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Abstract

Driving sustainability, optimising return on investments and cultivating a competitive market

advantage, are imperative for organisational success and growth. In order to achieve the

business objectives and value proposition, effective management strategies must be efficiently
implemented, monitored and controlled. Failure to do so ultimately result in; financial loss due to
increased capital and operational expenditure, schedule slippages, substandard delivery on
quality and depreciation of market share. This research paper investigates and discusses
management strategies with the focus on integration of effective portfolio management, efficient
system development life cycles and optimal project control to ultimately drive organisational
sustainability and growth. With the aid of this research, optimal decisions on
project/organisational venture selection can be made. Furthermore, integrating portfolio
management strategies with system development life cycles and optimal project control
strategies, will optimise an organisational portfolio and enhance the probability of project and

organisational success.
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1. Introduction

1.1. Introduction and Context

In the competitive market environment that we live in, organisations strive to be at the
forefront of continuous technology advancement and innovation. Driving innovation and
sustainability, in most organisations, is usually accomplished by successful execution of
projects and efficient delivery of services/products of the highest quality. Due to the current
volatile economy, sustainability has become crucial for organisations across all sectors. It is
imperative that organisations perform well over time and not just in short term interims,

hence the drive towards organisational sustainability (Miller, McCartney January 2010).

Sustainability has become a major component in organisational success, yielding benefits
which include; lower capital and operational expenditure, greater efficiencies, improved
customer and stakeholder satisfaction and greater competitive advantage (Project
Management Institute Inc. 2011). Based on research conducted by Accenture, 93% of
CEOQO’s see sustainability as important to their company’s future success (Lacy, Cooper et al.
2010). In order to achieve this, it is imperative that effective management strategies

coupled with strong technical expertise and effective project controls is applied.

There are various management fields discussed in business management literature, and
common to all, is a field called portfolio management. Portfolio management as defined in
the PMI Standard for Portfolio Management is, “The centralized management of one or
more portfolios, which includes identifying, prioritizing, authorizing, managing, and
controlling projects, programs, and other related work, to achieve specific strategic business

objectives” (Project Management Institute 2006). Too often, organisations execute projects

that are not in line with; the business objectives / strategies, customer needs and market

requirements, resulting in, and not limited to; increased capital costs, decreased ROI,
decreased market share and a weakened competitive edge (Kilford, Cansoti.com
2008),(Thornton 2013).

As was stated in a research paper by OGC (Office of Government Commerce), “In times of
rapid change, budgetary constraints and high risk, it is shocking that some organisations
continue to waste effort and resources by delivering the wrong Programmes and Projects”

(Kilford, Cansoti.com 2008) Benefits of effective portfolio management have been discussed

Chapter 1: Introduction 1|Page
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in various project management articles and studies. One such article was a study conducted
by the Project Management Institute, which found that organizations that described
themselves as highly effective in portfolio management increased the average number of
projects meeting or exceeding their forecasted ROI by nearly 30% compared to those that
described themselves as minimally effective. Hence it is imperative that the
projects/programmes that optimally achieved organisational objectives and strategies are
executed. The goal should always be to maximize the return on all projects in the portfolio

(Portfolio Management Institute 2012).

Implementation of efficient system development life cycle models, as well as effective
project control strategies is imperative for the support and realisation of organisational
objectives and targets. Integrating system development life cycles and project control
strategies with portfolio management will optimise the organisational portfolio, enhance the

probability of project success and drive organisational sustainability.

Portfolio management, efficient system development life cycles and optimal project control

strategies play a crucial role in achieving organisational objectives and driving sustainability

(Miller, McCartney January 2010),(Bender RBT Inc. 2003),(Gilb 2005), as it integrates

engineering and management skills with organisational strategic management, to provide

the tools and strategies required for management and execution of organisational ventures.

Chapter 1: Introduction
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1.2. Defining Research Problem

Defining management focus points and strategies in any organisation is of vital importance,
as it provides organisational direction and organisational venture execution governance
(Meredith, Mantel 2012). Hence, management tools and techniques much be effectively and

efficiently implemented in order to drive organisational sustainability.

In times of budgetary constraints, volatile economy and risk, companies continue to
implement projects which are not in line with the organisational mission/strategy, resulting in
financial losses, ineffective utilisation of resources and decrease in market share.(Kilford,
Cansoti.com 2008),(Thornton 2013),(Ernst & Young 2012). Furthermore, poor project
management, in terms of poor selection of projects execution methodologies, ineffective
front end loading and inefficient project controls, have seen a multitude of organisational
venture failures (Gilb 2005),(Bhunu 2007),(Attarzadeh, Hock Ow 2008). Cost overruns,
schedule slippages and substandard delivery on quality are some of the consequences of

ineffective project management (Attarzadeh, Hock Ow 2008).

The reason as to why organisations execute projects which are not in line with the
organisational objectives is due to the fact that portfolio management is a relatively new
field, and current best practices are unknown / followed incorrectly (Wideman 2007),(Pinto
2010). In fact, the first standard for portfolio management was developed by the Project
Management Institute in 2006. Furthermore, due to the relative newness of portfolio
management, there is a lack of awareness of portfolio management and the various
strategies and processes thereof. Synthesis of various portfolio management processes,
from organisations as well as the PMI standard for portfolio management, highlights the fact
that, project execution methodology and lessons learnt are not incorporated in the early
phases of the portfolio management process (Project Management Institute 2006),(Ernst &
Young 2012),(Wideman 2007).

Based on personal experience of the researcher, being in a project driven environment, and
supported by a paper written by Dr. Solomon Bhunu, “A closer look at project life cycles”, it
could be seen that once projects are selected (during the selection process in the portfolio
management process), a standard system development life cycle (SDLC) is assumed. For
some projects, the standard SDLC, may not be the optimal choice for the specific project,

and could result in incorrect budget estimates, wrong techniques being applied and

Chapter 1: Introduction 3|Page
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inappropriate assumptions being made (Bhunu 2007). Hence, understanding the various
commonly utilised SDLC’s will be beneficial to the organisation, as optimal section of system
development life cycles will aid in cultivating a competitive market advantage, by ensuring
that products are released quickly to the market, while ensuring optimal reliability and
quality. Furthermore, based on personal experience of the researcher, and further supported

papers written by Iman Attarzadeh and Siew Hock Ow “Project Management Practices: The

Criteria for Success or Failure” and R. Mudau, L. Pretorius “Project Control and Risk

Management for Project Success”, it could be seen that, due to the poor focus on project
controls throughout the SDLC, there has been many projects which have been executed

over budget and beyond schedule.

Identifying projects that are in line with the strategic business objectives, incorporating best
practices, SDLC and critical control points (based on SDLC selected) for projects into early
phases of the portfolio management process, will ultimately result in, enhanced project

prioritisation, selection and execution, driving organisation growth and sustainability.
Based on the research problems discussed above, the questions this mini dissertation sets

out to answer needs to be determined. The research questions are presented in the next

section.

Chapter 1: Introduction
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1.3.Research Question

Based on the research problem discussed in Section 1.2, this mini dissertation is structured

with the aim of answering the following two questions.

o What are current best practices, and commonly used methods for; Portfolio
Management, SDLC and Project Controls?
e What are commonly used models / methods for portfolio management and
SDLC'’s, and critical project controls points?
Is there a standard process for portfolio management?
How does ineffective portfolio and project management affect project and

organisational performance?

e Can the project portfolio management process be optimised, so as to create an

enhanced prioritised and selected basket of projects?

o Optimised meaning, that best practices (from PMI, and other literature) and

commonly used methods, (financial, scoring, bubble diagrams) are
incorporated into the portfolio management process, resulting in a selected

basket of projects with their corresponding SDLC and project control points.

The questions the research aims to answer have been discussed above. In the next section,

the research objectives will be presented.

Chapter 1: Introduction
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1.4. Research Objectives

A graphical representation of the research objectives can be seen in Figure 1 below.

This mini dissertation attempts to highlight the best practices and commonly used methods

of; portfolio management, system development life cycles, and project controls.

The research will be broken up into three sectors; portfolio management, system
development life cycles and project controls. Each of these topics will be researched using
the methods described in Chapter 1.5. These three sectors will then be interlinked to provide

an integrated portfolio management solution.

With the aid of this research, best practices and commonly used methods for portfolio
management will be known, enhancing the probability of portfolio management success in
an organisation. Furthermore, including the element of SDLC’s and project controls into the
portfolio management process, will result in a basket of selected project, complete with an
optimal execution strategy, in terms of SDLC’s and control point, creating an optimised

organisational portfolio.

|
Interlink portfolio

management, SDLC and
project controls to form an
integrated portfolio

Identify and discuss various
commonly used models for
portfolio management,

SDLC's and project controls .
- management solution

Highlight best practices for
portfolio management,
SDLC's and project controls

o

;

Based on the research objectives presented above, a brief overview of portfolio

Figure 1: Research Objectives Flow Diagram

management, system development life cycles and project controls is presented in the next

section.

Chapter 1: Introduction
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1.5. Brief Overview and Concepts

1.5.1. Portfolio Management

Portfolio management as defined in the PMI Standard for Portfolio Management is, “The
centralized management of one or more portfolios, which includes identifying,
prioritizing, authorizing, managing, and controlling projects, programs, and other related
work, to achieve specific strategic business objectives” (Project Management Institute
2006). The portfolio management process, as is discussed in the PMI Standard for
Portfolio Management can be seen in Figure 2 below. This process will be discussed in
Chapter 2. Organisations like; The Office of Government Commerce, Project
Management Institute, Product Development Institute and Collegiate Project Services
are some of many organisations which specify tools, techniques, benefits and
implementation models (financial methods, business strategy approach, bubble
diagrams, scoring models, check lists etc.) required for successful portfolio
management. However, integration of SDLC’s and project control strategies is omitted.

This shortfall can also be seen in many articles on portfolio management strategies.

[ Pretiola Management Pracessss ]

5 ic Planni - s i
[ ”ﬁﬂf,mné."?ﬂgﬁg?m Aligning Process Group ] [ M%ﬂmgﬁ?ml 2 ]{ Component Processes ]

Current

Strategic Plan I Po——
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Figure 2: Portfolio Management Process (Project Management Institute 2006)
If the portfolio management process, show in Figure 2, is analysed, it can be seen that
the strategy utilised to execute the organisational venture is not discussed. A system
development life cycle, that is most appropriate to the project scope and objectives

should be selected. Selection of the incorrect SDLC may result in incorrect budget

Chapter 1: Introduction 7|Page
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estimates, wrong techniques being applied and inappropriate assumptions being made
(Bhunu 2007). Hence, the optimal SDLC per project should be selected. The next
section provides a brief introduction to SDLC’s, which will be discussed further in
Chapter 3.

1.5.2. System Development Life Cycles

Organisations usually execute projects according to a project life cycle model. These
models generally have different project phases, with each phase having specific
outcomes/deliverables (Bhunu 2007). Various life cycle models exist for project

execution, some of which include, the Water Fall, Incremental, Spiral and Rapid

Application Development models (Bhunu 2007). For example, a waterfall project

execution model can be seen in Figure 3 below. The waterfall execution model
comprises of various phases with specific stage gate requirements. Progression to the
next phase is only permitted once the previous phase has been completed and the gate

requirements are met.

Concept Definition
_—

Requirements
Analysis

—
General Design
——
Detail Design

_

Development
—_—

Testing and
Implementation

Figure 3: Water Fall Project Life Cycle Model (Bhunu 2007)

The model identified above is utilized once a project has been selected for execution.

However, as was stated above, selection of the incorrect SDLC has adverse effects on

Chapter 1: Introduction 8|Page
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project planning and execution. Hence, it is imperative that the SDLC that is most
appropriate, based on the objectives and scope of the project, is selected. Once the
SDLC for a project has been selected, optimal project controls, based on the selected
SDLC, is required to prevent adverse effects such as; cost over-run, schedule slippages
and substandard delivery on quality (Mudau, Pretorius 2009). Hence, understanding the
critical project control points is imperative. In a portfolio management environment,
incorporating SDLC'’s, with effective project control points, into the portfolio management
process, will result in an optimised basket of selected projects. A brief overview of

project controls is discussed in the next section, and is further expanded in Chapter 3.

1.5.3. Project Controls Strategies

Increased capital and operational expenditure, schedule slippages and quality issues are
all consequences of poor project controls (Mudau, Pretorius 2009). In order to effectively
manage organisational ventures, it helps to understand the typical lifecycle of a project
and how it applies to the specific project (BIS (Department for Business Innovation and
Skills) November 2010). Figure 4 below shows some of the critical control points that
must be effectively managed during the execution of a project. Organisations like;
Project Management Institute, Department for Business, Innovation and Skills, as well as
articles on project controls and the PMBOK, identify and discuss various control points
for effective control of projects. Identifying control points, based on the SDLC, and
integrating these control points into portfolio management processes, will provide a

holistic approach to selection and execution of organisational ventures.

N

PERFORMANCE
MEASUREMENT
BASELINE

l PROJECT

BUDGETING

CONTROLS
SYSTEM

SCHEDULING

Figure 4: Typical Project Controls System (Erickson 2013)
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1.6. Research Process Strategy

The research process defines the strategic approach undertaken to systematically achieve
the purpose and objectives of the research. Figure 5 below shows a modified research
process strategy based on a research process discussed in Business Research Methods by

Donald R. Cooper and Pamela S. Schindler.

Define the research problem/question J
Write the research proposal J

l

Develop the research design J

l

Collect Data J

l . l l

White Papers J Articles J Journal J Books J Case Study J

\ 4

Select procedure and analyse data J

Research Reporting J

Organisational Strategic Decisions J

Figure 5: Research Process Strategy (Cooper, Schindler 2008)

Chapter 1: Introduction
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1.6.1. Define the Research Problem/Question

The need for information/research is often born through problem identification which in
turn gives rise to the research problem (Admadi, Simmering 2014). The research
problem clearly defines the background and aim of the research. This may be seen in
Section 1.3 and 1.4.

1.6.2. Write the Research Proposal

The research proposal highlights and discusses the background into the research as
well as a clearly defined research problem. Once the research problem and objectives
are defined, the procedures that will be followed in order to achieve the research
objectives are discussed, with the aim of providing the reader with a clear heading and
structure for the research. The research proposal, which highlighted the; research aim,
research approach strategy, literature review and research planning, was submitted and

approved for the research at hand.

1.6.3. Develop the Research Design

Once the research proposal has been accepted, the research design may be developed.
The research design highlights the execution plan for conducting the research (Admadi,
Simmering 2014). For the current research, a non-experimental approach was selected.
This approach relies on analysis of existing literature and studies with the aim of
synthesizing findings into a beneficially enhanced outcome. Furthermore, two case
studies from various organisations will be presented. Based on the research questions
and objectives, a qualitative approach was seen as the best way to conduct the

research, hence the research strategy shown in Figure 5.

1.6.4. Collect Data

Data collection refers to the collection of material / data which will aid in achieving the
research objectives. White papers, articles, journals, text books and case studies, from
academic sources (e.g. IEEExplore), engineering based organisations, project and
product development and management organisations and financial organisations, are

some of the methods / instruments identified for collection of data, as these will provide

the necessary information required to answer the research questions.

Chapter 1: Introduction
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1.6.5. Select Procedure and Analyse Data

Once the data is collected, a suitable procedure for data analysis is selected. Based on
the research design, a qualitative approach strategy for data analysis has been selected.
Data from various sources will be, scrutinized, summarized, and documented such that

the findings will aid in the realization of the research objectives.

1.6.6. Research Reporting
The findings and results of the data analysis process are documented in the report with
the intent of providing answers to the research problems. Furthermore, the discussion of

achievement of the research objectives is discussed in the final research report.

1.6.7. Organisational Strategic Decisions
Based on the outcomes of the research, enhanced strategic decisions can be made,

yielding benefits to the parent organization.

1.7. Research Overview
There are five (5) chapters in this mini dissertation. These chapters are briefly discussed

below.

Chapter 2: Portfolio Management

Chapter two of the mini dissertation will introduce the concept of the first strategic
management field, portfolio management. A brief background, followed by the needs for,
and benefits of, effective portfolio management will be discussed. The various models, best
practices and strategies for effective portfolio will be identified, documented and discussed

in chapter two.

Chapter 3: System Development Life Cycle (SDLC) and Project Controls

In order to strategically and structurally execute and manage organizational projects /

ventures, a system development life cycle with effective project control points must be
implemented. Various SDLC’s along with critical control points will be identified and

discussed in chapter three of the mini dissertation.

Chapter 1: Introduction
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Chapter 4: Research Process Overview

In chapter four of this mini dissertation, the research process overview will be discussed,
providing input into the types of research methodologies that will be used in this mini
dissertation. Furthermore, the process that will be followed for the research methodology will
be highlighted.

Chapter 5: Findings and Integration Analysis

In chapter five, the research topics and case studies are analysed and the information is

synthesized into an integrated management strategy for portfolio management.

Chapter 6: Conclusions and Recommendations

The mini dissertation will be concluded in chapter six, providing an overview of the;
background into the research, research problem and research objectives. Furthermore, the
realization of the research objectives and answers to the research questions will be
highlighted in chapter six. Recommendations based on the research outcomes will be

provided in chapter six with the intention of driving continuous improvement.
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1.8. Conclusion

In the current competitive market environment, coupled with the volatile economy, the
implementation of a management strategy, aimed at driving sustainability, optimising return
on investments, enhancing customer and stakeholder satisfaction and cultivating a
competitive market advantage, is imperative for organisation growth and sustainability
(Miller, McCartney January 2010),(David 2011). Effective management strategies must be
efficiently implemented, monitored and controlled. Failure to implement, monitor and control
effective management strategies ultimately result in; financial loss due to increased capital
and operational expenditure, schedule slippages, substandard delivery on quality and

depreciation of market share (Mudau, Pretorius 2009),(Thornton 2013).

Implementation of a management strategy which aims to; identify projects which are in line
with the strategic business objectives, highlight appropriate system development life cycles
and specify effective project control points within the execution model, will ultimately result in
successful execution of organisational ventures / projects, optimised return on investment,

market share growth and ultimately, organisational sustainability.

This mini dissertation attempts to highlight the importance of, and best practices for, portfolio

management, system development life cycles and project controls. Furthermore, in this mini
dissertation, various strategies for portfolio management will be discussed, along with
various system development life cycles and project control strategies to drive organisational
portfolio optimisation and ultimately, organisational sustainability. The research will be
broken up into three sectors; portfolio management, system development life cycles and
project controls. Each of these topics will be researched using the methods described in
Section 1.5. These three fields will then be interlinked to provide an integrated portfolio

management solution.

In the next chapter, an introduction into portfolio management along with the various

portfolio management strategies will be identified and discussed.
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2. Portfolio Management

2.1. Introduction to Portfolio Management

In today’s growing international and domestic competitive environment, volatile economy,
budgetary constraints and shrinking experienced workforce, optimal investment decisions
coupled with, alignment of business strategies/objectives and effective project execution
plans, are paramount in driving organisational success and sustainability (Walls 2004).
Achievement of business objectives and driving innovation is usually accomplished by
successful execution of projects/organisational ventures and efficient delivery of
services/products of the highest quality. However, organisations continue to deliver projects
which are not in line with the business strategy, ultimately resulting in decreased return on
investments, ineffective utilisation of resources, increased capital expenditure and
diminished organisational growth. This was further stated in a research paper by the Office
of Government Commerce (OGC), “In times of rapid change, budgetary constraints and high
risk, it is shocking that some organisations continue to waste effort and resources by
delivering the wrong Programmes and Projects” (Kilford, Cansoti.com 2008). In order to
drive optimal project/organizational venture selection while simultaneously ensuring
alignment to corporate strategies / objectives, effective management strategies must be
efficiently executed. One such field in management aimed at achieving this, is a field called
portfolio management. In order to fully understand the definition of portfolio management, a

project, program and portfolio needs to be clearly defined.

A project is a temporary endeavour undertaken to create a unique product or service
(Duncan, Director of Standards 1996), in which, temporary implies that the project has a
defined life cycle. Hence a project has a defined duration with a specified start and
completion date. A program, as defined in the PMI Standard for Portfolio Management is, “A
group of projects managed in a coordinated way to obtain benefits not available from
managing them individually” (Project Management Institute 2006). A collection of programs
and projects is defined as the organisational portfolio, of which are effectively managed and
coordinated such that the business strategy and objectives are supported and benefits to

the parent organisation are realised.

Portfolio management as defined in the PMI Standard for Portfolio Management is, “The

centralized management of one or more portfolios, which includes identifying, prioritizing,
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authorizing, managing, and controlling projects, programs, and other related work, to

achieve specific strategic business objectives” (Project Management Institute 2006).

Organisations are fast understanding the importance of integrating effective portfolio
management strategies into the overall business strategy. A study conducted by Product
Development Institute Inc., highlighted the importance of portfolio management. Some of the
reasons include; maximizing returns on investment, create and maintain a competitive
advantage, effectively manage resource allocation, create alignment with business
strategies, achieve organisational balance and focus and enhance organisational
communication. These are inherent properties of executing portfolio management strategies
effectively. However, there are four main goals of portfolio management, which are centered

on organisations.

The goals discussed above, coupled with the benefits realized from effective portfolio
management are discussed in the next section of this mini dissertation. Furthermore, in
Section 2.3, various lifecycles / processes for portfolio management are identified and
discussed. Section 2.4 focuses on the various portfolio optimisation and management
techniques. These techniques include; financial, scoring, bubble diagrams and various other
implementation models. To emphasize the usage of these models in various organisations,

the popularity of each model is discussed in Section 2.5 of this mini dissertation, followed by

the challenges experienced with execution of portfolio management strategies. This is

discussed in Section 2.6. This chapter is then concluded, providing a summary and

discussion of the findings in this chapter.
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2.2. Goals and Benefits of Effective Portfolio Management

Organisations, which execute their business objectives by means of implementation of
projects/ventures, aim to achieve a specific measurable outcome once the objective of the
project/venture has been achieved. However, too often, the reason as to why the project or
organisational venture was pursued is not clearly defined or strategized (Meredith, Mantel
2012). Understanding the rationale or goal behind any project / organisational venture is
imperative, as it provides the basis for organisational portfolio optimisation. Portfolio
management strategies may be subdivided into four main high level organisational goals.

These goals may be seen in Figure 6 below.

Maximise Value

Create Balance

Strategic Direction

Right Number of Projects

Figure 6: Four Goals of Portfolio Management (Cooper, Edgett
et al. 2000)

2.2.1. Maximise Value

One of the main goals in many organisations, as was highlight in a study conducted by
the Project Management Institute, was the goal of maximizing value. This was further
explained in terms of effective and efficient allocation and ulitisation of resources in order
to maximize return on investments, yield long term profitabilty and enhance
sustainability (Cooper, Edgett et al. 2000). Furthermore, inherent results of the goal of
maximization of value are; enhanced customer and stakeholder satisfaction, improved

market position and improved competitive advantage.

2.2.2. Create Balance
In order to ensure satisfaction of market demands and organizational portfolio diversity,
a balance of projects / organizational ventures must be attained. This further improves

organizational competitiveness and market position. Parameters for balancing of
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organizational portfolios include, and are not limited to; long term projects verse short
term projects, high risk and low risk, market diversification, different technologies, project
types etc. As is stated in the Portfolio Management Guide by The Office of Government
Commerce, “A balanced portfolio is the mix that has the greatest potential to collectively
achieve the organisation’s strategic objectives within the constraints of resources, time
and risk” (Kilford, Cansoti.com 2008)

2.2.3. Strategic Direction

Organisations are established with the aim of providing specific objectives/services.
Strategies are developed in order to achieve the organizational objectives/goals.
Projects serve as the primary response to achieving business objectives which ultimately
result in an improved competitive edge (Antonio, Madelena 2009). The goal of strategic
direction is to ensure that above all else, the organizational portfolio is truly aligned with

the business objectives and strategy.

2.2.4. Right Number of Projects
As was identified in a study conducted by Ernst & Young (Strategy deployment through

portfolio management), organisations implement too many “must have” projects even

though resources are limited. The consequence of doing this is; ineffective utilisation of

resources, expenditure growth due to opportunity costs, poor / delayed delivery of
services to the market and failure to achieve business objectives. Hence, it is imperative

that the right number of projects is selected in order to prevent adverse consequences.

The above four goals are seen as the basis high level organisational goals when it comes to
strategic management of portfolios. Juxtaposed to the four goals, are various techniques /
models, for achieving the specific goal. These models / techniques will be explained in

further detail in section 2.4.

Various benefits of effective portfolio management are highlighted in the goals discussed
above. There are further benefits highlighted in many portfolio management and project
management surveys and studies. A summary of the benefits of portfolio management, as

was synthesised from various studies, may be seen in Figure 7.
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Improved ROI

Cost Reduction

Revenue Growth

Customer Satisfaction

Effective Resource Allocation

Innovation

Employee Satisfaction

Improved Market Position

Sustainability

SENEFTS

Improved Competative Edge

Regulatory Compliance

Effective Implementation of Projects and
Programmes

Enhanced Organisational Governance

AVAVAVAVAVAVAVAVAVAVAVAVAVS

Figure 7: Benefits of Effective Portfolio Management (Cooper, Edgett et al. 2000, Kilford, Cansoti.com 2008)

As was stated above, benefits of effective portfolio management have been discussed in
various project and portfolio management articles and studies. One such article was a study,
that justifies some of the benefits discussed in Figure 7, was conducted by the Project
Management Institute, which found that organizations that described themselves as highly
effective in portfolio management increased the average number of projects meeting or
exceeding their forecasted ROI by nearly 30% compared to those that described themselves
as minimally effective. Another such study was conducted by PM Solutions (The State of
Project Portfolio Management 2013), which found that organisations which implemented a
portfolio management process, improved return on investments of projects by a minimum of

25%. Furthermore, customer and stakeholder satisfaction was enhanced, and resources

were more efficiently utilised.

It may be seen that based on the studies conducted by various institutes and the benefits
generated, effective portfolio management plays a pivotal role in achieving organizational

objectives and strategy, and ultimately driving organizational sustainability. Seeing as the
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benefits and goals of portfolio management have been clearly identified, an efficient

structured approach to executing portfolio management is required.

2.3. The Portfolio Management Process

In order to achieve effective portfolio management within an organisation, the development
of a portfolio management execution model is required, providing a structured approach to
realisation of portfolio management goals (Cooper, Edgett et al. 2001),(Project Management
Institute 2006). Implementation of portfolio management strategies in line with an execution
model further provides a means of control and governance throughout the process, hence
enhancing the probability of success. There are a number of execution models / processes
for portfolio management discussed in various strategic and project management literatures,
however, each organisation will have a process / execution model tailor made for the
specific business, culture and size (Ernst & Young 2012). Below are typical portfolio
management processes, as was identified in various strategic and project management

literature.

FOCUS

(Strategic
Planning)
F 3

SELECT

(Portfolio
Management)

T MANAGE
(Project
Management)

Figure 8: High Level Portfolio Management Process (Hughes, Collegiate Project Services 2007)

Figure 8 above shows a typical high level portfolio management process. This was
discussed in a paper, Successful Portfolio Management by Collegiate Project Services. The
first step identified was strategic focus. This entails development of organisational strategic
plans and refinement / alignment of organisational objectives. The second step of the
process is the physical management of organisational portfolios. Projects are evaluated
using an applicable model and projects providing the most value are selected. The final high
level step is management, management of the process and driving continuous improvement

interventions (Hughes, Collegiate Project Services 2007).
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Categorization
and
Identification

Evaluation Prioritzation
and and
Selection Balancing

Authorization
and
Activation

Reporting Benefits
+ +
Review Change

Prepare

Plan

Execute

Harvest

Figure 9: Portfolio Management Process (Wideman 2007)

Figure 9 shows a portfolio management process developed by AEW Services. It can be
seen that the model consists of four high level processes, which are broken down onto
further detail. The first step is to prepare, with the focus being on categorization and
identification. This step entails identification of organisational strategies and objectives and
categorizing of organisational ventures. The next step according to the process is planning,
with the focus being on evaluation and selection, and prioritizing and balancing. In this step,
organisational portfolios are evaluated and projects which provide the maximum value are

implemented. The third step is executing the initiative. Projects which were selected are

formally activated. The final step of the process is the harvest phase, where the strategies

developed for the process and project are reviewed and continuous improvement strategies
are implemented (Wideman 2007).

ey
project
concepts

i oirmg
" projects

Projects not
requiring formal
evaluation

Screen
projects

Discretionary
projects

handated
projects

Project proponents submit completed
project proposal templates

v

PMO pricritizes projects, makes
go/no-go/hold recommendations

)

Executive committes reviewws/approves
recommended project portfolio

v

PMO sequences and authorizes projects
to fit critical resource contraints

v

PMO monitors project
perfarmance, refines portfolio

Figure 10: Typical Portfolio Management Process (Merkhofer 2002)
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Lee Merkhofer Consulting is a company which specialises in providing project portfolio
management strategies and guidelines for effective portfolio management. Figure 10
represents one of the portfolio management process prescribed by the company. The

process is described clearly in Figure 10, hence requiring no further explanation.

A study conducted by Ernst & Young “Strategy deployment through portfolio management”
synthesises findings from various portfolio management processes (currently utilised in
various organisations) into key steps required for effective portfolio management, hence it
will be beneficial to analyse the outcomes of this study. The key steps can be seen in Figure

11 below.

Materialisation of Strategy into
Initiatives

Projects and Programs
Identification

Portfolio Optimisation

Portfolio Apporval

-
Ve
Vs
<

Risk and Remediation Strategies

Figure 11: Key Steps in the Portfolio Management Process (Ernst & Young 2012)

The first step of the process shown in Figure 11, involves aligning organisational initiatives
to the business objectives and strategy. These initiatives are normally projects and
programs, and are vehicles for materialization of organisational objectives. Hence it is
imperative to ensure that these initiatives support the organisational objectives and strategy.
The various initiatives, which were identified for achievement of the organisational
objectives, are then translated into projects or programs. These projects / programs are
further defined in terms of scope and a high level business plan. As was highlighted in the
study by Ernst & Young, risk plays an important factor in this step, followed by a properly
defined scope. Too often, these factors are omitted in the portfolio management process,

resulting in organisational initiative failure.
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The third step entails optimization of organisational portfolios with the aid of various portfolio
management models and proper facilitation. Various models exist to support portfolio
optimization and these models will be discussed in section 2.4 of this mini dissertation.
Based on the organisations evaluation factors, projects and programs may be stopped,
initiated, accelerated and decelerated at this point, hence optimizing organisational value
and sustainability. Based on the organisational framework, the projects / programs which
provide optimal value, and which efficiently achieve the business objectives, may be
selected. Key factors to consider during this step are resource availability and allocation,
and risk (Ernst & Young 2012). Once the organisational portfolio has been optimized, capital
is required for execution of the projects and programs within the portfolio. The portfolio will

be analysed by an executive committee and the portfolio is formally approved.

The final step of the process seen in Figure 11 serves as the closed loop to the portfolio
management process. The projects and programs are continuously monitored to evaluate
the risks and issues encountered during the execution of the initiative. These risks and
issues are then fed back into step 2 and 3 with the aim of driving continuous improvement,
and to enhance future decision making. Too often, these critical lessons learnt are not
filtered back into the portfolio management processes and as a result, these issue and risk

materialize when a similar initiative is implemented.

As was stated above, and as is discussed in the PMI Standards for Portfolio Management,

each organisation will have its own portfolio management process. Hence the importance of
the study conducted by Ernst and Young, as it looks at key factors/steps of portfolio
management processes currently being followed. Furthermore, the issues experienced in

the processes are also discussed.

Taking the above processes into account, the backbone for these processes must be
understood. These processes were selected, as they were found to have similar key steps.
The PMI Standard for Portfolio Management discusses the portfolio management process
which applies globally and across industry groups. Looking at the various processes above,
it could be seen that they comprise of some of the key steps specified in the PMI standard
process for portfolio management. The portfolio management process, as is discussed in

the Standard for Portfolio Management can be seen in Figure 2 in Chapter 1.
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The process seen in Figure 2, as well as the key steps and findings in the Ernst & Young
study will serve as the basis for the portfolio management process for this mini dissertation.
This is due to the fact that the process highlighted in the Standard for Portfolio Management
(Figure 2) applies globally and the findings from the Ernst & Young study looks at processes
currently being used. Seeing as each step of the process is important, these steps will be

explained in further details.

2.3.1. Step 1: Identification

From Figure 2, it can be seen that the current strategic plan must be in-place as this is a
prerequisite to the identification step, and the portfolio management process. In this
step, the identification of all ongoing and new initiatives (projects, programs etc.) is
conducted. The initiatives are then defined in terms of their objectives. Furthermore, the
initiatives are analysed in terms of, and not limited to; the class of initiative (project,
program, business case etc.), new revenues, return on investments, net present value,
strategic alignment, key stakeholders, timescale, business unit etc. At the end of this
step, a comprehensive list of all new and ongoing initiatives is generated, including key

descriptors for each initiative.

2.3.2. Step 2: Categorization

In this step, the various initiatives which were identified for achievement of the
organisational objectives are categorized. This implies that the initiatives are grouped in
terms of common goals so that these initiatives can be measured on the same basis
when it comes to the evaluation, selection, prioritization and balancing phase (Project
Management Institute 2006). Some of the categorization factors may include, and not
limited to; legal obligation, process improvement, continuous improvement, business
imperatives and risk reduction (Project Management Institute 2006). The outcome of this

step is a complete categorization of the listed initiatives.

2.3.3. Step 3: Evaluation

This step entails gathering of information to evaluate the initiatives, with the purpose of

comparing these initiatives in order to streamline the selection process (Project

Management Institute 2006). Qualitative as well as quantitative information can be used

in the evaluation process. There are various strategies for evaluation and these will be
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discussed in Section 2.4. The outcome of the evaluation step should be a

comprehensive evaluation of all listed initiatives.

2.3.4. Step 4: Selection
Once each of the listed initiatives have been evaluated, initiatives are selected based on
the organisational selection criteria. The selected initiatives are then included in the

organisational portfolio.

2.3.5. Step 5: Prioritization

After the selection step, the initiatives, which have been selected, are prioritized. The
purpose of prioritization is to rank the initiatives within the various categories (as is
discussed in Section 2.3.2). Various prioritization methodologies may be used, like
scoring or weighted criteria, and these will be discussed in Section 2.4. The outcome of

this step is a prioritized list of initiatives that will be subjected to portfolio balancing.

2.3.6. Step 6: Portfolio Balancing

The purpose of this step is to establish a balance between the prioritized initiatives so as
to optimize the achievement of organisational objectives. The organisational portfolio is
balanced in terms of; but not limited to; the organisations desired risk profile, specific
objectives, financial returns, investment diversification and capacity constraints.
Strategies used for portfolio balancing are discussed on Section 2.4. The outcome of the

portfolio balancing step is a complete list of initiatives that will be approved for execution.

2.3.7. Step 7: Authorisation

Once the organisation portfolio has been established, initiatives within the portfolio are

formally authorized for execution. At this point, capital, as well as human resources, is

allocated to execute the initiative. It should be noted that at this point, budgets and
resources from inactive / terminated initiatives may be reallocated to prioritized

initiatives.

2.3.8. Step 8: Portfolio Reporting and Review
The aim of portfolio reporting and review is to gather performance indicators so as to
monitor the organisational portfolio in terms of alignment to organisational strategy and

ensure optimal utilisation of resources. Various inputs for the reporting and reviewing
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process may be taken into account. Some of the inputs are; information on the various
initiatives (budget, expected return, progress against plan etc.), resource allocation,
environmental constraints, organisational governance standards, selection criteria and
strategic goals. The outcome of the review process will identify initiatives which perform
as expected, and those which do not. For the affected initiatives, direction is provided to
the owners and resources may be reallocated, the initiative may be subjected to
realignment with organisational strategies and the initiative may be suspended or

terminated.

2.3.9. Step 9: Strategic Change

If there are any changes in the organisational strategy, the portfolio management
process must be able to accommodate and adapt to such changes. This is the purpose
of this step. If the strategic change is small, the initiatives may be re-evaluated in terms
of organisational portfolio balance. However, if the strategic change is significant, a new
strategic direction is taken, and the entire organisational portfolio process will have to be

repeated.

2.3.10. Step 10: Component Execution and Reporting
The purpose of this step is solely to provide information on the execution of the initiative,

which is fed back into the portfolio reporting and review phase. This was one of the short

falls discussed in the study conducted by Ernst & Young, as feedback on the execution

of projects is not fed back into the organisational portfolio management process.
Furthermore, the lessons learnt and process execution methodology, used on similar
initiatives is not incorporated into the evaluation process of the overall portfolio
management process. Including these factors into the evaluation process provides

completeness to the evaluation process and drives informed decision making.

Chapter 2: Portfolio Management Strategies

www.manaraa.com



The key steps for effective portfolio management have been clearly defined above and the
importance of each step has been highlighted. It could be seen that in most of the steps,
various models were required to aid in the optimisation of organisational portfolios.
Furthermore, as was stated in Section 2.2 of this mini dissertation, based on the
organisational goals, various models may be implemented. The goals discussed in Section
2.2 are aimed at organisational portfolio optimisation; hence it is linked to the steps of the

portfolio management process.

An important factor to consider is, the personnel required during the portfolio management

process. Based on the PMI Standard for Portfolio Management, it is best practice to ensure
that the following personnel are included in the process; executive managers, portfolio
review board, portfolio managers, sponsors, program managers, project managers,
project/program management office, project team, operations management, functional
managers, financial managers, customers and business partners (Project Management
Institute 2006).

Based on the goals discussed in Section 2.2, the various models, which will aid in achieving

the organisational goals, will be discussed in the following section. These models will also

feed into the steps of the portfolio management process.
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2.4. Portfolio Management Models

Portfolio optimization is a key factor in organisational strategies. Optimisation of
organisational portfolio provides a means of translating projects and programs into value
adding business initiatives, hence enhancing the probability of organisational success and
sustainability. As was stated in Section 2.3, defining organisational goals is imperative to
driving portfolio optimisation. For each goal, there are various models that may be used to
aid with the portfolio optimisation process. Figure 12 below, based on a paper “Portfolio
Management Fundamental for New Product Success” by Product Development Institute
Inc., highlights the models most commonly used for portfolio optimisation, based on

organisational goals.

Goal 1: Goal 2: Goal 3: Goal 4:
Maximise Create Strategic Right Number
Value Balance Direction of Projects

Checklists and
Financial Bubble Diagrams Strategic Buckets Resource Capacity
Analysis

-

)

Scoring

——

Figure 12: Portfolio Management Models Based on Organisational Goals (Cooper, Edgett et al. 2000)

As was stated above, Figure 12 shows the most commonly used methods for the specific
organisational goals. This was an outcome of the study conducted by Product Development
Institute Inc. and it provides a guideline for model selection for the portfolio optimisation
process. Models may be used and interchanged to further aid in achievement of
organisational goals. Hence, the models identified in Figure 12, if used correctly, may be

used for achievement of another organisational goal.

The following sub-sections will discuss each model in further detail, highlighting the benefits,

disadvantages and popularity (in terms of usage) within organisations.
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2.4.1. Financial Methods

Financial methods are one of the most commonly ultilised methods when it comes to
portfolio optimisation (Cooper, Edgett et al. 2001). This is inherent in the fact that
organisations strive to enhance business value by optimisation of investments in terms
of financial returns. Various methods can be used for financial assessments, such as;
net present value (NPV), estimated commercial value (ECV), and cost/benefit or

productivity index. These methods will be explained in further detail below.

2.4.1.1. NetPresent Value

The most popular financial tool used for decision making, is net present value
analysis, which determines the NPV of each project in the portfolio (Pinto 2010). In
order to determine the NPV of a project, various factors are required. These factors
include; foreseeable cash inflows and outflows, the organisational minimum

attractive rate of return (MARR), inflation and useful life of each project.

These factors are normally populated on a spreadsheet for all the projects in the
organisational portfolio. With the aid of the organisational MARR and inflation, the
net cash flow for each project is discounted to the present value. The sum of the
present value of future income, minus the initial investment yields the project’s net

present value. This is explained in the equation below.

Fr
(1+7+ pe )t

Where:

F; = net cash flow for period t,

r = minimum attractive rate of return,
I, = initial investment at time 0 (start),

p: = inflation during period t. (Pinto 2010)

The net present value determined, will enable to organisation to analyse which
projects would yield the greatest value / benefit to the organisation. A project with a
positive NPV implies that the project is a lucrative organisational initiative /
investment as it wi