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Ten Steps to Comprehensive Project Portfolio Management — Part 5
Tips on Steps 5 to 7
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.conv/0.0.0PortfolioStepHomepage htm

In this Part 5 we will cover:

Tips on Step 5 PPrioritize the Work (Prioritization)

Ranking the portfolio components

Resolving ranking issues

Tips on Step 6 DBalance and Optimize the Portfolio (Balandng)
Techniques tha hdp

Tips on Step 7 BDAuthorize the Work (Authorization)
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Tips on Step 5 — Prioritize the Work (Prioritization)
Key assumption

Portfolio management makes a key assumption tha there is more work, more projects, requested than
the organization can execute in the prevailing year because of its limited resources. So, duringthe
Selection process, some of theinitially proposed work was scaled back or cut altogeaher. However, often
that initial cutisnotnearly degp enoughto allow for al of theremaining work to fit within the available
funding and/or the capecity of the available resources.

ThePrioritization step is where you make the decisionstha will ultimately hdp deerminewha work
tha ges authorized. Even so, some of thework may still be cut during this process, thoughtha is nat
theprimary pumpo<. Rather, the primary pumpos isto make sure there is enoughinformation available
to condud a prioritization. After al theremainingwork is prioritized, and bdanced, the Authorization
process will allow you to control thework tha gets funded based on up-to-dae budge and resource
consderations

Theoretically, of coursg, if there was enoughfunding and resource capecity available, al of thework
tha comesinto the Prioritization step could be authorized. Neverthdess, progressive authorization
would still be necessary to level resource consumption throughoutthe year. The Prioritization process
provides thebasis for these decisons Remember also, that new and urgent initiatives may surface
during theyear that would preempt some other work lower on the priority list. Consequently some of the
lowest priority work will almog certainly not beauthorized in thecurrent year.

Ranking the portfolio components

Assuming tha there has been ageneral categorizationin Step 1, as described earlier, you can now
perform ranking of the categories and components within each categoty. If the gathering of potential
portfolio components has taken place at, say, a departmental level, but portfolio management takes place
at the next management level up, say, at thedivisiond level, then this Step 5 may be conduded twice.
That is, assembly and ranking will take place once at each level.

Ranking of portfolio components may be assignad according to some hierarchy such as.
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1. Mandatory. Youdo notneed to rank thiswork. It will all beauthorized, althoughyou may have
some discretion in how much funding you provide and when thework starts.

2. Business critical. This category of work mug also be performed; however, thereis much more
discretion in terms of scheduling, funding level and bdandng.

3. High priority. These projects are ranked in terms of value, urgency and alignment to your gods,
objectives and strategy.

4. Medium priority. Asfor high priority butat alower level.

5. Low priority. Everything else goes here. It islikely tha anythingin this category will notbe
funded.

Note tha in some companies, funding is authorized on a project basis and any project-allocated funding
not consumed in oneyear is carried over to the next. This approach to project finanang is much more
robug and auditable. From a resource planning perspective, it meanstha on-going projects have first
cal ontheavailable resources.

Who does the ranking?

Ostengbly, theranking is doneby theorganization's Steering Committee. Remember that this Steering
Committee is agroupof high-level clients and stakeholders who are responsble for providing portfolio
strategic guidance, prioritization and approvd of thework for the portfolio and then monitoring the
portfolio throughouttheyear. If new work comes up or if changes occur in the authorized workload, the
Steering Committee determines theimpact onthe portfolio and adjuds accordingly.

In practice, because thiswork is numbersintensve, it may be assigned to a suppoting committee, or it
may be doneby people in the PMO who will present their recommendaions

Resolving ranking issues

Ranking is fraughtwith difficulties, notbecause it is fundamentally difficult, but because of the
competing interests. There are anunber of ways to resolve project-ranking issues, especially when there
are multiple projects onasimilar level to condder and it isdifficult to keep all in mind at once.
Choosing from a lot of projects

Probably the simplest approach to choosng from amongal ot of portfolio componentsis to establish an

agreed hierarchy and mark every component accordingly. Y ou can see this explained here:
http://www.maxwideman.convissaconsiacl1004¢éindex.htm

Simple comparative matrix

Thenext smplest methodis to compare pairs of projectsin amatrix format. This can bedoneby an
individud, or in ateamwork session. The comparison of any two projects relies on the participants
persond knowledge obijectivity and soundjudgnent. Theresult is strictly quditative, butwith theright
people involved, thisis probably as goodas any.

Theapproach isasfollows:

1. Number the componentsfrom 1 to nin no paticular order
2. Compaethecomponetsin parsusngthechat shownin Figure 5
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3. Thewinne of each pair isflagged in thescoreline
4. Therankingfollows from thenumber of flagsin the score line

1
2
1 2
3 3
1 2 3
4 4 4
1 2 3 4
5 5 5 5
Item # 1 2 3 4 5
Item Score / I /] i
Sample
Scorin
ltemRank | 4 | 2 | 3 | 5 | 1 ng

It is easier to compare two at a time rather than all at once
Figure 5: Comparison Matrix Chart

Multiple Criteria Weighted Ranking

Where you have to take into accountmultiple rating criteriafor project ranking, you can develop a
spreadsheet alongthelines shown in Figure 6. Even then, you may need to invokethe Simple
Comparative Matrix described aboveto resolve competition between closely ranked projects within a
given criterion.

Proj Criticality Project Success Benefits
#
1-9 Rank | Prob Cost PxC | Rank | Prob Value | PxV | Rank | Score | Priority

A 7 2 80% $1M 0.8 4 50% $20M | 10 5 3.7 4=

B 4 3 65% $2.5M 1.6 2 75% $40M | 30 1 2 1

C 2 4 70% $500K | 0.35 | 5 95% $20M | 19 2 3.7 4=

D 9 1 45% $3M 135 | 3 40% $30M | 12 4 2.7 2

E 1 5 90% $7M 6.3 1 25% $70M | 18 3 3 3

Note: Projects A and C score equdly, and since they are low onthelist may have to beresolved
subjectively.

Figure 6: Ranking projects using multiple criteria
Tips on Step 6 — Balance and Optimize the Portfolio (Balancing)
Balanang your portfolio of componentsis an essential step in the project portfolio management
responsbility. Portfolio Balandng is the process of organizingthe prioritized componentsinto a

componat mix that has thebest potential for collectively suppoting and achieving your organization's

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



Ten Steps to Comprehensive Project Portfolio Management Page 4 of 6

strategic godsin terms of the bendfitsto bederived. It means establishing Balance Points tha require
Executive decisionson the allocation of resources, finanda or otherwise, between competing demands
within a portfolio, such as between Operations Projects, Other Work, and so on. It may even mean
establishing a bdance between compeing internd "political” demands The Balance Points may be set
in terms of actud dollar amounts, but more usudly are set in terms of percentages. However that may
be when you are first starting portfolio management you may need to keep two particular Balance
Pointsin mind.

Long Term (Desired) Balance

Being able to bdance your portfolio requires tha you defineyour bdandng categories as well as your
optimum Balance Points. Theresults of this definition process give you a sense for wha your future
state lookslike. Thisisyourdesired state and reflects many of your departmental values. For example, if
you decideto keep highrisk projectsto less than 10% of your portfolio, it would give a sense tha your
depatment isrisk averse. Keep in mind tha this balance represents your desired state. Y oumay have to
make compromises in any given year tha will keep you from your optimum state (see bd ow). However,
you can make these compromises ddiberately and with prope forethoughtas to the consequences,
rathe than thoughtiessy and by accident.

Short Term Balance

Thefact is, youmay notbeable to achieve your optimum Balance Points in thefirst year or in any given
year. For example, imaginetha a company would ideally like to bdance 50% of thar fundngin "Grow
theBudness' typework. In 1999 however, they foundtha they needed to spend an unusud percentage
of thar available budge onthe YR2K problem. Thiswork fitsin the"Suppot the Busness' category.
This should not alter thar longe-term plan for 50% in the"Grow the Busness' category. However, they
did need to make an exception for oneyear.

Optimizing

At this paint, you have your prioritized list of work for the portfolio, as well as guidance onyour
available funding. If the available funding will cover all of the proposd work, youwill bein the
enviable postion of moving forward withoutfurther portfolio adjusment. Unfortunately, thisisrarely
the case. On the othe hand, if you did not need to bdance the portfolio, the process would be as simple
as cutting back thework based on priorities until the remaining work fits within theavailable budgé.

Optimizing the partfolio means making some find adjusgments and/or cuts such tha the combination of
projects and other work gives rise to the maximum benefits to the organization given theresources and
fundsavailable. So, thecombinaion of cutting the proposed work requests and bdandng and
optimizing the portfolio will take moretime. It may also take afew iterations as cutting back in one
areamay free up funding tha will allow you to re-authorize work tha was previoudy cut elsewhere.

Integrity of data
Overall, thisbdandngand optimizingis no easy task. It can bevery subjective depending onthe
amountand qudity of thedata available. Bear in mind tha in mog cases you are dealingwith Vaue

Propostionsand Busness Cases providing judification and high-level estimates of cogs and benefits
for purposes of comparing projects and other work. All of these tend to be subjective to a greater or
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lesser degree, and perhgps exaggeaated either ddiberately or subansioudy. After all, who would not
want to putthe best possible face on ther pet project?

Often, it is not so much because of the complexity involved but because of thedifficulty in reaching
agreement between self-interested parties. Obvioudy, it is easier to reach agreement if the processis
logical and makes sense. However, whether or nat it actudly makes sense is very dependent uponthe
integrity of tha data. The best way to look at this last part isto stand back and, having arrived at a
condusgon, ask thequestion: "Does wha we've ended up with really make sen?"

In thelast andysis, it may beup to the Executive to make somewha arbitrary decisions Neverthdess, if
theprocessis, for themog part, logical and reasonable, it will beeasier to get buy in fromthe people
down thelinewhowill actudly dothework.

Techniques that help

Graphical representationsof varioustypes are very effective in presenting theresults of portfolio
andyses making it easier for Executive management to reach decisions Such chartsindudeX-Y charts,
bubbk charts, pie charts and histograms for example. If the charts are presented in color, even more data
can beindicated as, for ingance, the respective shares between competing busness units. Microsoft
Excel provides an easy way to create dozens of different types of chart display automatically from
nunmerical daa

Bubble charts appear to be paticularly popukr for presenting portfolio data because it displays a set of
numerical values as circles. Thisis especially useful for data sets with dozensto hundedsof values, or
when thevalues differ by several orders of magnitudes, as is often the case in comparing projectsin a
portfolio.

Probability andysis similarly indudes a variety of approaches such as Decision Trees, Flowcharts,
Monte Carlo Simulationsand so on. Here, partfolio components are assessed usng success and failure
probabilities for such variables as estimated cog, projected benefits and so on. Probability andysisis
paticularly relevant in examining relative project risks and is used extensvely in project risk
management.

Quantitative andysis typically involves the use of spreadsheets for comparing thefactors of interest such
as resource requirements, or cash flow, spread over the planning horizon, usudly thefiscal year. In
Scenaio Andysistheideaisto draw up arangeof portfolio component collectionsof different projects
and other work, both ongoing and new, for Executive congderation. Theintentisto examinethe
impacts of each and to select tha collection tha appears to bethe mog favorable to the organization as a
whole.

Tips on Step 7 — Authorize the Work (Authorization)

This paticular process needsto be cugomized for each organization based on how youre funding
process works. In some project-oriented organizationsinvolving large projects, approvd of the project
automatically meansapprovd of the necessary funding. However, in other organizationsatightrein
mug be maintained over the organization'scash flow and so a processisin place for separate release of
funding for projects and other work as theyear progresses.
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In thiscase, it islikely tha thefunding requests need to beinduded in your overall annud Busness
Plan. Theplan will cover other thingssuch as your gods, objectives, strategy, capabilities, etc., butitis
unlikely tha youwill berequired to attach Value Propostionsand Busness Cases to the plan. The
funding requests may jug bein terms of the major work categories and perhgpsthemajor projects.
Much of this information can be gahered from Step 2 Bldentification.

Actud authorization meanstha work has been approved by the Steering Committee and the managers
tha submitted the origind requests are all notified accordingly. In mog cases, work will be authorized
pretty much asit was requested. In other cases, work may bereleased on areduced basis. Either way, it
isessential that the Steering Committee proactively communicate the fundng situation so tha managers
can managethear work accordingly.

Coming next

In Part 6 we will providetipson Steps8 & 9.
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