August 2007

Ten Steps to Comprehensive Project Portfolio Management BPart 4
Tipson Steps1to4
By R. Max Wideman
This series of pgoers has been developad from ourwork in upgading TenStep's PortfolioSep! .
For more information on TenSep'sinternd conaulting methodobgy, please visit
http://www.portfoliogep.conv0.0.0PortfolioStepHomepage htm

In this Part 4 we will cover:

Tipson Step 1 BPortfolio Setup (Categorization)

Tipson Step 2 Bldentify Needsand Oppottunities (Identification)
Tipson Step 3 DEvauae Options(Evaluation)

Investment Science

Tipson Step 4 BSelect theWork (Selection)

Seconday Selection criteriafor screening
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Tipson Step 1 BPortfolio Setup (Categorization)

Thefirst time your organization introduees portfolio management, it mug determineall of theelements
tha will compose the planned portfolio. In alargeorganization there may be more than onepottfolio,
each designed for a different division or different focus Selection of the respective components will
depend ontheindividud portfolio plan'sopeaational gods and objectives. Y our best way to draw upan
inventory of all of thepotential components is to establish a set of Key Descriptors throughwhich the
components can beidentified, assembled and compared, i.e. categorized.

For example, thefollowing list suggests possible descriptors that you could adoptandindude
¥ Reference numbe
¥ Brief description of the component
¥ Classof component, e.g.
0 Project
Program
Busness Case
Value Propostion
Sub-portfolio
0 Othe related work
Strategic objectives suppoted
Bendfits Dquantitative
Bendfits Dquditative
Sponr, client, cusgomer
Typeof produd, ddiverable or enabler
Estimated cost
Risk category

© O O0Oo
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Based onthis daa, the potential components can be categorized based on oneor more of the descriptors
such as Class, Objectives, Typeof Bendits, Client, Cogd or Risk level, depending on whatever makes
themog sense to the organization. In subsequent years, the prindples will have been established so this
step should proveto beeasier. Neverthdess, theactud componeitsin thevariouscategoriesidentified
will change
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Tipson Step 2 Bldentify Needs and Opportunities (Identification)

Differentiating between needsand oppottunities

"Othe Work", as we have aready described, encompasses opeaationsand suppot work necessary to
keep thingsworking in thefuture pretty much the same as they are working today. Projects, on the other
hand, have a start and finish and are generally designed to take advantage of oppotunities and represent
theway an organization builds new capabilities or respondsto events in the marketplace.

But projects come in different sizes and, in fact, could be as little as onehour. However, from a practical
standpont, organizationsshould establish thresholds so tha different levels of "ceremony" can be
applied, and those "projects’ tha are so small that they do notwarrant any ceremony will be classified
as "Other Work". For example, you may decidethat any request for a specific piece of work that will
take less than 25 hours will definitely betreated as Other Work. If your depatment isalarger ong that
number of hours may behighe. What is"small" to onecompany may be quite "large’ to another.

Of coursg, if thevolume of Other Work such asthisis significant and fairly steady, it may be possible to
dedicate a group of people to thiswork. In this case, this group'swork would notbeinduded in the
portfolio in thefirst place. Even so, induding thegroupas part of theavailable resources hasits
advantages. It provides greater flexibility in theallocation of skills, and more oppotunities for the
people involved.

Thefollowing demongrates the conagpt of "project sizing".

¥ Support work BShort-run, project-like non-discretionay Other Work necessary to keep normal
opeaationd work gang, e.g. adiscrete task of, say, less than 25 man-hous

¥ Small project DA non-complex project involving arelatively small numbe of man-hous that
has some discretion for prioritization, say, 25 to 250 man-hours

¥ Medium project BProbably where mog projects fit, needs managing but not necessarily full-
scale ceremony, say, 250to 2,500 man-hou's

¥ Largeproject BProjects requiring full-scale treatment on accountof size and complexity, say,
ove 2,500man-hours

Programs can be similarly scaled to suit organizationd requirements.
Regulatory and legal requirements

From time to time you may encounier projects tha are mandaory on regulatory or legd grounds In this
case you will be obligated to assign the necessary resources and schedule the projects during the year.
But if any are noturgent, you may not necessarily assign them immediate priority. For example, you
may have to modify accouning systems and processes to comply with new standadsor guiddines
issued by accountng standadsgroups Or, you may have to make payroll changesto accountfor new
tax laws changes, or new Human Resource system changes to comply with new collective barganing
terms. Noneof these are necessarily providing a competitive advantage or building new capability, so
perhapsthey can bedotted in later in theyear's portfolio program.
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Tipson Step 3 BDEvaluate Options (Evaluation)

Cutting work

The purmpos of theldentification Step 2 was to uncover al of thepatential work tha should be
congdered for the portfolio in the coming year and beyond.In many cases, this may have been theresult
of braingorming exercises. In any case, this step should have cast aswideanet as posibleto indude all
of thework tha could possibly bein this year's portfolio.

Now let's assume that all of the potential work for the coming year has been identified. No doubtyou
aready know tha it is more than you can handle and tha some, perhgos much, of the proposed work
will not beauthorized. So nowyou need to start the process of scaling back so tha you can bring
forward only those components that are of the mog importance and value In later steps you will be
prioritizing work from mog important to least important. However, at this point you may have nothing
more than aname and brief description and you may or may not have cos information perhgpsbased on
historical numbers.

Remembe tha oneof the purposes of portfolio management is to make sure tha, after mandaory work,

only work with the highest value and best alignment will beauthorized. While youmay have some sense
of thevaueof some of thework, you need solid informationto go onif you are to compare the merits of
thevariouswork initiatives, establish linkages and priorities, and plan outthework for theyear.

o this step becomes a matter of cutting work before prioritizing theremainde. For thisyou need to
enaure that, at aminimum, you have aVauePropodtion. Any item tha does nothave aVaue
Propostion, or better, should be cut now b unceremonioudy!

Themerit of calling for aValue Propostionisthat it isarelatively smple doaument involving minimal
effort to create and at least provides for the allocation of sufficient resources to create a propa Busness
Case or beyond.In other words, you have inserted a VValue Propostion stageinto the project life span.
Thismay bevery appropriate for potentially medium to large projects.

Investment Science
I nvestment Science and what you need to know

Investment science as it applies to portfolio management is an area of general management that attempts
to quantify the value of projects and assets throughandysis and various advanced mathematical
techniques. Theresults providethebasis for making decisonswith aview to optmizing the overall
value of future busness. These techniques indudesuch calculationsas return on investment (ROI),
internd rate of return (IRR), cos/bendfit andysis, cash flow or payback, and so on. These calculations
can be quite sophisticated.

However, the problem istha where projects are concerned they all take place in an environment of
uncertainty andrely onalot of datatha isonly speculation at best and may or may not beoptimistic.
So, when it comes to assessing the value of projects or work in aportfolio for determining selection and
priorities, wha you need to knowis:

AEW Services, Vancouver, BC © 2007 Email: max_wideman@sfu.ca



Ten Steps to Comprehensive Project Portfolio Management Page 4 of 7

¥ |sthispontfolio component mandaory to satisfy government regulations or corporate
goveanance requirements? In which case we mug do it anyway, soone or later.

¥ How much bendit will we get from this proposd component?

¥ Wha isthendaure of thebendfit, isit purely finandal, or are there other attributes that make it
worthwhile, even thoughthey are perhgpsunquantifiable?

For example, suppo® your company has only avery limited discretionay funding for the coming year.
Further, suppo® your choices are tha you could invest in a new system that will improve your
effectivenessin satisfying your cusomers, or in anew process tha will improveyour efficiency and
output, or you could pave your gravel parkinglot for the convenience of your cusomers and staff alike.
Wha isthe value of each and which shoud you choos? Perhgpsthe parking lot has been along
outstanding issue and you have been loang cusomers and staff as aresult.

So thegenera questionsto ask are:

¥ Istheoptioncongstent with your strategic direction?

¥ How reliable aretherespective Vaue Propostions Busness Cases and/or Project Charters?
How reliable have they been in the past, given the naure of thebusness environment and the
respective risks involved?

¥ Inthecase of each project, when will you get the ben€fit, notjug the bendit enabler, i.e., the
ddiverable, butalso theactud return oninvestment?

¥ How much will thecomponent cog atogeher, induding produdion, marketing, ramp up and
servicing?

¥ How risky isthis whole project undetaking?Shoud you first invest in extra effort in the
Bugness Case?

¥ If theproject, i.e theddiverable, isddayed, what will be the consequences?

Then you need to know.
¥ Wha resources will you need, at wha level and when?
¥ Andhowwill tha fit into your available capecity?

To answer these questionsyou mug take a corporate worldview. It may also betime to take alook back
at previousprojects and thar success in generating benefits. The projects may have been very successful
in terms of produd ddivered "On time, within budyet and to qudity standads’, but were they fully
deployed and actudly result in the maximum intended ben€fits? If so, to wha extent was that and for
howlong?Or were the bendfits preempted by some competitor's produd or service? If so, how can we
avoid that in thefuture?

This may lead to further questionssuch as:
¥ Doesyourorganization or department have theright technical ddivery processes for developing
and deploying produds, such as conaiving, designing, detailing, creating, and launching?
¥ Doesit have theright suppot processes relating to people and administrative suppot, such as
people recruiting, motivating, training, administering, required essentialy for managing people,
produd and project daa?
¥ If these capabilities are notin place, should you begiving thisfirst priority?

These sorts of questionsare not easy to answver unless portfolio work is tracked, notjug throughproject

execution, but also throughsubsequent produd marketing, deployment and disposal. Withoutthis
feedback, youreally have no partfolio accountbility.
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Scoring competing projects

Thee are avariety of ways for "scoring” competing projects. The simplest approach isto plot theresults
of discretionay projects on a chat tha compares onecriterion agang another. Y outhen select those
projects that fall into thearea of the chart representing the highest values for both criteria. Obvioudy,
this approach has only limited application.

Another approach isto assemble ateam of "experts' and have them compare and rank projectsona
subjective basis. In practice thisis what frequently hgppenswhen the responsble steering committee
carries outthisfundion. The problem istha each individud usudly hasther own vested interest and
the outcome is not so much in the best interests of the organization as a whole, butareflection of who
has theloudest voice.

Perhgpsthe mog useful approach isto develop a set of criteria and weight each project by working
throughresponges to each criteriaand calculating a"bottom line' value

Tipson Step 4 BDSelect the Work (Selection)

Having evaluaed all of the necessary work and the credible oppotunities and initiatives, the next step is
to produce a shotter list of portfolio components from thework donein the previousSteps The
prioritization of thislist may amog be self evident, butnotalways. So, for each of the components
broughtforward, you should have the following information:

¥ A statement briefly describing the Strategic Plan as onebasis of reference

¥ List of evauaed components, assembled in categoriesif or where applicable

¥ A VauePropostion, Bugness Case or Project Charter (in the case of an on-going project),
doaumentation tha reflects thejudificationin terms of benefits, as well as cos time and risk
congderations
A vaue score for each component
Graphical representationswhere these hdp to clarify relative standings
Theresources required for each component
Recommendaionsresulting from the evaluaion Step and/or from the sponsring Client or
Cudomer
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As aresult of this Step youwill end up with alist of categorized, evaluated and selected portfolio
components, togeher with a set of recommenddionsfor subequent Steps

Secondary Selection criteria for screening

In asense, you have developed a"first cut’ selection basis for projects when you developed your
portfolio Categorizationin Step 1 earlier, and subequently when you worked throughthefollow-on
Stepsof Identification and Evaluaion. Tha isyoulooked at where you are, the projects tha you need to
implement to get to where you want to be and therespective needs of other clients tha you serve.

In the course of this process, we have emphasized tha projects for induson should be
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¥ Subjected to a screening or selection process that isformal and congstent

¥ Based onaviable VauePropostionfor small projects or Busness Case for mediumand large
projects

¥ All consstent with your organization'sstrategic direction, and/or your department's gods,
objectives and other identified criteria

The conaept of screening is shown graphically in Figure 4. Note tha a project, paticularly if mediumto
large could pass the Busness Case criteria but onfurther scoping and feasibility planning, it could still
beregected from actud implementation.
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Figure 4: The concept of project screening

However, at this paint, for purposes of focusng onthe short term, i.e. your next year's work, you may
now wish to establish a hierarchical selectionlist to hdp with the next step of prioritization. Tha is,
your work list will be submitted to your Steering Committee (or a sel ection committee made up of
fundiond department representatives) and to facilitate thar decisions your projects will be assembled
according to thefollowing hierarchical listing:

Government regulatory requirements

Need to satisfy public safety conaerns

Opeationd efficiency improvements

Environmental improvements or public relationsopportunity

New busness or econormic oppotunity

Projects tha are "morally right' but with benefits difficult to quantify

ok wnE

Thedistribution of resources across these groupswill be established in a subsequent Balanang Step
(Step 6). However, within each of these groupsyou can now select projects for congderation according

AEW Services, Vancouver, BC © 2007 Email: max_wideman@sfu.ca



Ten Steps to Comprehensive Project Portfolio Management Page 7 of 7

to your established criteria, or perhgps specific group criteria as appropriate, such as.
Cod/benefit andysis

Economic andysis

Cash flow or pay-back andysis

Finandal sengtivity to risk, or

Some other measure of bendfit such as contribution to corporate image, etc.
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Coming next

In Part 5 we will providetipson Steps5to 7.
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