriard.

When the furniture is delivered a dispatch document is created and a copy of this is sent to the accounts department. When this is entered into the system an invoice will be generated and this is mailed to the customer. 

Terms are payment within 30 days and debtors are tracked in the accounting system.

Problems

The systems and computer systems have worked well in the past but with the tremendous increase in sales Herriard has realised that they may not be able to cope with continued expansion especially into some of the new areas that it hopes to exploit.

In particular the following problems have been experienced:

Customers want to be able to see more examples of the types of furniture and finishes that can be produced. The sales catalogues are very basic and the sales offices can only hold a limited amount of demonstration items.

The estimates that the sales force produce are normally on the low side so that they can get the customer’s business. When the designer works out a more accurate cost this can be 10 to 20% higher than quoted. Several customers have then cancelled the order. In other cases the office manager has agreed to the lower price and Herriard has only made a margin of 20%.

It can take several days for the local office designer to get information back from head office before working out the price. Several customers have cancelled their orders because of this delay.

There have been problems coordinating the supply of non-Herriard items. These often are supplied early or late. If early then the supplier is demanding payment well before Herriard gets paid from the customer, if late the customer is not happy and will refuse to pay any money until the whole order is complete. Both issues cause cash flow problems.

Factory cost reporting is showing an increase amount of scrap and waste. Since raw materials are ordered separately for each client no attempt is made to consider savings from bulk purchase or larger sizes. In one month there were orders placed for the same material every day. If these could have been combined there would have been a substantial saving in delivery costs and larger sizes, costing less could have been purchased.

Third party supplies are not coordinated and so there is no opportunity for bulk buying and negotiating better prices. 

There is no notification to head office of the amount that has been ordered on third party suppliers and often the first time the accounts office is aware is when the invoice comes in. 

The sales offices are demanding better telephony services and facilities so that the sales force can respond to more customer calls in a faster, more appropriate manner. As there is twice the amount of office administration staff than there are telephone lines, the phone queues during peak hours are horrendous, so much so that customers have been known to hang-up or even cancel orders. Most of the office staff must use phones for the major part of their work and they do not like being forced to share. They think that they should have one each. The sales management in particular have been upset that their budget is being diminished by the excessive interstate phone bills, all of which are essential phone calls.
There have now been several times when a large order has been held up because it was missing small but essential components like drawer handles. 

With the increased number of customers the accounts department have forgotten to take into account deposits and have been chasing customers for the full amount of the invoice. This has lead to disgruntled customers.

Occasionally the sales office may delay sending the cheques to head office with a corresponding delay in banking the cheque.

The estimator is finding an increasing number of mistakes in the costs calculated by the sales office designer, usually to the detriment of Herriard. Since the contract has now been signed it is not possible to change the price. 

While additional workers have been taken on at the factory the foreman does not identify expected dates of delivery but simply processes the jobs sequentially. In addition when quoting the time for delivery the estimator does not know what the current queue is but assumes that the job will start almost immediately. This means that most orders are shipping between 2 and 4 weeks later than quoted. Recently, as the number of orders has grown, the situation has started to deteriorate. 

About a month ago the network in head office failed as the file server disk became full. The Wollocomp support people came in and deleted old files but the system was down for about two days. Luckily the monthly statements had been sent out so no real damage was done.

Because each order is built for the customer Herriard does not record inventory items and invoice details will often describe the product shipped as - 'Furniture as per design NG235'
 
This means that it has not been possible to analyse sales in any way. Management are now keen to identify what types of furniture are being sold, which finishes, etc.

Heriard Pty Ltd Report Guidelines
You must produce a basic analysis of the Heriard Company’s current communication technology and outline the limitations.

Heriard Pty Ltd has been conducting business at a lower than ideal profit margin due to inadequate communication policies and procedures. You must help solve at least three of the company’s problems, providing at least one solution for each department of the Heriard business. The business departments with areas of concern are productivity/manufacturing and sales/administration. 

Each solution must be from different emerging technologies, as covered in class or by use of your own research. 

Head office has provided an overview audit of current problems affecting the business that need to be addressed. 

Information Technology Goals at Heriard Furniture Pty Ltd

The following targets have been set at Heriard Pty Ltd:

· To have equipment operational for 99.5% of the time

· Downtime on primary servers should be covered by appropriate secondary sources of information, in light of the recent unfortunate event of the server disk becoming full. 
· Factory material waste to be documented accordingly in order to implement future policy of bulk ordering & delivery. This data needs to be available 100% of the time.
· A means of notifying head office of that a local sales office has ordered stock from third party suppliers 
· IT support staff are to be trained to a level that will enable them to deal with common problems efficiently, especially the new secure email clients such “Thunderbird”
· A clear escalation policy and procedure is to be in place to handle the situations beyond the scope of the problems that IT staff have been trained to accomodate (in line with company guidelines)

· Given the present company security policy of email data to desktop machines being accessible only from the office computers, the company want to provide staff with a form of free roaming email access.
· Sensitive monthly accounting documents which have always been delivered by courier in paperback format are now to be picked up by road based employee’s in some form of encrypted media, a policy and procedure needs to be put in place for this activity

· The company has been experiencing a high frequency of interstate administration calls. This has in turn caused a rather high telephony bill between the three offices, each averaging sixty dollars a day on interstate phone calls, which is diminishing the budget for other services. The head office has ordered that a solution be implemented as high priority. Notably suggested by Wollongong computer support was the possible implementation of a VoIP system, to allow more phone calls between interstate offices without incurring high costs, and to allow further customisation and better communication of the existing telephony system across the country.
· The Information Technology advice on the VoIP system obtained must state which Voice service provider will best provide service to Heriard as a communication carrier and why. An in-depth comparison is requested for the purposes of keeping the management and finance department content about the provider. 
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