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Defining Project Portfolio
Management

1.1 Enterprise project management

Competition, new product development, mergers, outsourcing and off-
shoring all result in change and in today’s business climate ‘change’
is the only constant. As enterprises are forced to adapt dynamically to
changing market conditions this necessitates engaging in the management
of multi-project environments.

As projects represent a significant investment for the organisation,
attention is focused on the value of those projects to the business. Projects
are no longer ‘one-off” isolated distractions, but a core facet of the busi-
ness, increasingly subjected to a high level of rigour and accountability.

A project in a business environment may encompass initiatives of
a diverse nature such as enterprise-wide IT, business transformation,
construction and the implementation of regulatory compliance measures.
Whatever the initiative, projects are an integral part of the business and
are a key vehicle for realising business strategy.

Executives have come to realise that projects form the future profitab-
ility and ultimately the success of their organisations. Therefore there is a
growing interest on the part of business leaders in how their projects are
performing and impacting the bottom line. When it comes to measuring
the success of the business’s projects it was once said that executives
focused just on two things: (1) when they will be finished and (2) what
they will cost. However, today executives focus instead on managing
the right mix of long, medium and short term projects, understanding
which projects will provide the best utilisation of resources, maximise
the ROI benefit for the busines’s, and deliver against corporate strategic
objectives and to specification.

With stakeholders demanding greater accountability, executives are
faced with the increased complexity of managing multidimensional
project environments across many levels and facets of the organisation.
For executives to drive project success they need access to consistent
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and comparable information about all projects in their organisation. But
project information is often scattered across different departments and
business units, making it difficult to execute informed decisions about
where to invest scarce resources, how to prioritise initiatives and balance
project demands. Generally speaking, many enterprises manage their
projects poorly and under some circumstances, management works hard
to keep project problems out of sight and out of mind.

KPMG conducted a recent survey that strongly suggested that project
performance in many businesses is still sub-standard. In other words,
organisations do not appear to be delivering on their commitments. These
commitments are being sacrificed, the required value from project invest-
ments is not being achieved and consequently the discipline of project
management is coming under scrutiny.

Not only do many organisations lack a tactical infrastructure but they
also lack strategic visibility over project activity. From the tactical view-
point many businesses possess no consistent method of project planning,
no real-time view of resource capability and little or no method of
reporting project health and status. Nor do they have the ability accurately
to roll up this data to the executive team in real time and on demand.
From the strategic view-point many businesses lack a dynamic process
for understanding project benefit realisation, value and prioritising as
well as empowering the executive team with the ability to make ‘buy,
sell or hold’ decisions in order to balance projects as business invest-
ments. Consequently, project selections are frequently based on subjective
factors such as political influences or perceived, rather than actual, value.

Many organisations suffer from project failures and programme inef-
ficiencies as a result of inadequate sponsorship from the top, poor
governance and compliance, poor project prioritisation and/or projects
conflicting with day-to-day operations. As well as scope creep, lack of
project accountability and poor definition of expectations, project prob-
lems are also exacerbated by the absence of a formal framework for
tying and managing projects within the context of the business’s vision
and goals.

Moreover, KPMG also argue that complexity, organisational change
impact, duration and size influence the rate of project failure.

Even those companies that have attempted to deploy a project,
programme or portfolio system have too often been given bad advice
and have poured huge sums of money into systems that promise ‘project
utopia’. The reasons for this are numerous yet one consistent problem
that traditionally plagues the business community is that they have been
subjected to a plethora of software vendors and consultancies who build
their solution from the bottom up using pure project-centric tools and
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methods with little vision of how this will tie into the business. There is
a ‘graveyard’ of nightmare stories in which organisations waste millions
of pounds on cumbersome systems that were destined never to work,
simply because they did not address the issue of what the business
actually needed. Both large and small corporations have found them-
selves shoe-horning solutions and process with a message from vendors
that typically says, ‘There’s nothing wrong with our method; it’s the
shape of your business that’s wrong.” The results is that all too often,
these systems leave the companies worse off — financially, operationally
and with the inability to plan and implement their business’s projects
effectively.

Whether your business is ‘small or large’, project environments are
multidimensional: they have sub-projects or child projects involving
multiple timeframes, multiple departments, multiple suppliers and
multiple locations, touching every part of the business. However, the
most valuable asset and the greatest liability lie in the people, tools
and processes used to manage the projects. Businesses are continually
confronted with the challenge of tying together disparate processes and
locations, multiple disciplines, technologies and departments as well as
managing non-finite resources and budgets. Businesses no longer manage
their projects as static or isolated linear entities but as complex interde-
pendencies. The factors driving project management within an enterprise
environment involve the multifaceted collaborations of the business’s
ability to successfully execute the key project components seamlessly
and as a natural extension of the business rather than as separate, alien
entities. These typically include:

e managing the supply of non-finite resources, roles and responsibilities
both internal and external to the business

e communicating project information such as budgets, milestones and
resource capability through layers of management and across multiple
physical locations

e managing and controlling the flow of project documentation ranging
from contractor quotes to risk mitigation, project charters and so on

e developing multiple processes that bring project information to those
occupying the relevant roles and responsibilities

e building business cases, outlining project objectives and specifying
project scope

e establishing criteria for assessing ROI and measuring the compliance
of the completed project with its original objectives

e communicating strategic objectives to all stakeholders with an interest
in the project

5
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e defining the relationships between all internal and external resource
groups

e managing the flow of information between all project stakeholders

e managing project approval and direction at each appropriate level
within the business

e agreeing specifications, milestones and governance criteria for project
deliverables

e outlining the assignment of project roles and responsibilities at both
the strategic and operational levels

e publishing project plans that span all project stages from project initi-
ation and development through to delivery

e adopting a process of distilling upstream and downstream project status
and progress reporting

e implementing a best practice knowledge-base centre such as a
Programme Management Office (PMO)

e addressing risk management and resolution of issues that arise during
the project

e defining a standard for quality review of the key governance documents
and of the project deliverables

1.2 IT portfolio management

Even though Project Portfolio Management builds upon the Project
Management and Professional Services Automation techniques of the
1980s and 1990s, it has its origin within corporate IT and the management
of Information Technology projects. What is more commonly termed /T
portfolio management emerged at the end of the so called ‘dot.com boom’
in 2000 as a consequence of many failed IT projects, and borrows extens-
ively from the financial community as a method of balancing investment
risk and opportunity.

Over the last ten years IT has become an integral part of the business
and is fundamental to the future growth and profitability of most large IT
based organisations today. However, the seemingly unreachable goals of
IT and business alignment have dominated the boardroom top ten lists for
over a decade. Indeed, the ability of the enterprise to effectively bridge the
gap between corporate business objectives and the associated demands
and constraints of technology execution have been suspect at best.

A key, characteristic theme of IT portfolio management is that IT
projects can no longer function within an inaccessible ‘black box’. Nor
can IT be the sole domain of IT departments who ring-fence technical
intellectual property, skills and knowledge.
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The ongoing need for alignment between IT and the business has
become the critical driving force behind the adoption of portfolio manage-
ment techniques within recent years. For example, IT analysts Gartner
have conducted extensive research into IT portfolio management and
have identified the following key drivers that concern CIOs:

delivering IT projects that enable business growth
linking business and IT strategy and plans
demonstrating the business value of IT

applying metrics to I'T organisation and services
improving IT governance

developing leadership in the senior IT team
improving business opportunity readiness

There still remains widespread problematic handling of IT projects by
board-level executives as well as senior management and this has largely
been due to:

limited technical knowledge and experience

project complexity and scope

changing pace of the IT market

key decisions being deferred mainly to pure technical experts
inability of the organisation to tie its projects into the business and
make them accountable

Businesses therefore tackle IT planning at the project level and make
decisions about system upgrades and software implementation with little
or no analysis performed to understand their impact on the organisation’s
overall direction and goals.

1.2.1 How have IT portfolio management techniques
sought to overcome these problems and how has
their adoption impacted the wider business?

IT portfolio management borrows directly from the financial planning and
investment community. This community uses a series of portfolio invest-
ment techniques that focus on goals, risk levels, costs, and forecasted
returns, as the principle roadmap for investment. If for example the set of
goals within a financial portfolio are growth, income and capital preser-
vation, decision making is concerned with how much of the portfolio
should be dedicated to each category. Tactical decisions are then used

7
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to support this decision making by determining which investments to
sell, retain or buy within the various portfolio categories. What is critical
here is that decisions are made on the basis of the entire context of the
portfolio. This stands in stark contrast to IT planning which traditionally
takes a bottom-up, rather than top-down perspective, with little or no
consideration given to how individual project decisions affect the busi-
ness as a whole. The financial planning method has been adopted as a
means of planning IT projects and has migrated within recent years into
the wider domain as a method by which the business as a whole can plan.

IT portfolio management emphasises a strategic focus on goals such
as revenue growth, cost reduction, regulatory mandate and business
continuity rather than just typical operational objectives such as project
cost, timescales and deliverables. IT portfolio management requires
input from across the organisation, including finance managers, exec-
utive management, and business groups, as well as IT managers. With
IT portfolio management, project planning is viewed as a fundament-
ally top-down initiative and all project based stakeholders, including
the board, internal and external stakeholders are required to participate
in the decision making process. IT portfolio management moves away
from the project-centric, bottom-up approach, forces everyone to accept
responsibility for critical systems, and is designed to prevent a single
stakeholder, for example IT, being blamed for poor decisions. The key
driver behind IT portfolio management is gaining visibility of all of the
business demands being placed on IT and elevating performance through
the effective use of resources, people, funding, assets and processes — in
order to maximise business value.

The typical core components of IT portfolio management are outlined
below. We will see later that these elements also form the basis of
Project Portfolio Management and we will explain in detail how these
key elements form the basis of your PPM framework.

e Building a registry: Portfolio management begins with gathering a
detailed registry of all the projects in the company, ideally in a single
database, including name, length, estimated cost, business objective,
ROI and business benefits.

o Identifying strategic objectives: This involves the business compiling
a list of projects during the annual planning cycle and supporting them
with business cases that show estimated costs, ROI, business benefit
and risk assessment and so on. One of the core criteria on which
projects get funded is how closely a project meets the company’s
strategic objectives for the upcoming year.

e Prioritising and categorising: The prioritisation process allows the
business to fund the projects that most closely align with your
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company’s strategic objectives. The business then attaches valuation
criteria to rank projects in terms of their importance.

o Managing and reviewing the portfolio: The portfolio has to be
actively managed and monitored. Many businesses use a centralised
Programme Management Office (PMO) to get financial and work
progress perspective updates from project leaders. This information
goes into a database and is reported to executives via a Project Port-
folio Management Team (PPMT), giving the project inventory and
its status. Typically businesses use the RAG method — Red (help!),
Amber (caution) or Green (good) — to identify project status and this
includes an explanation of the key driver causing an Amber or Red
condition. Usually a portfolio team convenes to make decisions to
continue or stop initiatives, assess funding levels and resolve resource
issues.

IT portfolio management has revolutionised how businesses manage
their projects and has delivered the following benefits:

e better cooperation across IT, finance, executive management and oper-
ational departments

e unified application for all planning, resource management, forecasting,
and reporting, which provides a single, accurate version of the facts

o tighter alignment with organisational objectives; initiatives are scored
on their support for strategic objectives in order to demonstrate their
value to the business

e maximised portfolio value with optimal balance, enabling the busi-
ness to select, win, and retain desirable projects while maintaining a
balanced portfolio based on acceptable risk, changing business object-
ives and varied investment types

e increased transparency and better decision making; information is
unified, enabling stakeholders to identify underperforming or over-
lapping projects, risks, and resource bottlenecks sooner and make
midcourse adjustments

e better resource utilisation; demand for resources is captured, prioritised,
and matched to the available supply

e improved portfolio governance; an automated, role based workflow
streamlines and enforces approval for funding, resource assignments,
gate decisions, and ongoing evaluations

e delivery of real-time data for effective decision making and perform-
ance transparency

e creation of a single database that shows the immediate impact of
changes to the numbers in real time

9
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The IT portfolio management processes have been directly translated
into the wider business environment and their component parts have
formed the basis of PPM as a methodology for managing projects within
the wider context of the business. Albeit portfolio management techniques
are firmly rooted within IT, they no longer have sole ownership. Portfolio
principles are now being used to add value across an enterprise and over
the last several years PPM has been adapted to measure the performance
of many businesses’ collective set of projects across all major areas
including finance, R&D, new product development, sales, marketing and
SO on.

PPM is still relatively immature with both vendors and consultancies
still jostling for market position, while its adoption among businesses is
still very much in its infancy. However, over the next few years PPM will
become a standard instrument and process for project focused organisa-
tions. Drivers to its adoption include governance demands, organisational
change, business transformation, off-shoring, outsourcing and maturity
through initiatives such as CMMI and Six Sigma.

1.3 The Project Portfolio Management paradigm

PPM is a paradigm shift in thinking, its successful implementation driven
from the top down, spearheaded by executive and senior management
sponsorship and responsibility. PPM attempts to straddle the gap between
the projects themselves, the management process and their accountability
to the business. PPM is the bridging that brings together the strategic and
the operational.

PPM challenges the narrow ‘pure play, project-by-project orientated
focus to planning’ and draws attention to the broader, more integrated
approach, which subjects projects to wider organisational considerations
and executive responsibility.

Simply put, PPM looks to empower the business, not just the
project process. It helps the business establish a clear line of sight
from the top-level pan-initiative view right down to the individual
project layer. From the strategic viewpoint, it allows stakeholders,
business leaders and executives to see clearly and understand how
effective their strategies are and if necessary which programmes
and projects to review. From the operational viewpoint, PPM
empowers programme, resource and project managers with tools,
support and necessary corporate accountability to execute project
delivery.
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1.4 What is Project Portfolio Management?

Driving project performance is not only about ‘doing projects right’; it
is about ‘doing the right projects’. Yet doing the right projects is about
more than simply individual project selection, rather it is about how
the organisation manages the entire mix of the business’s portfolio of
projects. It is about achieving a level of visibility over project delivery
that enables the business to make calculated ‘go/kill/hold/fix’ decisions
and ensure rational, accurate alignment with the business. It is ultimately
about how the business sees projects as investments within the short,
medium and long term. PPM can therefore be defined as:

The management of the project portfolio so as to maximise the
contribution of projects to the overall welfare and success of the
enterprise. Project Portfolio Management (PPM) is the management
of that collection of projects and programmes in which a company
invests to implement its strategy, for example asset programmes,
improvement initiatives and strategic change work streams among
others. A PPM process can utilise various techniques to provide
tangible results for your business, ensuring that project investments
contribute directly to realising your corporate goals.

It is simply not enough for the business to manage the project mix
without the management of the projects themselves. When organising the
business for PPM it is important to understand that there is a fine balance
between the actual detailed management of the projects themselves and
the portfolio perspective required to inform the business of their impact.
In other words:

e Project Portfolio Management is critical for decision making,
governance, and to ensure your company’s business objectives are
being supported by the right set of projects.

e Project management is critical to ensure that budgets, resource alloca-
tion, activity and work are accurate and delivered on time.

Both are required to ensure the right set of projects are selected and
that they are delivered on time, within budget and scope.

Therefore let’s expand our definition of PPM by saying that it also
refers to:

1



12

Project Portfolio Management

The organisation of a series of projects into a portfolio consisting of
reports that capture project objectives, costs, timelines, accomplish-
ments, resources, risks and other critical factors. PPM enables regular
review of entire portfolios, allocation of resources and adjustment
of projects to assist in taking key financial and business decisions
in order produce the highest returns. In addition, PPM helps bridge
the strategic and operational by enable the business’s ‘coal face’ to
deliver on the project management process.

PPM is not only about how the modern, project oriented business
manages its projects as strategic business investments but also about
how it actually manages the project process itself and how this iterative
process is communicated back and forth throughout the business.

1.5 The relationship between portfolios, programmes
and projects

A project portfolio represents the collection of programmes and projects
(see Figure 2); as outlined above, the process of PPM includes oversight,
management and control of these components.

Portfolio

Programmes

Figure 2 Portfolio, programmes and projects: relationships
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Project Portfolio Management provides a structured environment for
deciding which projects, programmes and initiatives to fund, to sustain
or to eliminate. Project Portfolio Management is the process that enables
the right programmes and project to be selected and takes into account
the business’s capability to deliver on these projects set against the
available financial and human resources. It is also about optimising the
overall portfolio investment, and subordinating programme and project
approval to business strategy rather than departmental and business unit
objectives.

1.5.1 Defining portfolios

Figure 3 shows that the Project Portfolio Management process serves as
a continuous mechanism to ensure that projects remain aligned with their
strategic intent, that assumptions defined in their original business case

Strategic \
objectives Development ‘
N |
2 e
o]
o
8o % Sales & marketing ‘
a
3
e D ‘
=]
[7]
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6 e
IT ‘
) |

Figure 3 Strategic objectives and project portfolio domains
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are adhered to and that decisions made during development are based on
timely and accurate data. By their very nature, timelines, budgets, scope
and project teams change over time. The PPM process therefore seeks to
provide real-time data that can assist in making daily project decisions,
as well as more analytical ‘what if” scenarios that can direct the future
course of the individual portfolio domains.

1.5.2 Defining programmes

As can be seen from Figure 4, programme management is the process
of managing multiple, ongoing, interdependent projects. Programme
management is comprised both of operational initiatives that enable real-
isation of business value, and of groupings of activities and projects
that enable the implementation of a strategy and seek its outcome. The
figure shows the strategic alignment of projects, programmes and project
portfolio for delivery optimisation. Programmes are more fluid and are
directed at a goal or set of objectives, rather than specific deliverables;
they are focused on outcomes rather than outputs; and they are about
business management as well as technical management.

1.5.3 Defining projects

Projects are a series of planned activities with clearly defined start and
end points and clearly defined deliverables. Projects manage the estimated

Projects
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Figure 4 Portfolio, programme and project portfolio domains
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Project life cycle

Development

Opportunity phase Select phase Plan phase phase Evaluate phase
> Requirements > Opportunity >WBS > Update project > Project survey
> Charter review > Schedule plans > Performance

> Business > Budget > Change report

justification > Scope requests > Lessons
> Business case > Risk plan > Weekly reports learned
> Funding > Quality plan > Build system

> System design

> Test system

B
el €@ €@ ©

Project definition Project initiation Project Project
approval approval development deployment
approval approval

Figure 5 Typical project life cycle and stage gate process

and actual start and completion dates for project tasks and these tasks
are the building blocks for project delivery. Projects are usually managed
as part of a life cycle, in a sequence of phases (or steps) from project
initiation through to project completion (see Figure 5). Typically the
project life cycle follows this sequence: opportunity, selection, planning,
development, evaluation. There are approval points or gates between each
phase. Typical gates include:

1 definition approval
2 initiation approval
3 development approval
4 deployment approval
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