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oL 2002 RD&E STUDY INDICATES RESOURCE &
INCLEE T CAPACITY MANAGEMENT PRACTICES ARE IMPROVING

It is important to distinguish between the terms “Resource Management” and “Capacity Manage-
ment.” Resource Management assumes infinite capacity. Capacity Management assumes finite
capacity. When systems that support R&D and product development management activities
mature over the next two decades, to approach the maturity levels of some ERP systems today,
Capacity Management may become possible and even practical in R&D. Until easy-to-use,
shrink-wrapped software becomes available, only a few companies will make the effort necessary
to truly manage within capacity. For the moment, except for a very few number of companies who
have built their own software, practices are confined to the realm of Resource Management.

During the 1990s, several studies, including GGI’s, have shown that “WIP”’ and “active backlog” in
product development organizations typically ranges from 150% to 300% of capacity. While
“portfolio management” and the resultant “pipeline management” practices are improving, they do
not yet result in Capacity Management only Resource Management. As aresult, WIP and active
backlog in most companies today still ranges from 150% to 300% of capacity. Gaining control of
capacity is the largest single improvement activity available to managers today — just as proper
Voice-Of-The-Customer (VOC) and requirements definition is the largest single improvement
activity available to developers. These two practices, one in the realm of managers and the other in
the realm of developers, cause the vast majority of variation that occurs in individual project
investments/outcomes relating to schedule, product cost, development cost, and the resultant gross

margin.

Traditionally, companies used a “One-Step” process to select the products that entered the prod-
uct development pipeline. Estimates were prepared and a single formal decision point resulted in
the approval or disapproval of proposed projects/
Figure 1: Types Of Selection Processes In Use products. During the 1990s, after leading-edge
companies increased their investment in VOC and
requirements definition activities, and realized better
project/product outcomes, the management process
used by many companies to select projects changed
to at least a “Two-Step” process in order to formal-
ize the “definition phase” of proposed investments.
GGI’s 2002 RD&E Resource & Capacity Manage-
ment Practices Survey shows that most companies
25Step  2-Step  1-Step  NoStep  Other today perform their product selection activities using
at least a Two-Step process [Figure 1].
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GGI’s 2002 Survey then explored the differences in
outcomes between selection processes that used
“one step” and those that used “two or more” steps. The differences are significant. Companies
that use a “1-Step” selection process typically approve 55% of all projects/products that are
proposed for development. Companies that use “2 or 2.5-Steps,” typically approve 45% of all
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Figure 2: Loading the RD&E Pipeline - One Step Process

Selection Rates using a "One-Step" process:
On average, respondent companies approve 55% of all products at
Milestone #2.

If the survey population of
products as a whole are
used:

REJECT RATE
APPROVAL RATE
TOTAL IDEARATE

CUMULATIVE
ONE-STEP

MILESTONE
2

22 %
78 % 78%
590 462

S ———
‘DEVELOP
| I—

22%

CONCEPT PHASE DIED ON THE VINE

SOURCE: GGl

Figure 3: Loading the RD&E Pipeline - Two Step Process

Selection Rates using a "Two-Step" process:

On average, respondent companies approve 63% of all products at
Milestone #1. On average, 72% are approved at Milestone #2.
Cumulative two-step approval rate is .63 x .72 = 45%.
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projects/products that are proposed for devel-
opment. The difference —approximately 18%
fewer for multi-step product selection processes
—results in less overload on product develop-
ment organizations.

Our researchers then analyzed the data between
these two groups using a different method. We
removed the “companies” from the analysis; that
is, we combined, into a single group, all of the
projects/products for those firms that reported
having a “1-Step” selection process, and
compared this group to a similar group created
by combining all projects/products for those
firms reporting a “2 or 2.5-Step” process. We
then compared the two groups with respect to
the rate at which “individual projects/products
getapproved.” Companies that use a “1-Step”
selection process typically approve 78% of all
projects/products that are proposed for devel-
opment. Companies that use “2 or 2.5-Steps,”
typically approve 29% of all projects/products
that are proposed for development. The
difference, approximately 49% fewer for multi-
step product selection processes, results in
significantly less overload on product develop-
ment organizations.

SOURCE: GGl It’s important to note that we did not find any
companies that reverted back to single-step
processes once they began using the more

Fditprial-Seatt complicated multi-step processes. While the survey did not specifically explore the success rates
Text Qobpien in the marketplace of projects/products in one group as compared with the other, our researchers
Ll strongly believe that multi-step selection
lebxdoroundtable- . .

processes are not only improving Brad Goldense is President of Goldense Group, Inc.,
PR e resource and capacity management Needham, MA. Contact Brad at 781-444-5400
alid@rduiladitieleds— practices but are also leading to or e-mail: blg@goldensegroupinc.com.
reduced variability in the outcomes of For further information please visit
briede [Thn . . . http://www.goldensegroupinc.com.
b specific project/product investments.” B goldensegroupine.co
apquetim [€poptT
i¢e [Prlesjd¢n
$téwant [..|Mayws
~Chpiteda
Product Development — Best Practices Report (ISSN 1049-8400) is published monthly by The Management
e v Roundtable, Inc., 92 Crescent Street, Waltham, MA 02453 (781)891-8080. ©2000The Management Roundtable,
TREr Inc. All rights reserved. The information herein has been carefully compiled from sources believed to be
M ANAGEMENT reliable, but the accuracy of the information is not guaranteed. For legal advice consult your attorney or a
RAUINIDTIAIRI governmental agency functioning in your field.
Subscription rates are $247 per year, $30 per single issue.




