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NOTICE

The Project Management Institute, Inc. (PMI) standards and guideline publications, of which the document
contained herein is one, are developed through a voluntary consensus standards development process. This
process brings together volunteers and/or seeks out the views of persons who have an interest in the topic covered
by this publication. While PMI administers the process and establishes rules to promote fairness in the development
of consensus, it does not write the document and it does not independently test, evaluate, or verify the accuracy
or completeness of any information or the soundness of any judgments contained in its standards and guideline
publications.

PMI disclaims liability for any personal injury, property or other damages of any nature whatsoever, whether
special, indirect, consequential or compensatory, directly or indirectly resulting from the publication, use of
application, or reliance on this document. PMI disclaims and makes no guaranty or warranty, expressed or implied,
as to the accuracy or completeness of any information published herein, and disclaims and makes no warranty
that the information in this document will fulfill any of your particular purposes or needs. PMI does not undertake to
guarantee the performance of any individual manufacturer or seller’s products or services by virtue of this standard
or guide.

In publishing and making this document available, PMI is not undertaking to render professional or other
services for or on behalf of any person or entity, nor is PMI undertaking to perform any duty owed by any person
or entity to someone else. Anyone using this document should rely on his or her own independent judgment or, as
appropriate, seek the advice of a competent professional in determining the exercise of reasonable care in any
given circumstances. Information and other standards on the topic covered by this publication may be available
from other sources, which the user may wish to consult for additional views or information not covered by this
publication.

PMI has no power, nor does it undertake to police or enforce compliance with the contents of this document. PMI
does not certify, test, or inspect products, designs, or installations for safety or health purposes. Any certification
or other statement of compliance with any health or safety-related information in this document shall not be
attributable to PMI and is solely the responsibility of the certifier or maker of the statement.
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1 - INTRODUCTION

INTRODUCTION

This section defines several key terms and provides an overview of The Standard for Portfolio Management —
Third Edition in the following major sections:
1.1 Purpose of The Standard for Portfolio Management
1.2 What is a Portfolio?
1.3 What is Portfolio Management?

1.4 Relationships between Portfolio Management, Program Management, Project Management,
and Organizational Management

1.5 Portfolio Management and Organizational Strategy
1.6 Business Value

1.7 Portfolio Component Management Relationships
1.8 Role of the Portfolio Manager

1.9 Role of the PMO in Portfolio Management

1.10 Portfolio Management Body of Knowledge

1.1 Purpose of The Standard for Portfolio Management

The increasing acceptance of portfolio management indicates that the application of appropriate knowledge,
processes, skills, tools, and techniques to select the right work may have a significant impact on program, project,
and organization success. The Standard for Portfolio Management — Third Edition identifies portfolio management
processes generally recognized as good practices. “Generally recognized” means that the knowledge and practices
described are applicable to most portfolios most of the time, and that there is widespread consensus about their
value and usefulness. “Good practice” means there is general agreement that the application of these skills, tools,
and techniques can enhance the chances of success over a wide range of portfolios. Good practice does not
mean the knowledge described should always be applied uniformly to all portfolios; the organization and portfolio
manager are responsible for determining what is appropriate for any given portfolio.

The Standard for Portfolio Management also provides and promotes a common vocabulary within the portfolio
management profession for discussing, writing, and applying portfolio management concepts.

Portfolio management is intended for all types of organizations (e.g., profit, nonprofit, and government). When the
term “organization” is used herein, it applies generally to these three types of organizations. A profit organization
is an organization that exists primarily to yield a return for its owners. A nonprofit organization is an organization
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©2013 Project Management Institute. The Standard for Portfolio Management - Third Edition 1



1 - INTRODUCTION

that does not distribute its surplus funds to owners or shareholders, but instead uses them to help pursue its goals.
Government organizations exist under government ownership.

This standard is an expansion of and companion to information already provided in A Guide to the Project
Management Body of Knowledge (PMBOK® Guide) — Fifth Edition [1]," The Standard for Program Management —
Third Edition [2], and Organizational Project Management Maturity Model (OPM3®) — Third Edition [3]. As a
foundational reference, this standard is neither intended to be comprehensive nor all-inclusive. This standard is
a guide rather than a methodology. One can use different methodologies and tools to implement the processes
described herein.

In addition to the standards that establish guidelines for project management processes, tools, and techniques,
the PMIP Code of Ethics and Professional Conduct describes the expectations that practitioners should have of
themselves and others. It is specific about the basic obligation of responsibility, respect, fairness, and honesty.
It requires that practitioners demonstrate a commitment to ethical and professional conduct. It carries the
obligation to comply with laws, regulations, and organizational and professional policies. Since practitioners
come from diverse backgrounds and cultures, the Code of Ethics and Professional Conduct applies globally.
When dealing with any stakeholder, practitioners should be committed to honest and fair practices and respectful
dealings. The PMI® Code of Ethics and Professional Conduct is posted on the PMI® website (http://www.pmi.org).
Acceptance and adherence to PMI’s code of ethics is a requirement to achieve and maintain the PMP® and other
PMI certification programs.

1.1.1 Audience for The Standard for Portfolio Management

This standard provides a foundational reference for anyone interested in managing a portfolio of projects,
programs, and operations. This includes, but is not limited to:
e Senior executives who make decisions regarding organizational strategy;

¢ Management staff responsible for developing organizational strategy or those making recommendations
to senior executives;

e Portfolio managers, program managers, and project managers;

e Researchers analyzing portfolio management;

e Managers of project and program managers;

e Members of a portfolio, program, or project management office;

e Consultants and other specialists in portfolio, program, or project management and related fields;

e (perations managers, organization unit managers, and process owners with financial, human, or
material resources in a portfolio;

e Project team members, customers, and other stakeholders;
e Educators teaching the management of portfolios and related subjects; and
e Students of portfolio management.

"The numbers in brackets refer to the list of references at the end of this standard.
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1 - INTRODUCTION

1.2 What is a Portfolio?

A portfolio is a component collection of programs, projects, or operations managed as a group to achieve 1
strategic objectives. The portfolio components may not necessarily be interdependent or have related objectives.
The portfolio components are quantifiable, that is, they can be measured, ranked, and prioritized.

A portfolio exists to achieve one or more organizational strategies and objectives and may consist of a set of past,
current, and planned or future portfolio components. Portfolios and programs have the potential to be longer term with
new projects rotating into the portfolios or programs, unlike projects that have a defined beginning and end.

An organization may have more than one portfolio, each addressing unique organizational strategies and
objectives. Proposed initiatives are structured as portfolios and components are identified, evaluated, selected, and
authorized. In addition, portfolios may contain subportfolios (see Figure 1-1).

i Portfolio
r \J N *
| sm,.,.,lm.io | [ e || pmglrams
! } { T
s oy I vy f g oy
o = }
prieas | EnEese

Figure 1-1. Portfolios, Programs, and Projects — High-Level View

At any given moment, a portfolio represents a view of its selected portfolio components and reflects the
organizational strategy and objectives; even when specific projects or programs within the portfolio are not
necessarily interdependent or have related objectives. By reflecting upon the investments made or planned by an
organization, portfolio management includes the activities for identifying and aligning the organizational priorities;
determining governance and performance management framework; measuring value/benefit; making investment
decisions; and managing risk, communication, and resources.

If a portfolio is not aligned to its organizational strategy, the organization should reasonably question why the
work is being undertaken. Therefore, a portfolio should be a representation of an organization’s intent, direction,
and progress.
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1.2.1 Relationships Among Portfolios, Programs, and Projects

The relationship among portfolios, programs, and projects is such that a portfolio refers to a collection of
projects, programs, subportfolios, and operations grouped together in order to facilitate the effective management
of that work to meet strategic business objectives. Programs are grouped within a portfolio and are comprised of
subprograms, projects, or operations that are managed in a coordinated fashion in support of the portfolio. Individual
projects that are either within or outside of a program are still considered to be part of a portfolio. Although the
projects or programs within the portfolio may not necessarily be interdependent or directly related, they are linked
to the organization’s strategic plan by means of the organization’s portfolio.

As Figure 1-2 illustrates, organizational strategies and priorities are linked and have relationships between
portfolios and programs, and between programs and individual projects. Organizational planning impacts
the projects by means of project prioritization based on risk, funding, and other considerations relevant to the
organization’s strategic plan. Organizational planning can direct the management of resources and support for the
component projects on the basis of risk categories, specific lines of business, or general types of projects, such as
infrastructure and process improvement.
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oo ..
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Figure 1-2. Portfolio, Program, and Project Management Interactions
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1 - INTRODUCTION

All portfolio components of a portfolio should exhibit certain common features as follows:
¢ Be representative of investments made or planned by the organization; 1

¢ Be aligned with the organization’s goals and objectives;

e Typically have some common features that permit the organization to group them for effective
management;

e Have the ability to be quantifiable and, therefore, can be measured, ranked, and prioritized; and
¢ Share and compete for organizational resources.

Portfolio management ensures that interrelationships between programs and projects are identified and that
resources (e.g., people, equipment, funding) are allocated in accordance with organizational priorities. Programs
focus on achieving a specific set of benefits expected as determined by organizational strategy and objectives, while
projects are largely concerned with creating specific deliverables that support specific organizational objectives
and may or may not be part of program.

Portfolio management interacts with and impacts a number of organizational functions. Functional groups may
be stakeholders in the portfolio and can also serve as sponsors of various portfolio components. The achievement
of portfolio objectives may impact functional groups within an organization in their daily operations. Moreover, an
operational budget may be influenced by portfolio management decisions, including allocation of resources to
support portfolio components.

“Operations” is a term used to describe day-to-day organizational activities. The organization’s operations may
include, but are not limited to production, manufacturing, finance, marketing, legal, information services, human
resources, and administrative services.

Processes and deliverables used by operations management are often outputs of the portfolio components.
Therefore, the portfolio manager must manage relationships and interfaces with operations effectively if the full
value of each portfolio component is to be realized.

1.3 What is Portfolio Management?

Portfolio management is the coordinated management of one or more portfolios to achieve organizational
strategies and objectives. It includes interrelated organizational processes by which an organization evaluates,
selects, prioritizes, and allocates its limited internal resources to best accomplish organizational strategies
consistent with its vision, mission, and values. Portfolio management produces valuable information to support or
alter organizational strategies and investment decisions.

Portfolio management provides an opportunity for a governing body to make decisions that control or influence
the direction of a group of portfolio components as they work to achieve specific outcomes. An organization uses
the processes, tools, and techniques described in this standard to identify, select, prioritize, govern, allocate
resources, monitor, and report the contributions of the portfolio components to, and their relative alignment with,
organizational objectives. Portfolio management balances conflicting demands between programs and projects,
allocates resources (e.g., people, funding) based on organizational priorities and capacity, and manages so as to

S, _ _  _ __ _ _ _ _ _ ___ __ __ _ _ _ _ _ _ _ L __  _ __ _ _ _ _
©2013 Project Management Institute. The Standard for Portfolio Management - Third Edition 5



1 - INTRODUCTION

achieve the benefits identified. Program management’s focus is on achieving the cost, schedule, and performance
objectives of the projects within the program or portfolio. Project management s largely concerned with achieving
specific deliverables that support specific organizational objectives.

The attributes of portfolio components can be further differentiated as represented in Table 1-1.

Table 1-1. Comparative Overview of Project, Program, and Portfolio Management

Organizational Project Management

PROJECTS PROGRAMS PORTFOLIOS
Projects have defined Programs have a larger scope Portfolios have an organiza-
objectives. Scope is progres- and provide more significant tional scope that changes with
Scope sively elaborated throughout benefits. the strategic objectives of the
the project life cycle. organization.
Project managers expect Program managers expect Portfolio managers continuously
change and implement change from both inside and monitor changes in the
Change processes to keep change outside the program and are broader internal and external
managed and controlled. prepared to manage it. environment.
Project managers progressively Program managers develop the Portfolio managers create and
elaborate high-level information overall program plan and create | maintain necessary processes
Planning into detailed plans throughout high-level plans to guide and communication relative to
the project life cycle. detailed planning at the the aggregate portfolio.
component level.
Project managers manage the Program managers manage the | Portfolio managers may
project team to meet the program staff and the project manage or coordinate portfolio
project objectives. managers; they provide vision management staff, or program
Management and overall leadership. and project staff that may have
reporting responsibilities into
the aggregate portfolio.
Success is measured by Success is measured by the Success is measured in terms
product and project quality, degree to which the program of the aggregate investment
Success timeliness, budget compliance, satisfies the needs and benefits | performance and benefit
and degree of customer for which it was undertaken. realization of the portfolio.
satisfaction.
Project managers monitor and Program managers monitor Portfolio managers monitor
control the work of producing the progress of program strategic changes and
L the products, services, or components to ensure the aggregate resource allocation,
Monitoring | regylts that the project was overall goals, schedules, performance results, and risk
undertaken to produce. budget, and benefits of the of the portfolio.
program will be met.
.

1.4 Relationships Between Portfolio Management, Program Management,
Project Management, and Organizational Project Management

In order to understand portfolio, program, and project management, it is important to recognize the similarities
and differences among these disciplines. It is also helpful to understand how they relate to organizational project

S
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management (OPM). OPM is a strategy execution framework utilizing project, program, and portfolio management as
well as organizational-enabling practices to consistently and predictably deliver organizational strategy producing
better performance, better results, and a sustainable competitive advantage. 1

Portfolio, program, and project management are required to be aligned with or be driven by organizational
strategies. Conversely, portfolio, program, and project management differ in the way each contributes to the
achievement of strategic goals. Portfolio management aligns with organizational strategies by selecting the right
programs or projects, prioritizing the work and providing the needed resources. Program management harmonizes
its project and program components, and manages their interdependencies in order to realize specified benefits.
Project management develops and implements plans to achieve a specific scope that is driven by the objectives of
the program or the portfolio to which it is subjected and, ultimately, to organizational strategies.

OPM advances organizational capability by linking project, program, and portfolio management principles and
practices with organizational enablers (e.g. structural, cultural, technological, and human resource practices)
to support strategic goals. An organization measures its capabilities, then plans and implements improvements
towards the systematic achievement of best practices.

1.5 Portfolio Management and Organizational Strategy

Organizations are concerned that they possess an effective structure for management that will lead to the
longevity and success of the organization. An organizational strategy is in part a plan of goals, policies, and actions
that provide the overall direction and focus of the organization.

Portfolio management is an integral part of the organization’s overall strategic plan. Organizational governance
occurs at different decision-making levels of the organization to support specific goals, objectives, and strategies
defined through the organization’s strategic planning process. Organizational strategy and objectives define
the means of attaining the goals through either operations (ongoing organizational activities) or programs and
projects. In some organizations, operations and the management of programs and projects may fall under specific
portfolios. Portfolio management is a bridge between organizational strategy, program, and project management
and operations. As such, all governance levels are linked together to ensure that each organizational action is
ultimately aligned with the defined organizational strategy.

Portfolio management ensures that an organization is able to leverage its project selection and execution success
and support a strong and profitable organization within a competitive and rapidly changing organization environment.
Portfolio management, program management, and project management are disciplines for managing the capability
to deliver value. It is in operations management where delivery of value is realized through day-to-day processes. An
organization establishes goals that will move it towards its vision. These goals will have objectives that are measures
of goal achievement. Strategies are developed for how the goals will be achieved. These strategies direct the
execution of work intended to achieve the goals. For the purposes of this standard, organizational strategy is a plan
that describes how the organization’s strengths and core competencies will be used to:

e Manage resources effectively;
e Manage stakeholder value;
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Capitalize on opportunities;

Minimize the impact of threats;

Respond to changes in the market, legal, and regulatory environments; and
¢ Reinforce focus on critical operational activities.

This standard presumes that the organization has an organizational strategy and objectives containing mission
and vision statements as well as goals, objectives, and strategies intended to achieve the vision. Linking portfolio
management to strategy balances the use of resources to maximize the value delivered in executing programs,
projects, and operational activities.

The organizational strategy and objectives are translated into a set of initiatives that are influenced by many
factors such as market dynamics, customer and partner requests, shareholders, government regulations, and
competitor plans and actions. These initiatives establish portfolios of programs, projects, and operations components
to be executed in the planned period.

Figure 1-3 depicts a general relationship between the programs, projects, and operational processes in an
organization.

Vision

x
/ Mission \

g

Organizational Strategy and
Objectives

-

Portfolio Management
Strategic Planning and Management of Projects,
Programs, and Operations

g g
Management of Management of

On-Going Operations } Authorized Programs and Projects
(recurring activities) (projectized activities)
Producing Value Increasing Value Production Capability

Organizational Resources

Figure 1-3. The Organizational Context of Portfolio Management
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In Figure 1-3, vision, mission, and organizational strategy and objectives illustrate the relationship and the
direction provided to portfolio management strategic planning and management of programs, projects, and
operations. Portfolio management, through the alignment of the strategic planning establishes the portfolios 1
required to achieve organizational strategy and objectives and performance goals. Management of authorized
programs and projects and management of ongoing operations are required to execute portfolios consisting of
programs, projects, and operations activities to realize the organizational strategy and objectives.

The shaded section in Figure 1-3, portfolio management strategic planning and management of programs,
projects, and operations, depicts the relationship between organizational strategy and objectives and management
activities. This relationship is highlighted due to the traditional focus of portfolio management on strategic program,
project, and operations planning. To guide the management of authorized programs, projects, and operations, a
portfolio is created. This portfolio, which links the organizational strategy to a set of prioritized programs, projects,
and operations, addresses the relevant internal and external organization drivers referenced as objectives in the
organizational strategy and objectives. Portfolio performance is monitored against the organizational strategy
and objectives with performance feedback providing input to the potential change of strategic direction for the
organization.

The ultimate goal of linking portfolio management with organizational strategy is to establish a balanced,
executable plan that will help the organization achieve its goals. The impact of the portfolio plan upon strategy is
attained by the six areas shown below:

¢ Maintaining portfolio alignment. Each portfolio component should be aligned to one or more
strategic objectives. Alignment cannot occur without a clear understanding of those objectives,
and any proposal for a portfolio component should describe how it supports the attainment of the
objectives.

¢ Allocating financial resources. The priority of each portfolio component guides financial allocation
decisions, while at the same time each portfolio component requires an allocation if it is to be
executed.

¢ Allocating human resources. The priority of each portfolio component guides resource planning,
hiring efforts, scheduling, and capability allocations, including long-range talent development.

¢ Allocating material or equipment resources. The priority of each portfolio component should be
informational material, equipment, or space allocations, including long-range capital investments
and planning that may be needed to ensure portfolio component needs are accounted for at an
organizational level, including any constraints.

e Measuring portfolio component performance. If the purpose of undertaking the portfolio
component is to achieve a strategic goal, its contribution must be measured in the context of
that goal.

e Managing risks. Each portfolio component should be evaluated for risks (positive/opportunities,
negative/threats, internal, external) at the organizational level and how those risks may impact
the achievement of the strategic plan and objectives. This includes external as well as internal
environment monitoring.
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1.6 Business Value

Business value is a concept that is unique to each organization. Business value is defined as the entire value of
the business—the total sum of all tangible and intangible elements. Examples of tangible elements include monetary
assets, fixtures, stockholder equity, and utility. Examples of intangible elements include good will, brand recognition,
public benefit, and trademarks. Depending on the organization, business value scope can be short-, medium-, or
long-term. Value may be created through the effective management of ongoing operations. However, through the
effective use of portfolio, program, and project management, organizations will possess the ability to employ reliable,
established processes to meet strategic objectives and obtain greater business value from their project investments.
While not all organizations are business driven, all organizations conduct activities. Whether an organization is a
government agency or a nonprofit organization, all organizations focus on attaining value for their activities.

Successful business value realization begins with comprehensive strategic planning and management.
Organizational strategy can be expressed through the organization’s mission and vision, including orientation to
markets, competition, and other environmental factors. Effective organizational strategy provides defined directions
for development and growth, in addition to performance metrics for success. In order to bridge the gap between
organizational strategy and successful business value realization, the use of portfolio, program, and project
management techniques is essential.

Portfolio management aligns components (programs, projects, or operations) to the organizational strategy,
organized into portfolios or subportfolios to optimize project or program objectives, dependencies, costs, timelines,
benefits, resources, and risks. This allows organizations to have an overall view of how the strategic goals are
reflected in the portfolio, institute appropriate governance management, and authorize human, financial, or material
resources to be allocated based on expected performance and benefits.

Using program management, organizations have the ability to align multiple projects for optimized or integrated
costs, schedule, effort, and benefits. Program management focuses on project interdependencies and helps to
determine the optimal approach for managing and realizing the desired benefits.

With project management, organizations have the ability to apply knowledge, processes, skills, and tools and
techniques that enhance the likelihood of success over a wide range of projects. Project management focuses on
the successful delivery of products, services, or results. Within programs and portfolios, projects are a means of
achieving organizational strategy and objectives.

Organizations can further facilitate the alignment of these portfolio, program, and project management activities
by strengthening organizational enablers such as structural, cultural, technological, and human resource practices.
By continuously conducting portfolio strategic alignment and optimization, performing business impact analyses,
and developing robust organizational enablers, organizations can achieve successful transitions within the portfolio,
program, and project domains and attain effective investment management and business value realization.

1.7 Portfolio Component Management Relationships

A portfolio has a parent-child relationship with its portfolio components, just as a program has a parent-child
relationship with its projects. The portfolio components are managed according to frameworks, such as A Guide to the
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Project Management Body of Knowledge (PMBOK® Guide) — Fifth Edition and The Standard for Program Management

—Third Edition, and are periodically measured to gauge the likelihood of the portfolio components achieving their goals.

An organization evaluates the portfolio components using the tools and techniques within the portfolio management 1
processes, such as define, authorize, and optimize portfolio processes detailed later in this standard.

1.7.1 Program Management

Program management is the application of knowledge, skills, tools, and techniques to a program to meet
the program requirements and to obtain benefits and control not available by managing the component projects
individually. It involves aligning multiple components to achieve the program goals and allows for optimized or
integrated cost, schedule, and effort.

Components within a program are related through a common outcome or delivery of a collective set of benefits. If
the relationship among the projects is only that of a shared client, seller, technology, or resource, the effort should be
managed as a portfolio of projects rather than as a program. In programs, it is important to integrate and control the
interdependencies among the components. The program manager accomplishes this by working in five interrelated
and interdependent Program Management Performance Domains: Program Strategy Alignment, Program Benefits
Realization, Program Stakeholder Engagement, Program Governance, and Program Life Cycle Management. Through
these Program Management Performance Domains, the program manager oversees component interdependencies and
helps to determine the optimal approach for managing them. Actions related to these interdependencies may include:

e (Coordinating common program activities, such as financing and procurement across all program
components, work, or phases. Resolving resource constraints and conflicts that affect multiple
components within the program;

¢ Responding effectively to risks spanning multiple components or across the entire program;

¢ Aligning program efforts with the organizational/strategic direction, which impacts and affects the
portfolio;

e Resolving scope/cost/schedule/quality impacts within a shared governance structure; and

¢ Tailoring program management activities processes and interfaces to effectively address cultural,
socio-economic, political, and environmental differences in globally oriented programs.

Through structured oversight and governance, program management enables appropriate planning, control,
delivery, transition, and benefits sustainment across the components within the program to achieve the program’s
intended strategic benefits. Program management provides a framework for managing related efforts considering
key factors such as strategic benefits, coordinated planning, complex interdependencies, deliverable integration,
resource pools, and optimized pacing.

1.7.2 Project Management

Project management is the application of knowledge, skills, tools, and techniques to project activities to meet
the project requirements. Project management is accomplished through the appropriate application and integration
of project management processes comprising five Process Groups.
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These five Process Groups are:
e |nitiating,
e Planning,
e Executing,
e Monitoring and Controlling, and
e (losing.
Managing a project typically includes:
¢ |dentifying requirements;

e Addressing the various needs, concerns, and expectations of the stakeholders, as the project is
planned and carried out;

e Setting and maintaining active communication with stakeholders;
e Balancing the competing project constraints, which includes, but is not limited to:
o Scope,
o Quality,
o Schedule,
o Budget,
o Resources, and
o Risk.

The specific project circumstances may influence the constraints on which the project manager needs to focus.

The relationship among these factors is such that if any one factor changes, at least one other factor is
likely to be affected. For example, if the schedule is shortened, often the budget needs to be increased to add
additional resources to complete the same amount of work in less time. If a budget increase is not possible,
the scope or quality may be reduced to deliver a product in less time for the same budget. Project stakeholders
may have differing ideas as to which factors are the most important, creating an even greater challenge.
Changing the project requirements may create additional risks. The project team should be able to assess the
situation, balance the demands, and maintain active communication with stakeholders in order to deliver a
successful project. It is important for the project team to be very conscious of how the success of the project
fits into the organization’s measures of success, which can be conveyed as part of the portfolio management
process.

Because of the potential for change, the project management plan is iterative and goes through progressive
elaboration throughout the project’s life cycle. Progressive elaboration involves continuously improving and
detailing a plan as more detailed and specific information and more accurate estimates become available.
Progressive elaboration allows a project management team to manage to a greater level of detail as the project
evolves.
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1.7.3 Operations Management

Operations management constitutes all those activities of the organization that are ongoing and often cyclical 1

in nature. Operations may be called the day-to-day activities. Operations management consists of the procedures
and their assignment as roles with lines of delegation, levels of authority, and mechanisms to report, escalate, and
decide how to achieve best value from resources available within constraints. When the ongoing pattern of activity
is subject to change (by external factors for example) or when it may be improved by discretionary application of
change, then resources within the portfolio are diverted into projects. Projects may be further grouped as programs
(due to a link between their results or shared resources) and into portfolios due to a linkage between any or all of
their schedule, resources, or stakeholders.

The portfolio of operational projects links a subset of recurring activities managed as projects to the organizational
strategy. As operational projects and programs are delivered, the organization will have a solid foundation on which
to execute strategic portfolio components.

The outputs from operations planning and organizational strategy and objectives result in portfolios that
guide program and project activities. As the portfolio components move into initiation, the respective areas use
their management processes to manage deliveries. As they are executed, portfolio management maintains the
relationships between portfolio components to monitor progress and maintain alignment with strategic goals.
Therefore, at the highest level, the strategic and operational portfolios are ultimately managed as a single,
comprehensive portfolio of work being undertaken by the organization. The following organizational functions may
be included in portfolio management:

¢ Finance. Effective management of the portfolio requires tangible, timely, and accurate financial
information. The portfolio manager considers financial goals and objectives in the management
of a portfolio. Therefore, the finance function may perform up-front project component proposal
evaluation, monitor portfolio budgets, compare project spending with the allocated budget, and
examine benefits realized. This ensures that financial plan adjustments are made and the projected
financial benefits are quantifiable and delivered.

e Marketing. Market analysis, benchmarking, and research play a significant role in portfolio
management as the portfolio components are driven by such considerations as market opportunity
or competitive advantage. For a nonprofit or government organization, a similar analysis of value-
for-money or value-to-organizational-mission is needed for portfolio component selection and
management.

¢ Human resources. By looking at the portfolio components, the human resources function can
identify the skills, qualifications, and other requisites needed for success, then work to ensure skilled
resources are available when needed. The human resources function also works to facilitate resource
realignment and mitigate the negative impact on people and organizational elements resulting from
organizational changes that occur when portfolio components are delivered.

¢ Information technology. Portfolio management usually has a significant impact on information
technology operations. Portfolio components often require support from information technology
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operations, including organization process analysis, development, service, help desk support,
infrastructure support, and ongoing application maintenance. For example, a manufacturing portfolio
contains a program to install an enterprise resource planning (ERP) system for the organization. This
portfolio could potentially increase help desk support, network traffic, and support obligations for
an application development team. The portfolio manager needs to take these factors into account
to ensure that infrastructure and properly trained resources are adequate to support the portfolio’s
components.

¢ (Quality management. Quality management ensures conformance with voluntary standards, such
as ISO standards for quality management, that the organization has chosen to follow as part of a
business practice or a contractual obligation. Additionally, either within the quality management
mandate or as a separate responsibility, the organization has responsibilities for regulatory
compliance management. The portfolio manager has a fiduciary duty to follow the organization’s
commitments to conformance with applicable voluntary standards and compliance with regulatory
requirements.

1.8 Role of the Portfolio Manager

Portfolio managers are responsible for the execution of the portfolio management process. Where
program and project managers focus on “doing work right,” portfolio managers focus on “doing the right
work.” Portfolio managers receive information on portfolio component performance and progress, and they
convey to the portfolio management governing body how the portfolio components as a whole are aligned
with the strategic goals, then provide appropriate recommendations or options for action. They also ensure
that timetables for portfolio management processes are maintained and followed and that the managers of
portfolio components (projects, programs, and operations) receive and provide the information required under
the portfolio management processes. They are the primary conduit between managers of portfolio components
and portfolio stakeholders.

The portfolio manager may be an individual, a group, or a governing body, and is responsible for establishing,
monitoring, and managing all assigned portfolios. Specific responsibilities may include:

e Establishing and maintaining a framework (a conceptual and communicable structure of ideas) and
methodology (a body of policies and procedures) for portfolio management within the organization;

e Establishing and maintaining relevant portfolio management processes (strategic management,
governance management, communication management, performance management, and risk
management);

e (uiding the selection, prioritization, balancing, and termination of portfolio components to ensure
the alignment with strategic goals and organizational priorities;

e Establishing and maintaining appropriate infrastructure and systems to support portfolio
management processes;

e Continuously reviewing, reallocating, reprioritizing, and optimizing the portfolio to ensure ongoing
alignment with evolving organizational goals and market opportunities and threats;
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e Providing key stakeholders with timely assessment of portfolio component selection, prioritization,
and performance, as well as early identification of (and intervention in) portfolio-level issues and
risks that are impacting performance; 1

e Measuring and monitoring the value to the organization through portfolio performance metrics and
targets, such as benefit ratios, return on investment (ROI), net present value (NPV), payback period
(PP), internal rate of return (IRR), and scorecards. Government and not-for-profit organizations may
have other measures and targets;

e Meeting legal and regulatory requirements;
e Achieving the information needs of current or future stakeholders;

e Supporting senior-level decision making by ensuring timely and consistent communication to
stakeholders on progress, changes, and impact on portfolio components;

¢ Influencing active executive sponsorship engagement for the portfolio and each portfolio component
as it is initiated; and

e Participating in program and project reviews to reflect senior-level support, leadership, and involvement
in key decisions.

1.8.1 Knowledge and Skills

The portfolio manager needs to be aware of how the portfolio is related to the organizational strategy and assess
and measure the benefits that the portfolio is adding to the organization’s objectives. Throughout the portfolio life
cycle, the portfolio manager should be able to manage risks, monitor and prioritize portfolio components, resolve
issues that need senior-level attention, develop and improve processes, and apply organization knowledge and
management skills. In addition, the portfolio manager should be able to effectively manage the organization’s
resources and provide timely information for stakeholder communication requirements.

In order to succeed in this role, the portfolio manager should have expertise in all of the following areas.

e Portfolio strategic management and alignment. A portfolio manager should understand and
monitor changes in the organizational strategy and objectives and be aware of how the portfolio
supports them. Both financial and nonfinancial benefits and risks to the organization need to be
taken into account. The portfolio manager typically does not create organizational strategy and
objectives, but may participate in the process depending on the specific organization. However, the
portfolio manager does play a key role in creating the portfolio strategic plan and implementing
the strategy by monitoring the execution of initiatives in support of the plan and by communicating
progress and results.

¢ Portfolio management methods and techniques. The portfolio manager should have expertise
in the application and analysis of portfolio management methods and techniques that include both
qualitative and quantitative measures. Some examples are:

o Decision support tools and models, simulation techniques, and constraint management;

o Prioritization algorithms;
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o Capability and capacity modeling methods and tools;

o Project and program auditing techniques;

o Organizational management;

o Portfolio risk management;

o Program and project management methods and techniques;

o Organizational, industry, and domain acumen, which cover relevant markets, the customer
base, competition, trends, standards, legal and regulatory environments, and appropriate code
of conduct;

o Financial analysis and management concepts, such as risk, return, financial capital, budgeting,
and variance reporting;

o Portfolio performance metrics and targets;
o Portfolio component proposal preparation, evaluation, and selection techniques; and
o Resource management and productivity improvement methods and techniques.

e Stakeholder engagement. An effective portfolio manager is adept at working with portfolio
stakeholders in order to maximize portfolio and organizational performance. A portfolio manager
should communicate frequently with stakeholders using modes and techniques appropriate for the
context. The portfolio manager should facilitate communications between stakeholders to negotiate
agreements and make portfolio decisions.

e Leadership and management skills. An effective portfolio manager has well-developed
leadership and management skills and is able to interact with executives, management, and other
stakeholders. Further, a portfolio manager is adept in managing people through recruitment and
retention, goal-setting, performance evaluation, reward and recognition, succession planning, and
employee development. Employee development may include mentoring, coaching, motivating, and
training of personnel.

General management skills should be exercised in alignment with the organization’s culture, maturity, and
policies and also with regard to cultural and other differences between individuals. In addition, the portfolio manager
should possess and display well-developed skills in communication, team building, planning, conflict management,
negotiation, meeting facilitation, decision making, and dealing with organizational barriers to success. The portfolio
manager needs to be able to adapt to a wide range of organizational decision-making models, from autocratic to
academic.

¢ Risk management. An effective portfolio manager manages risks that are internal and external
to the organization as well as threats and opportunities. For risk evaluation, consideration is given
to portfolio dynamics, such as fiscal constraints, cost-benefit, windows of opportunity, portfolio
component constraints, and stakeholder dynamics. Risk management is a structured process for
assessing and analyzing portfolio risks [threats and opportunities] with the goal of capitalizing on
the potential opportunities and mitigating (one of several risk responses) those events, activities,
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or circumstances that can adversely impact the portfolio. Risk threat management is critical where
interdependencies exist between high-priority portfolio components, where the cost of portfolio
component failure is significant, or when risks of one portfolio component increase the risks in 1
another portfolio component. Opportunity management identifies and exploits or enhances the

potential improvements in portfolio component performance that may increase quality, customer
satisfaction, service levels, and productivity for both the portfolio components and the organization.
Opportunity management may generate new portfolio components.

1.9.Role of the PMO in Portfolio Management

PMO refers to a project, program, or portfolio management office and supports project, program, or portfolio
functions respectively. The PMO in an organization is the entity that defines and maintains the process standards
generally related to project, program, or portfolio management. At a basic level, the PMO may handle communication
in the form of status reporting.

The PMO is generally assigned various responsibilities related to the projects, programs, and portfolios
that fall within its assigned functions. It provides guidance on the practice of portfolio or program or project
management within the organization; however, in some organizations, the PMO may be involved in project
execution, such as facilitation, process management, and supporting implementation of project management
methodologies.

Depending on the organizational structure, the PMO either functions on an enterprise-wide level, or as one of
many departmental PMOs that manage projects from different departments or divisions within an organization.
There may also be special purpose PMOs based on the needs of the organization. The specific form, function, and
structure of a PMO are dependent upon the needs of the organization and the stakeholders.

A PMO may support portfolio management in the following ways:

e Managing portfolio components, supporting component proposals and evaluations, facilitating
prioritization and authorization, and allocating resources in alignment with organizational strategy
and objectives;

¢ Developing and maintaining portfolio, program, and project frameworks and methodologies;

¢ Providing project and program progress information and metric reporting (e.g., expenditure, defects,
resources) to the portfolio governance process;

e Negotiating and coordinating resources between various portfolio components or between portfolios;

e Assisting with risk identification and risk strategy development and communicating risks and issues
related to portfolio components;

¢ (Coordinating communication across portfolio components;

¢ Developing and improving templates and checklists;

e Monitoring compliance to policies;

¢ Providing knowledge management including lessons learned; and
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¢ Developing and conducting training and mentoring human resources in portfolio management
skills, tools, and techniques.

1.9.1 Project, Program, or Portfolio Management Office

The structure and responsibilities of a project, program, or portfolio management office depends upon the needs
of the organization. The PMO coordinates the management of its assigned portfolio components. The assigned
responsibility may be a specific area of the organization or a class of projects or programs. The responsibilities of a
management office can include the following:

e Provide project or program management support functions,
e Manage day-to-day operations of the system or systems that support portfolio management, and
e Resource and directly manage a portfolio component or category of portfolio components.

The role, responsibilities, and activities of a management office are addressed in the relevant PMI standards:
A Guide to the Project Management Body of Knowledge (PMBOK® Guide) — Fifth Edition and The Standard for
Program Management — Third Edition.

The establishment of a PMO may highlight the need for a structured and formal governance process and body
in the case where none existed previously. This, in turn, generates further benefits, discipline, and understanding
for the organization. This newly established, revitalized, or realigned governing body is responsible for establishing
the expectations for the derived benefits of portfolio management as the implementation of portfolio management
processes is authorized.

The portfolio management office has a focused and specific responsibility for the centralized management
and coordination of the portfolios that lie in its domain. The responsibilities of this office may range from providing
portfolio support functions to actually managing the portfolio. The structure and function of the portfolio management
office may vary with the needs of the organization.

The portfolio management office may act as a stakeholder throughout the portfolio life cycle and may recommend
the selection, termination, or initiation of actions necessary to ensure that the portfolio remains aligned with the
organization strategic objectives.

The portfolio management office may provide the following services to a project or program management office:

e Aggregate and provide performance results of the portfolio components;

e Define portfolio management methodology, best practices, and standards for use as guidelines
while formulating the methodology and standards for project and program management;

e Forecast supply and demand for a portfolio that can be further broken down into supply and demand
for projects and programs;

¢ Define a portfolio management strategy;
¢ Provide portfolio oversight and manage the overall portfolio value; and
e |dentify risks, analyze risks, and plan risk responses at a portfolio level.
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1.9.2 Project Team

A project team plans and executes activities on a project to ensure the project achieves its objectives. The team 1
also provides project performance metrics and progress as inputs to the portfolio management process.

1.9.3 Program Managers

The program manager is responsible for ensuring that the overall program structure and program management
processes align with the portfolio management plan and enable the project teams to successfully complete their
work. The program manager ensures that project deliverables are able to be integrated into the program’s end
product, service, results, and benefits. Program managers also ensure that the projects are organized and executed
in a consistent manner and fulfilled within established standards.

The PMO supports the program manager by providing the information needed to make decisions that guide the
program and by providing administrative support in managing schedules, budgets, risks, and other areas required
for effective program management. A program manager works with the portfolio management team and/or office
to provide information such as program and project performance against goals.

1.9.4 Project Managers

Project managers are responsible for the effective planning, execution, monitoring, and delivery of assigned
projects in accordance with corresponding objectives and specifications. Project managers provide project
performance indicators, directly or indirectly, to the portfolio manager, PMO, or governing body. This information is
used with other criteria to determine which projects should proceed, be modified, suspended, or terminated and to
communicate with stakeholders.

1.9.5 Portfolio Governance

Portfolio governance is established by a governing body to make decisions about investments and priorities for the
portfolio and ensures the portfolio management processes are followed to sustain the organization. The governing
body is made up of one or more individuals with the requisite authority, knowledge, and experience to ensure the
alignment of portfolio components with organizational strategy. The governing body has the authority to evaluate
the portfolio performance and to make resourcing, investment, and priority decisions as needed. Recommendations
may include new portfolio components, the suspension or change of existing portfolio components, and the
reallocation of resources among portfolio components. The recommendations may be complex with significant
organizational constraints especially concerning reallocation of resources.

1.9.6 Sponsors

A sponsor is a person or group who provides resources and support for the project, program, or portfolio, and is
accountable for enabling success. Sponsors champion the approval of portfolio components (projects, programs,
and operations). To ensure approval, a sponsor assists by supplying a viable component proposal to the portfolio
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management governing body, other oversight group, or individual. Once the portfolio component is approved, the
sponsor helps ensure that the components perform according to organizational strategy and objectives. Sponsors
also recommend portfolio component changes or closures to align with organizational strategic changes.

1.10 Portfolio Management Body of Knowledge

This standard describes the summary of knowledge within the profession of portfolio management. The
complete portfolio management body of knowledge includes proven traditional practices that are widely applied
and innovative practices that are emerging in the profession. The portfolio management body of knowledge is
constantly evolving. This standard represents generally recognized good practices for managing portfolios in any
type of organization. These practices are applicable to most portfolios most of the time. In addition, this standard
also defines the portfolio management processes, tools, and techniques used to manage a portfolio so that it
remains aligned with the organizational strategy and objectives.

This standard focuses on processes that are unique to the portfolio management field, which is a subset of
the portfolio management body of knowledge, and has interrelationships to its allied disciplines such as program
and project management. Other standards may be consulted for additional information. The Standard for Program
Management — Third Edition describes the guidelines for management of programs, and the PMBOK® Guide — Fifth
Edition describes the management of projects. Examination of an organization’s project management process
maturity and capabilities is addressed in OPM3® — Third Edition. As a foundational reference, this standard is
neither intended to be comprehensive nor all-inclusive.
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2

PORTFOLIO MANAGEMENT OVERVIEW AND ORGANIZATION

This section describes the portfolio management context in the following sections:

2.1 Portfolio Management and Organizational Strategy and Objectives
2.2 Portfolio Management Process Implementation

2.3 Portfolio Management Process Cycle

2.4 Portfolio Management Information System (PMIS)

2.5 Portfolio Management Governance

2.6 Portfolio Stakeholders

2.7 Organizational influences on Portfolio Management

2.1 Portfolio Management and Organizational Strategy and Objectives

Portfolio management is a discipline that enables executive management to meet organizational strategy and
objectives through efficient decision making concerning projects, programs, and operations. Portfolio management
is performed in an environment broader than the portfolio itself. Portfolio management roles and processes span
the organization.

Portfolio management includes processes to identify, categorize, monitor, evaluate, select, prioritize, balance,
and authorize portfolio components within the portfolio. The portfolio managers may evaluate the performance of
portfolio components and the portfolio as a whole in relation to the key indicators and the organizational strategy
and objectives. During a typical organization cycle, the portfolio manager monitors, evaluates, and validates portfolio
components relative to the following:

e Alignment with organizational strategy and objectives,

¢ Viability as part of the portfolio, based on key performance indicators and an acceptable level of
risk,

¢ Value/benefit and relationship to other portfolio components,
e Available resources and portfolio priorities, and
e Additions and deletions of portfolio components.
The executive level, through the definition and articulation of the organizational strategy and objectives,

determines the overall organizational strategy. The organizational strategy and objectives are inputs to the portfolio
management process. These inputs drive the portfolio management process to ensure that portfolio components
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are aligned to achieve the organization’s goals. Based on these inputs, the portfolio manager will use an accepted
process to select, prioritize, and approve proposed portfolio components to begin. The portfolio manager should
establish criteria for governance actions, such as deciding when projects/programs should proceed, be terminated,
or suspended prior to originally planned completion dates. Through the review of strategic, tactical, and operational
capabilities and gaps, the portfolio management process provides feedback that is useful for the planning and
management of resource demand and for monitoring the health of the portfolio. The portfolio manager should report
portfolio performance as it relates to achieving the organizational strategy.

The portfolio manager should also review the portfolio for balance (short-term versus long-term risk versus
return) and negotiate agreement(s) with relevant strategic stakeholders (e.g., executive management, operations,
or program management).

The portfolio manager should also sequence the portfolio components in the portfolio to account for portfolio
component interdependencies, balancing of constrained resources, and other organizational considerations.

Once a portfolio component is authorized, the program/project manager assumes direct management control
of the portfolio component and applies the appropriate management processes in an effort to ensure that the
work is done effectively and efficiently. The responsible program/project managers will monitor planned to actual
performance (schedule, budget, resources, quality, and scope) and will provide feedback to the portfolio manager.
The processes for project and program management are described in these PMI standards: The PMBOK® Guide —
Fifth Edition and The Standard for Program Management — Third Edition.

The portfolio management process also requires integration with the organizational strategy planning process to
analyze current business opportunities or threats and to define strategic objectives. This drives strategic changes to
ensure that the planned (active and future) portfolio components continue to support the strategic goals. For example,
if the organizational strategic planning process determines that a goal is no longer valid for the organization, the
portfolio manager should review the portfolio and recommend the reassessment of any portfolio components
that are in place to achieve the obsolete goal. Organizations normally apply some form of control over portfolio
components. For example, a phase-gate review is commonly applied to projects in those portfolios concentrating
on research activities. Governance processes are often characterized by regular reviews at key decision milestones
during the life of the project. Senior stakeholders in governance roles analyze the risk and benefits associated
with continuing the project. The purpose of this analysis should be to assess the probability of success for various
aspects of the project component at multiple milestone points during the life cycle of that component. Such “gate
analysis” should be conducted at the portfolio review meetings. For instance, the legal, engineering, financial, and
commercial aspects of the product are included in the early-stage assessments when the immediate investment
decision is about research and development. As the project progresses, the legal, engineering, scientific, and other
aspects continue to be assessed. Assessment results support governance decision making and are stored as
portfolio information.

2.2 Portfolio Management Process Implementation

Portfolio management processes are typically started in organizations at a department or business unit level
as a response to issues, conflicts, constrained resources, and uncertainty in the group, often around what work is
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being done and should be done. A structured approach to implement portfolio management processes may add
long-term value to the business unit or at the organization level.

The steps for implementing a portfolio management process are those used to implement any process in an
organization. They are: 2

e Assess the current state of the portfolio management process,
¢ Define the portfolio management vision and plan,

¢ |mplement the portfolio management processes, and

¢ Improve the portfolio management processes.

2.2.1 Assess the Current State of the Portfolio Management Process

Performing an assessment of the current state of portfolio management and related processes provides insight
as to what processes already exist, which processes are needed in the organization, and possible organizational or
cultural enablers or barriers that will be encountered. An assessment will facilitate development of a gap analysis
and plan to establish or formalize the portfolio management function.

Assessment activities may include:

¢ |dentify and evaluate existing portfolio management knowledge (i.e., strategic management, governance,
communications, risk management, and performance management);

e Assess the existing portfolio management processes to determine if they support organizational
vision, mission, strategy, and objectives (i.e., processes that define, align, and authorize portfolio
components);

e Assess the current portfolio management structure and resources for maturity and adequacy;
¢ |dentify gaps in knowledge, processes, structure, and resources;

e Evaluate the existing portfolio components to determine if they are supportive of current organizational
strategy and objectives;

e Assess the current portfolio component resource availability and allocations against the integrated
schedule;

¢ Understand the stakeholders for each of the strategic objectives and portfolio components; and
e Review the existing portfolio reporting processes and procedures.

Assessment results may include:

e Depth and breadth of board of directors, executives, and senior management commitment;
e | evel of satisfaction with the current practices;

e (Communication goals and requirements of the organization;

e Misinformation that needs to be addressed;

¢ Project, program, portfolio, and operations management practices in place; and
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e Understanding of the organization’s vision, both long-term and short-term, for portfolio
management.

O0PM3® is one example of a tool that can be used for portfolio management assessment within an organization.
The maturity assessments permit organizations to identify which best practices, capabilities, and outcomes they
currently exhibit. The flexibility of the maturity assessment process permits an organization to focus on specific
functions (project, program, and portfolio). These assessments allow the organization to identify gaps in best
practices, capabilities, or outcomes it currently utilizes.

2.2.2 Define the Portfolio Management Vision and Plan

The portfolio management vision should be in alignment with the organizational vision and be supportive of the
strategy and objectives of the organization. The vision for portfolio management will help to clarify the direction in
which to proceed. The vision for portfolio management should reflect the organization’s cultural values and should
be meaningful and valid to stakeholders.

The organizational vision, strategy, and objectives will guide the interim steps needed to implement the
portfolio management vision. A portfolio management roadmap is built for the implementation of organizational
level portfolio management structure and processes. The organizational portfolio management implementation
plan should address two related efforts in order to successfully establish a portfolio management process.
They are:

e Aplanned approach to change organizational behavior that includes a balance of strong leadership
and management, and a proficient management team commitment to the effort; and

e A planned approach for incrementally developing and implementing portfolio management processes,
building on processes that already exist, and working towards the defined vision.

2.2.3 Implement the Portfolio Management Processes

Portfolio management processes are performed in an environment broader than a portfolio; therefore, an
organization-level implementation team supported by executive management, a governing body, and portfolio
managers may use this portfolio management standard as a guide to implement organization-level portfolio
management processes. Key first steps will include:

e Define roles and responsibilities for portfolio management process implementation,
e (Communicate the portfolio management implementation plan, and

e Define and deploy detailed portfolio management processes and provide training to staff and
stakeholders.

Changing business processes within an organization may be a difficult undertaking. Planning for organizational
and behavioral changes is required for a long-term successful implementation of the portfolio management
processes. Much has been written on approaches to driving organizational change, however, this is beyond the
scope of this standard.
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2.2.4 Improve the Portfolio Management Processes

A portfolio management process improvement plan defines the objectives expected to be achieved from
portfolio management and guides, measures, and prioritizes improvement activity. In addition, predefined metrics
drive results and accountability for performance improvement. Metrics provide insight into the current performance 2
of the processes as well as the results from changes to these processes. A documented process improvement
plan may be advantageous to evaluate and improve current portfolio management processes. To ensure that the
changes are implemented in a controlled manner, it is important to specify and manage changes to the processes,
procedures, and tools used for portfolio management. Once the changes have been implemented, they should be
monitored in order to validate the achievement of expected results.

In addition to the portfolio management processes, it is important to identify any dependent or parallel processes
that will impact portfolio management performance. For example, the project management processes will impact
the portfolio management process if the project process does not provide transparency to the performance of the
project impacting the portfolio management selection process.

2.3 Portfolio Management Process Cycle

Organizations have many standard and recurring processes, including portfolio management. External
requirements (such as fiscal reporting) or internal requirements (such as quarterly budget revisions) may drive
these organizational processes as well as portfolio management processes. While portfolio management is a
continuous process (unlike project or program management, which have a scheduled start and end), certain
activities may follow a recurring timeframe, such as annually or as determined by the organization. The purpose
is to integrate portfolio management process activities in those other organization processes. For example,
selection and authorization of portfolio components can be part of the annual planning or strategic review with
quarterly, monthly, and/or weekly updates. Performance monitoring of the portfolio is usually continuous. Revising
the portfolio mix may be required when disruptions to the organization occur. Once established, the portfolio
management process is continuous.

2.4 Portfolio Management Information System (PMIS)

The portfolio management information system (PMIS) consists of the tools and techniques used to gather,
integrate, and disseminate the outputs of the portfolio management processes. It is used to support aspects of the
portfolio processes and may include both manual and automated systems.

These systems support overall organizational visibility, standardization, measurement, and process improvement,
and can facilitate effective decision making by providing the organization with key performance metrics and target
collection, analysis, and reporting.

Automated tools may include commercial project portfolio management (PPM) applications, an information
collection and distribution system, and web interfaces to other online automated systems to consolidate
the portfolio components’ status. The portfolio management information system is often a collection of
spreadsheets rather than automated tools. An effective PMIS enables the portfolio manager to define, analyze,
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design, produce, and manage information systems to support a successful portfolio, and includes tools and
processes such as:

e Software tools,

¢ Document repository and document version control systems,
e (Change or configuration management systems,

¢ Risk database and analysis tools,

e Financial management processes and systems,

e FEarned value management processes and tools,

e (Communication management processes and tools, and

e (ther knowledge management tools and processes required to support portfolio management.

2.5 Portfolio Management Governance

A cross-functional and integrated governing body determines and authorizes the scope of portfolio management
governance to direct portfolio management oversight and operational activity. Input to the portfolio alignment
decision-making process includes, but is not limited to, the organization vision, implementation strategy, resource
capacity, and short- and long-term organization plans. In smaller organizations, executive management may assume
all or some of the portfolio management governance responsibilities including making portfolio oversight decisions.

2.6 Portfolio Stakeholders

Portfolio stakeholders are individuals or groups whose interests may be positively or negatively affected
by portfolio components or portfolio management processes. They may also exert influence over the portfolio,
its portfolio components, processes, and decisions. The level of involvement by stakeholders may vary from
organization to organization or from portfolio to portfolio within an organization.

Depending upon the size and type of the organization as well as project and program management practices,
certain stakeholders may be specifically identified according to the goals and risk management strategies for the
portfolio.

Stakeholders may include but are not limited to CEO and other executives, functional management, operations
management, legal, finance, human resources, PMO, and program/project teams.

2.7 Organizational Influences on Portfolio Management

Successful portfolio management requires all management levels to support and communicate the value of
portfolio management to the organization and external stakeholders.

When making portfolio decisions, organizations are influenced by a variety of constraints and dynamics brought
by the stakeholders. Portfolio management is to balance stakeholder interests, both short-term and long-term, while
staying aligned with the organizational strategy and objectives and considering resource constraints. The portfolio
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manager needs to make decisions in the best interest of the organizational strategy and objectives regardless
of the impact to individual portfolio components, including portfolio component termination. Examples of forces
influencing portfolio management are specified in the following sections.

2.7.1 Organizational Maturity

The organization as a whole should understand the organization’s need for portfolio management and commit
its leadership, resources (i.e., people, capital, and equipment), processes, and tools to make it successful. It is
important that the philosophy of portfolio management permeates the entire organization. This means that all other
activities and processes take into account the impact on or influence of portfolio management, even if the effect is
slight. For instance, general performance measures should be compatible and complementary with those used for
assessing portfolio components.

The term organizational maturity may be applied to the acceptance of portfolio management in the same way
as it may apply to project management. The level of application and the success of portfolio management are
directly affected by the level of maturity in the organization. Lack of organizational support for the concept and
approach of portfolio management is a major obstacle to portfolio management success. The portfolio management
process and the decisions resulting from it should be accepted by all levels within the organization. There is a risk
or threat that, while the process is accepted by senior executives in the organization, the resulting decisions may
not be accepted. Acceptance of portfolio management processes and decisions throughout the organization are
necessary for portfolio management success. Another important element is the organization’s ability to implement
the changes recommended by the portfolio management processes. The ability to execute change is different from
lack of acceptance of the recommendations and refers to an inability to make the desired changes. Not recognizing
and formalizing the organization’s ability to handle change is also a major obstacle to fully realizing the benefits
expected from the portfolio. Each portfolio component should consistently apply similar techniques to facilitate and
handle organizational change. The extent of organizational change that the organization is able to accept may be
one of the factors used to determine the appropriate mix of portfolio components. This is related to the strategic
objectives of the organization which serve as inputs to the portfolio decision process. Strategic goals will precipitate
some expected level of change to the organization’s people, processes, products, and technologies.

2.7.2 Organizational Impacts

This topic is related to that of organizational maturity described in Section 2.7.1. The distinction is that
organizational impact refers to the impact that portfolio management has on the organization rather than on the
organizational maturity in which portfolio management operates.

Effective portfolio management may have positive impacts across the organization by facilitating tactical
and operational planning in alignment with strategic goals. Conversely, the lack of efficient and effective
processes and procedures in other functional areas of the organization may also have a considerable impact
on portfolio management. An example is the lack of an effective resource assignment process to support the
execution of projects and programs approved through the portfolio management processes. Those involved in
the portfolio management process will need to factor organizational impacts into the corresponding plans and
decisions.

S, _ _  _ __ _ _ _ _ _ ___ __ __ _ _ _ _ _ _ _ L __  _ __ _ _ _ _
©2013 Project Management Institute. The Standard for Portfolio Management - Third Edition 27






3 - PORTFOLIO MANAGEMENT PROCESS GROUPS

PORTFOLIO MANAGEMENT PROCESS GROUPS 3

Portfolio management is the centralized management of one or more portfolios that enables executive
management to meet organizational goals and objectives through efficient decision making concerning one or
more portfolios, projects, programs, and operations. Portfolio management is performed in an environment broader
than the portfolio itself. Its roles and processes span the organization. The portfolio components, framework, and
management processes are selected to produce specific benefits to the organization; therefore, selecting and
tailoring portfolio management processes is a strategic decision.

In order to be successful, the portfolio manager’s activities include, but are not limited to:

¢ Understanding the organizational strategy;

e Establishing strategic organizational criteria for managing the portfolio;

¢ Considering all of the organization’s projects, programs, and other portfolio components; and
¢ Following agreed-upon processes mandated by the organization or selected by the team.

Portfolio management, as a set of strategic organizational processes, is a multitiered system consisting of
strategic, functional, and operational organizational portfolio components. Portfolio management is planned and
executed at all three tiers in the organization.

In addition to the organizational portfolio components, there are cross-functional teams involved, including
executive management, the portfolio management office, functional and operations management, and the program
and project management teams. The organizational portfolio components and cross-functional teams all add to the
complexity of portfolio management processes.

Portfolio management is accomplished through processes using relevant knowledge, skills, tools, and
techniques that receive inputs and generate outputs. A process within the context of portfolio management is
a set of interrelated actions and activities performed to achieve a strategic element such as a goal, objective, or
action to result in a benefit to the organization within the terms of strategic planning. Each process is characterized
by its inputs, tools and techniques that may be applied, and the resulting outputs. A portfolio manager needs to
understand the impact of the selected portfolio management processes on the expected organization results, which
are delivered by the portfolio.

This standard covers the processes required to make decisions about portfolio components and identifies those
portfolio management processes that have been recognized as generally accepted practices for project portfolios.
These processes apply globally and across industry groups. Generally accepted practice means there is general
agreement that the application of these portfolio management processes enhances the probability of success
over time.

e
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This does not mean that the processes described should always be applied uniformly for all portfolios. Each
portfolio manager is responsible for tailoring the processes to be used; in other words, determining which processes
are appropriate for a given portfolio.

Portfolio managers carefully address each process and its constituent inputs and outputs. They should use
this standard as a high-level guide for those processes that are considered when managing a portfolio, including
selecting and tailoring processes to ensure the right organizational and portfolio fit.

Portfolio management is an integrated undertaking requiring organizational strategy, the program, project and other
management processes, including the portfolio management processes to be aligned and connected. Portfolios exist
within an organization and should not operate as a closed system. Portfolios require input data from the organization and
others, and deliver capabilities and other benefits back to the organization. Actions taken during one process typically
affect that process and related processes. For example, an organizational strategic change may affect the portfolio
roadmap, but it may also affect the portfolio communication and risk management plans. These process interactions
often require tradeoffs among portfolio, program, and project requirements and objectives, which will vary from portfolio
to portfolio and organization to organization. Successful portfolio management includes actively managing these
interactions to meet executive management, sponsor, customer, and other stakeholder needs. In some circumstances,
a process or set of processes will need to be iterated several times in order to achieve the desired outcome.

This standard describes the key elements of portfolio management. This standard is not prescriptive in nature
and therefore does not specify the means by which an organization should implement the portfolio management
processes described herein. This standard presumes that the organization has an organizational strategy and
objectives accompanied by vision and mission statements as well as strategic goals and objectives. In order to
implement the portfolio processes presented here, the following organizational enablers are needed:

e The organization—including executive management—embraces the practice of portfolio
management;

¢ Proposed projects, programs and operational components need to be evaluated;
e Appropriately skilled staff members are available to manage the portfolio;

¢ Project and program management processes exist;

¢ The organizational roles and responsibilities are defined; and

¢ NMechanisms are in place to communicate decisions and other information internally and externally
to the organization.

The remainder of this section provides information and interlinks processes for establishing and managing
portfolio components, details the Process Groups, and includes the following major sections:

3.1 Portfolio Management Process Groups
3.1.1 Defining Process Group

3.1.2 Aligning Process Group

3.1.3 Authorizing and Controlling Process Group
3.2 Portfolio Management Process Interactions
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3.1 Portfolio Management Process Groups

The following sections identify and describe the Portfolio Management Process Groups. These Process Groups
have clear dependencies and are typically performed in the same sequence for each portfolio. They are independent
of application areas or industry focus. The portfolio manager may repeat individual Process Groups and individual
constituent processes prior to portfolio component authorization. 3

A Process Group includes the constituent portfolio management processes that are linked by the respective
inputs and outputs, where the result or outcome of one process becomes the input to another. The Process Groups
should not be thought of as portfolio management phases. Table 3-1 reflects the mapping of the 16 portfolio
management processes into the three Portfolio Management Process Groups and the five Portfolio Management
Knowledge Areas. Each of the key portfolio management processes is shown in the Process Group in which most
of the activity takes place.

Table 3-1. Portfolio Management Process Groups and Knowledge Areas Mapping
Process Groups

Knowledge Defining Process

Aligning Process

Authorizing and Controlling

Areas Group Group Process Group
Portfolio 4.1 Develop Portfolio Strategic Plan | 4.4 Manage Strategic Change
Strategic 4.2 Develop Portfolio Charter
LA 4.3 Define Portfolio Roadmap
Portfolio 5.1 Develop Portfolio Management | 5.3 Optimize Portfolio 5.4 Authorize Portfolio
Governance Plan 5.5 Provide Portfolio Oversight
Management 5.2 Define Portfolio
Portfolio 6.1 Develop Portfolio Performance | 6.2 Manage Supply and Demand
Performance Management Plan 6.3 Manage Portfolio Value
Management
Portfolio 7.1 Develop Portfolio 7.2 Manage Portfolio Information

Communication Communication Management
Management Plan
Portfolio 8.1 Develop Portfolio Risk 8.2 Manage Portfolio Risks

Risk Management Management Plan

3.1.1 Defining Process Group

The Defining Process Group consists of those processes performed to establish how the organizational strategy
and objectives will be implemented in a portfolio; determines the portfolio strategic plan; determines the portfolio
structure and roadmap; defines and authorizes a portfolio or subportfolio; and develops the portfolio management
plan and subsidiary plans.

The Defining Process Group is most active at the time the organization identifies and updates its strategic
goals, near-term budgets, and plans. Traditionally, these activities take place at the annual budgeting time or
business review meetings although some organizations have more or less frequent cycles. Such activities could be
scheduled quarterly, for example, or may occur because of unscheduled changes in the organization (e.g., mergers,
reorganization, changes in enterprise environment factors, etc.).

-
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3.1.2 Aligning Process Group

The Aligning Process Group consists of processes to manage and optimize the portfolio. This group determines
how portfolio components will be categorized, evaluated, selected for inclusion, modification, or elimination, and
managed in the portfolio. The Aligning Process Group promotes and supports the portfolio based on the strategic
goals of the portfolio through the operational rules for evaluating components and building the portfolio. The
processes in this Process Group enable the establishment of a structured method for aligning the mix of portfolio
components to the organization’s strategy.

The Aligning Process Group is most active after the portfolio organization has defined and developed its
strategic goals, near-term budgets, and plans. Traditionally, these activities are used to manage ongoing portfolio
activities.

3.1.3 Authorizing and Controlling Process Group

The Authorizing and Controlling Process Group consists of the processes for determining how to authorize the
portfolio and provides ongoing portfolio oversight. These two processes are central to all the portfolio management
processes and are the process steps and activities necessary to enable the portfolio as a whole to perform to
achieve metrics defined by the organization.

The authorizing and controlling group determines how to monitor strategic changes; tracks and reviews
performance indicators for alignment; and authorizes the portfolio components and verifies values that are delivered
to the organization from the portfolio including suggestions and best practices for better strategic planning in the
future. These authorizing and oversight processes are the active part of the portfolio and are usually an ongoing
function of the organization’s governing body.

The portfolio manager often repeats these group and individual constituent processes during the portfolio
management process. The Process Groups are not phases, and do not constitute a life cycle. The Process Groups
may be repeated for each portfolio or subportfolio.

3.2 Portfolio Management Process Interactions

There is a tight linkage between the Portfolio Management Process Groups and the ongoing organizational
process cycle of developing an organizational strategy, aligning all portfolio components to that strategy, and
monitoring the results of these decisions. The portfolio management processes act as a series of interrelated
processes or bridges between the organizational strategy and the programs/projects that are part of the tactical
work to deliver on the goals, objectives, and strategies of the organization. The series of interrelated processes, from
the strategy to its effective and efficient execution is a complex series of iterative and continuous processes. These
processes accommodate organizational strategy and changes in objectives by revisiting the Aligning processes and
providing oversight to all portfolio components.

Figure 3-1 illustrates the relationships between Portfolio Management Process Groups and the organizational
strategy and objectives, as well as those organization processes that have an effect on the portfolio management
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context. Portfolio Management Process Groups also interact with inventory of work and organizational assets,
such as portfolio process assets, organizational process assets, and enterprise environmental factors. Figure 3-1
shows that these groups have interdependencies and the portfolio manager utilizes these Process Groups in the
management of each portfolio. Constituent processes can also interact, both within their particular Process Group
and with the other Portfolio Management Process Groups.

Organizational Strategy and Objectives,
Organizational Process Assets,
Portfolio Process Assets,
Enterprise Environmental Factors, and
Inventory of Work

Defining
Process

Authorizing and
Controlling

Aligning
Process
Group

Process Group

...lll“

Projects, Programs, and Other Work

Results and Performance

Figure 3-1. Portfolio Management Process Group Interactions
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Process outside of
Knowledge Area

| -

External to a Process

Processes within a
Knowledge Area

p Inter-Knowledge Area relationships

---------------------------- p Extra-Knowledge Area relationships
Process flow

The data flow diagrams show basic steps and interactions. Many additional interactions are possible.

Figure 3-2. Data Flow Diagram Legend

A data flow diagram is provided in each Knowledge Area (Sections 4 through 8). The data flow diagram is a
summary level depiction of the process inputs and process outputs that flow down through all the processes within
a specific Knowledge Area. Although the processes are presented here as discrete elements with well-defined
interfaces, in practice they are iterative and can overlap and interact in ways not detailed here.

The process data flow diagram shown in Figure 3-3 provides an overall summary of the basic flow and
interactions among Process Groups, organizational strategy and objectives, organization process context, and
the program and project management processes. The process flow diagram illustrates the portfolio management
process interactions between the Process Groups, the organization, and the programs, projects, and operations that
make up the portfolio components.
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The portfolio risk management practices are the fundamental underlying processes that occur in portfolio
management. Risks that arise from the objectives of the portfolio come from a number of areas. They arise in all
three Process Groups: Defining, Aligning, and Authorizing and Controlling (see Figure 3-4).
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Figure 3-4. Risk Management Processes and the Portfolio Management Process Groups

3.2.1 Common Inputs and Outputs

Common inputs and outputs are those inputs and outputs that are frequently used in multiple portfolio
management processes. The multiple uses of common inputs and outputs are one of the factors that make portfolio
management complex and nonlinear.

3.2.1.1 Portfolio Process Assets
Portfolio process assets (PPA) include any or all process-related assets, from any of the stakeholders and
teams involved in the portfolio that can be used to influence the portfolio’s success. These process assets include
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formal and informal plans, policies, procedures, and guidelines. The process assets also include the portfolio-
related knowledge bases, such as lessons learned and historical information. Portfolio process assets may include
information on tools, techniques, models, integrated schedules, and risk and performance data. The portfolio
manager is generally responsible for updating and adding to the portfolio process assets as necessary, as follows:

* Processes, guidelines, policies, and procedures (e.g., strategic alignment, governance, change 3
management, information distribution, optimization, risk and performance management, etc.);

e Specifications, work instructions, proposal evaluation criteria, and performance measurement
criteria;

e Templates (e.g., component proposals, lessons learned, and performance and risk management);

e Portfolio communication requirements (e.g., specific communication technology available, allowed
communication media, record retention policies, and security requirements);

¢ Procedures for portfolio component work authorizations;

¢ Performance measurement databases used to collect and make available measurement data on
portfolio components and track cash flow, including actual resources used and forecast of resources
required;

e Portfolio component files (e.g., component proposals, investments, performance measurement
baselines, calendars, risk registers); and

¢ Historical information and lessons learned knowledge bases (e.g., portfolio records and documents,
portfolio component closure information and documentation, information about both the results
of previous portfolio selection decisions and previous portfolio performance information and
information from the risk management effort).

3.2.1.2 Portfolio Reports
Portfolio reports may include, but are not limited to the following:
¢ Performance reports, including scorecards and dashboards,
¢ Feedback report to organizational strategy planning,
e Variance reports,
* Resource capacity and capability reports,
¢ Portfolio risks and issues,
¢ Governance recommendations,
¢ (Governance decisions, and
e Portfolio component recommendations.
3.2.1.3 Organizational Process Assets
Organizational process assets are the plans, processes, policies, procedures, and knowledge bases, specific to

and used by the performing organization, that can be leveraged by the portfolio manager.
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3.2.1.4 Enterprise Environmental Factors

Enterprise environmental factors refer to internal or external conditions, not under the control of the portfolio
organization, which influence, constrain, or direct a portfolio’s success. These factors occur externally to the portfolio
organization and outside of its direct control, yet they impact the portfolio management decision processes.

Enterprise environmental factors may constrain portfolio management options and may have a positive or
negative influence on the outcome. Enterprise environmental factors include, but are not limited to:

¢ (Organizational governance processes, culture, and detailed hierarchy structure;
¢ |egal constraints;

¢ Governmental or industry standards (e.g., regulatory agency regulations, codes of conduct, product
standards, quality standards, and workmanship standards);

¢ |nfrastructure (e.g., existing facilities and capital equipment);

e Existing human resources (e.g., skills, disciplines, and knowledge, such as design, development,
law, contracting, and purchasing);

e Personnel administration (e.g., hiring and firing guidelines, employee performance reviews, and
training records);

e Marketplace conditions;

¢ Portfolio management information system (i.e., tools, manual or automated, for information collection
and distribution to support the portfolio management processes);

e Commercial databases (e.qg., standardized cost estimating data, industry risk study, and information
and risk databases);

¢ (Organizational project management; and
e Stakeholder risk tolerances.

3.2.2 Key Deliverables Across Portfolio Management Processes

There are six key deliverables that are needed for the portfolio management processes. Table 3-2 describes
each of these documents, their purpose, and the contents. The six deliverables are:

e Portfolio strategic plan,

¢ Portfolio charter,

¢ Portfolio management plan,
¢ Portfolio roadmap, and

¢ Portfolio.
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Table 3-2. Key Deliverables for Portfolio Management Processes

KEY DELIVERABLE

Portfolio
Strategic Plan

PURPOSE

The portfolio strategic plan articulates the options,
preferences, and factors that will be considered in
a specific portfolio that will aid the decision makers
in aligning, authorizing and controlling the portfolio
and its individual components with the organiza-
tional strategy, future benefit, and stakeholder
expectations. Preexisting portfolios or inventories of
work should be validated against organizational
strategy updates to ensure consistency with the
evolving organizational mission, goals, and
objectives. Thus, by comparing new and preexisting
components with/against one another, it may be
determined that it is preferable to add, modify, or
divest some components to ensure the portfolio
objectives are aligned with the strategic plan.

CONTENT

Vision for the portfolio, which is based on the
alignment with the organization’s goals and objectives

Allocation of funds and resources for different types of
initiatives (portfolios, subportfolios, and other work)
and how these contribute to the organization’s
objectives

Portfolio benefits are clearly and consistently identified

Initiatives can be appraised and prioritized

Strategic objectives can be optimized with available
resources and risks

Key assumptions, constraints, dependencies, and
risks

Portfolio structure including a listing of the various
portfolio components and other work

Portfolio prioritization model

Portfolio
Charter

The portfolio charter is the document that formally
authorizes and structures a portfolio. The charter
provides the portfolio manager with the authority to
apply portfolio resources to projects and other work
within the portfolio. Chartering a portfolio links the
portfolio to the organizational strategic plan and
describes how the portfolio will deliver value to the
organization.

The portfolio charter should include the portfolio
vision, high-level scope, justification, success criteria,
resources, and high-level timelines for portfolio
delivery

Identification of stakeholders

Portfolio
Management Plan

The portfolio management plan describes the
approach and intent of management in identifying,
approving, procuring, prioritizing, balancing,
managing, and reporting a portfolio of programs,
projects, and other work to meet the organization’s
strategic objectives.

Governance model

Portfolio oversight

Managing strategic changes

Change control and management

Balancing portfolio and managing dependencies

Measuring and monitoring performance and value

Portfolio performance reporting and review

Communication model as part of the communication
management plan

Portfolio risk management planning

Procurement procedures

Managing compliance

Portfolio prioritization model

Portfolio
Roadmap

The portfolio roadmap provides the high-level
strategic direction and information in a chronologi-
cal fashion for portfolio management execution and
ensures that dependencies within the portfolio are
established and evaluated.

List of components

The roadmap can be considered to be the
high-level prioritization mapping of the portfolio
over time, and the crucial aspect of the roadmap is
that it forms the initial basis upon which
dependencies are established both within the
portfolio and externally so they can then be tracked.

Dependencies

Key milestones and deliverables

Portfolio

A portfolio is a collection of projects, programs,
and/or other work that are adopted and grouped
together to facilitate the effective management of
that work to meet strategic business objectives.
The projects, programs, and/or other work may not
necessarily be interdependent or directly related.
The portfolio and its components are quantifiable;
that is, they can be measured, ranked, and
prioritized.

List of components with attributes (including but not
limited to: costs, time, resources, velocity of the
component's completion, etc.) and portfolio structure
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PORTFOLIO STRATEGIC MANAGEMENT

Portfolio Strategic Management includes the processes to develop the portfolio strategic plan, the portfolio 4
charter, and the portfolio roadmap and to assess and manage the alignment of these three deliverables to
the organizational strategy and objectives. In addition, portfolio strategic management involves managing,
monitoring, and responding to ongoing changes in organizational strategy and in portfolio components to
determine appropriate actions. Actions may include a modification to strategy and goals or changes to the
portfolio itself.

The Portfolio Strategic Management processes are (see Figure 4-1 for overview):

4.1 Develop Portfolio Strategic Plan.—Evaluating the high-level organization strategy/investment
decisions and defining the strategy in portfolio-related strategic goals and objectives in the portfolio
strategic plan.

4.2 Develop Portfolio Charter.—Creating the portfolio charter and identifying the portfolio structure and
portfolio management team (if applicable) to align with the portfolio strategic plan.

4.3 Define Portfolio Roadmap.—Creating a high-level schedule showing the strategic plan for
components to be implemented over time with any dependencies between them so that management
may evaluate any conflicts or gaps between the roadmap and the organizational strategy and
objectives.

4.4 Manage Strategic Change.—Evaluating and determining the responses to ongoing changes in organization
strategy or portfolio components, and updating the portfolio management plan and subsidiary plans to
reflect the impacts and response for portfolio management processes.

4.1 Develop Portfolio Strategic Plan

The Develop Portfolio Strategic Plan process consists of developing a portfolio strategic plan and aligning
the strategic management of the portfolio to the organizational strategy and objectives. The portfolio
is aligned to the organizational strategy and objectives for the corporate, organization unit, functional,
or department level, based on portfolio management objectives, prioritization, allocation of funds,
organizational benefits, performance expectations, resources, assumptions, constraints, dependencies,
risks, and requirements. Figure 4-2 shows the inputs, tools and techniques, and outputs. Figure 4-3 shows
the data flow diagram.

e
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4.1 Develop Portfolio
Strategic Plan

Portfolio Strategic

Management Overview

4.2 Develop Portfolio
Charter

4.3 Define Portfolio
Roadmap

.1 Inputs
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objectives
Inventory of work
Portfolio process assets
Organizational process assets
Enterprise environmental
factors
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.1 Inputs
.1 Portfolio strategic plan
.2 Portfolio process assets
.3 Enterprise environmental
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.2 Tools & Techniques
.1 Scenario analysis
.2 Capability and capacity
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.1 Portfolio strategic plan
.2 Portfolio charter
.3 Portfolio

.2 Tools & Techniques
.1 Interdependency analysis
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.3 Prioritization analysis
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.1 Portfolio roadmap

.2 Tools & Techniques analysis
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.3 Prioritization analysis -1 Portfolio strategic plan
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.1 Inputs
.1 Portfolio strategic plan
.2 Portfolio charter
.3 Portfolio
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.2 Tools & Techniques
.1 Stakeholder analysis
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.1 Portfolio strategic plan
updates
Portfolio charter updates
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Portfolio roadmap updates
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Figure 4-1. Portfolio Strategic Management Overview
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.1 Organizational strategy .1 Portfolio component .1 Portfolio strategic plan
and objectives inventory .2 Portfolio

.2 Inventory of work .2 Strategic alignment

.3 Portfolio process assets analysis

4 Organizational process .3 Prioritization analysis
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.5 Enterprise environmental
factors

G J 4

Figure 4-2. Develop Portfolio Strategic Plan: Inputs, Tools and Techniques, and Outputs
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Figure 4-3. Develop Portfolio Strategic Plan: Data Flow Diagram

4.1.1 Develop Portfolio Strategic Plan: Inputs
4.1.1.1 Organizational Strategy and Objectives

Organizational strategy and objectives provide long-term direction, vision, goals, and objectives. This input may
also take the form of a document that contains the mission, vision, strategy, and objectives with various levels of
detail depending upon the purpose and scope of the plan within the organization.

4.1.1.2 Inventory of Work

At a minimum an organization should have an inventory of work to serve as a starting point for developing
a portfolio. The organization may also have a prioritization of these portfolio components. The portfolio may be
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progressively elaborated as more details are gathered on its components. The list of portfolio components or
inventory of work may be immature and not optimized or final but it may be evolving.

4.1.1.3 Portfolio Process Assets

During the alignment of the organizational strategy and objectives, the portfolio manager references and is
guided by the portfolio’s plans, policies, procedures, and guidelines. Various tools and templates may be utilized
such as benefits analysis and reporting. Portfolio process assets are described in Section 3.

4.1.1.4 Organizational Process Assets

Organizational process assets may influence the Develop Portfolio Strategic Plan process. These organizational
process assets may provide information and direction about the organizational strategy and objectives, vision and
mission statements, prioritization, and resources. Organizational process assets are described in Section 3.

4.1.1.5 Enterprise Environmental Factors

Enterprise environmental factors described in Section 3 may consist of corporate, environmental, and
governmental variables that contribute to the Develop Portfolio Strategic Plan process. EEFs influence the
organizational strategy and objectives and may also impact the Develop Portfolio Strategic Plan process, particularly
factors such as organizational structure, stakeholder risk tolerances, marketplace conditions, and human resources.
Knowledge of these factors and their impacts may be context for and included in the portfolio strategic plan.

4.1.2 Develop Portfolio Strategic Plan: Tools and Techniques

Organizational strategy and objectives are analyzed to determine which part of the portfolio structure will address
specific organization strategy. The current inventory of work or existing portfolio should be analyzed to determine
which portfolio component will be continued, modified, or discontinued and whether any new components should
be added. The techniques should include the analysis of the drivers of strategic change to determine the desired
contribution of the initiatives to the strategic objectives.

4.1.21 Portfolio Component Inventory

By understanding the objectives, expected benefits, performance, and prioritization criteria, the portfolio manager is
able to define the portfolio in accordance with strategic direction and prioritization criteria. This may be an initial portfolio
based on a list of work, and the portfolio may be further elaborated to reduce gaps in meeting strategic objectives.

4.1.2.2 Strategic Alignment Analysis

The strategic alignment analysis focuses on the new or changing organizational strategy and objectives.
The analysis also indicates where there are gaps in focus, investment, or alignment within the portfolio.

Portfolios or inventory of work must be validated against organizational strategy updates to ensure consistency
with the evolving organizational mission, goals, and objectives. Thus, by comparing new components to preexisting
components, the portfolio manager should be able to determine whether it is preferable to add, modify, or terminate
some components to ensure the portfolio objectives remain aligned with the organizational strategy and objectives.
Factors that may indicate a need for a revision of the portfolio components include: obsolete goals, opportunities

e
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to be pursued, and response to regulatory changes, etc. Results of the analysis become part of the portfolio
process assets.

Figure 4-4 displays a structure according to a high-level timeline. The various organization areas are indicated
with the as-is situation and to-be vision indicated at either end of the spectrum. The boxes refer to multiple portfolio
components in the various organization areas. It provides an integrated view of the overall portfolio strategy and
demonstrates one type of tool that can be used as a step in conducting strategic alignment analysis. After mapping
the schedule, the analysis moves to identifying dependencies and potential conflicts in the plan. 4

Yrl H1 Yrl H2 Yr2 H1 Yr2 H2

TO BE Vision

Z ©aly ssauisng

€ eauy ssauisng

XXX

Business Area 5

Business Area 4

Figure 4-4. Integrated View of Overall Portfolio Strategy

4.1.2.3 Prioritization Analysis

The portfolio strategic plan should contain a prioritization model or approach that guides the ongoing decisions
as to which portfolio components should be added, terminated, or changed, as well as prioritizes and balances the
component mix over time.

A simple prioritization model may be provided which contains criteria to ensure alignment to strategic goals,
expected return on investment (ROI), investment risks, and dependencies. Scoring elements may be based on strategic
alignment, financial benefits, financial costs, risk, and dependencies to determine an overall scoring and ranking.

e
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Based on the measurement for each criterion, portfolio components are scored and compared to assist in
establishing the portfolio and are used when evaluating the portfolio throughout its life cycle.

There are various tools, techniques, and models to assist in performing prioritization analyses. Some examples
are weighted ranking and scoring techniques as described in Section 5.2.

4.1.3 Develop Portfolio Strategic Plan: Outputs
4.1.3.1 Portfolio Strategic Plan

The portfolio strategic plan should be produced using the organizational strategy and objectives. The portfolio
manager should collaborate with management in the governing bodies and key stakeholders in the development
of the plan. The portfolio strategic plan may address the organizational strategy for the corporate, organization
unit, functional or department level. The relationship between portfolio management and organizational strategy is
described in Section 1.5.

Organizational strategy is implemented through portfolio components and ongoing operations. In producing
the portfolio strategic plan, the portfolio manager should integrate and respond to changes in the portfolio while
remaining aligned with the organizational strategy and objectives.

To create the portfolio strategic plan, the portfolio vision and objectives are defined to align with organizational
strategy. The portfolio strategic plan key contents are:

e Portfolio vision and objectives;
¢ (QOrganizational structure and organization areas;
e Measurable goals and guidance;

¢ Allocation of funds to different types of initiatives (portfolios, subportfolios) and how these contribute
to the organizational strategy and objectives;

¢ Portfolio benefits, performance results, and value expected;

e Communication required to ensure successful change and implementation;

e Key assumptions, constraints, dependencies, and risks;

e Resources required by type and quantity;

¢ Portfolio prioritization model, a high-level prioritization, decision-making framework; and

¢ Risk tolerance.

4.1.3.2 Portfolio

The portfolio is the updated list of components resulting from developing a strategic plan and aligning identified
work or components to the defined organizational strategy and objectives. When just beginning a portfolio from
an inventory of work, the portfolio may evolve as more details are obtained such as dependencies, timelines, and
strategic changes resulting from both internal and external forces.

e
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4.2 Develop Portfolio Charter

During the Develop Portfolio Charter process, the portfolio charter is created and the portfolio structure is
defined. The portfolio charter is produced through this process to authorize the portfolio manager to apply portfolio
resources to portfolio components and to execute the portfolio management processes. The structure is developed
based on strategies and priorities, and portfolio components are grouped to facilitate effective management. The
structure identifies the portfolio, subportfolios, programs, and projects based on organization areas included,
hierarchies, timelines, and goals for each program, project, and operation to align with the portfolio strategic plan. 4
Once the structure is defined, updates will be needed to the strategic management plan and portfolio process
assets to ensure goals and standards alignment. Figure 4-5 shows the inputs, tools and techniques, and outputs.
Figure 4-6 shows the data flow diagram.

Tools & Techniques

.1 Portfolio strategic plan .1 Scenario analysis .1 Portfolio strategic plan
.2 Capability and capacity updates

analysis .2 Portfolio charter
.3 Portfolio process assets

updates

.2 Portfolio process assets
.3 Enterprise environmental
factors

Figure 4-5. Develop Portfolio Charter: Inputs, Tools and Techniques, and Outputs
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H factors H
: -~
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Figure 4-6. Develop Portfolio Charter: Data Flow Diagram
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4.2.1 Develop Portfolio Charter: Inputs
4.2.1.1 Portfolio Strategic Plan

When developing the portfolio charter and defining the portfolio structure, it is important to be guided by the
portfolio strategic plan, as described in Section 4.1. The information in the portfolio strategic plan necessary for
developing the portfolio charter is the portfolio vision and objectives, the benefits expected, and the key risks,
dependencies, and constraints.

Within the portfolio strategic plan, the prioritization model is useful as a decision framework to structure the
portfolio components.

4.2.1.2 Portfolio Process Assets

To develop the portfolio charter, the portfolio manager should leverage the portfolio’s plans, policies, procedures,
and guidelines, and any existing documentation of stakeholder relationships, scope, benefits, and portfolio goals.
Portfolio process assets are described in Section 3.

4.2.1.3 Enterprise Environmental Factors

Enterprise environmental factors as described in Section 3 may consist of corporate, environmental and
governmental variables that may contribute to and constrain the Develop Portfolio Charter process. The portfolio
structure in the charter may need to align with corporate accounting structure or with the functional structure of
the organization (e.g., by organization unit or department).

4.2.2 Develop Portfolio Charter: Tools and Techniques
4.2.21 Scenario Analysis

This analytical method enables decision makers to create a variety of portfolio scenarios using different
combinations of both potential components and current components, evaluating their possible outcomes based
on various assumptions. The result of this analysis allows decision makers to determine the portfolio structure and
objectives for inclusion in the portfolio charter.

4.2.2.2 Capability and Capacity Analysis

Capability and capacity analysis is performed to understand how much work is able to be performed
based on the resources available (capacity), as well as the ability of the organization to source and execute
the selected portfolio and to determine the constraints generated by certain skill set limitations, financial
constraints, and other asset capacity factors (capability). Internal resource capacity is required to be measured
and external resource availability is required to be established to complete the portfolio structure. These
human resource, financial, and asset capacity considerations will be limiting factors for the number and size
of portfolio components the organization can execute. Capability and capacity analysis is further described in
Section 5.3.2.

e
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4.2.3 Develop Portfolio Charter: Outputs
4.2.3.1 Portfolio Strategic Plan Updates

The portfolio strategic plan is updated to reflect resulting changes from defining the portfolio structure.
Some examples of updates and changes to the plan may include changes in organization areas, updates to the
organizational structure of the portfolio as well as updates in relationships, dependencies, and goals of the portfolio
components.

4.2.3.2 Portfolio Charter

A portfolio charter is the document that formally authorizes the portfolio manager to apply portfolio resources to
the portfolio component. The charter provides the portfolio structure including the hierarchy and organization of the
portfolio, subportfolios, programs, projects, and operations and forecasts how and when the portfolio will deliver
value to the organization. Chartering a portfolio links the portfolio to the organizational strategy and describes how
the portfolio will deliver value to the organization. The charter may include portfolio objectives, portfolio justification,
portfolio sponsor(s), portfolio management roles and responsibilities, key and major stakeholders, stakeholder
expectations and requirements, communication requirements, high-level scope, benefits, critical success criteria,
resources, high-level timeline, and assumptions, constraints, dependencies, and risks.

4.2.3.3 Portfolio Process Asset Updates

Portfolio process assets include formal and informal plans, policies, procedures, and guidelines, which may need
to be updated. The portfolio structure itself may be considered a guideline to identify the portfolio and subportfolios
based on organization areas, hierarchies, and goals for each portfolio component.

4.3 Define Portfolio Roadmap

Portfolio roadmaps are an output of high-level portfolio planning that graphically depicts all portfolio elements
needed to achieve organizational strategy and objectives. The roadmap provides a high level plan which should
then be used for identifying both internal and external dependencies. The portfolio roadmaps may contain both
program level and project level roadmaps included in the scope of the portfolio. Roadmaps may not provide details
of all identified portfolio components at the onset, however, they may be used to build details later. Figure 4-7
shows the inputs, tools and techniques, and outputs. Figure 4-8 shows the data flow diagram.

Tools & Techniques
.1 Portfolio strategic plan .1 Interdependency analysis .1 Portfolio roadmap
.2 Portfolio charter .2 Cost-benefit analysis

.3 Portfolio .3 Prioritization analysis

Figure 4-7. Define Portfolio Roadmap: Inputs, Tools and Techniques, and Outputs
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Figure 4-8. Define Portfolio Roadmap: Data Flow Diagram

The roadmap shows alignment from the components to the strategic objectives or highlights the gaps between
the components and the strategic objectives that need to be analyzed. In addition, it supports mapping of portfolio
milestones and dependencies, and identifies the challenges and risks. It can be used to communicate the linkage
between the organization strategy and portfolio management and is used by the governance processes to determine
when new components should be initiated.

The roadmap can also provide a high-level prioritization mapping of the portfolio over time. The roadmap forms
the initial basis on which dependencies are established both within the portfolio and externally so they can then
be tracked. External dependencies are those dependencies between organization areas, which are outside of the
portfolio.

4.3.1 Define Portfolio Roadmap: Inputs
4.3.1.1 Portfolio Strategic Plan

The portfolio strategic plan will reflect the organizational goals, objectives, and strategies necessary to enable
alignment of the portfolio roadmap. The portfolio strategic plan provides the portfolio prioritization model that
establishes the guidelines to prioritize portfolio components, enabling the portfolio roadmap to be built.

e
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4.3.1.2 Portfolio Charter

The portfolio charter is needed to understand the portfolio structure, scope, constraints, dependencies, resources,
and high-level timeline in order to create the portfolio roadmap.

4.3.1.3 Portfolio

The portfolio components and related information should be referenced to define the portfolio roadmap. 4
Examples of information referenced are prioritization, dependencies, and organization areas.

4.3.2 Define Portfolio Roadmap: Tools and Techniques
4.3.2.1 Interdependency Analysis

The interdependency analysis should identify the dependencies the portfolio may have in relationship
to other portfolios or to the portfolio environment. Dependencies to be analyzed may include resources,
finance, quality, risks, timelines, etc. Participants in this analysis may include executive level and other key
stakeholders.

4.3.2.2 Cost-Benefit Analysis

The cost-benefit analysis quantifies estimated costs and benefits and lists qualitative considerations of
alternative portfolio components for evaluation in determining the best course of action.

4.3.2.3 Prioritization Analysis

To accomplish the prioritization analysis, the portfolio manager should compare strategic objectives, prioritize
objectives, and perform strategic assessment against current enterprise portfolios.

4.3.3 Define Portfolio Roadmap: Outputs
4.3.3.1 Portfolio Roadmap

The portfolio roadmap should provide the high-level strategic direction and information in a chronological view
for portfolio management execution and enable dependencies within the portfolio to be established and evaluated.
In the example in Figure 4-9, the high-level timeline appears across the top of the structure, and the portfolio
components are listed in the first column.

e
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Portfolio Roadmap
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Program C

Program D
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ProjectH
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Project |

Business Area 1 Operations

Business Area 2 Operations

Business Area 3 Operations

Business Area 4 Operations

\Business Area 5 Operations

Figure 4-9. Portfolio Roadmap

4.4 Manage Strategic Change

The Manage Strategic Change process enables the portfolio manager to manage changes in organizational
strategy and to enhance the ability to accept and act on significant strategic change that impacts portfolio planning
and management.

As strategy shifts, the “as-is” state must be compared with the “to-be” state (which may be evolutionary
or incremental in nature), and a gap may result in a realignment of resources or adjustments in the portfolio
component mix to support the strategic change. Change in portfolios is a normal occurrence, and, depending on
the significance of the changes, portfolio documents may need to be reworked to ensure continued alignment with
the strategy. This repeated adaptation is in contrast to the progressive elaboration required in project management.
This process is an aligning process to identify the gap between as-is and to-be states and to analyze the impact
and response to strategic changes and changes in resources (people, processes, and assets/technology). The
vehicles used to plan and execute the strategic change are the portfolio strategic plan and portfolio management
plan. Figure 4-10 shows the inputs, tools and techniques, and outputs. Figure 4-11 shows the data flow diagram.
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Figure 4-10. Manage Strategic Change: Inputs, Tools and Techniques, and Outputs
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Figure 4-11. Manage Strategic Change: Data Flow Diagram

4.4.1 Manage Strategic Change: Inputs
4.4.1.1 Portfolio Strategic Plan

The portfolio strategic plan is described in Section 4.1.3.1. When managing strategic change, it is important to
understand the portfolio strategic plan in order to ensure inclusion of the correct components within those organization
areas with the highest strategic value. Due to new strategic direction, before and during the portfolio changes, the
executives’ and key stakeholders’ expectations and communication requirements need to be considered.

4.4.1.2 Portfolio Charter

The portfolio charter is described in Section 4.2.3.2. In managing strategic change, the original portfolio charter
or revised charter, if applicable, should be reviewed to ensure the charter and portfolio remain in alignment and are
updated as required.
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4.41.3 Portfolio

The portfolio is the means to the “to-be” vision. The list of current portfolio components are reviewed and
evaluated to determine the required changes in the component mix and to align with the strategic direction.

4.4.1.4 Portfolio Roadmap

The portfolio roadmap provides the high-level strategic approach in a chronological fashion for portfolio
management execution and ensures that dependencies within the portfolio are established and evaluated. This is
an essential component in enabling management of the portfolio and demonstrating a clear path from the “as-is” to
the “to-be” states. Reviewing or updating the portfolio roadmap ensures that it is in sync with changes in strategic
direction.

4.4.1.5 Portfolio Management Plan

The portfolio management plan provides portfolio oversight with the format and planned criteria for developing,
maintaining, and controlling the portfolio and its components. The plan documents the intended approach to
managing the portfolio and its components in order to meet the organization strategy and objectives. In managing
strategic change, the portfolio management plan should be reassessed and, if necessary, updated to ensure
probable mission success based on the updated strategy.

4.41.6 Portfolio Process Assets

Portfolio process assets are described in Section 3. In managing strategic change, the portfolio manager
references and is guided by the portfolio’s plans, policies, procedures, and guidelines. Examples of assets may
include analysis and assessment tools and templates.

4.4.2 Manage Strategic Change: Tools and Techniques
4.4.21 Stakeholder Analysis

Stakeholder analysis is critical in managing strategic change because it helps to ensure continuity and align
key stakeholders’ expectations with the changing strategy and resulting portfolio realignment. The techniques used
to analyze stakeholder expectations and requirements may include interviewing senior executive stakeholders
and analyzing requirements and expectations for strategic change. This may include identifying the stakeholders
by individual or group, determining expectations, evolving conditions, newly recognized pain points, problems or
desires, change impacts, issues, risk tolerance, and concerns.

4.4.2.2 Gap Analysis

A gap analysis is performed to compare the current portfolio mix and components with the new strategic
direction and the “to-be” organizational vision. This is essential to properly manage strategic change. This analysis
determines the gaps and changes needed in the portfolio mix in order that components may be added, changed,
or terminated.
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4.4.2.3 Readiness Assessment

A readiness assessment is performed to assess how ready the organization is to perform the steps necessary to
bridge the gap between the “as-is” portfolio state and the “to-be” state. The assessment determines the if, when,
what, and how of implementing the change, and points out any needs not yet addressed that are required in order
1o affect the change.

4.4.3 Manage Strategic Change: Outputs 4
4.4.3.1 Portfolio Strategic Plan Updates

The portfolio strategic plan is updated to reflect the outcome of the tools and techniques listed in 4.4.2 and
will need to be revisited when future strategic changes are made. Various elements of the portfolio strategic
plan may need to change to reflect the organizational strategy change such as the prioritization model, benefits,
assumptions, constraints, dependencies, and risks.

4.4.3.2 Portfolio Charter Updates

The portfolio charter is updated to reflect the outcome of the tools and techniques listed in 4.4.2 and revisited
when future strategic changes are made. The portfolio structure in the charter may need to change to reflect new
strategic objectives, as well as key or major stakeholders and their communication requirements.

4.4.3.3 Portfolio Updates

When a strategic change is made, components may be added, delayed, or removed from the portfolio to enable
alignment with the new strategy.

4.4.3.4 Portfolio Roadmap Updates

Based on the impact of the strategic change, the portfolio roadmap is updated taking into consideration the new
“to-be” vision and resulting changes in the portfolio components, timeline, and dependencies.

4.4.3.5 Portfolio Management Plan Updates

Portfolio management plan updates may be needed due to changes in management approach, priorities,
organizational structure, and other aspects of the portfolio management plan which may result from the strategic
change. Updates to the stakeholder engagement, communication management, performance, and risk sections
may be required also as a result of the stakeholder, gap, and readiness assessments.

4.4.3.6 Portfolio Process Assets Updates

If strategic changes impact portfolio plans and processes, the portfolio process assets are updated.
These assets include information available from historic files on previous strategic change to the portfolio-
related people, processes, and technology, performance metrics, risk management, and lessons learned
databases.
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PORTFOLIO GOVERNANCE MANAGEMENT

The Portfolio Governance Management Knowledge Area processes include portfolio oversight and how to plan
for, define, optimize, and authorize the portfolio in support of overall governance body decision-making activities. 5
Portfolio governance management ensures that investment analysis is done to identify opportunities and threats;
to assess changes, dependencies, and impact; to select, prioritize, and schedule activities to fund; and to achieve
performance targets.

The Portfolio Governance Management processes are (see Figure 5-1 for overview):

5.1 Develop Portfolio Management Plan—Defining portfolio components, developing the portfolio
management organization structure, and creating the portfolio management plan.

5.2 Define Portfolio—Creating qualified portfolio components and organizing them for ongoing evaluation,
selection, and prioritization.

5.3 Optimize Portfolio—Reviewing, analyzing, and changing portfolio components to create the optimal
balance to achieve the organizational strategy and objectives.

5.4 Authorize Portfolio—Allocating resources to develop component proposals, authorizing components
to expend resources and to communicate portfolio decisions.

5.5 Provide Portfolio Oversight—Monitoring the portfolio to ensure alignment with the organizational
strategy and objectives; making governance decisions in response to portfolio performance, portfolio
component changes, and issues and risks to ensure the delivery of the portfolio is in line with the
portfolio roadmap, current progress, and conditions (including resources).

5.1 Develop Portfolio Management Plan

The Develop Portfolio Management Plan process consists of developing and updating the portfolio management
plan to ensure alignment with the portfolio strategic plan objectives, the portfolio charter authorization, and the
portfolio roadmap. Portfolio management plan development is an iterative process and includes the integration of
subsidiary plans such as performance, communication, and risk management plans. This collection of plans may
be developed concurrently or separately. The portfolio management plan establishes how a portfolio is defined,
organized, optimized, and controlled. Figure 5-2 shows the inputs, tools and techniques, and outputs. Figure 5-3
shows the data flow diagram.
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Figure 5-1. Portfolio Governance Management Overview
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Figure 5-2. Develop Portfolio Management Plan: Inputs, Tools and Techniques, and Outputs
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Figure 5-3. Develop Portfolio Management Plan: Data Flow Diagram
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5.1.1 Develop Portfolio Management Plan: Inputs
5.1.1.1 Portfolio Strategic Plan

When developing the portfolio management plan, it is important to be guided by the portfolio strategic plan. The
portfolio strategic plan provides specifically the organizational risk tolerance, the organizational communication
strategy, and the organizational performance strategy. In addition, the portfolio strategic plan has the portfolio
objectives, portfolio management organizational structure, benefits, prioritization model, and resource information.
The portfolio strategic plan is described in Section 4.1.3.1.

5.1.1.2 Portfolio Charter

The portfolio charter is required to create the portfolio management plan and to understand the portfolio structure,
portfolio scope, resources, timeline, stakeholder communication requirements, performance expectations, and key
risks, dependencies, and constraints. The portfolio charter is described in Section 4.2.3.2.

5.1.1.3 Portfolio Roadmap

The portfolio management plan utilizes information from the portfolio roadmap’s high-level strategic direction
and extended timelines to define the low-level schedule and timelines for portfolio components. This approach
of managing the portfolio ensures the dependencies between portfolio components as defined in the portfolio
roadmap are met. For instance, the dependencies and integration of portfolio components as defined in the portfolio
roadmap influence the approach to communication and risk management in the portfolio management plan.

The portfolio management plan may describe or refer to different methodologies or approaches which the
organization applies to manage different classes or types of portfolio components, specified in the portfolio
roadmap. The portfolio roadmap is described in Section 4.3.3.1.

5.1.1.4 Portfolio Process Assets

Portfolio process assets include portfolio policies, processes and procedures, and portfolio knowledge bases.
Updating and adding to the portfolio process assets, as necessary throughout the portfolio management processes,
are generally the responsibility of the portfolio manager and outlined in the portfolio management plan.

Also portfolio process assets may include current information which should be used to establish portfolio
management processes and define responsibilities:

¢ Performance information from a portfolio’s past performance or history (for benchmarking purposes),
¢ Portfolio management decisions and open issues, and
¢ |nformation about ongoing and planned portfolio management tasks.

Portfolio process assets are described in Section 3.1.2.1.
5.1.1.5 Organizational Process Assets

Organizational process assets include organizational processes, procedures, and knowledge bases. These assets
can be referenced when developing the portfolio management plan and developing the portfolio management
approach. Organizational process assets are described in Section 3.1.2.3.
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5.1.1.6 Enterprise Environmental Factors

Enterprise environmental factors (EEFs) include the organization’s overall governance processes and may
consist of corporate, environmental, and governmental variables that can contribute to the determination of how
to manage certain aspects of a portfolio. The portfolio management plan establishes processes to monitor specific
EEFs and their critical values which can switch on specific portfolio management processes (escalations, change
requests, portfolio management process improvements, etc.). Enterprise environmental factors are described in
Section 3.1.2.4.

5.1.2 Develop Portfolio Management Plan: Tools and Techniques
5.1.2.1 Elicitation Techniques

The portfolio manager elicits requirements for the portfolio management plan from a variety of sources and
in a variety of ways. The benefit of using elicitation techniques for the portfolio management plan is greatest
in the portfolio development (discovery). These techniques can target the oversight team, key stakeholders,
working groups, or subject matter experts. Some of the methods used to elicit key information may include the
following:

¢ Facilitation techniques. These include focus groups and brainstorming activities. During these
facilitated sessions, a mind-map diagram may be used as one type of tool to organize the ideas
from stakeholders into logical groupings for consideration and incorporation into the plan.

e Survey techniques. These include the use of interview and observation survey techniques to
capture stakeholder input.

¢ (Collaboration techniques. These techniques can be employed to ensure that the plan has the
benefit of polling input from a team as a consensus or majority vote.Votes can be sought electronically
and often anonymously; then reports can be generated to display popular opinion on recommended
scope changes. The benefit of using elicitation techniques for the portfolio management plan is
greatest in the portfolio development stages and before implementing significant scope changes.
These techniques can target the oversight team, key stakeholders, working groups, or subject
matter experts.

5.1.2.2 Portfolio Organizational Structure Analysis

Depending upon the size and complexity of an organization, a single person or a team may manage the portfolio,
and senior management or a governing body may make decisions regarding portfolio components. The portfolio
manager should assign performance review and reporting roles and responsibilities across each program, project,
or operational component. Resources (information, human, and financial) are identified and made available to the
portfolio components at the right time and returned to the enterprise once their purpose has been served.

5.1.2.3 Integration of Portfolio Management Plans

Portfolio management plan development is an iterative process. Subsidiary plans such as risk, communication,
and performance management plans may be developed concurrently at the various stages of portfolio management.
The subsidiary plans are considered as part of the portfolio management plan although they may be separate
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documents and contain references to the portfolio management plan. Integrating of subsidiary plans assumes the
plans must be analyzed and aligned for consistency. If integration of subsidiary plans generates any changes in
approved documents, those changes must be communicated to those responsible in order to resolve issues and
reconcile changes.

5.1.3 Develop Portfolio Management Plan: Qutputs
5.1.3.1 Portfolio Strategic Plan Updates

If the portfolio manager is unable to implement the portfolio, which was developed according to the current
portfolio strategic plan, or if other developments warrant updates to portfolio strategy, the portfolio manager may
recommend and gain approval to update the portfolio strategic plan.

5.1.3.2 Portfolio Management Plan

A portfolio management plan document is produced and approved. The portfolio management plan can include
each of these sections:

¢ Governance Model. The governance model defines the way the organizational assets and resources
are planned to be managed within the portfolio according to the specific environment of the
organization. It establishes and tailors the decision-making rights and authorities, responsibilities,
rules, and protocols needed to manage progress based on portfolio risk towards the achievement
of their organizational strategy and objectives. This is accomplished through controls set up as gate
reviews for each stage of a project. These gate reviews afford management the opportunity to review
component progress and status at standard milestone dates throughout the lifecycle of the project. At
each gate, management reviews the adjusted, forecasted value and updated risks to determine if
the project should continue or if it should be put on hold or even cancelled. For purposes of this
standard, organizational governance is the process by which an organization directs and controls its
operations and strategic activities, and responds to the legitimate rights, expectations, and desires
of its stakeholders. Portfolio governance is a set of interrelated organizational processes by which
an organization selects and prioritizes components, and allocates limited internal resources to best
accomplish organizational strategy and objectives.

Roles and responsibilities should be clearly defined for specific roles such as portfolio manager,
sponsors, portfolio stakeholders, executive stakeholders, and program and project managers. Roles
and responsibilities need to be defined for portfolio management and for various governing bodies.

¢ Portfolio Oversight. A portfolio, program, or project management office (PMQ) may support portfolio
oversight by providing an effective way of sharing and optimizing scarce or common resources.
Portfolio governance allocates resources at the required quantity and quality levels and at the
time required. The PMO can also assist with communicating governance decisions, changes in the
portfolio, and stakeholder communication according to sponsor and stakeholder requirements. If
a PMO is to be utilized, the structure, responsibilities, and implementation approach will be
documented in the portfolio management plan.
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e Managing Strategic Change. The purpose of this process is to enable the portfolio manager
to respond to changes in organizational strategy and objectives. Incremental, minor changes
generally do not require changes to the portfolio. However, significant changes in the
organization’s environment often result in a new strategic direction, thereby impacting the
portfolio resources and portfolio components, and rely on a defined change control structure.
The portfolio management plan and portfolio governance processes should outline and manage
the response to significant strategic change that impacts people, process, and assets or
technology.

A significant change in strategic direction will impact portfolio component categorization or 5
prioritization, and this will require rebalancing the portfolio. Portfolio components may be terminated
prior to delivery and new portfolio components approved and started in their place.

e Change Control and Management. Change control and management defines the process of
managing changes to approved scope and requirements, schedules, and funding, including review
and approval by stakeholders and governing bodies. This is to ensure that the outcome aligns to the
organizational strategy, objectives meet targets and achieve return on investment, and resources
are allocated appropriately. Change control may also include starting, stopping, and delaying
portfolio components as resources are reprioritized to other portfolio components.

Change management is performed through a change structure facilitating impact analysis (often
provided in component proposals), deliberate review and approval or disapproval, prioritization, and
scheduling of proposed change activities.

¢ Balancing Portfolio and Managing Dependencies. The plan documents the portfolio manager’s
method of portfolio balancing, which is the process of optimizing the mix of portfolio components
to further the strategic objectives of the organization. Portfolio balancing supports the ability
to plan and allocate resources according to strategic direction and the ability to maximize
portfolio return within the organization’s predefined desired risk profile (documented in the risk
management plan).

¢ Performance Management Planning. This includes measuring and monitoring performance and
value, portfolio performance reporting, and review. This section includes or refers to the portfolio
performance management plan, which is described in Section 6.1.

e Communication Planning. This section includes or refers to the subsidiary portfolio communication
management plan, which is described in Section 7.1.

¢ Risk Management Planning. This section includes or refers to the subsidiary portfolio risk
management plan, which is described in Section 8.1.

¢ Procurement Planning. The plan should define any portfolio level procurement directives or
standards that will be leveraged and which should be considered when managing the portfolio.

e Managing Compliance. Compliance with new legislation may require the postponement of active
or planned portfolio components, thereby delaying or reducing the corresponding benefits. The plan
will document how the portfolio manager will address compliance requirements.
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¢ Portfolio Prioritization Model. The portfolio prioritization model is described in Section 4.1.2.3 and
included in the portfolio strategic plan. A simple prioritization model such as a scorecard may be
provided, containing criteria to ensure alignment to organizational strategy and objectives, expected
return on investment (ROI), investment risk, and dependencies.

5.1.3.3 Portfolio Process Assets Updates

To manage the portfolio in alignment with the organizational strategy and the portfolio strategic plan, the
portfolio manager may need to update various portfolio policies, processes, and guidelines as well as portfolio
management knowledge bases. Portfolio process assets are described in Section 3.1.2.1.

5.2 Define Portfolio

The purpose of the Define Portfolio process is to create an up-to-date list of qualified portfolio components
by identifying, categorizing, scoring, and ranking portfolio components. This process is required to produce an
organized portfolio for ongoing evaluation, selection, and prioritization. This process ensures resources are or
will be working on portfolio components that will provide the most significant value for the investment and are
most strongly aligned to the organizational strategy and objectives. This process is closely aligned with the
Optimize Portfolio process that optimizes the portfolio with the balanced portfolio component mix as described
in Section 5.3.

Once identified, the list of existing and proposed portfolio components needs to be organized into relevant
organization groups to which a common set of decision filters and criteria may be applied for evaluation, selection,
and prioritization. The portfolio components in a given group have a common goal and are measured on the same
basis regardless of their origin in the organization. The categorization of the portfolio components allows the
organization to balance its investment and its risks between all strategic categories and goals.

All pertinent information is gathered and summarized for each portfolio component of the portfolio.
The information may be qualitative and quantitative and comes from a variety of sources across the organization.
The portfolio manager may revise the data several times until reaching the required level of completeness.

By its definition, portfolio management selects only portfolio components that align with the organizational
strategy and meet defined criteria. Without a successful evaluation and definition process, unnecessary or
poorly planned portfolio components may be incorporated within the portfolio and increase the workload of
the organization, thus hampering the benefits realized from truly important and strategically aligned portfolio
components.

Key activities within this process include:

¢ |dentifying qualified portfolio components through the evaluation and assignment of key descriptors,

e (ategorizing portfolio components to which a common set of decision filters and criteria may be
applied, and

e Evaluating portfolio components with a ranking and scoring model comprising weighted key criteria.
Figure 5-4 shows the inputs, tools and techniques, and outputs. Figure 5-5 shows the data flow diagram.
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Figure 5-5. Define Portfolio: Data Flow Diagram

5.2.1 Define Portfolio: Inputs
5.2.1.1 Portfolio Strategic Plan

The portfolio strategic plan is described in Section 4.1. The portfolio strategic plan is used to align the portfolio
with the organizational strategy and objectives. It contains the prioritization model and drives the need to define a
portfolio and its individual portfolio components. To enable strategic alignment, preexisting portfolios or inventory
of work shall be validated against strategy updates which could change the key descriptors, categorization, and
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organization of portfolio components. It may not be the sole source for determining which portfolio component to
include but it is a key source to ensure an organization will meet its objectives.

5.2.1.2 Portfolio Charter

The portfolio charter, described in Section 4.2.3.2, is the document that formally authorizes the portfolio manager to
apply portfolio resources to portfolio components within the portfolio. The charter is required by this process because
it identifies the portfolio and subportfolios based on organizational areas in scope, hierarchies, and portfolio goals.

5.2.1.3 Portfolio

Regardless of whether a portfolio exists or if there is an inventory of work identified for inclusion in the portfolio,
the portfolio components are the basis for defining or redefining the portfolio.

5.2.1.4 Portfolio Roadmap

The portfolio roadmap is necessary for this process because it summarizes strategic objectives, evolving
aspects of the strategy by organizational areas, portfolio milestones, dependencies, challenges, and risks. The
detailed identification, categorization, and ranking and scoring criteria may be derived from the portfolio roadmap.
As a minimum, the defining criteria and categories should be in alignment with the portfolio roadmap.

5.2.1.5 Portfolio Management Plan

The portfolio management plan is created to describe the approach and intent of management in identifying,
approving, procuring, prioritizing, balancing, managing, and reporting a portfolio of portfolio components. This
process establishes the approach for defining, optimizing, and authorizing portfolio components. As an input to the
Define Portfolio process, the portfolio management plan contains the guidance to evaluate portfolio components
and make judgments to their alignment and priority.

5.2.1.6 Portfolio Process Assets

Portfolio process assets may include relevant templates, tools, data, and information regarding the portfolio and
guidance for defining the portfolio components.

5.2.2 Define Portfolio: Tools and Techniques

Tools and techniques used to define the portfolio help the organization to produce a categorized list of portfolio
components for ongoing evaluation and optimization.

The portfolio manager can apply a series of evaluation criteria associated with various organizational aspects. These
criteria should be gquantifiable so that they can be measured, ranked, and prioritized based on net benefit or value.

Some examples of evaluation criteria may include, but are not limited to:
¢ (QOrganizational strategy alignment;
e (Goals and objectives;
¢ Benefits, financial and nonfinancial;
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e Market share, market growth, or new markets;
e Costs (lost opportunity costs);
¢ Dependencies, internal and external;
¢ Risks, internal and external;
e | egal/regulatory compliance;
¢ Human resources capabilities and capacities;
¢ Technology capabilities and capacities; and 5
e Urgency.
It is important to select evaluation criteria which best support the achievement of organizational strategy and
objectives. Such criteria will also allow measuring the benefits contribution of a portfolio component.

5.2.2.1 Portfolio Component Inventory

The identification of qualified portfolio components determines whether or not a particular portfolio component
qualifies to be part of the portfolio. The sponsor of a portfolio component uses a standard set of key descriptors
when providing a proposal for a new portfolio component or a change to an existing portfolio component. The key
descriptors ensure that all portfolio components are comparable. Descriptors and criteria may be used for filtering
or eliminating new portfolio components by having associated acceptance levels.

A preliminary comparison of all inventoried portfolio components against the portfolio component definition is
used to identify portfolio components that meet requirements for consideration. The portfolio component definition
is used to make a first screening on the portfolio component list. For example, to be part of the portfolio, a portfolio
component should be greater than a predetermined minimum size and be in line with the basic strategic goals.

Each descriptor is defined and the corresponding evaluation criteria are predetermined. Key descriptors may
include, but are not limited to:

¢ Portfolio component number,
¢ Portfolio component code,

¢ Portfolio component description,
¢ Type of portfolio component,

e Strategic goals supported,

e (Quantitative benefits,

¢ (ualitative benefits,

¢ Portfolio component customer,
¢ Portfolio component sponsor,
¢ Key stakeholders, and

e Resources required.
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5.2.2.2 Portfolio Component Categorization Techniques

Assigning portfolio components to predetermined categories helps to compare portfolio components that
address similar organizational needs and strategic concerns. It also facilitates portfolio optimization by ensuring
that portfolio components are selected and managed within a set of categories addressing the organizational
strategy and objectives.

Each identified portfolio component, along with the key descriptors, is compared to the categorization criteria
and is assigned to a given category for the purpose of scoring, ranking, evaluating, and selecting between similar
portfolio components.

The number of categories is usually limited. Examples include:

¢ |ncreased profitability (revenue increase, generation, cost reduction and avoidance),

¢ Risk reduction,

e Efficiency improvement,

¢ Regulatory/compliance,

e Market share increase,

* Process improvement,

e (Continuous improvement,

¢ Foundational (e.g., investments that build the infrastructure to grow the business), and
¢ Business imperatives (e.g., internal toolkit, IT compatibility, or upgrades).

5.2.2.3 Weighted Ranking and Scoring Techniques

Weighted ranking and scoring techniques are used for ranking and scoring portfolio components within each
category based on values assigned. Portfolio components are ranked according to preestablished criteria as
illustrated in Figures 5-6 and 5-7.

( )
< o o (=] 58] [T
i
(@] (@] (@] (@] (=] [&]
A A
o o (=) o o o =
o oc oc oc o [a'm <t
[ =W o [= W o o o
PROJECT A 1 1 1 1 5 First Priority
PROJECT B
PROJECT C
PROJECT D
PROJECT E Last Priority
PROJECT F
\_ J

Figure 5-6. Single-Criterion Prioritization Model
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The single-criterion approach, as illustrated in Figure 5-6, is a pair-wise comparison of different portfolio
components with one another, to rank them hierarchically from the one that should be given the highest priority
to the one that should be the least priority within a given portfolio. Using a single criterion like priority of each
project to all of the other projects and assigning a value of 1 if judged superior, the highest score becomes the
highest ranking.

In the second example using multiple criteria, the projects are ranked based on the criteria to assign the highest
priority to the project with the lowest score (as shown in Figure 5-7).

( Criterion 1 Criterion 2 * Criterion 3 Criterion 4 PRIORITY A
riterion Prﬂbablllty of Success riterion riterion
PROJECTS —
evel o ..
Measure Rank Result Rank Importance Rank Measure Rank Score Priority
. 8.8
Project 1 16.0 2 | enotamn| 2 5 (+4) 1 $2M 1 1,50 1
Project 3 14.0 4 18.9 1 4 2 $2.5M 2 2.25 2
- (521M X 90%) . -
Project 4 15.5 3 8.45 3 2 4 $3M 3 3.25 3
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Project 5 10.0 6 | somioon| 5 3 3 $5.2M 6 5.00 5
. 2.1
L Project 6 12.0 5 (S3MX 70%) 6 1.5 5 $4.6M 5 5.25 6 )

Figure 5-7. Multiple-Criteria Weighted Ranking

Scoring models provide another possible method used to evaluate portfolio components and make them
comparable. A scoring model consists of a series of evaluation criteria having a weight expressed as a
percentage and a score. The weight for each criterion is expressed in percentages (the total needs to add
up to 100%) and determines the relative importance of each criterion in the portfolio component evaluation.
The score applies to each criterion and should be discriminating (such as 0, 5, and 10). The score measures
whether or not each criterion is met. Each scoring level needs to be clearly defined to ensure consistent
evaluation from portfolio component to portfolio component. The score multiplied by the weight provides a
value for each criterion and the total of all of these criteria values is the total value of the portfolio component
(as shown in Figure 5-8).
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SCORING MODEL Evaluation

List of Criteria Weight Low Medium High Score Total

Criteria 1 20% 0 5 10 10 2

Criteria 2 20% 0 5 10 10 2 s

Criteria 3 10% 0 5 10 5 0.5 §

Criteria 4 15% 0 5 10 10 1.5 g

Criteria 5 5% 0 5 10 5 0.25 B

Criteria 6 5% 0 5 10 0 0

Criteria 7 5% 0 5 10 10 0.5 -

Criteria 8 5% 0 5 10 5 0.25 j‘éj

Criteria 9 10% 0 5 10 0 0 g

Criteria 10 5% 0 5 10 5 0.25 B

TOTAL WEIGHT = 100% TOTAL SCORE 7.25

Indicator “Y” (0 to 1) 0.83
Indicator “X” (0 to 1) 0.4

Figure 5-8. Multi-Criteria Scoring Model

Mandatory criteria, such as regulatory or operational requirements, deserve particular attention. Portfolio
components that are required to comply with such mandates need to be noted to ensure their inclusion in the final
portfolio regardless of their scoring and ranking.

5.2.3 Define Portfolio: Outputs
5.2.3.1 Portfolio Updates

The portfolio is updated with portfolio components that have been strategically aligned, evaluated, and
prioritized for ongoing selection, authorization, and optimization. A list of identified and ranked portfolio components
is produced for each category. Portfolio components may be compared by category or for the entire portfolio.
The portfolio component key descriptors are used for categorizing, evaluating, and selecting portfolio components
in the portfolio. The key descriptors also provide context for monitoring and optimizing portfolio component
performance to ensure benefits delivery.

5.2.3.2 Portfolio Roadmap Updates

The portfolio roadmap may require updating when the result of the Define Portfolio process requires a change
in the portfolio components included or excluded or in the dependencies in the roadmap.

5.2.3.3 Portfolio Management Plan Updates

The portfolio management plan may require updating when the result of the Define Portfolio process indicates
a change in the portfolio management approach is required, such as a change in the prioritization criteria. Other
examples are when the categories or classification of portfolio components are revised or the approach is changed
on how a portfolio is optimized, authorized, and monitored.
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5.3 Optimize Portfolio

The purpose of this process is to optimize and balance the portfolio for performance and value delivery.
Portfolio optimization involves evaluating the portfolio based on the organization’s selection criteria, ranking
those portfolio components, and creating the portfolio component mix with the greatest potential to collectively
support the organizational strategy. Portfolio optimization includes planning and allocating resources according
1o organizational strategy and objectives and maximizing portfolio return within the organization’s predefined risk
profile and tolerances. It is important to balance the portfolio with respect to the diverse goals of the organization,
such as financial, organizational development and operational performance goals. This process is closely aligned 5
with the Define Portfolio process described in Section 5.2.

Portfolio optimization evaluates trade-offs of portfolio objectives, such as the management of risk and return,
balancing short-term goals against long-term goals, and balancing project types to align with the organizational
strategy and objectives. Limited resources are also balanced across the portfolio to reflect strategic priorities.
Portfolio components that deliver a lower level of benefit are removed from the portfolio to allow the organization to
focus its resources on higher priority portfolio components that deliver more value. Optimization also incorporates
groupings of portfolio components to ensure that portfolio components include all component dependencies,
including cost and benefit dependencies for the entire group.

Balancing activities involves reviewing selected and prioritized portfolio components. The portfolio is then
balanced to support organizational strategy and objectives using predefined portfolio management criteria, the
organization’s desired risk profile, portfolio performance metrics, and capacity constraints. Maintaining the portfolio
“as is” or adjusting the portfolio is made at completion of the optimization activities.

Portfolio components can be balanced with one another, usually within the same category (categorization
also being an attempt to balance portfolio components to address all of the diverse concerns and organizational
strategy), using a variety of qualitative and quantitative methods and tools to support the decision-making process
and to allocate a budget.

Key activities within this process include:
e Assigning or reassigning, scoring, or weighting criteria for ranking portfolio components;
¢ Performing risk analysis on portfolio components based on the organization’s risk profile;

e Evaluating and determining performance and expected value and benefits (financial and non-
financial) of portfolio components;

¢ Determining resource (human, assets, and technology) capability, resource capacity available, and
constraints for portfolio components;

e Determining which portfolio components should receive the highest priority within the portfolio; and

¢ |dentifying portfolio components to be suspended, reprioritized, or terminated based on the
balancing or rebalancing activities.

Figure 5-9 shows the inputs, tools and techniques, and outputs. Figure 5-10 shows the data flow diagram.
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Tools & Techniques

.1 Portfolio .1 Capability and capacity .1 Portfolio updates
.2 Portfolio roadmap analysis .2 Portfolio roadmap updates
.3 Portfolio management .2 Weighted ranking and .3 Portfolio management
plan scoring techniques plan updates
A4 Portfolio reports .3 Quantitative and qualitative 4 Portfolio reports
.5 Portfolio process assets analyses .5 Portfolio process assets
A4 Graphical analytical updates
methods

J
Figure 5-9. Optimize Portfolio: Inputs, Tools and Techniques, and Outputs
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Figure 5-10. Optimize Portfolio: Data Flow Diagram
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5.3.1 Optimize Portfolio: Inputs
5.3.1.1 Portfolio

The portfolio’s current active and inactive portfolio components are evaluated for optimization to ensure that
resources are allocated to achieve organizational strategy and objectives that deliver the most value to the organization.

5.3.1.2 Portfolio Roadmap

The portfolio roadmap provides the organizational strategy “to-be” vision for the portfolio that will guide the
portfolio optimization, including the dependencies, timing, and sequencing of portfolio components. The portfolio 5
roadmap is described in Section 4.3.3.1.

5.3.1.3 Portfolio Management Plan

The portfolio management plan, described in Section 5.1.3.2, provides the Optimize Portfolio process with
the approach for defining, optimizing, and authorizing portfolio components. The plan documents the intended
approach to managing the portfolio, subportfolios, and portfolio components in order to meet the organizational
strategy.

5.3.1.4 Portfolio Reports

Various portfolio reports are reviewed and analyzed to optimize the portfolio. Portfolio risk reports are used to
understand major risks associated with existing portfolio components and any potential issues which may arise from
implementing the portfolio. Resource pool report data are reviewed to understand resource allocation, availability,
and capability. Portfolio capability and capacity reports provide the maximum capability of the organization to meet
resource demand or requirements. Additional portfolio reports that assist in portfolio optimization are performance,
financial, and value or benefits.

5.3.1.5 Portfolio Process Assets

Portfolio process assets, described in Section 3.1.2.1, may contain relevant data, tools, templates, and
information regarding the portfolio and guidance on optimizing the portfolio.

5.3.2 Optimize Portfolio: Tools and Techniques

The organization can use tools and techniques to create a list of portfolio components that will be considered for
prioritization. This may include using the results of the scoring model to eliminate those portfolio components not
meeting acceptance threshold scores with respect to one or several predetermined criteria and indicators. Although
this process focuses on the value of individual portfolio components, the capacity analyses will also constrain the
portfolio components to organizational capacity constraints.

Tools and techniques for the Optimize Portfolio process are designed to assist portfolio managers and governing
bodies in their prioritization of portfolio components. The criteria may be the same as used in the scoring model to
evaluate and select portfolio components. For prioritization, the portfolio components will be compared to separate
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and combined entities in an effort to prioritize them in a coherent way to ensure optimal alignment with the
organizational strategy. Tools and techniques also help the organization to effectively select and implement a
portfolio with the best overall alignment with the organizational strategy.

5.3.2.1 Capability and Capacity Analysis

Exceeding the available resource capacity jeopardizes the portfolio’s ability to attain its goals and benefits.
Protecting resource capacity directly supports portfolio component execution by ensuring that resources are
available to accomplish portfolio objectives. Capacity management is a critical component of portfolio optimization
as it enables the organization to achieve maximum portfolio benefits given current resource constraints. The
organizational capacity analyses comprise the following three analyses:

¢ Human resource capability and capacity analysis. The human resource capability and capacity
analysis is performed to understand the capabilities and capacity of the organization to source and
execute the selected portfolio components, and to determine the constraint generated by capability,
such as certain skill-set limitations. Internal resource capacity needs to be measured and external
resource availability needs to be established in order to have a complete picture. The human
resource capability and capacity will be limiting factors for the number of portfolio components the
organization can execute.

¢ Financial capability and capacity analysis. The financial capability and capacity analysis is
performed to understand the capability and capacity of the organization to finance the selected
portfolio components. Internal financial capacity needs to be measured and external financial
resource availability (capability) needs to be established in order to have a complete picture. The
financial resource capability and capacity will be constraining factors for the number of portfolio
components or the size of portfolio components the organization can execute.

¢ Asset capacity and capability analysis. The asset capacity and capability analysis is performed
to understand the physical needs, by determining the type of assets (equipment, buildings, systems,
etc.), of the organization available to support the selected portfolio components and to understand the
constraints generated by certain asset limitations. The asset capacity will be a limiting factor for the
number of portfolio components and the size of portfolio components the organization can execute.

5.3.2.2 Weighted Ranking and Scoring Techniques

These are the techniques of weighting and ranking portfolio components within each category based on values
assigned. Portfolio components are ranked according to preestablished criteria as illustrated in Section 5.2.2.3 as
the single-criterion prioritization model and multiple-criteria weighted ranking, and multi-criteria scoring model.

5.3.2.3 (Quantitative and Qualitative Analyses

Quantitative and qualitative analyses include various analyses that help in optimizing the portfolio. These
analyses include:

¢ (Cost-Benefit Analysis. This analysis may be performed with any financial analytical method
preferred by the organization. These methods may include: net present value (NPV), discounted
cash flow (DCF), internal rate of return (IRR), cost benefit ratio, payback, and options analysis.
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¢ (Quantitative Analysis. Quantitative analysis may include the use of spreadsheets or other
tools to examine factors of interest, such as resource loading requirements over time or
cash flow.

¢ Scenario Analysis. This analytical method enables decision makers to create a variety of portfolio
scenarios using different combinations of both potential portfolio components and current portfolio
components and evaluating their possible outcomes based on various assumptions. The analysis
can be further enhanced by incorporating numerous baselines.

¢ Probability Analysis. These methods may include decision trees, flowcharts, and Monte Carlo 5
simulation. Portfolio components are evaluated using success and failure probabilities and
ranges of impacts if they occur for estimated cost, time, anticipated revenues, risk, and other
criteria.

e SWOT Analysis. Market and competitor analysis includes determining the value of portfolio
components in the market place and how portfolio components may affect (or be affected by)
competitors. A SWOT (strengths, weaknesses, opportunities, and threats) analysis can be used to
ensure market and competitor information is comprehensively and holistically considered.

e Market/Competitor Analysis. Market and competitor analysis includes determining the value of
portfolio components in the market place and how portfolio components may affect or be affected
by competitors.

¢ Business Value Analysis. Predetermining the values to improve the market value or organizational
improvement and then applying those values to the portfolio components is another technique. In
this context, the data may be qualitative or quantitative and as long as the sponsor agrees with the
order of execution, the value is correct.

5.3.2.4 Graphical Analytical Methods

These are graphical methods such as risk vs. return charts, histograms, pie charts, and other methods to
visualize the portfolio. Figures 5-11 and 5-12 are two of the graphical representations often used by organizations
to balance and monitor their portfolios.

Figure 5-11 presents a typical bubble graph that helps compare and balance portfolio components according to
some preestablished portfolio component balancing criteria. Each bubble is a portfolio component, and the size of
the bubble represents an additional variable, such as cost or net present value. Color may mean yet another criteria
or categorization.
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Figure 5-12 illustrates another variant of the bubble graph, displaying portfolio components according to the
category they belong to and the organizational unit impacted/targeted by the portfolio component. The bubble
graph also uses other indicators from the scoring model or new indicators concerned with portfolio balance where
each bubble is a portfolio component and the size of the bubble represents an additional variable, such as cost or
net present value. The color of a bubble might refer to a specific qualitative criteria required to measure balance.

Figure 5-11. Portfolio Balancing Using Indicators or Criteria
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Figure 5-12. Portfolio Balancing Using Strategic Categories and Targeted Business Units
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5.3.3 Optimize Portfolio: Outputs
5.3.3.1 Portfolio Updates

Portfolio optimization is performed on a recurring basis, and the portfolio is updated, including portfolio component
relationships, ranking criteria, priorities, dependencies, goals and other portfolio component information that are
updated as a result of portfolio optimization. The rationale for the decision to remove a portfolio component from
the portfolio or include a portfolio component in the portfolio is added to the portfolio component information.

Portfolio component budget and resource approvals or exceptions should be updated on the portfolio list. This 5
is an iterative process that takes into account both internal and external factors that change the costs, risks, or
values of the portfolio components.

5.3.3.2 Portfolio Roadmap Updates

Portfolio roadmap is updated as the portfolio is optimized. The organizational areas, portfolio components, and
high-level timeline may be changed due to optimization.

5.3.3.3 Portfolio Management Plan Updates

As a result of the Optimize Portfolio process, the optimizing approach, criteria, and other information about
maintaining a balanced portfolio may need to be updated in the portfolio management plan.

5.3.3.4 Portfolio Reports

Various portfolio reports may be updated as a result of the portfolio optimization process, such as resources,
risks/issues, value/benefits, performance, and financials. During the portfolio optimization process, as existing
portfolio components or newly selected portfolio components are evaluated, risks ratings and types of response
may be created or changed in risk reports. Reports about resources, such as capability and capacity, may also be
updated due to optimization.

5.3.3.5 Portfolio Process Asset Updates

Portfolio process asset updates may be needed after the portfolio is optimized. The process assets include
formal and informal plans, policies, procedures, and guidelines. The optimize portfolio procedures and guidelines
information may need to be updated and stored.

5.4 Authorize Portfolio

The purpose of this process is to activate selected portfolio components by allocating resources to develop
component proposals or execute portfolio components; update relevant portfolio reports such as funding updates,
resource assignments, and allocations; and document governance decisions. The changes in the portfolio and
related decisions are communicated to interested parties, governing bodies, stakeholders, and portfolio, program,
and project managers. Key activities within the process include:

e Authorizing portfolio component proposal development or portfolio component execution;
¢ Allocating resources to authorized portfolio components;
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¢ Reallocating funding and resources from deactivated and terminated portfolio components to
activated portfolio components or the resource pools; and

e Communicating changes and decisions for the authorized portfolio components.

Figure 5-13 shows the inputs, tools and
flow diagram.
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Figure 5-13. Authorize Portfolio: Inputs, Tools and Techniques, and Outputs
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Figure 5-14. Authorize Portfolio: Data Flow Diagram
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5.4.1 Authorize Portfolio: Inputs
5.4.1.1 Portfolio

The portfolio includes a list of portfolio components and related descriptive information, which have been
approved in previous processes and need to be authorized with their respective funding and resource requirements.
The portfolio contains a list of portfolio components for deactivation with remaining funding and resources that
need to be returned to the organization’s funding and resource pools.

5.4.1.2 Portfolio Management Plan 5

The portfolio management plan, described in Section 5.1.3.2, describes the process to authorize the portfolio
components to allocate and reallocate resources and funding and to define the key communication needs associated
with the portfolio management process, focusing on the proactive and targeted development and delivery of key
messages to the key stakeholders.

5.4.1.3 Portfolio Reports

Various portfolio reports are reviewed and analyzed to authorize portfolio components. The primary types of
reports for this process are financials/funding, resources, and governance decisions. For example, the portfolio
budget (annual or in multi-year format) is the funding that the organization is allocating to the portfolio for executing
portfolio components and for meeting organizational strategy and objectives. In the authorization process, the
portfolio funding is divided between the different portfolio components according to the contractual milestones of
each of the portfolio components.

The resource reports include human resources (such as project managers, subject matter experts, solution
architects, etc.), physical/major shared assets (such as IT and telecommunication or specialized equipment,
laboratories and installations), and financial resources. The resource reports will be used to allocate resources to
the authorized portfolio components. The central management of resources maximizes the efficiency of resource
use and aligns to the overall portfolio goals and objectives and ensures the right resources are available on time.

Governance decision reports authorize components and provide detailed information on the authorization
justification.

5.4.2 Authorize Portfolio: Tools and Techniques
5.4.2.1 Portfolio Authorization Technique

The authorization tools and techniques specify the activities to formally authorize a new portfolio or portfolio
components, to effect funding allocations and transfers, and to report and communicate the results.

5.4.2.2 Portfolio Management Information System

The portfolio management information system is a tool used to execute the Authorize Portfolio process by
indicating which portfolio components have been assigned resources. All changes and updates made to the
authorized portfolio components are communicated by means of the updated portfolio management information
system and other communication methods.
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5.4.3 Authorize Portfolio: Outputs
5.4.3.1 Portfolio Updates

The portfolio is updated with the status of newly authorized portfolio components, their respective funding
and allocated resources, and any other related information that is applicable. Portfolio components authorization
is documented to formally begin work on authorized portfolio components. The communication should include
stakeholders and other portfolio component support functions.

5.4.3.2 Portfolio Management Plan Updates

The portfolio management plan and its subsidiary plans may need to be updated for various reasons related to
the Authorize Portfolio process. An example may be updates for budget/funding or resource allocation or updates
to the process for evaluating portfolio component authorization if the current established process does not meet
the portfolio management requirements.

5.4.3.3 Portfolio Reports

Various portfolio reports may be updated as a result of the Authorize Portfolio process, such as resources,
assets (financials and nonfinancial), and governance decisions. During the Authorize Portfolio process, as portfolio
components are authorized, there are changes in the funding and resource pools. Other reports may be updated
due to the authorization activities and results.

For example, the portfolio funding (annual or multiyear budgets) is updated to reflect the funding allocated to the
authorized portfolio components in the portfolio, and the funding, which is reallocated from terminated or cancelled
portfolio components and ready for use in funding new approved portfolio components or funds, is transferred
to the funding pool. Another example is a report that shows the updated resource pool reflecting the resources
allocated to the authorized portfolio components in the portfolio and the resources reallocated from terminated or
cancelled portfolio components.

5.4.3.4 Portfolio Process Asset Updates

Portfolio process asset updates may be needed after Authorize Portfolio is implemented. The process assets
include tools and templates, formal and informal plans, policies, procedures, and guidelines. The Authorize Portfolio
component procedures and guidelines information may need to be updated. Examples of updates are human
resource assignment procedures or transferring funding among components to and from the funding pool.

5.5 Provide Portfolio Oversight
The purpose of the Provide Portfolio Oversight process is to monitor the portfolio to ensure alignment with
organizational strategy and objectives and make governance decisions in response to:
¢ Portfolio performance;
¢ Portfolio component proposals and changes;
¢ Availability of resource (human, technology, and other assets) capability and capacity;
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¢ Funding allocations and future investment requirements; and
¢ Risks and issues.
Key activities within this process include:
¢ Reviewing information on portfolio resources, risks, performance, and financial information;
¢ (Conducting recurring and nonrecurring governance meetings for reviews and decision making;
e Ensuring compliance with organizational standards;
¢ Reporting portfolio changes and information on resources, risks, performance, and financials; and 5
e Communicating governance decisions.

Figure 5-15 shows the inputs, tools and techniques, and outputs. Figure 5-16 shows the data flow diagram.
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.2 Portfolio roadmap .2 Elicitation techniques .2 Portfolio management

.3 Portfolio management plan plan updates

A4 Portfolio reports .3 Portfolio reports

.5 Portfolio process assets A4 Portfolio process assets
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Figure 5-15. Provide Portfolio Oversight: Inputs, Tools and Techniques, and Outputs
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Figure 5-16. Provide Portfolio Oversight: Data Flow Diagram

5.5.1 Provide Portfolio Oversight: Inputs
5.5.1.1 Portfolio

The portfolio provides critical information on portfolio components that is required by portfolio oversight in order
to consider portfolio component proposals and changes and funding allocations. Portfolio oversight is concerned
with making sure that the portfolio’s current portfolio components and planned or future initiatives will address
organizational strategy and objectives.

5.5.1.2 Portfolio Roadmap

The portfolio roadmap, which is organized in a chronological fashion, provides high-level strategic direction
and dependencies within the portfolio to allow for oversight. The portfolio roadmap provides an integrated view of
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the portfolio strategy and is a useful tool for portfolio communication. The roadmap also shows the timeline of the
portfolio components as these may change over time.

5.5.1.3 Portfolio Management Plan

The portfolio management plan provides portfolio oversight with the portfolio management approach and
establishes how a portfolio is defined, organized, optimized, and controlled. The portfolio management plan
documents the intended approach for managing the portfolio and its portfolio components in order to meet the
organizational strategy.

5.5.1.4 Portfolio Reports

Portfolio reports, such as portfolio performance, resource capability and capacity, risks/issues, and financial
information, may be reviewed by portfolio oversight to evaluate the portfolio and its individual components to
decide what actions should be taken in order to minimize risk and maximize the benefits that the portfolio delivers
to the organization.

Portfolio reports assist in determining whether the portfolio is performing as expected and to evaluate whether
the portfolio benefits align with organizational strategy. Portfolio reports are described in Sections 6.2.3.1 and
6.3.1.4.

5.5.1.5 Portfolio Process Assets

The Provide Portfolio Oversight process may utilize portfolio process assets when reviewing, optimizing,
authorizing, and controlling the portfolio. Portfolio process assets include portfolio policies, processes and
procedures, and portfolio knowledge bases. These process assets may include historical performance information,
governance decisions, and open issues. Portfolio process assets are described in Section 3.1.2.1.

5.5.2 Provide Portfolio Oversight: Tools and Techniques
5.5.2.1 Portfolio Review Meetings

Portfolio review meetings are held by the portfolio governing body in order to review the current status of the
portfolio and to determine if any decisions need to be made regarding the portfolio and its portfolio components.
These meetings are typically recurring, formal in nature, scheduled around significant portfolio milestones, or
triggered by external events such as financial drivers, regulatory changes, and completion of significant portfolio
components or deliverables.

5.5.2.2 Elicitation Techniques

There are numerous elicitation techniques that can be used when providing portfolio oversight and
gathering potential issues and risks. Examples of elicitation techniques are compiling status reporting,
facilitating meetings, and conducting questionnaires and surveys. Elicitation techniques are described in
Section 5.1.2.1.
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5.5.3 Provide Portfolio Oversight: Outputs
5.5.3.1 Portfolio Updates

The portfolio is updated as a result of decisions made by the portfolio governing body during their formal or
informal portfolio governance meetings. For example, when the governing body decides that a portfolio component
needs to be added, terminated, or changed in some fashion, the portfolio is updated. Once the governing body
makes a decision that changes the current portfolio in some way, the decision is communicated to stakeholders,
governing bodies, and portfolio component managers. The method for documenting and communicating the
governance decisions may be a spreadsheet, a text document, or found within the portfolio management
information.

5.5.3.2 Portfolio Management Plan Updates

The portfolio management plan and its collection of subsidiary plans may be revised as the result of a
governing body decision regarding the portfolio oversight approach, decision tracking, or other types of status
reporting.

5.5.3.3 Portfolio Reports

Portfolio reports such as portfolio performance, resource capability and capacity, risks/issues, and financial
information may be updated during the Provide Portfolio Oversight process based on determined risks/issues,
actions, and decisions made to change the portfolio or to maximize the benefits that the portfolio delivers to the
organization.

5.5.3.4 Portfolio Process Assets Updates

During the activities of the Provide Portfolio Oversight process, it may be determined that portfolio process
assets require updating, such as portfolio policies, processes and procedures, and portfolio knowledge bases.
These updates may also include governance decisions and open issues.
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PORTFOLIO PERFORMANCE MANAGEMENT

The objective of portfolio management is to determine the optimal mix and sequencing of proposed projects
to best achieve the organizational strategy and objectives. Portfolio performance management is the systematic
planning, measurement, and monitoring of the portfolio’s organizational value through achievement against these 6
strategic goals (business value is explained in Section 1). In addition, the performance management process
manages the sourcing of key resources such as finance, assets, and human resources to ensure optimal returns.

Organizational strategy can be expressed through the organization’s vision and mission, including orientation to
markets, competition, and other environmental factors. Effective organizational strategy provides defined directions
for development and growth in addition to performance measurement metrics for success. Portfolio performance
management is critical in closing the gap between organizational strategy and the fulfillment of that strategy.
Organizations can further facilitate the alignment of these components by strengthening organizational enablers
such as structural, cultural, technological, and human resource practices.

Through the identification of organization value areas where components are most likely to impact, the
organization can clearly justify why and how investing resources in the selected projects will benefit the organization.
Sometimes a project may affect two or three value areas simultaneously, such as increasing revenues, bringing
in new customers, and increasing revenue from existing customers. Acceptance that not every project will be
valuable to the organization is the key to making decisions.

Performance metrics are the mechanism used for targeting areas of measurement for assessing how the mix of
portfolio components is performing. Quantitative and qualitative, in addition to tangible and intangible, measures are used.

Examples of the quantitative measures include:

¢ |ncreases in revenue attributable to the portfolio,

¢ Decreases in cost attributable to the portfolio,

¢ (Change in net present value (NPV) of the portfolio,

e Return on investment (ROI) of the portfolio,

¢ Internal rate of return (IRR) of the portfolio, and

e Percentage by which cycle times are reduced due to the portfolio.

Examples of the intangible, qualitative measures include:

e Degree of strategic alignment,

e Degree to which portfolio and organizational risks have been adequately managed by undertaking
the portfolio components,
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¢ Recognition of legal and regulatory compliance, and
e Sustainability and corporate responsibility.

Typical attributes of projects that are collected and analyzed in a portfolio include each project’s total expected cost,
consumption of scarce resources (human, financial, or material), expected timeline and schedule of investment, magnitude
and timing of benefits to be realized, and the relationship or interdependencies with other components in the portfolio.
Portfolio value is delivered when the portfolio components are utilized by the organization, community, customer, or other
portfolio beneficiaries. Benefits are sometimes not realized until long after the end of active work on a portfolio component.

Many organizations will express progress in the form of a dashboard, which can quickly communicate status
to the sponsor and stakeholders on how the portfolio is performing against expectations. In addition, reporting is
communicated through variance reports, benefits realization, and resource utilization reports.

The Portfolio Performance Management processes are (see Figure 6-1 for overview):

6.1 Develop Portfolio Performance Management Plan—Developing the performance management
plan as to how portfolio value is defined and realized through the portfolio measurements and targets,
alignment to organizational strategy and objectives, and roles and responsibilities in executing the plan.

6.2 Manage Supply and Demand—Identifying and allocating the required portfolio resources capacity
and capabilities according to each component proposal or plan.

6.3 Manage Portfolio Value—Measuring, capturing, validating, and reporting portfolio value at an
aggregate level delivered by portfolio components with the goal of maximizing return on investment
(within an acceptable level of risk).

Portfolio Performance
Management Overview

6.1 Develop Portfolio

6.2 Manage Supply 6.3 Manage Portfolio

Performance and Demand Value
Management Plan
.1 Inputs .1 Inputs .1 Inputs
.1 Portfolio management plan .1 Portfolio .1 Portfolio roadmap
.2 Portfolio process assets .2 Portfolio management plan .2 Portfolio management plan
.3 Organizational process assets .3 Portfolio reports .3 Portfolio reports
.4 Enterprise environmental — ]
factors .2 Tools & Techniques .2 Tools & Techniques
.1 Scenario analysis .1 Elicitation techniques
.2 Tools & Techniques .2 Quantitative and qualitative .2 Value scoring and
.1 Elicitation techniques analysis measurement analysis
.2 Portfolio management .3 Capability and capacity .3 Benefits realization analysis
information system analysis
.3 Capability and capacity .3 Outputs
analysis .3 Outputs .1 Portfolio management plan
.1 Portfolio updates updates
.3 Outputs .2 Portfolio management plan .2 Portfolio reports
.1 Portfolio management plan updates .3 Portfolio process assets
updates .3 Portfolio reports updates
.2 Portfolio process assets . J . J
updates
J

Figure 6-1. Portfolio Performance Management Overview
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Figure 6-1 provides an overview of the processes and their respective inputs, tools and techniques, and outputs
for this Knowledge Area.

6.1 Develop Portfolio Performance Management Plan

The portfolio performance management plan is a subsidiary plan of the portfolio management plan or a component
of the portfolio management plan. It explains how portfolio value is defined and details how portfolio components are
allocated for financial, human, and material or equipment resources. Performance planning starts with reviewing the
portfolio goals set in the portfolio strategic plan, and the objectives set to reach these goals. Performance management
is a discipline for measuring and analyzing progress against goals to determine if changes to the objectives, strategies,
metrics, or to the portfolio component mix need to be made. Recommendations for changes are based on performance, 6
changes in resource capability or capacity (constraints), benefits realization, assumptions, dependencies, or risks.

Portfolio resource management planning determines how resource capacity will be managed against resource
utilization and changing demand to ensure a portfolio component mix generates maximum value. The performance
management plan also defines the parameters and sets acceptable ranges for optimal resource capacity utilization
such as insourcing versus outsourcing levels, funding levels based on financial leverage, and risk exposure policies.

Portfolio value planning covers how the realization of benefits associated with the portfolio components are
tracked and optimized for maximum organization value. Organization value is more than just economic value, in
that it includes revenue growth and increased operating margins. It also includes other forms of value, such as
employee or customer satisfaction, contribution to the community, enhancement or protection of reputation, and
branding, integrity of the organization’s products or services, or protection of environmental resources.

Portfolio reporting will focus on providing stakeholders and the governing body with metrics to determine
whether the portfolio is meeting the organizational strategy and objectives. It should enable the portfolio sponsors
to quickly understand the status of the portfolio’s progress in achieving the expected benefits.

To a lesser degree, portfolio reporting will also provide those responsible for executing portfolio components with
meaningful information on the status of the respective portfolio components in the context of other components
and the overall portfolio. This level of portfolio reporting is important to optimize resource utilization against
organizational priorities.

The performance management plan documents how the organization plans to measure, monitor, control and
report (1) portfolio performance, (2) resource management, and (3) portfolio value.

Figure 6-2 shows the inputs, tools and techniques, and outputs. Figure 6-3 shows the data flow diagram.

Tools & Techniques

.1 Portfolio management plan .1 Elicitation techniques .1 Portfolio management plan
.2 Portfolio process assets .2 Portfolio management updates

.3 Organizational process information system .2 Portfolio process assets
assets .3 Capability and capacity updates

A4 Enterprise environmental analysis
factors

Figure 6-2. Develop Portfolio Performance Management Plan: Inputs, Tools and Techniques, and Outputs
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Figure 6-3. Develop Portfolio Performance Management Plan: Data Flow Diagram

6.1.1 Develop Portfolio Performance Management Plan: Inputs
6.1.1.1

The portfolio performance management plan is a subsidiary plan or component of the portfolio management
plan. When planning for portfolio performance, the portfolio management plan provides stakeholder expectations
and requirements, governance model, strategic change framework, planning, procurement, and oversight
processes including direction for performance, communication, and risk management. This information is critical
when building a framework for managing resources and generating value.

Portfolio Management Plan

6.1.1.2 Portfolio Process Assets

Several portfolio process assets are helpful in developing a performance management plan. These are various
portfolio-related documents such as the portfolio strategic plan, portfolio charter, processes, policies, procedures,
and knowledge bases used by the portfolio management office and stakeholders. These may also include various
schedules such as the resource schedule, funding schedule, resource work calendar, benefits schedule, and
portfolio component schedule. Portfolio process assets are described in Section 3.

6.1.1.3 Organizational Process Assets

Organizational process assets include plans, processes, policies, procedures and knowledge bases, specific to
and used by the performing organization. These assets, although external to the portfolio, may provide direction
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to develop the portfolio performance management plan. One example is human-resource-related policies.
Organizational process assets are described in Section 3.

6.1.1.4 Enterprise Environmental Factors

Enterprise environmental factors (EEF) are internal or external conditions, which are not under the control of
the portfolio organization, that influence, constrain, or direct portfolio performance. EEFs may have a positive
or negative influence on the portfolio. Those EEFs impacting the portfolio performance management plan may
include organizational culture, structure, and human resources. Enterprise environmental factors are described in
Section 3.

6.1.2 Develop Portfolio Performance Management Plan: Tools and Techniques
6.1.2.1 Elicitation Techniques

Planning techniques, such as elicitation, are foundational to the performance management plan development.
In elicitation, stakeholders and key subject matter experts are consulted during planning meetings, brainstorming
sessions, interviews, or surveys to develop measures and to ensure that the correct items are being measured to
ensure optimal resource performance and maximum portfolio value.

The portfolio manager should plan to develop and report on a predefined, preapproved set of metrics that
monitor strategic goal achievement, financial contribution, stakeholder satisfaction, risk profile, and resource
utilization. Metrics measure quantitative or qualitative information aggregated from the portfolio components.

The selected metrics should be relevant to the organizational strategy and objectives and aligned with its
other performance metrics. The portfolio management office should be prepared to develop new metrics when
appropriate and delete or change metrics that are no longer relevant to the stakeholders or that no longer support
the organizational strategy and objectives. The quantity of metrics should not overwhelm the stakeholders to
ensure the metrics are actively tracked and understood.

Performance measures and targets (metrics) are set at the portfolio component level and then rolled up to the
portfolio level to determine overall portfolio impact. In order to develop meaningful measures, a guideline (often
referred to as SMART) is used to ensure performance measures are:

¢ Specific. This provides a clear target as to what is being measured, and the value being realized.

e Measurable. The benefits need to be quantifiable, in terms of return on investment, net present
value, internal rate of return, payback period, or other organizational value. This should include the
methods used to measure, as well as the role and responsibility to obtain the targets as well as
value of the portfolio.

¢ Attainable. Measurements are capable of being met with reasonable, even if challenging, effort.

¢ Realistic. The target is achievable, given the organization’s capabilities and capacity, that is, it can
be challenging but achievable; and

e Time bound. There is a time frame set, both for initial targets and metrics, as well as benefit
realization.

e
©2013 Project Management Institute. The Standard for Portfolio Management - Third Edition 89



6 - PORTFOLIO PERFORMANCE MANAGEMENT

6.1.2.2 Portfolio Management Information System

A portfolio management information system (PMIS) is a tool, manual or automated, for information collection
and distribution to support the portfolio management processes. The PMIS may include costs, performance metrics,
risk information, and other information needed to manage and control portfolio performance. The PMIS may provide
methods by which internal consistency can be observed and portfolio performance metrics can be collected,
monitored, and controlled. The PMIS can also support performance improvement measures.

Portfolio component performance (scope, cost, schedule, and resources) is measured against established
baselines to calculate variances that need to be explained. The system may also be used to provide previously
used measures and templates for reporting.

The PMIS is often a collection of spreadsheets rather than an automated tool.

6.1.2.4 Capability and Capacity Analysis

This analysis is a technique performed to understand the human, financial, and asset capacity and capability of
the organization in order to select, fund, and execute portfolio components. A capability is a specific competency
that enables an organization to execute components and deliver results. An appropriate resource management
tool, technique, and/or process should be implemented for capturing resource capability and capacity to enable
analysis. Resource capability and capacity management analysis may include:

¢ Resource types. The resource types are financial, human resources, physical/intellectual assets,
and knowledge bases.

¢ Resource schedules. Resource schedules are histograms combining and detailing forecasts and
ongoing resource supply and demand.

e What-if scenarios. These scenarios track impacts of portfolio optimization decisions on resource
capacity.

¢ Finite capacity planning and reporting. Given the organizational objectives, this planning and
reporting tool indicates resource bottlenecks and under and over allocations and is based on
priorities that were agreed upon through governance oversight; and performs resource leveling
across portfolio components.

¢ Resource management tools. These tools help to quickly and easily identify the resource capability
and capacity.

Resource capacity may be analyzed before performance of portfolio resources is included in the portfolio
performance management plan.

6.1.3 Develop Portfolio Performance Management Plan: Outputs
6.1.3.1 Portfolio Management Plan Updates

The portfolio performance management plan is a component of or a subsidiary plan of the portfolio management
plan. It describes how and when the portfolio resources will be planned, balanced, and allocated to the portfolio
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components and how the portfolio component progress and resource-related issues and risks are integrated with
the resource management activities to ensure that cost-effective resource allocations are made to maximize
portfolio performance.

The portfolio performance management plan describes the steps and measures needed to effectively manage
portfolio performance as a whole. The plan includes procedures on ways to increase performance levels when
performance decreases and procedures for capturing lessons learned for future use.

The plan consists of, but is not limited to, the following:

¢ [ntroduction (goals, objectives, strategies, and tactics);
¢ Performance roles and responsibilities (who will measure and how often); 6

¢ Performance measures, that is, what will be measured, which can include metrics on scope, cost,
schedule, resources, and benefits);

e Performance reporting (what tools will be used; dissemination of reports, scorecards, and
dashboards; and who will be responsible and when);

¢ Resource optimization (utilization, balancing, and smoothing resource demand against capacity); and

¢ Benefits realization (how will realized benefits be tracked and compared to plans; how will value
be calculated).

One of the critical components of the portfolio performance management plan is benefits realization. The
benefits realization planning drills down on the expected benefits for a given portfolio of projects or programs,
and details how they will be measured, who will measure them, and when they are measured. Benefits realization
planning accomplishes the following:

¢ Helps to ensure that the benefits of a given portfolio are clearly defined for the stakeholders;

¢ Documents benefits in such a way that they can be easily measured and evaluated during the
course of managing the portfolio; and

¢ Allows the portfolio’s governing bodies to evaluate the expected net benefits of a given portfolio
or portfolios to prioritize portfolio efforts. In addition, historical data on actual benefits by previous
portfolios can help management make informed decisions when prioritizing future similar
components.

The performance planning team works with governing bodies to provide templates and examples for
establishing performance measures and targets. The governance team works with the executives to establish
and approve these measures and targets. These measures and targets are often called key performance
indicators (KPIs) and are used to report whether a particular portfolio is progressing as expected and the
results are in line with what the organization expected. In addition, the performance plan looks at future
indicators.

For example, in an organization competing for product leadership, the new product pipeline provides a powerful
leading performance indication of future sales potential or market share.

e
©2013 Project Management Institute. The Standard for Portfolio Management - Third Edition 91



6 - PORTFOLIO PERFORMANCE MANAGEMENT

6.1.3.2 Portfolio Process Assets Updates

Portfolio process assets that may be updated after completion of planning for portfolio performance include the
resource schedule, funding schedule, benefits schedule, and portfolio component schedule.

6.2 Manage Supply and Demand

The required portfolio resources, according to each initiative’s business case or plan, should be identified, and
an inventory of resources and capabilities should be aggregated at the proper level of detail. This demand is then
mapped to existing organizational resources: funds, other tangible and intangible assets, as well as key human
resources, such as program and project managers and subject matter experts. A master schedule of resource
allocation is necessary to plan the consolidated demand of portfolio resources.

The term “supply” refers to resource capacity including funding and staffing resources as well as equipment
and other physical assets shared among portfolio components. “Demand” is the resource requirement from the
portfolio components and from the component proposals requesting resources. The goal in managing supply and
demand is to ensure resource capacity is optimally allocated against resource requirements or demand based
on known organizational priorities and potential value. Resources should be allocated to minimize both unused
capacity and unmet demand. The ideal outcome requires diligent, iterative resource management and optimization
processes. Figure 6-4 shows the relationship between supply and demand.

( )

Supply (Unused (Unmet Demand

(Resource : (Resource
Capacity) Demand) Requirement)

Capacity)

Minimize to Optimize

Figure 6-4. Relationship Between Supply and Demand

There are two primary approaches to balancing supply and demand. Some organizations may assume
unlimited resources, and resources can be procured through various channels to meet any demand. These
are typically projectized organizations. Other organizations are resource-constrained, where resources can be
available within a range of variability. These organizations are more often functional or matrix organizations.
In functional and matrix organizations, labor resources often are utilized on both project work and operational
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work. Fluctuations in operational workload will have an impact on the availability of resources for work managed
within the portfolio.

There is a complex relationship between the types of resource supplies. The capability and productivity of
human resources, even when training, background, and experience are equitable can vary widely. Labor rates can
vary based on skill set, experience, industry, and physical location of the resources. Labor resources can be hired
or contracted. Equipment and physical assets can be purchased or leased and made available locally or remotely.

Every organization has bottleneck resources, which are skill sets needed on many projects but are in short supply.
Bottleneck resources are typically those with an understanding of the business processes, and they also have technical
or functional knowledge with the ability to translate business requirements and evaluate the impact of changes. These 6
are skill sets that are difficult to hire or contract due to their scarcity and specific organizational knowledge required.
Specialized equipment or facilities can also be bottleneck resources. The demand for these resources needs to be
managed continuously. It can be difficult to accurately determine the demand for resources across a portfolio of projects,
programs, and operations, at a point in the life cycle before detailed planning has occurred. As portfolio components are
selected and planning is conducted, new information regarding resource requirements is often learned.

In order to maximize the use of resources, organizations will commit resources to authorized portfolio
components, based on the expected end date of an active portfolio component (commonly referred to as “soft
booking”). Unexpected delays or unrecognized dependencies between portfolio components can result in situations
where a resource is not available when expected.

Continual and ongoing monitoring of the supply and demand relationship is critical to the success of the portfolio.
Information regarding resource utilization and changing resource requirements of active portfolio components as well as
the resource needs for planned and approved portfolio components are analyzed against the availability of resources. Then
the resources are allocated in a way so that the right resources may be identified and matched to the right projects at the
right time. When resources are constrained, the organization is unable to accomplish planned components and may need
1o reprioritize. Figure 6-5 shows the inputs, tools and techniques, and outputs. Figure 6-6 shows the data flow diagram.

Tools & Techniques

.1 Portfolio .1 Scenario analysis .1 Portfolio updates

.2 Portfolio management plan .2 Quantitative and qualitative .2 Portfolio management plan
.3 Portfolio reports analysis updates
.3 Capability and capacity .3 Portfolio reports

analysis

Figure 6-5. Manage Supply and Demand: Inputs, Tools and Techniques, and Outputs
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Figure 6-6. Manage Supply and Demand: Data Flow Diagram

6.2.1 Manage Supply and Demand: Inputs
6.2.1.1 Portfolio

The portfolio of active and planned portfolio components represents resource requirements or demand. These
requirements are balanced against the resource pool or capacity to determine how best to meet the needs of the
portfolio using limited resources. Components are prioritized to help guide resource allocation.

6.2.1.2 Portfolio Management Plan

The portfolio management plan defines how the portfolio will be executed, monitored, and controlled to meet
organizational strategy and objectives. The plan provides the high-level guidelines for reporting risks, communicating
with the portfolio management team, engaging stakeholders, recommending portfolio component changes, such
as delays due to constraints on resources, and other elements.

6.2.1.3 Portfolio Reports

Reports are used for analyzing and managing supply and demand and may include resource utilization reports,
vacation schedules, reports on any related equipment or software delivery and/or availability, and financial reports
to show funding updates.
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6.2.2 Manage Supply and Demand: Tools and Techniques

6.2.2.1 Scenario Analysis

Scenario analysis is necessary to determine various possibilities of resource allocations and the impact
to component schedules. Analysis may be used to determine what would happen if human, financial, or
equipment funding was increased or decreased, or if constrained resources were not available as scheduled.
This type of analysis is important to ensure that the organization is prepared for changes in demand or
changes to resource supplies. Organizations need to position themselves to absorb these changes with
minimal organizational impact.

Resource management tools are also available for modeling alternative scenarios for using resources to meet 6
the demand of portfolio component priorities.

6.2.2.2 Quantitative and Qualitative Analysis

Quantitative and qualitative analysis includes various approaches to studying the demand for resources against
capacity and constraints to determine how to best allocate resources. When bottleneck resources or resource
downtime are identified, resource leveling or project sequencing techniques can be applied. Resource leveling
strives to smooth performance levels by managing bottleneck areas and communicating delayed schedules if
necessary. Recommended changes, requests for more resources, and updates are communicated to the governing
body when resource leveling does not produce sufficient results.

The qualitative analysis, dependency analysis, review of resource schedules, and making changes to improve
capacity becomes quantitative when working with the number of full-time equivalents (FTEs) required and when
determining how many hours need to be allocated for each component, etc.

Trend analysis, using historical data, may also be performed to determine if resource requirements have
been consistently underestimated or if resources are consistently over or under performing and adjustments need
to be made.

Following the analysis, an organization can take appropriate action based on the drivers of the portfolio. When
demand is the primary driver, the organization needs to adjust the resource supply (through temporary and permanent
resources). When resource supply is relatively fixed, the organization needs to manage the project demand and
sequence project work based on resource availability and project priority. In many cases, organizations will both
adjust the resource supply as well as manage project demand.

6.2.2.3 Capability and Capacity Analysis

This analysis will study the capability of resources (e.g., skill sets and certifications), match them against the
portfolio’s objectives and goals, and translate the capability into what capacity is possible to meet the portfolio
demands.
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6.2.3 Manage Supply and Demand: Outputs
6.2.3.1 Portfolio Updates

Portfolio resource allocations and schedules may be updated as a result of supply and demand analysis.
Recommendations may be presented to the governing body to make changes to the portfolio component mix
based on resource capabilities.

6.2.3.2 Portfolio Management Plan Updates

The portfolio management plan includes the approach to resource management planning. Analysis completed during
this process may result in recommendations to update resource management strategies in the portfolio management plan.

6.2.3.3 Portfolio Reports

Resource utilization or resource efficiency reports indicate whether resource capacity has been optimally
matched against resource demands and highlights areas that need adjustment.

Burn-down or burn-up charts, funnel charts, bubble charts, histograms, and other types of diagrams are useful
to show the execution of the portfolio against the overall budget, strategic plan, or other attribute. Other reports may
demonstrate the effect of making alternative scenario resource decisions. The goal is for the right resources to be
assigned to the right portfolio components at the right time. The reports help the governing body make informed
decisions on resources to best achieve organizational objectives.

6.3 Manage Portfolio Value

Portfolio value for an organization can be expressed in multiple ways, including by revenue growth, increased
operating margins, employee or customer satisfaction, contribution to the community, enhancement or protection
of reputation and branding, and protection of environmental resources. Portfolio value is defined as the aggregate
value delivered by the portfolio components, and the goal is to deliver the maximum value possible aligned with
strategic objectives and with an acceptable level of risk based on the risk tolerance of the organization.

The method of defining value can differ among organizations. A value measurement framework is often helpful
in organizing the value that is to be created, how value will be measured, and recognizing the possible types
of value, including both tangible and intangible benefits. The measurement framework facilitates comparison of
expected value across the various components and supports informed portfolio decision making for authorizing
those components with the maximum expected net value to the organization. The net value considers the expected
gross benefits or value minus the required investment of time and resources.

During the optimization process, component proposals provide initial assessments of expected business value
and the (often intangible) contributions to organizational objectives. The expected value to be returned by the
portfolio component is a significant attribute of the weighting and scoring leading to authorization. Once authorized,
accountability for delivering the consequent value is assigned. Also, expected value will continue to be measured
throughout the component’s life cycle.

The expected value of components can change as portfolio components are planned, developed, and executed.
Changes in actual scope, schedule, cost, or performance can affect the expected value. External factors such
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as market conditions, competitor actions, laws and regulations, risks realized, and other factors can also affect
whether the expected value at delivery of the products, services, or assets created or enhanced has changed.

As components are completed and the organization begins to realize the consequential benefits and value,
measures are again taken to ensure that the intended benefits are gained and value is realized. The process to
formally measure achieved portfolio value against expected portfolio value ensures that the portfolio continues
to drive the correct work into the portfolio, organizational objectives are being achieved, and estimates for value
are being established correctly in the component proposals. The value measurement framework is continuously
improved by lessons learned through execution.

Outputs from this process include recommendations for changes to the portfolio and information to enable more 6
effective and efficient decision making in the organization.

Figure 6-7 shows the inputs, tools and techniques, and outputs. Figure 6-8 shows the data flow diagram.

Tools & Techniques

.1 Portfolio roadmap
.2 Portfolio management plan
.3 Portfolio reports

.1 Elicitation techniques .1 Portfolio management plan
.2 Value scoring and updates
measurement analysis .2 Portfolio reports
.3 Benefits realization .3 Portfolio process assets
analysis updates

Figure 6-7. Manage Portfolio Value: Inputs, Tools and Techniques, and Outputs
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Figure 6-8. Manage Portfolio Value: Data Flow Diagram
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6.3.1 Manage Portfolio Value: Inputs
6.3.1.1 Portfolio Roadmap

The portfolio roadmap provides a high-level timeline for expected portfolio component delivery. Delays in
scheduled delivery of one or more portfolio components can have a ripple effect through the portfolio, effecting
resource utilization, and initiation of other portfolio components. Delays in delivery of portfolio component results
may adversely affect the value derived from the portfolio.

6.3.1.2 Portfolio Management Plan

The portfolio management plan provides for the continual identification and assessment of the value
of the portfolio benefits and the impact on the organizational objectives, identification and monitoring of the
interdependencies between the benefits being delivered by the various portfolio components, analysis of the
potential impact of planned portfolio component changes on benefits outcome, and assignment of responsibilities
and accountability for the actual realization of benefits provided by the portfolio components.

6.3.1.3 Portfolio Reports

Portfolio reports include reports of aggregate portfolio component performance (time, cost, and scope), progress
against plans, updated forecasts of expected value to be delivered, and variance reports.

Portfolio performance variance reports aggregate portfolio component data and compare the original expected
value contribution of the combined portfolio to the current expected value contribution based on changes to the
portfolio components, various internal and external risk factors, and competitor and market data, among other
factors.

Performance variance/alert techniques should support content and be in a format that is standardized across
all portfolio components. Simple burn-down or burn-up charts showing the delivery of a component compared
to the portfolio’s budget or time is a simple representation of progress. A common representation includes visual
indicators, such as the traffic light colors (red, yellow, green, and sometimes blue to indicate completed portfolio
components), which signify levels of portfolio component performance. Figure 6-9 shows an example with milestone
markers displayed where schedules were exceeded or missed.

e
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Figure 6-9. Performance Variance Report
6.3.2 Manage Portfolio Value: Tools and Techniques

The Manage Portfolio Value process tools and techniques provide ways to analyze the various inputs to determine
how portfolio value is affected by recent changes. The tools and techniques also provide the means to identify what
might be done to positively affect the portfolio value in light of the multitude of factors.

This process is an enabler for the portfolio optimization and authorization processes as it ensures portfolio
components and their benefits can be easily compared to one another based on carefully selected, consistently
applied value criteria. Sample benefits criteria include strategic alignment, customer satisfaction, financial return,
asset usage efficiency, mandated compliance, and organizational process improvement. These criteria should allow
for tracking planned value once the contributing components are completed. Benefits may be categorized and the
categories can be prioritized. The relationships between components, their resulting benefits and the outcomes can
be managed on a schedule as shown in Figure 6-10.
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Figure 6-10. Portfolio Benefits-Realization Plan
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N

6.3.2.1 Elicitation Techniques

Elicitation techniques used in the Manage Portfolio Value process include meeting with the stakeholders to
assess criteria and to discern the weight assigned to different benefits and outcomes. SWOT analysis (strengths,
weaknesses, opportunities, and threats) can also be used to elicit information to ensure benefits are comprehensively
and holistically taken into consideration. Benefits result from exploiting a strength or opportunity as well as from
positively addressing a weakness or threat.

6.3.2.2 Value Scoring and Measurement Analysis
There are various methods that can be used to score and measure the organizational value:

¢ Scoring models. Scoring models may be used to consistently document and assess financially
intangible portfolio benefits (those benefits that cannot be assessed using financial return on
investment methods). All criteria in the benefits scoring model should relate to organizational
priorities. Using a scoring model facilitates agreement as to what is important and ensures the
criteria is documented and applied consistently to all intangible benefits.

A simple way to show scoring of a component against criteria is shown in Figure 6-11.

e
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Reviewing Project XYZ
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Figure 6-11. Scoring Component Performance

When conditions change, an updated analysis may show a need to revise criteria weights. The example in
Figure 6-12 shows that strategic changes (shown as dark ovals at Criteria A and Criteria B) call for changes to
the original weighting to occur (shown as dark circles against Criteria A and Criteria E), due to new organization
conditions. This causes reweighting of two of the six criteria used for portfolio management by the impacted
organization.

( N
Weighting Business Change

New Business Conditions Suggest a Required Change in Weighting of Two Criteria

Criteria A Criteria Criteria B

Legend
0 1 2 3 4
Y | | | )
(OO0
Criteria F i 5 None | Low Med High | Most

Thick edge = key criteria; Highest # = Best

Original Weight
------- Required Change

Criteria
Group 2

Criteria
Group 3

Criteria E

Figure 6-12. Changes in the Weighting for Scoring Performance
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102

Cost-Benefit Analysis. This analysis seeks to define the benefits that will be provided by the
portfolio and compare it to the costs of the portfolio. Benefits may be financial, such as increased
profits, but may also be nonfinancial such as increased market share or a new capability. The cost-
benefit analysis should be tracked and reevaluated as required throughout portfolio performance
management, as the portfolio component changes or as the financial or competitive environment
changes. Return on investment and net present value (the present value of inflows minus the
present values of outflows) are helpful in determining expected impact.

Comparative Advantage Analysis. When conducting comparative advantage analysis against
a strategic objective or portfolio component proposal, it is important to consider that competing
efforts may reside within or external to the organization. A typical component proposal includes
some level of analysis and comparison against current or future alternatives. This technique may
also include conducting a what-if analysis to consider how the portfolio component and its intended
benefits could be achieved by various options, including resource capability and capacity mix.

Progress measurement techniques. The tools and techniques used at the portfolio level are
similar to those used in a portfolio component such as earned value.

Value measurement techniques. Performance indicators are defined based on assessed value
and are used to measure and report portfolio performance.

Portfolio Efficient Frontier. The efficient frontier (see Figure 6-13) is based on Harry Markowitz’s
Modern Portfolio Theory and gives the decision makers the analytical tool to optimize portfolios
given the resource constraints. The portfolio, is referred to as “efficient” if it has the best possible
expected level of return for its level of risk (usually proxied by the standard deviation of the portfolio’s

Risk Adjusted Value
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O
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100 — Lo ot
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[F-eemeef £1
60 — I:IEI T Current Portfolio
O
40 —— Cost-Minimizing Portfolio
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| | | |
0 1 1 1 1
0 10 20 30 40
Total Cost

Figure 6-13. Portfolio Efficient Frontier
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return). Diversification may allow for the same portfolio expected return with reduced risk. It should
be noted that efficient frontiers are not static and organizations should monitor cost-benefit ratios
on a continual basis.

6.3.2.3 Benefits Realization Analysis

Organization benefits and value expand beyond economic value (also known as economic profit, economic
value added, and shareholder value) to include other forms of value such as employee value, customer value,
supplier value, channel partner value, alliance partner value, managerial value, and societal value. Many of these
forms of value are not directly measured in monetary terms.

A number of tools can help an organization increase their achievement of planned benefits:

¢ Results chain. A results chain shows the cause and effect relationships between the portfolio
components that are needed to deliver planned benefits. The relationships show a series of
sequenced benefits that are needed to achieve planned outcomes and develop the value to the
organization. This tool is used to identify the specific contributions that each portfolio component
makes to the overall portfolio value. It also shows gaps and overlaps that need to be addressed to
more effectively or efficiently realize planned benefits.

e Qutcome probability analysis of the portfolio. The portfolio manager estimates the potential
portfolio outcomes with respect to success criteria, listing the possible values of the corresponding
performance indicators with their associated confidence levels. This output is typically expressed as
a cumulative distribution (see Figure 6-14) that the project manager can use to set realistic targets
in line with stakeholder risk tolerances.

( )
Cumulative Frequency Distribution
100%
Mean = $46.67
>
Q
g 75%
S
=3
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=
=
8
S /
E os%
o
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O% l l l l l
[ s41 | s50
$30.00 $38.75 $47.50 $56.25 $65.00
Cost K$
Note: This chart shows that the portfolio is only 12% likely to meet the $41K target. For a 75% likelihood,
a forecast of $50K is required.
\_ J

Figure 6-14. Cumulative Cost Chart for the Spend on the Portfolio over a Given Period
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Various other methods can be used to both visualize and aid the management of portfolio benefits depending on
the situation and requirements involved, for example, various graphical methods such as charts showing planned
vs. actual targets.

6.3.3 Manage Portfolio Value: Outputs

The outputs of the Manage Portfolio Value process provide critical information needed to perform ongoing
portfolio optimization and authorization.

6.3.3.1 Portfolio Management Plan Updates

The portfolio management plan may be updated to identify new reporting, new measures, or other processes
by which the portfolio and the current portfolio components will be managed. This may include new measures to
be collected and analyzed, new reports to be created and distributed, or changes in roles and responsibilities for
managing the portfolio.

6.3.3.2 Portfolio Reports

Portfolio reports provide information about the performance and forecasts of the portfolio. These reports also
include variances, analysis of the variances, and recommendations to be considered by the governing body. If there
are savings forecasted in the components, these reports may be used as a source of information for adjusting the
subsequent year’s budget.

6.3.3.3 Portfolio Process Assets Updates

Lessons learned that are collected and analyzed may provide ways to heighten efficiency or effectiveness,
resulting in updates to best practice descriptions, training guides, and educational documentation and standards
for policy, process, procedures, or tools for managing value.

-
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PORTFOLIO COMMUNICATION MANAGEMENT

The Portfolio Communication Management Knowledge Area includes the processes to develop the portfolio
communication management plan and manage portfolio information. Portfolio communication management
processes are closely aligned with strategic, governance, performance, and risk management processes.

Selecting a communication strategy is focused on satisfying the most important information needs of
stakeholders so that effective portfolio decisions are made and organizational objectives are met. Transparency 7
may be a communication strategy to mitigate the risk of inadequate communication. Transparency with priorities
and status may provide credibility for the portfolio manager, establish good relationships with stakeholders, and
help reduce the chance of resources working on efforts not aligned with the organizational strategy and objectives.

The Portfolio Communications Management processes are (see Figure 7-1 for overview):

Portfolio Communication
Management Overview

7.1 Develop Portfolio

Communication 7.2 Manage Portfolio
Information
Management Plan
.1 Inputs .1 Inputs
.1 Portfolio .1 Portfolio
.2 Portfolio roadmap .2 Portfolio management plan
.3 Portfolio management plan .3 Portfolio reports
4 Portfolio reports 4 Portfolio component reports
.5 Portfolio process assets .5 Portfolio process assets
.2 Tools & Techniques .2 Tools & Techniques
.1 Stakeholder analysis —| .1 Elicitation techniques
.2 Elicitation techniques .2 Portfolio management
.3 Communication requirements information system
analysis .3 Communication requirements
analysis
.3 Outputs .4 Communication methods
.1 Portfolio management plan
updates .3 Outputs
.2 Portfolio process assets .1 Portfolio management plan
updates updates
J .2 Portfolio reports
.3 Portfolio process assets
updates

y,
Figure 7-1. Portfolio Communication Management Overview
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7.1 Develop Portfolio Communication Management Plan—Includes portfolio stakeholders’ identification
as well as planning effective solutions to satisfy the communication requirements.

7.2 Manage Portfolio Information—Executes the communication plan by collecting data, translating data
into meaningful information, and supplying it to the identified stakeholders in a timely and effective manner.

7.1 Develop Portfolio Communication Management Plan

Figure 7-2 provides an overview of communication management including stakeholder and communication
requirements analysis, the focus of consultation and participation of stakeholders for identifying risks, and the
flow and input of communication management to portfolio information and reporting. The management of portfolio
information is described in Section 7.2.

Portfolio Communication Management

106

Portfolio
Information
Communication Management and
Reports
L Portfolio
Communication .
L Risk Management
Requirements Information Information
Analysis System
Communication
Requirements
Stakeholder Stakeholder Analysis and
Analysis Consultation Communication
Methods

Figure 7-2. Portfolio Communication Management

Portfolio communication facilitates a two-way effective dialogue between affected internal and external

stakeholders, individuals, or groups, including:

e Executive managers,
e (perations managers,
e (overning bodies,
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e Sponsors,

¢ Project/program/portfolio managers,

e Suppliers and external resource providers,
e Regulatory bodies, and

e Qthers.

In order to develop the portfolio communication management plan, stakeholder identification and analysis is
necessary in addition to the determination of communication requirements.

In planning portfolio communication, the portfolio management plan may identify some of the primary
stakeholders, such as executive managers and sponsors, who are accountable for the success of the portfolio.
Planning may uncover additional stakeholders that require or benefit from the knowledge of portfolio progress, 7
performance, and changes. These additional discoveries are reflected as updates to the portfolio management
plan. As a comprehensive list of stakeholders is compiled, it is important to determine their information
needs and the preferred mode of communication. Developing a strong communication management plan
requires inputs from a variety of other portfolio management processes, such as performance and risk
management.

Portfolio communication recognizes the broad and varied stakeholders from executive management through
individuals performing the basic tasks to third parties. The information needs of portfolio stakeholders are much
more varied than with project-level communication primarily because of the breadth and variety of stakeholders.
Transparency in planning portfolio management reporting is important for discovering early if elements are missing
and to manage risk due to insufficient or inconsistent communication. Transparent communication is also valuable
when planning for optimal utilization of resources.

Figure 7-3 shows the inputs, tools and techniques, and outputs. Figure 7-4 shows the data flow diagram.

Tools & Techniques

.1 Portfolio .1 Stakeholder analysis .1 Portfolio management
.2 Portfolio roadmap .2 Elicitation techniques plan updates

.3 Portfolio management plan .3 Communication .2 Portfolio process assets
A4 Portfolio reports requirements analysis updates

.5 Portfolio process assets

Figure 7-3. Develop Portfolio Communication Management Plan: Inputs, Tools and Techniques, and Outputs

-
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Figure 7-4. Develop Portfolio Communication Management Plan: Data Flow Diagram

7.1.1 Develop Portfolio Communication Management Plan: Inputs
7.1.1.1  Portfolio

The portfolio includes the list of approved and potential portfolio components as well as other descriptive
information on the components such as dependencies, level of effort, points of contact, and other dashboard-type
information. Knowledge of the components of the portfolio may have an effect on the communication approach
used for consolidating and standardizing communication and evaluating communication strategy at a portfolio
(as opposed to a component) level. The portfolio list of components is critical in understanding the full scope of
communication needed.

7.1.1.2 Portfolio Roadmap

The portfolio roadmap helps with the understanding of the structure of the portfolio, interdependencies among
the portfolio components, and how all of the portfolio components “fit together” in order to lay out the plan for
achieving organizational strategy and objectives. Clear and timely communication of this roadmap and any changes
to the roadmap is a fundamental part of portfolio communication. The portfolio communication management plan
may include information about interdependencies among the portfolio’s components that could impact portfolio
communication objectives.
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7.1.1.3 Portfolio Management Plan

The portfolio management plan provides the scope of the portfolio and the initial list of primary internal and external
portfolio stakeholders including the governance model. The portfolio management plan is the guiding artifact that
establishes portfolio-level dependencies and constraints to allow for effective oversight. The portfolio management
plan describes the planned approach for approving, prioritizing, and scheduling the portfolio components and
setting priorities. All elements of the portfolio management plan have communication requirements, such as risks
that need to be communicated to the governing body, the portfolio manager, and the stakeholders. Changes in the
portfolio management plan may introduce new stakeholders or new communication requirements.

The communication management plan may be a subsidiary plan to the portfolio management plan or may be
included within the portfolio management plan.

7.1.1.4 Portfolio Reports 7

Portfolio reports include a variety of reports, such as portfolio status or progress reports, performance reports,
portfolio risk reports, and summary reports from the overall governance of portfolio components. Portfolio
performance reports can provide information on the total investment in each portfolio component, which serves as
the communication of assessed portfolio value. Some organizations communicate with dashboards to provide status
information at a glance. The format and content of these reports should be defined in the portfolio communication
management plan providing templates, standard forms, and procedures for planned portfolio reporting.

7.1.1.5 Portfolio Process Assets
Portfolio process assets related to planning portfolio communication include:

e Portfolio manager roles and responsibilities,

e Status reports,

¢ Portfolio risk profile or risk assessment with key risks and issues,
¢ Portfolio forecasts with variance to plan,

¢ Governance decisions,

¢ Funding decisions,

¢ Resource decisions,

¢ Portfolio value assessments, and

¢ Delegations of responsibility for communication.

7.1.2 Develop Portfolio Communication Management Plan: Tools and Techniques
7.1.21 Stakeholder Analysis

The purpose of stakeholder analysis is to identify the stakeholders, determine the different individuals and groups,
and determine their concerns, interests, and influence. For portfolio management, it is important to understand the
stakeholder’s interest and influence in the portfolio investment in order to develop the portfolio communication

-
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management plan. After gathering information about who the portfolio stakeholders are, the process of stakeholder
analysis captures information about each stakeholder and the relationships among them. Stakeholder analysis also
includes stakeholder classification.

In stakeholder identification, a list of all stakeholders is made. Attributes of the stakeholders are gathered, such as
which stakeholder group they are a part of. Stakeholder groups are defined in Section 2.7. Stakeholders in the same
group may have different concerns and interests, and stakeholder concerns and interests may change over time. In
addition to classifying them in groups, stakeholders are classified as either external or internal, as shown in Table 7-1.

Table 7-1. Types of Stakeholders

External . ; :
Portiolio competitors, government, industry, legal, customers, investors,

Stakeholders shareholders and public relations as it relates to the overall portfolio and
the individual changes being managed.

Portfolio
Stakeholders

The interest, influence, and communication needs of business partners,

The interest, influence, and communication needs of business operational
stakeholders who are looking to ensure alignment between portfolio
components, while minimizing negative impact and maximizing positive
benefits of all portfolio-managed changes to their business operations.

Internal
Portfolio
Stakeholders

The stakeholders who need to be informed consistently about the status of the portfolio include: the internal
stakeholders who have interest in or influence the delivery of business change, external stakeholders who are
outside the scope of the portfolio but can influence or need communication from the portfolio, sponsors who are
owners of the portfolio components, and the portfolio manager.

Assigning stakeholders into groups and classifying them as external or internal helps to target the optimal
type of communication and whether various communications can be grouped to match the stakeholder grouping.
In addition, once grouped, analysis can be done on that group’s ability to influence the portfolio. For assessing
influence, the following questions may be asked:

¢ Who are the members of the governing body? Are there governance processes to be supported, such as
portfolio component proposal validations, ROI considerations, and investment management practices?
How do these processes affect information requirements (i.e., who needs what information)?

e Which of the stakeholders are thought leaders, influencers, or early adopters? Which stakeholders
are known to resist change? Do they support or undermine each other’s change initiatives?

¢ What level of authority does each stakeholder have affecting the portfolio and the organization?
¢ What is their political influence in the organization?

e s their role as a stakeholder recognized by the organization?

e What are the interrelationships among the stakeholders?

¢ Which of the stakeholders can significantly influence others?

After assigning levels of influence, stakeholder analysis is also performed to assess the level of interest and
urgency in communication by each stakeholder.

e
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A simple way of devising a stakeholder communication management strategy, based on this analysis, is to use
influence and interest levels mapped to quadrants. If a stakeholder has low interest in the reports coming out of the
communication, for example, and has a low level of influence and authority, the strategy may be to plan to minimize
the effort in reaching this stakeholder. Figure 7-5 provides an example of these concepts.

Setting Stakeholder Communication Strategy

Level of Interest

Low High
Low Apply minimal effort Keep informed
Level of
Influence
High Active communications Active communications
and engagement
. J

Figure 7-5. Stakeholder Communication Strategy Matrix

An understanding of the core communication needs of each stakeholder is also necessary for planning. What
kind of information is each stakeholder interested in and what type of communication do they expect to ensure
portfolio success? Refer to Table 7-2 for an example of a stakeholder matrix used in stakeholder analysis.

Table 7-2. Stakeholder Matrix for Use in Stakeholder Analysis

Stakeholder Stakeholder Stakeholder Stakeholder
Groups Roles Interests Expectations
i e Provides funding o Benefits and outcomes that meet | e To be informed regularly of
Portfolio o Provides resources the organization’s goals portfolio return on investment,
Sponsors « Provides high-level scoping key portfolio milestones, risks,
costs, and schedule
o (Oversees the portfolio o Portfolio performance ¢ To be the most knowledgeable
e Sets priorities * Governance decisions party of portfolio progress
Portfolio * Manages the spending * Change decisions against goals
Governance * Reports progress e Concerns of sponsors and ¢ T? be aware of all developments
h of consequence
* Manages timely delivery of governing body a
benefits
o Ensures that portfolio e Project progress  To receive notification of all
oMo management best practices are | o [ essons learned portfolio changes and portfolio
being followed * Developing PMO materials for needs
future use
e Ensures that funding is intact ¢ Financial standings ¢ To be made aware of progress
Contract * Manages the contract « Project progress against contractual deliverables
Management Team « Ensures efficient availability of |  Contract impacts and changes | ® To be made aware of any
(vendors, legal) contractor staff changes to the contract including
increased resource requirements
Portfolio * Report progress and completion | e Portfolio changes * To receive notification of all
ComponentTeams of components o Portfolio risks and issues ipst;rutglo changes, risks, and
\_ J
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7.1.2.2 Elicitation Techniques

As portfolio stakeholders and stakeholder communication requirements change over time, it is important for
the portfolio manager to engage with stakeholders to ensure their needs are being met and are aligned with the
communication management plan. This may be achieved through interviews, questionnaires/surveys, stakeholder
meetings, and lessons learned sessions on the effectiveness of communication.

By meeting with stakeholders, for example, the portfolio manager can review the planned communication
to get feedback on the plan. Brainstorming can be helpful in identifying new stakeholder groups previously not
considered, and in these meetings, portfolio stakeholders can confirm or change the communication requirements.

7.1.2.3 Communication Requirements Analysis

In communication requirements analysis, the vehicle or tool used to communicate information to the stakeholders
and the frequency planned is evaluated to determine if changes should be made. A list of available communication
methods are charted to evaluate alternatives and ensure the optimal vehicle is being used to meet stakeholder needs.

Reviews are conducted to identify any redundant communication. Some redundancy is intentional to ensure
reaching multiple types of recipients or when intended recipients have varied preferences for receiving information.
Choices may need to be made to identify which communication is primary and which should be discontinued.

A communication matrix may be used for capturing and recording the results of this analysis. Table 7-3
is an example of a communication matrix. This document is foundational to building the communication
management plan.

Table 7-3. Communication Matrix

Communication Frequency Intended Communication
Areas Recipient Vehicles*
Quarterly and monthly Project sponsors Quarterly and monthly reports on
Portfolio Portfolio manager internal portal
Governance
Decisions PMO
Contracting officer
Weekly Project sponsors Governance meetings, email
Portfolio A distribution, portfolio dashboards
Dashboard Portfolio manager on internal portal
PMO
Portfolio Weekly Portfolio sponsors Governance meetings, status
Performance Portfolio stakeholders reports with email distribution,
Reports . newsletters, blqgs, portfolio
Functional managers dashboards on internal portal
Weekly Portfolio sponsors Governance meetings, status
Key Risks and . reports with email distribution
lssues Updates Portfolio stakeholders
Functional managers
Weekly Project team Governance meetings, status
Resource . reports with email distribution,
Utilization Project team members portfolio dashboards on internal
L SMEs portal

*Multiple vehicles for sending a communication do not necessarily mean redundant communication. Sometimes multiple vehicles are necessary to reach different types of

recipients or the recipients have varied preferences for receiving the information.

-
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To complete portfolio communication requirements analysis, an assessment of the organizational culture
is helpful to ensure the communication management plan is suitable for the organization. If the organization
is generally comfortable with technology, portals may be planned more extensively as the primary vehicle for
reporting information. If the organization is not comfortable with technology, they may prefer paper reports and
emails. Updates for organizational culture can be reflected in the matrix.

7.1.3 Develop Portfolio Communication Management Plan: Outputs
7.1.3.1 Portfolio Management Plan Updates

The communication management plan may be a subsidiary plan of the portfolio management plan or may be
included within the portfolio management plan document. The portfolio communication management plan defines
all communication needs, establishes communication requirements, specifies frequency, and identifies recipients 7
for information associated with the portfolio management process.

Stakeholders may require new communication that changes the portfolio management plan. Stakeholder and
communication analyses will drive what is intended to be communicated with regard to the portfolio and how it
is expected to be communicated. The results of these analyses will be documented in a portfolio communication
management plan. This plan defines the expected process for information collection, review, formatting and
delivering communication about the portfolio. It also sets expectations among project teams regarding the actions
and processes necessary to facilitate the critical alignment among people, ideas, and information, which are
necessary for successful portfolio communication. The risk of insufficient communication planning could result
in failure to identify risks, accomplish portfolio objectives, increase duplication of effort, and reduce stakeholder
confidence. At a minimum, the communication management plan should include:

e Communication objectives,

¢ Roles and responsibilities for managing communication,
¢ |dentified stakeholders,

¢ |dentified stakeholder expectations,

¢ Planned methods to collect and store communication,

¢ Planned vehicles to access and deliver communication,
¢ Planned frequency, and

e Communication policies/constraints.

7.1.3.2 Portfolio Process Assets Updates

Portfolio process assets updates will be made including updates to communication management roles and
responsibilities, policies or procedures, tools or templates, portfolio key risks and issues, and lessons learned for
any knowledge gained on the effectiveness of portfolio communication management.

-
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7.2 Manage Portfolio Information

The process to manage portfolio information includes collecting, analyzing, storing, and delivering portfolio
information to stakeholders in accordance with their requirements in a timely manner. In managing portfolio
information, communication is delivered to the intended audiences through various communication mechanisms.
Many communications are also stored for a period of time in portfolio repositories for future access.

When using web portal dashboards to communicate status, processes need to be created and managed to
ensure updates are accurate and timely. If the portfolio management capability is not sufficiently mature in the
organization, spreadsheets may be used to ensure accuracy for PMIS rather than an automated tool.

Figure 7-6 shows the inputs, tools and techniques, and outputs. Figure 7-7 shows the data flow diagram.

Tools & Techniques

.1 Portfolio .1 Elicitation techniques .1 Portfolio management plan
.2 Portfolio management plan .2 Portfolio management updates

.3 Portfolio reports information system .2 Portfolio reports

4 Portfolio component .3 Communication .3 Portfolio process assets
reports requirements analysis updates

.5 Portfolio process assets .4 Communication methods

Figure 7-6. Manage Portfolio Information: Inputs, Tools and Techniques, and Outputs
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Figure 7-7. Manage Portfolio Information: Data Flow Diagram

7.2.1 Manage Portfolio Information: Inputs
7.2.1.1 Portfolio

The portfolio is a list of components whose updates are needed for communication to several stakeholder
audiences. New components added to the portfolio may translate to new sets of stakeholders and new stakeholder
communication requirements.

7.2.1.2 Portfolio Management Plan

The portfolio management plan provides the intended approach for managing the portfolio, stakeholder
expectations and requirements, communication management, performance, and risks. This plan is used in
managing communication to ensure all communication action plans are aligned with processes defined in the
portfolio management plan. For example, if the portfolio management plan mentions that portfolio component
proposals for new investments will be reviewed and approved in the governing body meetings, then communication
will need to be built around that requirement.
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7.2.1.3 Portfolio Reports

Portfolio reports include changes such as cancelled, authorized, and new portfolio component proposals,
resource information, governance decisions, performance reports about variances or goal achievement, risk and
issue reports, and status. The information from these reports is reviewed to determine what meets the stakeholder
requirements and therefore what needs to be communicated.

7.2.1.4 Portfolio Component Reports

Portfolio component reports are received by the portfolio manager regularly as status reports from the
program and project managers working within the scope of the portfolio. These reports may be consolidated
and evaluated for impact on overall portfolio performance to determine which stakeholders will receive the
communication.

7.2.1.5 Portfolio Process Assets

Portfolio process assets related to managing portfolio information may include communication guidelines and
procedures, information distribution methods, risks, and performance data. These assets may include portfolio
communication requirements (e.g., specific communication technology available, allowed communication media,
record retention policies, and security requirements). The portfolio’s unique makeup, as well as insights gained
from stakeholder analysis, will help determine the relative importance of each asset to the overall approach to
managing the portfolio information.

7.2.2 Manage Portfolio Information: Tools and Techniques
7.2.2.1 Elicitation Techniques

Elicitation techniques have been described earlier (see Section 5.1). Elicitation is also used here to collect data
and information to be communicated. Data gathering may involve portfolio component review meetings focused
on validating and understanding data included in component status reports. Information gathering in the portfolio
environment includes gathering strategic program and project data, as well as data and information related to
ongoing operations which may interest stakeholders for decision-making purposes.

7.2.2.2 Portfolio Management Information System

A portfolio management information system (PMIS), described in Section 2.5, includes document repository and
document version control systems and communication management processes and tools, in addition to other tools
and processes required to support portfolio management.

A PMIS provides a technology-based method of capturing and managing all portfolio-related communication
needs. An effective portfolio management information system can enable the definition, analysis, design, generation
or production, construction, and information management to ensure successful communication management.
For communication and information management specifically, the PMIS can store information, summarize it for
reporting, and assist in managing communication channels. In less mature organizations, the PMIS may be a
collection of spreadsheets or other portfolio documents.
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Some PMIS include real-time dashboards that have automated alert systems, which can warn the decision
makers or portfolio managers about impending risks, issues, and market dynamics, etc., as soon as the triggering
event occurs.

7.2.2.3 Communication Requirements Analysis

Data gathered in the Manage Portfolio Information process often begins as raw data or information without full
context. Some of this data may be from external research specifically for market comparative analysis. With this
communication requirements analysis technique, the data and information are analyzed to separate the data that
hold value to the receiving audience. One way to help make data meaningful is to build forecasts based on trends
in the data. Other ways include pulling out select, meaningful data for communicating in newsletters or in news
areas on a web portal.

The goal of this analysis is to glean the most meaningful, accurate information, ensure it is delivered in a meaningful 7
format, and match the communication method with the documented stakeholders’ requirements. Communicating
information effectively promotes knowledge sharing, credibility, and informed management decision making.

7.2.2.4 Communication Methods

Methods to communicate portfolio information will depend upon the context of the portfolio and the needs of
the stakeholders. Communication methods may include visual representations of the data and information received
such as dashboards, resource histograms, and a communication calendar.

e Dashboards. Dashboards are an effective way to communicate multiple messages on portfolio
status and trending simultaneously. An example of a dashboard is shown in Figure 7-8.

4 N\
Portfolio Schedule Status Portfolio Issues
Red, 2

‘ Program 1 — Issue Text
Program A — Issue Text

Yellow. 8 Green, 10 9

ellow, Program B — Issue Text

Portfolio Risks Portfolio Financials

Budget Actual Variance
Program 1 — Risk Text (in thousands)
Program A — Risk Text Program 1 400 200 200
Program B — Risk Text Program A 250 100 150
L Program B 150 200 -50
\_ J

Figure 7-8. Portfolio Dashboard
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e Resource histograms. Changing organization priorities that realign resource efforts, alter the
work force, and modify the cost structure of resources will impact portfolio performance. The
portfolio manager needs to determine if the resulting impact(s) are value-added or adverse to
portfolio performance. A resource histogram is a graphical representation of this information. This
type of representation will aid in identifying portfolio risk associated with resource over- or under-
allocations across the portfolio.

¢ Communication calendar. The communication calendar is a representation of all of the
communication for the portfolio and their frequency over a period of time. It takes into account
all of the existing communication dependencies associated with the portfolio as well as the time-
sensitive needs of the stakeholders. For example, if a monthly finance reporting meeting occurs on
the fifth day of each month, this could create a predecessor portfolio review meeting to prepare
outputs for the financial organization to meet a deadline.

7.2.3 Manage Portfolio Information: Outputs
7.2.3.1 Portfolio Management Plan Updates

During the manage portfolio information process, new communication or information management needs and
methods may be determined. These updates are included in the contents of the portfolio management plan or the
subsidiary communication management plan.

7.2.3.2 Portfolio Reports

Information management activities related to portfolio reporting will change based on evolving stakeholder needs,
collection and storage methods, as well as retrieval and delivery mechanisms. The portfolio reports will change
based on the availability of information for critical decision making, identification of trends, and improvement in the
speed and quality of information. Types of communication reports include announcements in stakeholder meetings,
email communication, blogs, dashboards, web portal postings, portfolio manager meetings, and exception reporting
cycles when significant changes occur in the portfolio.

Managing information and communication should focus on the proactive and targeted development and delivery
of key messages and engagement of stakeholders at the right time and in the right manner. Communication of
proposed strategic changes to a portfolio may often cross organizational and department boundaries to secure
agreement.

7.2.3.3 Portfolio Process Assets Updates

Portfolio process assets updates are made to various information management policies, procedures, guidelines,
and distribution methods. These updates may include portfolio risks and issues, key stakeholders, meeting minutes,
and status reports where the communication requirements analysis has produced new information and changes
are required.
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PORTFOLIO RISK MANAGEMENT

Portfolio risk is an uncertain event or condition that, if it occurs, has a positive or negative effect on one or more
project objectives. A risk may have one or more causes and, if it occurs, the corresponding effects may have a
positive or negative impact on one or more portfolio success criteria. An overview of the portfolio risk management

processes is provided in Figure 8-1.
Portfolio Risk
Management Overview 8
8.1 Develop Portfolio 8.2 Manage Portfolio
Risk Management Plan Risks

.1 Inputs .1 Inputs

.1 Portfolio management plan

.2 Portfolio process assets

.3 Organization process assets

4 Enterprise environmental
factors

.2 Tools & Techniques

.1 Weighted ranking and
scoring techniques

.2 Graphical analytical methods

.3 Quantitative and qualitative

analysis techniques
.2 Quantitative and qualitative
.3 Outputs analysis
.1 Portfolio management plan
updates .3 Outputs
.2 Portfolio process assets .1 Portfolio management plan
updates updates

.3 Organizational process
assets updates

g updates
4 QOrganizational process assets
updates
- J

.1 Portfolio

.2 Portfolio management plan

.3 Portfolio reports

4 Portfolio process assets

.5 Organizational process
assets

.6 Enterprise environmental
factors

.2 Tools & Techniques
.1 Weighted ranking and scoring

.2 Portfolio reports
.3 Portfolio process assets

Figure 8-1. Portfolio Risk Management Overview

Risk management is a structured process for assessing and analyzing portfolio risks with the goal of capitalizing
on the potential opportunities and mitigating those events, activities, or circumstances which can adversely impact
the portfolio. Risk management is critical where interdependencies exist between high-priority portfolio components,
where the cost of portfolio component failure is significant, or when risks from one portfolio component raise the
risks in another portfolio component. Risk management identifies and exploits the potential improvements in portfolio
component performance that may increase quality, customer satisfaction, service levels, and productivity for both the
portfolio components and the organization. Risk management may generate new portfolio components as well.
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The objective of portfolio risk management is to accept the right amount of risk commensurate with the
anticipated reward to deliver the optimum outcomes for the organization in the short, medium, and longer term.
Portfolio risk management differs from project and program risk management in that, in the right circumstances
at the portfolio level, the organization may choose to actively embrace appropriate risks in anticipation of
high rewards. An example of this would be investing in new, unproven technology with a view of being “first
in the market” in anticipation of highly profitable sales. In this case, it is possible that the technology may not
work, and the market may not accept the new product; alternatively, the product may be highly successful and
profitable.

While a program or a project is concerned, for the most part, with risks and issues that arise inside the
specific program or project, portfolios are concerned with (1) maximizing financial value of the portfolio, (2)
tailoring the fit of the portfolio to the organizational strategy and objectives, and (3) determining how to
balance the programs and projects within the portfolio given the organization’s capacities and capabilities. The
objectives of Portfolio Risk Management are to increase the probability and impact of positive events and to
decrease the probability and impact of events adverse to the value, the strategic fitness of the portfolio, and
the balance of the portfolio.

Potential risk conditions include aspects of an organization’s environment that may contribute to portfolio risk,
such as poor management practices (a negative risk), integrated management systems (positive), an excessive
number of concurrent projects (negative), or dependency on external participants who are highly specialized
(positive). Because of the downstream impact on programs and projects, risk management becomes critical for
root cause correction of negative risks or capitalization of positive risks at the organizational and at the portfolio
level. Investment in risk management that addresses root cause correction generally generates the best return.
For example, the investment in quality management—a positive risk—has been demonstrated to be more cost
effective in comparison to corrective actions required because of poor quality—a negative risk.

Portfolio Risk Management includes providing reserves (or contingencies) across the threat pool within the
component programs and projects. The portfolio manager is in a position to hold an aggregate contingency to
cover threats where the expected monetary value is an unreliable guide to contingencies due to a less than
statistically significant number of risks within an individual initiative—typically threats with high impact and
low probability. A portfolio manager may also aggregate risk responses by using some common characteristic;
otherwise the nature of a portfolio is a collection of initiatives only coincidentally coupled and not joined by outcome
(i.e., impact or consequence of the opportunity). In other words, there isn’t a portfolio risk management element—
it is a contingency provision for the constituent projects and programs in cases where each component cannot
economically fund protection from threats. This is called equity protection and is commonly used by insurance
companies. The opportunity at the equity protection level is the consideration of why an initiative was sanctioned
to be in the portfolio in the first place.

While Portfolio Risk Management is embedded in all of the portfolio management processes, there are three
key elements in Portfolio Risk Management: risk planning, risk assessment, and risk response. These elements are
shown in Figure 8-2. The Portfolio Risk Management processes are:

e
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8.1 Develop Portfolio Risk Management Plan—Planning risk management, including the identification
of portfolio risks, portfolio risk owners, risk tolerance, and the creation of risk management processes.

8.2 Manage Portfolio Risks—Executing the portfolio risk management plan, including assessing,
responding to, and monitoring risks.
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Risk Response Controlling
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 Balancing the portfolio
* Managing investment choices

Figure 8-2. Elements of Portfolio Risk Management

Risks that were identified in the Portfolio Risk Planning as part of the Defining Process Group may arise from
either external or internal sources as follows:

¢ External risk. Sources include competitors, the competitive market, the financial market, political
events, legal requirements, natural events, technological advances, environmental concerns,
regulatory requirements, and globalization pressures.

-
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¢ |Internal risk. Sources include potential risk sources within the organization where the portfolio
resides, such as management decisions, bankruptcy, corruption, lack of integrity, shifting priorities,
funding reallocation, and corporate/organizational realignments.

To identify risks related to external competitors, significant amounts of data are captured and investigated
through benchmark analysis. Organizational data is compared against peers and best-in-class performers, and the
variances are translated into threat and opportunity areas.

Other internal risk conditions may include those aspects of an organization’s environment that contribute to
portfolio risk, such as poor management practices (a negative risk), integrated management systems (a positive
risk), an excessive number of concurrent projects (a negative risk), or dependency on external participants whose
training is highly specialized (either a positive or negative risk).

Portfolio management risks may be identified by anyone in an organization including executive management,
operations management, the portfolio manager, and the program management team. Each organizational level
or portfolio component team has a slightly different perspective of the portfolio’s risk and the influences
can differ:

e For executive management, risk concerns generally involve portfolio value, time to market,
and funding and investment measures. These may include customer brand and organization
reputation, organizational operating model, impact on organizational strategy and objectives, and
existing products and services that will be impacted by the portfolio. Executives will often focus
on safeguarding shareholders’ investment, company assets, detecting and preventing fraud, and
identifying and managing liabilities.

e For operations management, risk concerns generally involve issues with product and project
development, organization products, services, and processes needed to support change.

e For the portfolio manager, risk concerns generally involve reporting, data accuracy, portfolio
component risk information availability, the quality of portfolio data, the risks that threaten the link
between organizational strategy and the portfolio, as well as those risk concerns of the executive
and operations management.

e For program and project teams, risk concerns are centered on the portfolio components’ time, cost,
and scope commitments.

Risk concerns common to all organizational levels are the issues of transparency, organizational integrity, and
corruption. Risk sources may potentially be structural or based on the execution of the portfolio or components.
In the same way that overall project risks are more than just the sum of individual project risks, portfolio risks are
more than just the sum of the portfolio component risks.

e Structural risks are those risks concerned with an organization’s ability to organize its portfolio
mission with the organization’s hierarchical and clustered structures, which define the methods
and approaches in which the organization operates and performs its tasks. The quality of the
organization’s portfolio management is also a factor for structural risk; governance and application
of best practices may provide opportunities for improvement, whereas overambitious plans, as well
as inconsistent or rapidly changing strategy, may present threats to success.

-
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e Execution risks are concerned with an organization’s ability to coordinate and supervise throughout
the accomplishment of its mission, which defines how change is managed in performing the
organization’s tasks. Managing change includes the interactions between component risks that can
lead to the emergence of one or more overall risks. A special set of tools may be used to evaluate
the overall effect of interlinked component risks on strategic objectives.

The threshold or attitude of the organization towards the positive or negative effects of risks on the organization’s
portfolio is called risk tolerance. A risk-tolerant organization is willing to take more risks, such as moving more quickly
into new markets, expanding products more quickly, or investing more heavily in new product development. The goals of
Portfolio Risk Management are to increase the probability and impact of positive events and to decrease the probability
and impact of events adverse to the portfolio. This positive or negative effect may impact not only the portfolio of
programs and projects, but also the existing services, products, forecasted results, and benefits which the programs
and projects generate; the organization itself; the customers which the organization serves; and market leadership.

Particular resource commitments may need to be at the organizational level because internal risks are wider 8
than the portfolio level. The efficient use of resources for both positive and negative external risks could involve
the transfer of risk ownership to an external party. As an example, contractual obligations common in the aircraft
industry require subcontractors to comply with voluntary ISO quality management standards. Another example is
when a portfolio manager requires a contracting organization to use certified project managers. In addition, requiring
contractors or subcontractors to carry various insurances is an example of managing a negative external risk.

8.1 Develop Portfolio Risk Management Plan

A risk management plan is a component of the project, program, or portfolio management plan that describes
how risk management activities will be structured and performed. It also includes reference to the corporate
risk management guidelines, policies, and procedures that define the organization’s risk strategy, tolerance, and
thresholds for the organization. The risk management plan provides the approach that will be used by the governing
bodies for assessing risk in proposed new portfolio components.

Different types of new investments will be considered knowing that generally venture or growth-type investments
carry more attraction due to a higher potential return, but they are a higher organizational stretch and, on average,
carry higher risk. In order to maximize return on investment of resources, some high-risk investments may be
considered, but the risk management plan will show how the governing bodies should work to balance investment
risk and manage the overall expected return against known risks. The result is risk-based decision making.

Figure 8-3 shows the inputs, tools and techniques, and outputs. Figure 8-4 shows the data flow diagram.

Tools & Techniques

.1 Portfolio management plan .1 Weighted ranking and .1 Portfolio management plan

.2 Portfolio process assets scoring techniques updates

.3 Organizational process .2 Graphical analytical .2 Portfolio process assets
assets methods updates

4 Enterprise environmental .3 Quantitative and .3 Organizational process
factors qualitative analysis assets updates

Figure 8-3. Develop Portfolio Risk Management Plan: Inputs, Tools and Techniques, and Outputs

-
©2013 Project Management Institute. The Standard for Portfolio Management - Third Edition 123



8 - PORTFOLIO RISK MANAGEMENT

(
Portfolio
Documents |[|"*°* "
H Z'S’Stffs"‘) PHESERS « Portalio risk
..................... > management plan
5.1  Portfolio process
Dev.elop Portol ol 81 assets updates
o Portfolio management plan - it
Portfolio | [ceccsesecccnscacoaccnsancen Develop ° Orgatr:zatlgntal RIDCESS _
Management Portfoio | | o R Portfolic
Plan Risk Documents
......................... > Management
& e Vision Plan
. Mission
¢ Organizational P
— . strategy and H —
objectives : :
Organizational . Or:;anizational risk E E * Portfolio management plan updates
Process Assets tolerance ¢ * Portfolio process assets updates
— — o Lessons learned i
8.2
. Manage
Enterprise/ [ |, ; Portfolio
Organization o Enterprise
environmental factors
\. y,

Figure 8-4. Develop Portfolio Risk Management Plan: Data Flow Diagram

8.1.1 Develop Portfolio Risk Management Plan: Inputs
8.1.1.1 Portfolio Management Plan Updates

The portfolio management plan provides guidance regarding governance model, performance management,
communication, and stakeholder engagement for developing the risk management plan. It may also define roles
and responsibilities for conducting risk management, budgets, risk management activities schedule, risk categories,
definition of probability and impact, and stakeholder risk tolerances.

8.1.1.2 Portfolio Process Assets
Relevant portfolio process assets used as input to planning for risk management include, but are not limited to:

e List of portfolio components,

e Portfolio component selection criteria,
e Prioritization algorithms,

e Portfolio risk register,

¢ Portfolio issue register,

e Portfolio performance matrices,

-
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¢ Portfolio resources, and
e Portfolio budget.

Information from prior portfolio risks may be available as historic files, actual data, and lessons learned.

8.1.1.3 Organizational Process Assets

In the portfolio risk management plan, organizational portfolio assets required for analysis include, but are not
limited to:

¢ Vision and mission statements,

¢ (Qrganizational strategy and objectives,
¢ (QOrganizational risk tolerance, and

e Lessons learned.

8.1.1.4 Enterprise Environmental Factors

Enterprise environmental factors that can affect the risk management plan include organization culture and
structure, infrastructure, OPM, legal and regulatory considerations, industry requirements, and market conditions.
Published information, including commercial databases, academic studies, market research, and benchmarking
may also provide relevant information for the portfolio risk management plan.

8.1.2 Develop Portfolio Risk Management Plan: Tools and Techniques
8.1.2.1 Weighted Rankings and Scoring Techniques

Weighted ranking and scoring techniques may be used by the portfolio manager and governance boards to
assess the risks in multiple portfolios and the overall structure of the portfolios (see 5.2.2.3 for an example). Such
rankings and scoring are applied to any technical and management risk details during this process. The ranking or
scoring is provided by any group or individual with specialized knowledge or training and is available from many
sources. It should be noted that the processes for identifying and managing risks are embedded in the Portfolio
Management Process Groups and are not necessarily separate activities. Planning identifies areas around risk
management, which include, but are not limited to:

¢ Portfolio risks important to the organization,
¢ Risk owners,

¢ Risk tolerance, and

¢ Risk processes.

High-level plans for conducting the risk management activities are defined by ranking and scoring. Risk
management cost elements and schedule activities are developed for inclusion in the portfolio component’s
budget and schedule, respectively. Risk contingency reserve application approaches may be established or
reviewed. Risk management responsibilities are assigned. General organizational templates for risk categories
and definitions of terms, such as levels of risk, probability by type of risk, impact by type of objectives, and the
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probability and impact matrix are tailored to the specific project. If templates for other steps in the process do
not exist, they may be generated in these meetings. The outputs of these activities will be summarized in the
risk management plan.

8.1.2.2 Graphical Analytical Methods

During the planning processes, the specific tools and models that will be used to measure risk are defined.
These tools include, but are not limited to probability (likelihood) and impact (consequences). Although assigning
a probability/likelihood rating and an impact/consequences rating are not an exact science, the probability and
impact matrix in Figure 8-5 allows a standard view and assessment of the organizational risks.

( Probability and Impact Matrix A
Probability Threats Opportunities

0.90 0.05 0.09 0.18 0.36 0 0 0.36 0.18 0.09 0.05
0.70 0.04 0.07 0.14 0.28 0.56 0.56 0.28 0.14 0.07 0.04
0.50 0.03 0.05 0.10 0.20 0.40 0.40 0.20 0.10 0.05 0.03
0.30 0.02 0.03 0.06 0.12 0.24 0.24 0.12 0.06 0.03 0.02
0.10 0.01 0.01 0.02 0.04 0.08 0.08 0.04 0.02 0.01 0.01

0.05 0.10 0.20 0.40 0.80 0.80 0.40 0.20 0.10 0.05

Impact (ratio scale) on an objective (e.g., cost, time, scope, or quality)

- = High D = Moderate D = Low

Note: Each risk is rated on its probability of occurring and impact on an objective if it does occur. The organization's
thresholds for low, moderate, or high risks are shown in the matrix and determine whether the risk is scored
as high, moderate, or low for that objective.

\_ J

Figure 8-5. Probability and Impact Matrix

Risk probability assessments determine the likelihood for occurrence of each specific risk. Risk impact
assessment investigates the potential effect, both negative effects for threats and positive effects for opportunities,
on one or more of the portfolio’s objectives.

Probability and impact are assessed for each identified risk. Risks may be assessed in interviews or meetings
with participants who have been selected because of their familiarity with the risk categories being discussed.
Portfolio manager members and knowledgeable persons from outside the portfolio are included. Expert judgment
is required because there may not be adequate information on risks from the organization’s database of past
portfolios, programs, and projects.

The level of probability for each risk and its impact on each objective is evaluated during the interview or meeting.
Explanatory details, including assumptions that justify the levels assigned, are also recorded. Risk probabilities and

e
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impacts are rated according to the definitions given in the risk management plan. Sometimes risks with obviously
low ratings of probability and impact are not retained for additional work but are included in a general category for
monitoring (a “watch list”).

¢ /mportance defines which types or categories are more important than others.
¢ Timing defines when certain risks or types of risks have more impact.

¢ Interdependencies deal with the connections between risks and the connections between types
of risks.

e (Confidence limits define the assurance levels of the risk and performance measures.
® Prioritize risk lists defines how risks will be listed and prioritized in a portfolio list.

In addition, tools and techniques are further discussed in Section 4 on Portfolio Performance Management and
Section 5 on Portfolio Governance Management.

8.1.2.3 (Quantitative and Qualitative Analysis

During the planning processes, there are specific tools and processes, which are identified for analyzing trends,
balancing the portfolio, and managing investment choices. These tools and processes include, but are not limited to:

e Status and trend analysis compares current performance data and recent trends, and compares
recent changes in the portfolio.

¢ Rebalancing methods are used to reallocate the portfolio in cases where it has deviated away from
the strategy or in order to better balance risk.

¢ Investment choice tools include the following: (1) trade-off analysis determines the effect of
changing one or more factors of the portfolio; (2) market-payoff variability focuses on pricing and
sales forecasts and depends on a number of marketing factors, whereby the effects of changing
one or more of these factors may affect portfolio itself or the portfolio strategy; (3) budget variability
determines the effect of changing the portfolio; (4) performance variability analyzes the performance
of the portfolio; (5) market requirement variability analyzes changes in market requirements in
relation to the portfolio; and (6) time-to-market variability determines the effects of portfolio velocity.

¢ Portfolio risk exposure charts provide the following information:

o QOutcome probability analysis of the portfolio. The portfolio manager makes estimates of
potential portfolio outcomes with respect to the success criteria, listing the possible values
of the corresponding performance indicators with their associated confidence levels. This
output is typically expressed as a cumulative cost distribution (see Figure 8-6) that the portfolio
component manager can use to set realistic targets in line with stakeholder risk tolerances.

o Probability of achieving portfolio objectives. The portfolio manager may estimate the probability
of achieving specific objectives under the current plan using modeling techniques as explained
previously. Figure 8-6 shows the cumulative frequency of meeting certain cost objectives.
For example, in this chart, the portfolio is only 12% likely to meet the $41K target. For 75%
likelihood, a forecast of $50K is required.
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Note: This chart shows that the portfolio is only 12% likely to meet the $41K target. For a 75% likelihood,
a forecast of $50K is required.

Figure 8-6. Cumulative Cost Chart for the Spend on the Portfolio over a Given Period

8.1.3 Develop Portfolio Risk Management Plan: Outputs
8.1.3.1 Portfolio Management Plan Updates

The portfolio risk management plan updates standard criteria to allow the portfolio team to assess the risks that
are identified in an effective fashion consistent with the organizational risk strategy. The portfolio risk management
plan details the manner in which risks will be identified and analyzed and how these risk responses will be
developed, managed, and communicated. Risk management is an ongoing process and not a single event. The
processes, cadence, and reporting are detailed in the portfolio risk management plan.

The portfolio risk management plan describes how risk management is structured and performed in the portfolio.
It is a subsidiary plan of the portfolio management plan and includes the following:

¢ Methodology. Defines the approaches, tools, and data sources that may be used to perform risk
management on the portfolio.

¢ Roles and responsibilities. Defines the owners, lead, support, and team members for each type of
activity in the risk management plan, and clarifies their responsibilities.

¢ Risk measures. Defines the risk categories and criteria for probability and impact, the structure of
probability and impact matrix, and the stakeholders’ risk tolerances and appetite for risk.

¢ Frequency. Defines when and how often the risk management process will be performed

throughout the portfolio cycle, establishes protocols for governance requirements, and establishes
risk management activities to be included in the portfolio management plan.

¢ Risk categories. Provides a structure that ensures a comprehensive process of systematically
identifying risks to a consistent level of detail and contributes to the effectiveness and quality of the

e
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Identify Risks process. An organization can use a previously prepared categorization framework which
may take the form of a simple list of categories. Some categories of risks are shown in Figure 8-7.

Sample Risk Categories

Portfolio component risk

Organizational risk

Performance risk

Resource risk

Financial/budget risk
Market risk

Regulatory risk

L Image and public relations risk

Figure 8-7. Risk Categories

There a number of ways to plan for portfolio risks. Organizations identify different risks based on the needs of the
organization and the categories of risks described in the introduction to this section. These may include the types
of risks shown in Figure 8-7 and may arise from a number of situations specific to the management of portfolios:

8.1.3.2 Portfolio Process Assets Updates

Development of the portfolio risk management plan may lead to the update of portfolio process assets, such as
portfolio funding.

8.1.3.3 Organizational Process Assets Updates

The portfolio manager may have recommendations for the update of organizational process assets, such as risk
checklists, new risk categories, or subcategories.

8.2 Manage Portfolio Risks

Manage Portfolio Risks consists of four stages: (1) risks are identified, (2) risks are analyzed, (3) risk responses
are developed, and (4) risks are monitored and controlled throughout the Manage Portfolio Risk process. Figure 8-8
shows the inputs, tools and techniques, and outputs. Figure 8-9 shows the data flow diagram.

.1 Portfolio .1 Weighted ranking and .1 Portfolio management plan
.2 Portfolio management plan scoring techniques updates
.3 Portfolio reports .2 Quantitative and .2 Portfolio reports
A4 Portfolio process assets qualitative analysis .3 Portfolio process assets
.5 Organizational process updates
assets A4 Organizational process
.6 Enterprise environmental assets updates

factors
J

Figure 8-8. Manage Risks: Inputs, Tools and Techniques, and Outputs
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Figure 8-9. Manage Risks: Data Flow Diagram

8.2.1 Manage Portfolio Risks: Inputs
8.2.1.1 Portfolio

The portfolio includes authorized portfolio components. Portfolio risks are identified for each of the authorized
portfolio components, as well as for risk events that may affect more than one program or project. Portfolio component
dependencies such as logical, logistical, and benefits realization dependencies are also mapped analyzing the portfolio.

As a part of the portfolio, the portfolio risks and portfolio issues are managed as follows:

¢ Portfolio Risk Register. Portfolio risks are documented in a risk register. The development of
the risk register begins with Develop Portfolio Risk Management Plan. The risk register ultimately
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contains the outcomes of the Manage Portfolio Risks process. The information in the risk register
will subsequently be used and updated by portfolio management and portfolio risk management
processes. The risk register contains the following information:

o List of identified risks. The identified negative risks, including their root causes and assumptions,
are documented. This includes the recognition of positive risks to explore how to increase the
chances of realizing opportunities.

o Risk owner. The portfolio manager designates a person accountable for effective management
of the corresponding risk. This person’s role is to ensure analysis and, as necessary, to assign
response-related actions, and to monitor the situation for as long as the risk is current.

o List of potential responses. Potential responses to a risk may be identified during the risk
identification process.

o Probability Impact Assessment, Risk probabilities and impacts are rated according to the 8
definitions given in the portfolio risk management plan.

o Risk triggers. These are the fundamental conditions or events that may give rise to the identified risk.

o Updated risk categories. The process of identifying risks can lead to new risk categories being
added. The risk breakdown structure (RBS), if documented in the portfolio management plan,
may need to be enhanced or amended based on the outcomes.

¢ Portfolio Issues. In contrast to portfolio risks, issues are events that have a current impact on the
portfolio. If negative risks are not identified and treated—they become issues. If positive risk are not
identified and treated—they become missed opportunities. It is also useful to track and document
portfolio issues using an issues register or list.

8.2.1.2 Portfolio Management Plan

Identifying portfolio risks requires an understanding of the portfolio roadmap, funding, and some technical
knowledge about the portfolio components involved. In particular, the portfolio risk management plan provides
structure and guidance for performing portfolio risk identification, including roles and responsibilities, guidelines
on use of tools, and details of the time and budget allocated to portfolio risk management.

8.2.1.3 Portfolio Reports

Portfolio reports include, but are not limited to, performance reports, governance decision reports, status reports,
trend reports, capacity reports, resource utilization (and capacity) reports, funding/budget reports and strategic
alignment reports. Portfolio reporting includes some consolidated perspective on portfolio component status and
performance. Portfolio reports, in general, and portfolio performance reports, specifically, are important indicators
for managing risks. Performance of a portfolio may introduce new risks while mitigation of risks could lead to better
performance. Reports are traditional or in the form of dashboard reporting.

8.2.1.4 Portfolio Process Assets

Portfolio process assets include any or all process-related assets, from any or all of the stakeholders and
teams involved in the portfolio, which can be used to influence the portfolio’s success and risk posture. The

-
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portfolio process assets also include the portfolio-related knowledge bases, such as lessons learned and historical
information, which may help in managing risks. Templates used for risk management may also prove to be helpful.

8.2.1.5 Organizational Process Assets

Organizational process assets (OPAs), such as the organization’s vision and mission, strategy and objectives,
and values, may be used.

8.2.1.6 Enterprise Environmental Factors

Published information, including commercial databases, academic studies, benchmarking, or other industry
studies, may be useful in identifying risks.

8.2.2 Manage Portfolio Risks: Tools and Techniques
8.2.2.1 Weighted Ranking and Scoring Techniques

As a part of the Authorizing and Controlling Process Group, the governing board uses weighted ranking and scoring
techniques during recurring governance meetings to evaluate the existing risks and identify whether any new risks
have arisen (see an example in 5.2.2.3). These techniques may be used in meetings dedicated to reviewing risks
or those where the review of key risks is an agenda item but not necessarily the overall purpose of the meeting, for
example, executive governance meetings, organizational strategy meetings, or investment meetings, etc.

8.2.2.2 (Quantitative and Qualitative Analysis

In order to manage the portfolio risks, the portfolio manager may use a number of quantitative and qualitative
tools to better understand the interdependencies, importance, timing, and confidence limits. These tools can perform
sensitivity and trade off analysis, modeling and simulation (e.g. “what if scenarios”) and determine variability and
trends in schedule, budget, performance, and time-to-market. Variance and trend analysis using performance data
from the portfolio components may be reviewed on a regular basis to determine deviations from the baseline,
which may indicate the potential impact of threats or opportunities. Trends are also useful for evaluating the
effectiveness of earlier risk response actions.

Once all portfolio performance, risk, and governance information is gathered and reviewed, the governance
board can begin to assess the portfolio and consider rebalancing portfolio components, resource requirements, and
portfolio budget in order to realign the portfolio risks.

¢ (Quantitative analysis. Quantitative tools are generally used to measure financial metrics. Financial
metrics include but are not limited to the following: net present value (NPV)—a measure of a series
of cash flows; estimated net present value (ENPV)—a measure of future NPVs; payback or payback
period (PBP)—a measure of the time required for a return on investment; return on investment
(ROl—a measure of the efficiency of an investment; and internal rate of return (IRR)}—the discount
rate used in budgeting, which makes the NPV equal to zero.

¢ Sensitivity analysis. Sensitivity analysis helps to determine which risks have the most potential
impact on the portfolio. It examines the extent to which the uncertainty of each element affects the

-
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respective objective when all other uncertain elements are held at their baseline values. One typical
output of sensitivity analysis is the tornado diagram; this is useful for displaying which parameters
lead to a high degree of variability and which have less effect (see Figure 8-10).

Profitability ($ Billions)

Risk 4 | |

Risk 2

Risk 3

Risk 6

Risk 1

Risks and Their Range of Impact
(Worst Case to Best Case)

Risk 5

Current
Forecast

Note: This tornado diagram displays the contribution of each of the identified risks to the value of one
strategic objective (profitability in this case)

Figure 8-10. Tornado Diagram

¢ Modeling and simulation. Simulation uses a model that translates the uncertainties specified
at a detailed level of the portfolio into their potential combined impact on portfolio objectives.
Simulations are typically performed using the Monte Carlo technique. In a simulation, the model
is computed many times (iterated). At each iteration, the input values (such as cost of project
elements or duration of schedule activities) are randomized in accordance with the probability
distribution of the corresponding variable. The outputs of each iteration are consolidated to
provide a frequency distribution for the values of each key parameter (such as total cost or
completion date).

¢ (Qualitative analysis. Qualitative tools are generally used to provide a way to measure domains
of portfolio risks that are not specifically quantitative. These may include risk probability and
impact assessment, sensitivity analysis, modeling and simulation, assumptions analysis, influence
diagrams, risk-portfolio component chart, weighted ranking and scoring techniques, heat maps,
and ranking and scoring of portfolio risks.

¢ Investment choice analysis. Investment choice pertains to the alignment of the portfolio. This
analysis focuses on the new and changing strategic objectives/goals and indicates where there are
gaps in investment within the portfolio as a whole. Gaps may constitute portfolio risks.

-
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The variance analysis process compares the planned results to the actual results. Outcomes from this analysis
may forecast any potential deviation from the baseline plan at project completion. Deviation from the baseline plan
may indicate the potential impact of threats or opportunities.

Performance review measurements compare and analyze the objectives in quantifiable measurements which
may be used to compare the actual results with the target. This helps to forecast the degree of success in achieving
the portfolio scope.

There are two types of risk: external and internal. Several risk response strategies can be considered for each
risk. The portfolio manager, along with the risk owner, should select the strategy or mix of strategies most likely
to be effective. The risk owner should make decisions to choose the most appropriate response strategy or mix
of strategies and develop specific actions to implement those decisions. The risk owner may select primary and
alternative strategies. The risk owner may develop contingency plans and identify the conditions which trigger their
execution. Often a contingency reserve is allocated for time or cost. Finally, the risk owner may develop a fallback
plan for execution if the selected strategy is not sufficiently effective.

Strategies may include: response strategy selection, strategies for both threats and opportunities, and scenario
analysis.

Once a set of actions, based on the selected strategies, has been defined, the potential result of these actions is
assessed with respect to the success criteria of the portfolio. This analysis may entail repeating the processes for
identifying and analyzing the portfolio risks. It also entails modifying the existing plans, when necessary, in order to
ensure that the response actions become an integral part of the portfolio plan.

8.2.3 Manage Portfolio Risks: Outputs
8.2.3.1 Portfolio Management Plan Updates

Updates to the portfolio management plan and its subsidiary plans may be necessary once the risk response
plans are accepted, for example, the portfolio budget may have to be increased to cover preventive actions or to
allow for contingency reserves, schedule, and resources. To ensure that the agreed-upon actions are implemented
and monitored as part of ongoing portfolio management, the portfolio management plan is updated as response
activities are formally approved.

8.2.3.2 Portfolio Reports

Portfolio reports include the top portfolio risks in the risk register after all risk analysis is completed and
adjustments have been made. It may be beneficial to develop a grouping of risks by category and by component
using a risk component chart (see Figure 8-11).

-
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Risk ID Component 1 Component 2

S [H 0 S C 0 S C 0 S C 0
Structural Risks
R1 * * * |

Component Risks

R2 *
R3
R4 * *
R5 *

»*

Overall Risks
R6 * *

R7 * * 8

Etc.

Note: Structural Risk R1 affects three components (Component 1, Component 2, and Component 3); Risk R4
appears in two components (Component 1 and Component 2), which suggests that there may be a common
cause; Risk R6 arises from the combined effect from Components 1 and 2.

Figure 8-11. Risk Component Chart

Portfolio reports include portfolio issues in the issue register after analysis is completed for those risks that were
realized and includes the response actions that will be taken.

Governance recommendations are also part of portfolio reports and include portfolio risk status and responses.
Action plans are developed and updates are then communicated to the portfolio governing body. Recommendations
may include new risks, new status, new responses or new actions planned, or recommendations for changes
to portfolio components based on risks. Examples of changes recommended to portfolio components include: a
recommended increase in funding, a change in staff allocated to address a risk with expected high impact to the
portfolio, new portfolio components, portfolio components to be terminated, or portfolio components to be changed.

The process of managing risks produces various portfolio reports, including risk responses and analysis. These
reports are updates to the overall portfolio reports.

8.2.3.3 Portfolio Process Asset Updates

Managing risks will cause updates to the portfolio risk register, the portfolio issues register, and other documents.
If governance recommendations for changes to portfolio components based on risks are accepted, then portfolio
component lists will need to be updated as well.

8.2.3.4 Organizational Process Asset Updates

Organizational process assets, such as the risk assessment for the organization, may be updated as a result of
portfolio risk management.
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Aex AT .

THE STANDARD FOR PORTFOLIO MANAGEMENT

A1.1 Introduction

Portfolio management is a set of interrelated, strategic organizational management processes that facilitate
informed and objective decision making regarding investments of time, money, and other resources in work
intended to achieve strategic goals. The portfolio components and management processes are selected to
produce specific benefits to the organization; therefore, selecting portfolio management processes is a strategic
decision.

A1.2 What is a Standard?

The PMI standards program defines a standard as: “A document approved by a recognized body, which provides
for common and repeated use, rules, guidelines, or characteristics for products, processes, or services with which
compliance is not mandatory.”

This standard identifies that subset of project portfolio management generally recognized as good practice.

A1.3 The Framework for this Standard

This standard describes the key elements of portfolio management. This standard is not prescriptive in nature
and therefore does not specify the means by which an organization should implement the portfolio management
processes described herein. This standard presumes that the organization has an organizational strategy
accompanied by mission and vision statements as well as strategic goals and objectives. In order to implement the
portfolio processes presented here, the following conditions are needed:

¢ Theorganization—including executive management—embraces the practice of portfolio management;
e Proposed projects and programs need to be evaluated;

e Appropriately skilled staff members are available to manage the portfolio;

e Project management processes exist;

¢ The organizational roles and responsibilities are defined; and

e Mechanisms are in place to communicate organization decisions throughout the organization.

Figure A1-1 illustrates the relationships among the Portfolio Management Process Groups. Figure A1-1
shows that these groups have interdependencies and the portfolio manager utilizes these Process Groups in

S
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Organizational Strategy and Objectives,
Organizational Process Assets,
Portfolio Process Assets,
Enterprise Environmental Factors, and
Inventory of Work

Defining
Process

Authorizing and
Controlling

Aligning
Process
Group

Process Group

Projects, Programs, and Other Work

Results and Performance

Figure A1-1. Portfolio Management Process Group Interactions
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the management of each portfolio. Constituent processes may also interact, both within their particular Process
Group and with the other Portfolio Management Process Groups. The three Portfolio Management Process
Groups are: A1

¢ Defining Process Group. Determines how strategic objectives will be implemented in a portfolio
and defines and authorizes a portfolio or subportfolio; develops the portfolio management plan.

e Aligning Process Group. Determines how portfolio components will be categorized, evaluated,
selected for inclusion, and managed in the portfolio.

e Authorizing and Controlling Process Group. Determines how to monitor strategic changes;
tracks and reviews performance indicators for alignment; and authorizes the portfolio and verifies
values that are delivered to the organization from the portfolio.

The portfolio manager often repeats these group and individual constituent processes during the portfolio
management process. The Process Groups are not phases, and do not constitute a life cycle. The Process Groups
may be repeated for each portfolio or subportfolio.

The remainder of this section provides information and interlinks processes shown in Figure A1-1 for establishing
and managing portfolio components, details the Process Groups, and includes the following major sections:

A1.4 Portfolio Management Process Groups
A1.5 Defining Process Group

A1.6 Aligning Process Group

A1.7 Monitoring and Controlling Process Group

A1.4 Portfolio Management Process Groups

The following sections identify and describe the Portfolio Management Process Groups. These Process Groups
have clear dependencies and are typically performed in the same sequence for each portfolio. They are independent
of application areas or industry focus. The portfolio manager may repeat individual Process Groups and individual
constituent processes prior to portfolio component authorization.

Table A1-1 reflects the mapping of the 16 portfolio management processes into the three Portfolio Management
Process Groups and the five Portfolio Management Knowledge Areas. Each of the key portfolio management
processes is shown in the Process Group in which most of the activity takes place.

S
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Table A1-1. Portfolio Management Process Groups and Knowledge Areas Mapping

Process Groups

Knowledge Defining Process Aligning Process Authorizing and Controlling
Areas Group Group Process Group
Portfolio 4.1 Develop Portfolio Strategic Plan | 4.4 Manage Strategic Change
Strategic 4.2 Develop Portfolio Charter

SERELEEL 4.3 Define Portfolio Roadmap
Portfolio 5.1 Develop Portfolio Management | 5.3 Optimize Portfolio 5.4 Authorize Portfolio

Governance Plan 5.5 Provide Portfolio Oversight

Management 5.2 Define Portfolio
Portfolio 6.1 Develop Portfolio Performance | 6.2 Manage Supply and Demand

Performance Management Plan ,

Management 6.3 Manage Portfolio Value
Portfolio 7.1 Develop Portfolio 7.2 Manage Portfolio Information

Communication Communication Management

Management Plan
Portfolio 8.1 Develop Portfolio Risk 8.2 Manage Portfolio Risks

Risk Management Management Plan

The process flow diagram shown in Figure A1-2 provides an overall summary of the basic flow and interactions
among Process Groups, organizational strategy and objectives, organization process context, and the program and
project management processes. A Process Group includes the constituent portfolio management processes that
are linked by the respective inputs and outputs, where the result or outcome of one process becomes the input to
another. The Process Groups should not be thought of as portfolio management phases.
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Figure A1-2. Portfolio Management Process Group Interactions

A1.5 Defining Process Group

The Defining Process Group consists of those processes performed to establish how the organizational strategy
and objectives will be implemented in a portfolio; determines the portfolio structure and roadmap; defines and
authorizes a portfolio or subportfolio; and develops the portfolio management plan and subsidiary plans.

The Defining Process Group illustrated in the center of Figure A1-3 is most active at the time the organization
identifies and updates its strategic goals, near-term budgets, and plans. Traditionally, these activities take place
at the annual budgeting time although some organizations have more or less frequent cycles. Such activities
could be scheduled quarterly, for example, or may occur because of unscheduled changes in the organization
climate.
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Figure A1-3. Defining Process Group Interactions

A1.5.1 Develop Portfolio Strategic Plan

Develop Portfolio Strategic Plan is the process of evaluating the organization’s high-level strategy and objectives
and documenting the strategy and objectives relative to the given portfolio to ensure alignment of the organization’s
and portfolio’s strategy and objectives. The portfolio strategic plan includes the vision, goals, objectives, strategies, and
other information specific to the portfolio. The portfolio strategic plan is produced and approved by key stakeholders,

governing bodies, and portfolio managers. Refer to Figure A1-4 for inputs and outputs.

.1 Organizational strategy

and objectives
.2 Inventory of work

assets

factors

.3 Portfolio process assets
A4 Qrganizational process

.5 Enterprise environmental

J

.1 Portfolio strategic plan
.2 Portfolio

Figure A1-4. Develop Portfolio Strategic Plan: Inputs and Outputs
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A1.5.2 Develop Portfolio Charter

Develop Portfolio Charter is the process of defining and documenting the portfolio structure based on strategies A'I
and objectives defined in the portfolio strategic plan. The charter authorizes the portfolio manager to apply portfolio
resources to portfolio components and to execute the portfolio management processes. The charter also identifies
the portfolio and subportfolios included relative to the identified organizational areas defined in the portfolio
strategic plan. Refer to Figure A1-5 for inputs and outputs.

.1 Portfolio strategic plan .1 Portfolio strategic plan
.2 Portfolio process assets updates

.3 Enterprise environmental .2 Portfolio charter
factors .3 Portfolio process assets
updates

Figure A1-5. Define Portfolio Charter: Inputs and Outputs

A1.5.3 Define Portfolio Roadmap

Define Portfolio Roadmap is an iterative process to document high-level strategic direction and information about
the portfolio in a chronological representation. The roadmap portrays the alignment to strategies, dependencies,
sequencing, timing, and expected resource requirements of portfolio components in the portfolio. Program
roadmaps may be included in the portfolio roadmap. Refer to Figure A1-6 for inputs and outputs.

.1 Portfolio strategic plan .1 Portfolio roadmap
.2 Portfolio charter

.3 Portfolio

Figure A1-6. Define Portfolio Roadmap: Inputs and Outputs

A1.5.4 Develop Portfolio Management Plan

Develop Portfolio Management Plan is the process of developing, coordinating, and integrating all subsidiary
plans into a comprehensive portfolio management plan. This plan also aligns with the portfolio strategic plan, the
portfolio charter, and the portfolio roadmap. This plan describes how the portfolio is defined, organized, authorized,
and controlled. Refer to Figure A1-7 for inputs and outputs.
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.1 Portfolio strategic plan .1 Portfolio strategic plan
.2 Portfolio charter updates
.3 Portfolio roadmap .2 Portfolio management
4 Portfolio process assets plan
.5 Organizational process .3 Portfolio process assets
assets updates
.6 Enterprise environmental
factors

J

Figure A1-7. Develop Portfolio Management Plan: Inputs and Outputs

A1.5.5 Define Portfolio

Define Portfolio is the process that creates an up-to-date list of qualified portfolio components by identifying,
categorizing, scoring, and ranking portfolio components to which a common set of decision filters and criteria can
be applied for evaluation, prioritization, balancing, and selection. Refer to Figure A1-8 for inputs and outputs.

.1 Portfolio strategic plan .1 Portfolio updates
.2 Portfolio charter .2 Portfolio roadmap

.3 Portfolio updates
4 Portfolio roadmap .3 Portfolio management
.5 Portfolio management plan updates
plan
.6 Portfolio process assets

Figure A1-8. Define Portfolio: Inputs and Outputs

A1.5.6 Develop Portfolio Performance Management Plan

Develop Portfolio Performance Management Plan is the process that establishes how resource capacity will
be measured against resource utilization and changing demand, how the value realization will be tracked and
measured, and how the stakeholders and the portfolio manager will be provided with metrics to monitor portfolio
performance. Refer to Figure A1-9 for inputs and outputs.

.1 Portfolio management .1 Portfolio management
plan plan updates

.2 Portfolio process assets .2 Portfolio process assets
.3 Organizational process updates
assets
A Enterprise environmental
factors

Figure A1-9. Develop Portfolio Performance Management Plan: Inputs and Outputs
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A1.5.7 Develop Portfolio Communication Management Plan

Develop Portfolio Communication Management Plan is the process of gathering and analyzing the portfolio A'I
stakeholder communication requirements so that an appropriate communication strategy and tactics can be
defined, documented, and communicated. Refer to Figure A1-10 for inputs and outputs.

.1 Portfolio .1 Portfolio management
.2 Portfolio roadmap plan updates

.3 Portfolio management .2 Portfolio process assets
plan updates

A Portfolio reports

.5 Portfolio process assets

Figure A1-10. Develop Portfolio Communication Management Plan: Inputs and Outputs

A1.5.8 Develop Portfolio Risk Management Plan

Develop Portfolio Risk Management Plan establishes the risk strategy, risk tolerance, and risk thresholds for the
organization that enables risk-based decision making with regard to managing the portfolio. Refer to Figure A1-11
for inputs and outputs.

.1 Portfolio management .1 Portfolio management
plan plan updates
.2 Portfolio process assets .2 Portfolio process assets

.3 Organizational process updates
assets .3 Organizational process
A4 Enterprise environmental assets updates
factors

Figure A1-11. Develop Portfolio Risk Management Plan: Inputs and Qutputs

A1.6 Aligning Process Group

The Aligning Process Group consists of processes to manage and optimize the portfolio (see Figure A1-12).
The Aligning Process Group ensures the availability of information regarding the strategic goals that the portfolio
is to support, as well as, operational rules for evaluating components and building the portfolio. The processes
in this Process Group help to establish a structured method for aligning the mix of portfolio components to the
organization’s strategy.
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Figure A1-12. Aligning Process Group Interactions

The Aligning Process Group is most active after the portfolio organization has defined and developed its
strategic goals, near-term budgets, and plans. The Aligning Process Group is the most active of the Process Groups.
Traditionally, these activities are used to manage ongoing portfolio activities.

A1.6.1 Manage Strategic Change

Manage Strategic Change is the process of managing changes to the portfolio, portfolio management planning,
or portfolio management structure to ensure continued alignment of the portfolio with the organizational strategy
or objectives as they change. Refer to Figure A1-13 for inputs and outputs.

.1 Portfolio strategic plan .1 Portfolio strategic plan

.2 Portfolio charter updates

.3 Portfolio .2 Portfolio charter updates

A4 Portfolio roadmap .3 Portfolio updates

.5 Portfolio management 4 Portfolio roadmap
plan updates

.6 Portfolio process assets .5 Portfolio management
plan updates

.6 Portfolio process assets
updates

J
Figure A1-13. Manage Strategic Change: Inputs and Outputs
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A1.6.2 Optimize Portfolio

Optimize Portfolio is the process of evaluating the portfolio based on the organization’s selection criteria, A'I
prioritizing portfolio components, and creating the portfolio component mix that aligns with the organizational
strategy and has the greatest potential to achieve the organizational objectives with the available resources. Refer
to Figure A1-14 for inputs and outputs.

.1 Portfolio .1 Portfolio updates

.2 Portfolio roadmap

.3 Portfolio management
plan

A4 Portfolio reports

.5 Portfolio process assets

.2 Portfolio roadmap
updates

.3 Portfolio management
plan updates

.4 Portfolio reports

.5 Portfolio process assets

updates

J
Figure A1-14. Optimize Portfolio: Inputs and Outputs

A1.6.3 Manage Supply and Demand

Manage Supply and Demand is the process of allocating the supply of organizational resources available to
the portfolio against the portfolio resource demand, based on organizational priorities and potential value of the
portfolio components. Refer to Figure A1-15 for inputs and outputs.

.1 Portfolio .1 Portfolio updates

.2 Portfolio management .2 Portfolio management
plan plan updates
.3 Portfolio reports .3 Portfolio reports

Figure A1-15. Manage Supply and Demand: Inputs and Outputs

A1.6.4 Manage Portfolio Value

Manage Portfolio Value is the process of monitoring the expected value to be delivered by the portfolio
components as they are executed and measuring the value delivered to the organization as portfolio components
are completed. Refer to Figure A1-16 for inputs and outputs.

.1 Portfolio roadmap

.2 Portfolio management
plan

.1 Portfolio management
plan updates
.2 Portfolio reports

.3 Portfolio reports .3 Portfolio process assets
updates

Figure A1-16. Manage Portfolio Value: Inputs and Outputs
S S S S S SIS
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A1.6.5 Manage Portfolio Information

Manage Portfolio Information is the process of collecting, analyzing, storing, and delivering required information
to portfolio stakeholders according to the portfolio management plan. Portfolio reporting is an output of multiple
processes, which represents the wide variety of information that is included. Refer to Figure A1-17 for inputs and
outputs.

.1 Portfolio
.2 Portfolio management

.1 Portfolio management
plan updates

.2 Portfolio reports

.3 Portfolio process assets
updates

plan

.3 Portfolio reports

4 Portfolio component
reports

.5 Portfolio process assets

Figure A1-17. Manage Portfolio Information: Inputs and Outputs

A1.6.6 Manage Portfolio Risks

Manage Portfolio Risks is the process of identifying and analyzing portfolio risks, developing responses to the
risks, and monitoring and controlling the portfolio risks. Refer to Figure A1-18 for inputs and outputs.

.3 Portfolio reports
4 Portfolio process assets
.5 Organizational process

.1 Portfolio .1 Portfolio management
.2 Portfolio management plan updates
plan .2 Portfolio reports

.3 Portfolio process assets

updates

A4 Organizational process

assets
.6 Enterprise environmental
factors

assets updates

J

Figure A1-18. Manage Portfolio Risks: Inputs and Outputs

A1.7 Authorizing and Controlling Process Group

The Authorizing and Controlling Process Group consists of the processes for determining how to authorize
the portfolio and provides ongoing portfolio oversight. These two processes are central to all the portfolio
management processes and are the activities necessary to ensure that the portfolio as a whole is performing
to achieve predefined metrics determined by the organization. The authorizing and oversight processes are
very active parts of the portfolio and are usually an ongoing function of the organization’s governing board
(see Figure A1-19).
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Figure A1-19. Authorizing and Controlling Process Group Interactions

A1.7.1 Authorize Portfolio

Authorize Portfolio is the process of authorizing approved portfolio components for execution, allocating resources
to authorized portfolio components, and communicating the portfolio components authorization information. Refer

to Figure A1-20 for inputs and outputs.

.1 Portfolio .1 Portfolio updates

.2 Portfolio management .2 Portfolio management
plan plan updates

.3 Portfolio reports .3 Portfolio reports

4 Portfolio process assets
updates

Figure A1-20. Authorize Portfolio: Inputs and Outputs

A1.7.2 Provide Portfolio Oversight

Provide Portfolio Oversight is the process of monitoring the portfolio performance and recommended changes
to the portfolio component mix, portfolio component performance, and compliance to organizational standards to
understand when changes need to be made to the portfolio or to the portfolio management processes. This process
includes execution, documentation, and communication of the decisions and the resulting actions taken. Refer to

Figure A1-21 for inputs and outputs.

A1
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.1 Portfolio .1 Portfolio updates
.2 Portfolio roadmap .2 Portfolio management

.3 Portfolio management plan updates

plan .3 Portfolio reports
4 Portfolio reports 4 Portfolio process assets
.5 Portfolio process assets updates

Figure A1-21. Provide Portfolio Oversight: Inputs and Outputs

A1.8 Process Groupings

Portfolio management processes are linked by the respective inputs and outputs, where the result or outcome of
one process becomes the input to another. Groupings of inputs and outputs and groupings of tools and techniques
are presented in the following subsections.

A1.8.1 Inputs and Outputs Groupings

The inputs and outputs to the portfolio management processes fall into several categories. Many of these items
are both inputs and outputs to the same process.

These inputs and outputs fall into four categories:

¢ Guiding—Provides the strategy or high-level direction for the portfolio;

e Supporting—Provide processes, tools, and capabilities to facilitate the operation of the portfolio
management processes;

¢ Planning—Provides specific direction as to how these processes are executed; and
¢ Reporting—Provides information that is used both within the portfolio team and with stakeholders.

Figure A1-22 shows the alignment of the inputs and outputs for The Standard for Portfolio Management — Third
Edition to these categories.

Guiding Supporting Planning Reporting
Input/Output Input/Output Input/Output Input/Output

Organizational strategy Enterprise environmental Portfolio strategic Portfolio reports
and objectives factors plan (updates)
Portfolio component
Inventory of work Organizational process Portfolio management reports
assets (updates) plan (updates)

Portfolio (updates)

Portfolio process

Portfolio roadmap assets (updates)
(updates) \§ J

Portfolio charter
(updates)

\§ J
Figure A1-22. Portfolio Management Input/Qutput Groupings

S
150 ©2013 Project Management Institute. The Standard for Portfolio Management - Third Edition



A1 - THE STANDARD FOR PORTFOLIO MANAGEMENT

A1.8.2 Process Tools and Techniques Groupings

Tools and techniques are the methods by which inputs are processed or analyzed to create outputs. The tools and A'l
techniques of the portfolio management processes fall into several categories. Many of these tools and techniques
are used in more than one process.

These tools and techniques fall into four categories:

¢ Analyzing—Uses tools and techniques to analyze process inputs, resulting in additional information
that becomes the process outputs;

¢ Selection—Provides methods to facilitate selection of the appropriate portfolio components;
¢ Meeting—Provides mechanisms to share information and make decisions in a group interaction style; and
¢ [nformation—Provide methods to obtain or share information relevant to the portfolio.

Figure A1-23 shows the alignment of the tools and techniques to the groupings:

Analyzing Selecting Meeting Informing
Tools /Techniques Tools /Techniques Tools /Techniques Tools /Techniques

Strategic alignment Portfolio component Portfolio review meetings Communication methods
analysis inventory

Elicitation techniques
Prioritization analysis Portfolio component

categorization techniques Portfolio management

Scenario analysis information system
Weighted ranking and
Capability and capacity scoring techniques Integration of portfolio
analysis management plans
Portfolio authorization \_ )
Interdependency analysis \_ J
Cost/benefit analysis

Stakeholder analysis
Readiness assessment

Portfolio organizational
structure analysis

Graphical analytical
methods

Quantitative and
qualitative analyses

Value scoring and
measurement analysis

Benefit realization analysis

Communication
Requirements analysis

Gap analysis
- J

Figure A1-23. Portfolio Management Tools and Techniques Groupings
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Mooz X

THIRD EDITION CHANGES

The purpose of this appendix is to give a detailed explanation of the changes made to The Standard for Portfolio
Management — Second Edition to help readers understand the differences between editions and the rationale for
the standard, and to provide historical continuity.

X1

The project committee was chartered to update and enhance The Standard for Portfolio Management—Second
Edition. The following sources and criteria were used to determine requisite changes to the standard:

e Recommendations deferred from The Standard for Portfolio Management — Second Edition;

e Results of a portfolio management market research study that validated proposed changes to
The Standard for Portfolio Management — Second Edition, including additions and changes to
Knowledge Areas and processes;

e Harmonization of key sections and concepts with the PMI foundational standards;
e Recommendations from subject matter expert review;

e Alignment with the PMI Lexicon of Project Management Terms;

e Recommendations from public standards program working sessions; and

e Recommendations from public exposure draft comments.

X1.1 Structural Changes

There are key differences in structure. The Standard for Portfolio Management — Third Edition is structured to
integrate the expansion of Knowledge Areas and Process Groups for Portfolio Management to those in The Standard
for Portfolio Management — Second Edition, as described in the side-by-side comparison of distinctions in Table X1.1.

X1.1.1 Addition of Knowledge Areas and Process Groups

In The Standard for Portfolio Management—Third Edition, three Knowledge Areas have been added which map
to three Process Groups. These Knowledge Areas expand on concepts and themes present in The Standard for
Portfolio Management—Second Edition but not described as processes. Portfolio Strategic Management, Portfolio
Performance Management, and Portfolio Communication Management Knowledge Areas have been added to the
Portfolio Governance and Portfolio Risk Management Knowledge Areas in The Stanaard for Portfolio Management—
Second Edition.

S
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Table X1-1. Structural Changes

2008 Revision 2012 Revision

Section [—The Portfolio Management Framework Sections 1 Introduction
Chapters 1 and 2 Section 2 Portfolio Management Overview and
Organization
Section [l—The Standard for Portfolio Management Section 3 Portfolio Management Process Groups
Chapter 3 Portfolio Management Processes Defining Process Group
Aligning Process Group Aligning Process Group
Monitoring and Controlling Process Group Authorizing and Controlling Process Group

Section lll—The Portfolio Management Knowledge Areas | Section 4 Portfolio Strategic Management
Chapters 4 and 5 Section 5 Portfolio Governance Management
Section 6 Portfolio Performance Management
Section 7 Portfolio Communication Management
Section 8 Portfolio Risk Management

Section [V—Appendices Annex Al
Appendices X1 and X2

Gectlon V—~Glossary and Index Glossary and Index )

In The Standard for Portfolio Management—Third Edition, one Process Group was added and one renamed.
The Defining Process Group contains key processes to define and plan execution of the portfolio processes. The
Monitoring and Controlling Process Group from The Standard for Portfolio Management—Second Edition has been
renamed to the Authorizing and Controlling Process Group.

X1.1.2 Writing Styles

PMI standards committees use a style guide provided by PMI to create and finalize the content. PMI standards are
developed using “active voice” language and are intended to provide consistent content throughout the document.
Special attention is paid to uniformity with other PMI standards.

X1.2 Section 1—Introduction Changes

Fundamental changes to the standard are described in Section 1, which has been revised to reflect the
standard Knowledge Areas and processes by which portfolio management is widely practiced today. Section 1.1
on Purpose highlights the alignment of this standard with other PMI standards. There is also further discussion
on the interactions between project, program, and portfolio management in Section 1, and expansion on the
portfolio manager’s role, knowledge, and skills and the organizational factors involved in portfolio management.
The business value derived from the effective use of portfolio, program, and project management practices is
discussed.
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Table X1.2 summarizes the changes between editions:

Table X1-2. Section 1 Changes

2008 Revision 2012 Revision X1
1.1 Purpose of The Standard for Portfolio Management 1 Purpose of The Standard for Portfolio Management
1.1.1 Audience for The Standard for Portfolio Management | 1.1.1 Audience for The Standard for Portfolio Management
1.2 What is a Portfolio? 1.2 What is a Portfolio?
1.2.1 The Relationships Among Portfolios, Programs, and
Project
1.3 What is Portfolio Management? 1.3 What is Portfolio Management?
1.4 The Link between Portfolio Management and 1.4 The Link between Portfolio Management and Organiza-
Organization Governance tion Governance

1.5 The Relationship between Portfolio Management and 1.5 Relationships among Portfolio Management, Program
Organizational Strategy Management, Project Management, and Operations
Management

1.5.1 Interactions between Portfolio, Program and Project

Management

1.5.2 Program Management

1.5.3 Project Management

1.5.4 Operations Management

1.6 The Relationships Among Portfolio, Program, and 1.6 Business Value
Project Management

1.7 The Link between Portfolio Management and Opera- 1.7 Role of the Portfolio Manager
tions Management 1.7.1 Portfolio Manager Knowledge and Skills
1.7.1 The Link between Portfolio Management and
Operational Projects
1.7.2 Operational Stakeholders in Portfolio Management

1.8 Role of the Portfolio Manager 1.8 Role of the PMO in Portfolio Management

1.8.1 Strategic Alignment 1.8.1 Portfolio Management Office Functions

1.8.2 Portfolio Management Methods and Techniques

1.8.3 Program and Project Management Methods and
Techniques

1.8.4 Process Development and Continuous Improvement

1.8.5 General Business Skills

1.8.6 General Management Skills

1.8.7 Stakeholder engagement

1.8.8 Risk and Opportunity Management

1.9 Portfolio Management Reporting and Metrics 1.8 Portfolio Management Body Of Knowledge
1.9.1 Portfolio Reporting and the PMO
Q.Q.Z Portfolio Management Metrics )
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X1.3 Section 2—Portfolio Management Overview and Organization

In building a stronger link between portfolio management and other organizational governance processes more
detail regarding the relationship between strategic planning and portfolio management was added. Detail regarding
the initiation and process improvement of portfolio management processes has been added. More emphasis on the
information through the use of a Portfolio Management Information System is included.

Table X1.3 summarizes the changes between the editions:

Table X1-3. Section 2 Changes
2008 Revision

2012 Revision

2.1 Portfolio Management Process Qverview 2.1 Introduction
2.1.1 Strategy and Investment Alignment

2.1.2 Portfolio Component Management Life Cycle
2.1.3 Portfolio Management Process Cycle

2.1.4 Establishing a Portfolio Management Process

2.2 Portfolio Stakeholder Roles and Responsibilities 2.2 Portfolio Management and Organizational Strategy and
2.2.1 Executive Review Board Objectives

2.2.2 Portfolio Process Group

2.2.3 Portfolio Management Board

2.2.4 Portfolio Managers

2.2.5 Sponsors

2.2.6 Program Managers

2.2.7 Project Managers

2.2.8 Program/Project Management Office
2.2.9 Project Team

2.2.10 Marketing Management

2.2.11 Operations Management

2.2.12 Engineering Management

2.2.13 Legal Management

2.2.14 Human Resource Management
2.2.15 Functional Managers

2.2.16 Finance Managers

2.2.17 Customers

2.2.18 Vendors/Business Partners
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2.3 Organizational Influences

2.3.1 Organizational Culture

2.3.2 Economic Impact

2.3.3 Organizational Impacts

2.3.4 Enterprise Environmental Factors

2.3 Establishing a Portfolio Management Process

2.3.1 Assessment of Organizational Maturity and
Strategic Fit

2.3.2 Portfolio Management Initiation

2.3.3 Portfolio Management Setup

2.3.4 Portfolio Management Continuous Improvement

2.4 Portfolio Management Process Cycle

2.5 Portfolio Management Information System (PMIS)

2.6 Portfolio Management Governance

N\

2.7 Portfolio Stakeholders
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X1.4 Section 3—Portfolio Management Processes

Section 3 has been revised to map to the Knowledge Areas being introduced in The Standard for Portfolio
Management — Third Edition. Section 3 serves as a standard for managing a portfolio and clearly indicates the X1
five required Portfolio Management Process Groups and their constituent processes. Some of the processes were
combined to provide consistent granularity of detail. Processes were added to capture concepts in Sections 1 and 2
in The Standard for Portfolio Management — Second Edition.

Table X1.4 summarizes the changes between the editions:

Table X1-4. Section 3 Changes

2008 Revision 2012 Revision

3.1 Portfolio Management Process Interactions 3.1 Portfolio Management Process Interactions

3.1.1 Common Inputs and Outputs

3.1.1.1 Portfolio Process Assets

3.1.1.2 Portfolio Reports

3.1.1.3 Portfolio governance recommendations and decisions
3.1.1.4 Organizational Process Assets

3.1.1.5 Enterprise Environmental Factors

3.2 Portfolio Management Process Groups 3.2 Portfolio Management Process Groups

3.3 Defining Process Group

3.3.1 Develop Portfolio Strategic Plan

3.3.2 Develop Portfolio Charter

3.3.3 Define Portfolio Roadmap

3.3.4 Develop Portfolio Management Plan

3.3.5 Define Portfolio

3.3.6 Develop Portfolio Performance Management Plan
3.3.7 Develop Portfolio Communication Plan

3.3.8 Develop Portfolio Risk Management Plan

3.3 Aligning Process Group 3.4 Aligning Process Group

3.3.1 Identify Components 3.4.1 Manage Strategic Change
3.3.2 Categorize Components 3.4.2 Optimize Portfolio

3.3.3 Evaluate Components 3.4.3 Manage Supply and Demand
3.3.4 Select Components 3.4.4 Manage Portfolio Value

3.3.5 Identify Portfolio Risks 3.4.5 Manage Portfolio Information
3.3.6 Analyze Portfolio Risks 3.4.6 Manage Portfolio Risks

3.3.7 Prioritize Components

3.3.8 Develop Portfolio Risk Responses
3.3.9 Balance Portfolio

3.3.10 Communicate Portfolio Adjustment
3.3.11 Authorize Components

3.4 Monitoring and Controlling Process Group 3.5 Authorizing and Controlling Process Group
3.4.1 Monitor and Control Portfolio Risks 3.5.1 Authorize Portfolio
3.4.2 Review and Report Portfolio Performance 3.5.2 Provide Portfolio Oversight
6.4.3 Monitor Business Strategy Changes )
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X1.5 Sections 4 through 8 Changes

Content for the previous Chapters 4 and 5 have been expanded to Sections 4 through 8. Three new Knowledge
Areas have been added and expanded upon, including inputs, tools and techniques, and outputs for each of these
areas of portfolio management knowledge. New processes have been added to include concepts in previous editions
that were not in processes. Processes from The Standard for Portfolio Management — Second Edition have been
mapped to the five Knowledge Areas The Standard for Portfolio Management — Third Edition. The Knowledge Areas
in The Stanaard for Portfolio Management — Third Edition are:

X1.5.1 Section 4 Portfolio Strategic Management
X1.5.2 Section 5 Portfolio Governance Management
X1.5.3 Section 6 Portfolio Performance Management
X1.5.4 Section 7 Portfolio Communication Management

X1.5.3 Section 8 Portfolio Risk Management

Tables X1.5 through X1.9 summarize the changes between the chapter contents of the editions:

Table X1-5. Section 4 Portfolio Strategic Management Changes

2008 Revision 2012 Revision

4.1 Identify Components 4.1 Develop Portfolio strategic plan
4.2 Categorize Components 4.2 Develop Portfolio Charter

4.3 Evaluate Components 4.3 Define Portfolio Roadmap

4.4 Select Components 4.4 Manage Strategic Change

4.5 Prioritize Components

4.6 Balance Portfolio

4.7 Communicate Portfolio Adjustment

4.8 Authorize Components

4.9 Review and Report Portfolio Performance
(1.1 0 Monitor Business Strategy Changes )

Table X1-6. Section 5 Portfolio Governance Management Changes

2008 Revision

5.1 Identify Portfolio Risks
5.2 Analyze Portfolio Risks

5.3 Develop Portfolio Risk Responses
5.4 Monitor and Control Portfolio Risks

2012 Revision

5.1 Develop Portfolio Management Plan
5.2 Define Portfolio

5.3 Optimize Portfolio

5.4 Authorize Portfolio

5.5 Provide Portfolio Oversight
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Table X1-7. Section 6 Portfolio Performance Management Changes
2008 Revision 2012 Revision

6.1 Develop Portfolio Performance Management Plan

6.2 Manage Supply and Demand X1
6.3 Manage Portfolio Value

Table X1-8. Section 7 Portfolio Communication Management Changes
2008 Revision 2012 Revision

7.1 Develop Portfolio Communication Plan
7.2 Manage Portfolio Information

Table X1-9. Section 8 Portfolio Risk Management Changes
2008 Revision 2012 Revision

8.1 Develop Portfolio Risk Management Plan
8.2 Manage Portfolio Risks

X1.5 Sections 4 through 8 Process Mapping

Tables X1.10 through X1.14 map the processes between the editions:

Table X1-10. Section 4 Portfolio Strategic Management Mapping
2008 Revision 2012 Revision

4.10 Monitor Business Strategy Changes 4.1 Develop Portfolio Strategic Plan

4.2 Develop Portfolio Charter
4.3 Define Portfolio Roadmap
4.4 Manage Strategic Change

Table X1-11. Section 5 Portfolio Governance Management Mapping

2008 Revision | 2012 Revision
4.1 Identify Components 5.1 Develop Portfolio Management Plan
4.2 Categorize Component 5.2 Define Portfolio
4.3 Evaluate Components 5.3 Optimize Portfolio
4.4 Select Components 5.4 Authorize Portfolio
4.5 Prioritize Components 5.5 Provide Portfolio Oversight
4.6 Balance Portfolio
\4.8 Authorize Components )
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Table X1-12. Section 6 Portfolio Performance Management Mapping
2008 Revision 2012 Revision

6.1 Develop Portfolio Performance Management Plan

6.2 Manage Supply and Demand
6.3 Manage Portfolio Value

Table X1-13. Section 7 Portfolio Communication Management Mapping
2008 Revision 2012 Revision

4.7 Communicate Portfolio Adjustment 7.1 Develop Portfolio Communication Plan
4.9 Review and Report Portfolio Performance 7.2 Manage Portfolio Information

Table X1-14. Chapter 8 Portfolio Risk Management Mapping
2008 Revision 2012 Revision
5.1 Identify Portfolio Risks 8.1 Develop Portfolio Risk Management Plan

5.2 Analyze Portfolio Risks 8.2 Manage Portfolio Risks
5.3 Develop Portfolio Risk Responses
5.4 Monitor and Control Portfolio Risks

X1.6 Glossary

The glossary has been expanded and updated to:

¢ |nclude those terms within The Standard for Portfolio Management — Third Edition that need to be
defined to support an understanding of the standard’s contents;

e Clarify meaning and improve the quality and accuracy of any translations;
¢ Eliminate terms not used within The Standard for Portfolio Management — Third Edition; and
e Ensure alignment with the PM/I Lexicon of Project Management Terms.
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Aligning Processes [Process Group]. A Process Group to optimize the portfolio and manage strategic change,
supply and demand, portfolio value, portfolio information, and portfolio risks.

Authorization. The process of approving, funding, and communicating the authorization for initiating work on a
component included in a “balanced portfolio.” G

Authorize Portfolio [Process]. Process of allocating resources to execute selected portfolio components and to
formally communicate portfolio-balancing decisions.

Authorizing and Controlling Processes [Process Group]. A Process Group to authorize portfolio components
and provide ongoing portfolio oversight.

Benefit Realization Analysis [Technique]. A technique to analyze portfolio component achievement of planned
benefits.

Capability and Capacity Analysis [Technique]. A technique performed to understand the human, financial, and
asset capacity and capability of the organization in order to select, fund, and execute portfolio components.

Categorization of Components [Technique]. A technique to group portfolio components based on criteria.

Category. A predetermined key description used to group potential and authorized components to facilitate
further decision making. Categories are linked to components with a common set of strategic goals.

Communication Methods [Tool]. Tools that share and distribute information among portfolio stakeholders,
such as email, video conferencing, web portals, etc.

Communication Requirements Analysis [Technique]. A technique to determine the information needs of
portfolio stakeholders and define the information type and format for delivery to stakeholders.

Component [Portfolio]. A discrete element of a portfolio that is a program, project, or other work.

Component Proposal. A recommendation or plan, business case, or feasibility study, developed by stakeholders
or sponsors, to introduce or change a portfolio component or components.

Cost/Benefit Analysis [Technique]. A technique that weighs expected costs against expected financial and
nonfinancial benefits (value) to determine the best (according to relevant criteria) course of action.

Define Portfolio [Process]. Process of creating an up-to-date list of qualified components and organizing them
into relevant business groups to which a common set of decision filters and criteria can be applied for evaluation,
selection, prioritization, and balancing.
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Define Portfolio Roadmap [Process]. Process of defining the high-level portfolio components, multi-year
milestones, and interdependencies.

Defining Processes [Process Group]. A Process Group to develop the portfolio strategic plan, charter, and the
portfolio management plan and to define the portfolio and portfolio roadmap.

Develop Portfolio Charter [Process]. Process of developing the Portfolio Charter to authorize the portfolio
manager to develop portfolio management processes that supports the portfolio.

Develop Portfolio Communication Management Plan [Process]. Process of developing the portfolio
communication management plan, a subsidiary plan of the portfolio management plan, including engaging
stakeholders and analyzing how the information and communications needs of the portfolio stakeholders will
be met.

Develop Portfolio Management Plan [Process]. Process of defining the overall portfolio management, including
subsidiary plans for portfolio communication, performance, and risk.

Develop Portfolio Performance Plan [Process]. Process of developing the portfolio performance management
plan, a subsidiary plan of the portfolio management plan, including how portfolio value is defined and optimized
through portfolio component allocation, targets, and results.

Develop Portfolio Risk Management Plan [Process]. Process of developing the portfolio risk management
plan, a subsidiary plan of the portfolio management plan, including methods for managing and reporting risks.

Develop Portfolio Strategic Plan [Process]. Process of analyzing and developing the portfolio strategic plan
to determine how the organizational strategy and goals will be carried out through the portfolio management
processes.

Elicitation Techniques [Technique]. Techniques to gather requirements for portfolio planning.

Enterprise Environmental Factors [Output/Input]. Conditions, not under the immediate control of the team,
that influence, constrain, or direct the project, program, or portfolio.

Evaluation. The process of scoring specific potential components using key indicators and their related weighted
criteria for comparison purpose for further decision making.

Gap Analysis [Technique]. A technique to evaluate the current portfolio mix of components and determine
changes needed so components may be added, changed, or terminated to rebalance the portfolio.

Governance Decisions [Output/Input]. Portfolio governing body decisions based on portfolio performance,
component proposals, and risks as well as capability and capacity of resources, funding allocations, and future
investment requirements.

Governance Recommendations [Output/Input]. Portfolio governing body recommendations based on portfolio
performance, component proposals, and risks as well as capability and capacity of resources, funding allocations,
and future investment requirements.
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Graphical Analytical Methods [Tool]. Tools such as risk versus return charts, histograms, pie charts, and other
methods to visualize portfolio information.

Identification of Components [Technique]. A technique to identify the portfolio components from an inventory
of work or proposed components based on prioritization, objectives, expected benefits, and performance criteria.

Integration of Portfolio Management Plans [Technique]. A technique to align subsidiary portfolio plans with
the portfolio management plan to ensure consistency.

Interdependency Analysis [Technique]. A technique to identify dependencies between portfolios, portfolio G
components, or with external elements.

Inventory of Work [Output/Input]. A list of active work that may be potential portfolio components and a
starting point to develop a portfolio.

Investment Choice Assessment [Technique]. Technique to align the portfolio based on new and changing
strategic objectives, evaluate responses to threats and opportunities, and indicate portfolio investment gaps.

Key Criteria. Predetermined measures, values, or conditions used in a scoring model to measure alignment with
strategic goals.

Key Descriptors. A set of characteristics used to categorize and document a portfolio component for further
decision making.

Manage Portfolio Information [Process]. Process of collecting, distributing, and ensuring required information
available to portfolio stakeholders in a timely manner.

Manage Portfolio Risks [Process]. Process of assessing and combining the probability of occurrence and
impact of identified risks; numerically analyzing the overall effect of selected risks on the portfolio; and prioritizing
risks for subsequent further analysis or action.

Manage Portfolio Value [Process]. Process of identifying and managing how organizational benefits and value
are defined and optimized through portfolio component allocation, targets, and results.

Manage Strategic Change [Process]. Process of responding to changes in organizational strategy and
environment to assess impacting the portfolio and enable changes, including rebalancing and other portfolio
changes.

Manage Supply and Demand [Process]. Process of identifying financial, human, and other resource availability
and capability requirements; mapping against organizational and portfolio constraints and demands; and allocating
resources according to portfolio allocation decisions.

Modeling and Analysis Tools [Tool]. Tools to measure risk and include probability (likelihood) and impact
(consequences).

New Component. A component that is being added to an existing project portfolio.
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Optimize Portfolio [Process]. Process of assessing the portfolio components based on the organization’s
selection and ranking processes in order to create the component mix with the greatest potential to collectively
support the organization’s strategy and goals.

Organizational Governance. The process by which an organization directs and controls its operational and
strategic activities, and by which the organization responds to the legitimate rights, expectations, and desires of its
stakeholders.

Organizational Process Assets [Output/Input]. Plans, processes, policies, procedures, and knowledge bases
specific to and used by the performing organization.

Organizational Strategy and Objectives [Output/Input]. An organizational document that contains the mission
and vision statements as well as goals, objectives, and strategies intended to achieve the vision.

Phase Gate. A review at the end of a phase in which a decision is made to continue to the next phase, to
continue with modification, or to end a project or program.

Planning Sessions [Technique]. A technique to structure collaboration for planning portfolio activities such as
to define and manage risks.

Portfolio. Projects, programs, subportfolios, and operations managed as a group to achieve strategic objectives.

Portfolio Authorization [Technique]. A technique to formally authorize portfolio components, allocate funding,
and assign resources.

Portfolio Balancing. The process of optimizing the mix of portfolio components to further the strategic objectives
of the organization.

Portfolio Charter [Output/Input]. The document issued by the portfolio sponsor that formally authorizes the
existence of a portfolio and provides the portfolio manager with the authority to apply portfolio resources to portfolio
activities.

Portfolio Communication Management [Knowledge Area]. A Knowledge Area that includes the processes
required to develop the portfolio communication management plan and manage portfolio information.

Portfolio Communication Management Plan. A subsidiary plan or component of the portfolio management
plan that defines all communication needs, establishes communication requirements, specifies frequency, and
identifies recipients for information associated with the portfolio management process.

Portfolio Component Reports [Output/Input]. Status reports from the portfolio’s program and project
managers.

Portfolio Governance Management [Knowledge Area]. A Knowledge Area that includes the processes to
develop the portfolio management plan; define, optimize, and authorize the portfolio; and provide ongoing portfolio
oversight.

Portfolio Management. The centralized management of one or more portfolios to achieve strategic objectives.
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Portfolio Management Information System [Tool]. A tool, manual or automated, for information collection and
distribution to support the portfolio management processes.

Portfolio Management Plan. A formal, approved document that defines how the portfolio will be executed,
monitored, and controlled to meet organizational strategy and objectives.

Portfolio Organizational Structure Analysis [Technique]. A technique to determine the portfolio management
organizational structure and determine roles and responsibilities.

Portfolio Performance Management [Knowledge Area]. A Knowledge Area that includes the processes to G
develop the portfolio performance management plan, manage supply and demand, and portfolio value.

Portfolio Performance Management Plan. A subsidiary plan or component of the portfolio management plan
that describes performance measures, reporting (on scope, cost, schedule, and resources), resource optimization,
and benefits realization.

Portfolio Periodic Reporting and Review. The process of reporting on the portfolio components as a whole
using key indicators and reviewing the performance of the component mix by comparing actual with anticipated
evolution, value, risk level, spending, and strategic alignment.

Portfolio Process Assets [Output/Input]. Portfolio plans, processes, policies, procedures, and knowledge
bases used by the portfolio manager and stakeholders.

Portfolio Reports [Output/Input]. Reports that provide information on performance, risks, resources, and
governance decisions.

Portfolio Review Meetings [Technique]. A technique used by portfolio governance bodies to review the portfolio
status and to make portfolio decisions.

Portfolio Risk. An uncertain event, set of events, or conditions that, if they occur, have one or more effects,
either positive or negative, on at least one strategic business objective of the portfolio.

Portfolio Risk Management Plan. A subsidiary plan or component of the portfolio management plan that
describes how risk management activities will be structured and performed.

Portfolio Risk Management [Knowledge Area]. A Knowledge Area that includes the processes required to
develop the portfolio risk management plan and manage portfolio risks.

Portfolio Roadmap. A document that provides the high-level strategic direction and portfolio information in a
chronological fashion for portfolio management and ensures dependencies within the portfolio are established and
evaluated.

Portfolio Strategic Plan. A formal, approved document that describes the portfolio vision, objectives, and goals
to achieve organizational strategy and objectives.

Portfolio Strategic Management [Knowledge Area]. A Knowledge Area that includes the processes required to
develop the portfolio strategic plan, portfolio charter, portfolio roadmap, and manage strategic change.
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Prioritization Analysis [Technique]. A technique to compare and rank selected portfolio components, based
on their evaluation scores and other management considerations, to ensure alignment with organizational strategy
and objectives.

Probability and Impact Matrix. A grid for mapping the probability of each risk occurrence and its impact on
project objectives if that risk occurs.

Program. A group of related projects, subprograms, and program activities that are managed in a coordinated
way to obtain benefits not available from managing them individually.

Program Management. The application of knowledge, skills, tools, and techniques to a program to meet the
program requirements and to obtain benefits and control not available by managing projects individually.

Project. A temporary endeavor undertaken to create a unique product, service, or result.

Project Management. The application of knowledge, skills, tools, and techniques to project activities to meet
the project requirements.

Provide Portfolio Oversight [Process]. Process of providing governance in identifying, documenting, authorizing,
and controlling changes to the project portfolio.

Quantitative and Qualitative Analysis [Technique]. Techniques that include analyses to optimize the portfolio,
such as scenario analysis, probability analysis, and cost/benefit analysis.

Readiness Assessment [Tool]. A tool to assess stakeholders’ willingness and ability to implement portfolio-
related changes.

Rebalancing Assessments [Tool]. A tool to assess the portfolio and consider rebalancing portfolio components,
resource requirements, and the portfolio budget to realign the portfolio risks.

Risk. An uncertain event or condition that, if it occurs, has a positive or negative effect on one or more project
objectives.

Risk Acceptance. A risk response strategy whereby the project team decides to acknowledge the risk and not
take any action unless the risk occurs.

Risk Avoidance. A risk response strategy whereby the project team acts to eliminate the threat or protect the
project from its impact.

Risk Mitigation. A risk response strategy whereby the project team acts to reduce the probability of occurrence
or impact of a threat.

Risk Reviews [Technique]. A technique to evaluate existing risks and identify new risks.

Risk Transference. A risk response strategy whereby the project team shifts the impact of a threat to a third
party, together with ownership of the response.
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Scenario Analysis [Technique]. A technique to evaluate scenarios in order to predict their effect on portfolio
objectives.

Scoring Model. A set of weighted criteria and corresponding key indicators to measure and score components
for comparison and prioritization purposes.

Stakeholder. An individual, group, or organization who may affect, be affected by, or perceive itself to be
affected by a decision, activity, or outcome of a project, program, or portfolio.

Stakeholder Analysis [Technique]. A technique to identify stakeholders by individual or group and determine G
their concerns, interests, influence, expectations, and requirements.

Strategic Alignment Analysis [Technique]. A technique that focuses on new or changing strategic objectives
and goals to determine portfolio gaps.

Strategic Change. Any change in the strategic intentions and plans of the organization that can impact the
contents of component definition, categories, filters, key indicators, and other decision-making parameters used for
portfolio management.

Strategic Plan. A high-level document that explains the organization’s vision and mission, plus the approach
that will be adopted to achieve this mission and vision, including the specific goals and objectives to be achieved
during the period covered by the document.

Strategy and Objectives. The definition of an organization’s intended achievements in terms of business results
interpreted from various perspectives—financial, customer, infrastructure, products and services, or by cultural
outcomes that are measurable.

Subportfolio. A collection of components which includes programs, projects, portfolios, and other work grouped
together within a larger portfolio.

Weighted Ranking and Scoring Techniques [Technique]. Techniques using a multiplication factor to rank and
score portfolio components to convey the importance of criteria used.
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A
Aligning Process Group, 32
processes
manage portfolio information, 114-118
manage portfolio risks, 129-135
manage portfolio value, 96-104
manage strategic change, 52-55
manage supply and demand, 92—-96
optimize portfolio, 72-77
Assessment
activities, 23

results, 23-24
Authorize Portfolio
data flow, 78
description, 77-78
inputs
portfolio, 79
portfolio management plan, 79
portfolio reports, 79
outputs
portfolio management plan updates, 80
portfolio process asset updates, 80
portfolio reports, 80
portfolio updates, 80
tools and techniques
portfolio authorization technique, 79
portfolio management information system, 79
Authorizing Process Group, 32
authorize portfolio, 77-80
provide portfolio oversight, 80—-84

Body of Knowledge, 20
Business value, 10

D

Define Portfolio
data flow, 65
description, 64
inputs
portfolio, 66
portfolio charter, 66
portfolio management plan, 66
portfolio process assets, 66
portfolio roadmap, 66
portfolio strategic plan, 65-66
outputs
portfolio management plan updates, 70
portfolio roadmap updates, 70
portfolio updates, 70
tools and techniques
description, 66—67
portfolio component categorization techniques, 68
portfolio component inventory, 67
weighted ranking and scoring techniques, 68—69
Define Portfolio Roadmap
data flow, 50
description, 49
inputs
portfolio, 50
portfolio charter, 49
portfolio strategic plan, 49
inputs, tools and techniques, and outputs, 49
outputs, portfolio roadmap, 51
tools and techniques
cost-benefit analysis, 51
interdependency analysis, 51
prioritization analysis, 51
Defining Process Group, 31
define portfolio, 6470
define portfolio roadmap, 49-51
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develop portfolio charter, 47-49
develop portfolio communication management plan,
105-113
develop portfolio management plan, 57-64
develop portfolio performance management plan,
87-92
develop portfolio risk management plan, 123-129
develop portfolio strategic plan, 41-46
Deliverables, Key, 38—-39
Develop Portfolio Charter
data flow, 47
description, 47
inputs
enterprise environmental factors, 48
portfolio process assets, 48
portfolio strategic plan, 48
outputs
portfolio charter, 49
portfolio process asset updates, 49
portfolio strategic plan updates, 48
tools and techniques
capability and capacity analysis, 48
scenario analysis, 48
Develop Portfolio Communication Management Plan
data flow, 108
description, 106—107
inputs
portfolio, 108
portfolio management plan, 109
portfolio process assets, 109
portfolio reports, 109
portfolio roadmap, 108
outputs
portfolio management plan updates, 113
portfolio process assets updates, 113
tools and techniques
communication requirements analysis, 112—113
elicitation techniques, 112
stakeholder analysis, 109-111
Develop Portfolio Management Plan
data flow, 59
description, 57
inputs
enterprise environmental factors, 61
organizational process assets, 60
portfolio charter, 60
portfolio process assets, 60

portfolio roadmap, 60
portfolio strategic plan, 60
outputs
portfolio management plan, 62—64
portfolio process assets updates, 64
portfolio strategic plan updates, 62
tools and techniques
elicitation techniques, 61
integration of portfolio management plans, 61-62
portfolio organizational structure analysis, 61
Develop Portfolio Performance Management Plan
data flow, 88
description, 87
inputs
enterprise environmental factors, 89
organizational process assets, 88—89
portfolio management plan, 88
portfolio process assets, 88
outputs
portfolio management plan updates, 90-91
portfolio process assets updates, 92
tools and techniques
capability and capacity analysis, 90
elicitation techniques, 89
portfolio management information system, 90
Develop Portfolio Risk Management Plan
data flow, 124
description, 123
inputs
enterprise environmental factors, 125
organizational process assets, 125
portfolio management plan updates, 124
portfolio process assets, 124-125
outputs
organizational process assets updates, 129
portfolio management plan updates, 128—129
portfolio process asset updates, 129
tools and techniques
graphical analytical methods, 126-127
quantitative and qualitative analysis, 127
weighted ranking and scoring techniques, 125-126
Develop Portfolio Strategic Plan
data flow, 43
description, 41
inputs
enterprise environmental factors, 44
inventory of work, 43—-44

S
184 ©2013 Project Management Institute. The Standard for Portfolio Management - Third Edition



INDEX

organizational process assets, 44
organizational strategy and objectives, 43
portfolio process assets, 44

outputs
portfolio, 46
portfolio strategic plan, 46

tools and techniques
portfolio component inventory, 44
prioritization analysis, 45—46
strategic alignment analysis, 44—45

G

Governance, 19, 26, 57
management
overview, 57
processes, 57-84

Implementation, 22—25
assessment activities, 23
assessment results, 23
process implementation, 24
process improvement plan, 25
vision and plan, 24

K

Knowledge Areas
Portfolio Communication Management, 105-118
Portfolio Governance Management, 57—84
Portfolio Performance Management, 85-104
Portfolio Risk Management, 119-135
Portfolio Strategic Management, 41-55

Management, 3
communication
description, 105
processes, 105-118
governance
overview, 58
processes, 57-84

operations
definition of, 13
description, 13-14
organizational strategy, 21
portfolio
body of knowledge, 20
business value influenced by, 10
communication, 105-118
components, 10-14
description, 5-6
good practices, 1
information system, 25-26
manager, 14-17
organizational influences on, 26—-27
organizational project management’s relationship with, 6—7
PMO in, 17-20
process implementation, 22—25
program management’s relationship with, 67
project management’s relationship with, 6-7
portfolio performance
description, 85-87
overview, 86
plan, 87-92
processes, 86—104
program
business value influenced by, 10
components, 11
definition, 11
description, 6, 11
managers, 19
organizational project management’s relationship with, 67
Performance Domains, 11
portfolio management’s relationship with, 6-7
project management’s relationship with, 6-7
project
business value influenced by, 10
definition, 11
description, 6, 11-12
Process Groups, 11-12
progressive elaboration influencing, 12
strategic, processes, 41-55
Manage Portfolio Information
data flow, 115
description, 114
inputs
portfolio, 115
portfolio component reports, 116
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portfolio management plan, 115 Manage Strategic Change
portfolio process assets, 116 data flow, 53
portfolio reports, 116 description, 52
outputs inputs
portfolio management plan updates, 118 portfolio, 54
portfolio process assets updates, 118 portfolio charter, 53
portfolio reports, 118 portfolio management plan, 54
tools and techniques portfolio process assets, 54
communication methods, 117-118 portfolio roadmap, 54
communication requirements analysis, 117 portfolio strategic plan, 53
elicitation techniques, 116 outputs
portfolio management information system, portfolio charter updates, 55
116-117 portfolio management plan updates, 55
Manage Portfolio Risks portfolio process assets updates, 55
data flow, 130 portfolio roadmap updates, 55
description, 129 portfolio strategic plan updates, 55
inputs portfolio updates, 55
enterprise environmental factors, 132 tools and techniques
organizational process assets, 132 gap analysis, 54
portfolio, 130-131 readiness assessment, 55
portfolio management plan, 131 stakeholder analysis, 54
portfolio process assets, 131-132 Manage Supply and Demand
portfolio reports, 131 data flow, 94
outputs description, 92-93
organizational process asset updates, 135 inputs
portfolio management plan updates, 134 portfolio, 94
portfolio process asset updates, 135 portfolio management plan, 94
portfolio reports, 134—-135 portfolio reports, 94
tools and techniques outputs
quantitative and qualitative analysis, 132—134 portfolio management plan updates, 96
weighted ranking and scoring techniques, 132 portfolio reports, 96
Manage Portfolio Value portfolio updates, 96
data flow, 97 tools and techniques
description, 96-97 capability and capacity analysis, 95
inputs quantitative and qualitative analysis, 95
portfolio management plan, 98 scenario analysis, 95
portfolio reports, 98
portfolio roadmap, 98 0
outputs
portfolio management plan updates, 104 Operations management, 13-14
portfolio process assets updates, 104 Optimize Portfolio
portfolio reports, 104 data flow, 72
tools and techniques description, 71
benefits realization analysis, 103—104 inputs
elicitation techniques, 100 portfolio, 73
value scoring and measurement analysis, portfolio management plan, 73
100-103 portfolio process assets, 73
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portfolio reports, 73
portfolio roadmap, 73
outputs
portfolio management plan updates, 77
portfolio process asset updates, 77
portfolio reports, 77
portfolio roadmap updates, 77
portfolio updates, 77
tools and techniques
capability and capacity analysis, 74
graphical analytical methods, 75-76
quantitative and qualitative analysis,
74-75
weighted ranking and scoring techniques, 74
Organizational impacts, 27
Organizational maturity, 27
Organizations
functions, in portfolio management, 13-14
influence on portfolio management, 26
maturity, 27
operations of
programs’ relationship with, 7-9
projects’ relationship with, 7-9
plans, portfolio management implementation, 24
portfolios representing, 3
process assets, 37, 44
programs of
operations’ relationship with, 7-9
projects’ relationship with, 7-9
projects of
operations’ relationship with, 7-9
programs’ relationship with, 7-9
strategy of
description, 7-8
portfolio management and, 7-9, 21-22
types of
government, 2
nonprofit, 2
profit, 1-2
vision, 24

P

PMI® Code of Ethics and Professional Conduct (Project
Management Institute), 2

PMO. See also Project, program, or portfolio management office
role of, 17-20

Portfolio
description of, 3
Portfolio communication management
description, 105
processes, 105-118
Portfolio management information system (PMIS), 25
Portfolio performance management
description, 85-87
overview, 86
processes, 86—104
Portfolio process assets (PPA), description, 36—-38
Portfolio |
description, 3, 4-5, 6, 10
governance, 19
management, 5-6
component relationships, 10-14
manager, 14—-17
organizational functions included in, 13-14
organizational influences on, 26-27
organizational project management’s relationship with,
6-7
organizational strategy and, 7-9, 21-22
PMO in, 17-20
process implementation, 22—25
relationship with program management, 6—7
relationship with project management, 67
organizations represented by, 3
reports, 37
strategy aligned with, 3
PPA. See Portfolio process assets
Portfolio Communication Management, 105-118
develop portfolio communication plan, 106—113
manage portfolio information, 114-118
Portfolio Governance Management, 57-84
authorize portfolio, 77-80
define portfolio, 6470
develop portfolio management plan, 57-64
optimize portfolio, 71-77
provide portfolio oversight, 80-84
Portfolio Management Information System (PMIS), 25-26
Portfolio Performance Management, 85-104
develop portfolio performance management plan, 87-92
manage portfolio value, 96-104
manage supply and demand, 92—-96
Portfolio Risk Management, 119-135
develop portfolio risk management plan, 123-129
manage portfolio risk, 129-135
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Portfolio Strategic Management, 41-46
define portfolio roadmap, 49-51
develop portfolio charter, 47-49
develop portfolio strategic plan, 41-46
manage strategic change, 52-55
Process
See also specific processes
assessment, 23
assets, organizational, 37, 43
cycle, 25
implementing, 2225
improvement, plan, 25
interactions, 32
common inputs and outputs of, 36
description, 32—-34
enterprise environmental factors, 38
organizational process assets, 37
portfolio process assets, 36—37
portfolio reports, 37

key deliverables for, 38, 39

risk management, 123-135
Process Groups and, 36

Process Groups
Aligning, 32
Authorizing and Controlling, 32
Defining, 31
description, 29-39
mapping to Knowledge Areas, 31

Programs, 3-5
management, 6

business value influenced by, 10
components, 11

definition, 11

description, 11

managers, 19

portfolio governance, 19
program manager, 19
project manager, 19
project team, 19
sponsors, 19-20
Projects, 3-5
management, 6
business value influenced by, 10
definition, 11
description, 11-12
Process Groups, 11-12
progressive elaboration influencing,
12
of organizations
operations’ relationship with, 7-9
programs’ relationship with, 7-9
team, 19
Provide Portfolio Oversight
data flow, 82
description, 80-81
inputs
portfolio, 82
portfolio management plan, 83
portfolio process assets, 83
portfolio reports, 83
portfolio roadmap, 82—83
outputs
portfolio management plan updates,
84
portfolio process assets updates, 84
portfolio reports, 84
portfolio updates, 84
tools and techniques
elicitation techniques, 83
portfolio review meetings, 83

organizational project management’s relationship with,  Purpose of standard, 1-2

6-7
Performance Domains, 11

portfolio management’s relationship with, 6-7
project management’s relationship with, 6-7

of organizations
operations’ relationship with, 7-9
projects’ relationship with, 7-9
Progressive elaboration, definition of, 12

Project, program, or portfolio management office (PMO)

definition of, 17
description, 17-20

R

Risk management

description, 119-123

elements, 121

overview, 120

processes, 123-135

Process Groups and, 36

Role of portfolio manager, 14
Role of PMO, 17
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S plan, developing, 41-46
portfolio aligned with, 3
Stakeholders, 26 Subportfolios, description of, 3
Strategy
management, processes, 41-55
organizational v
description, 7-8
portfolio management and, 7-9, 21-22 Vision, organizational alignment, 24
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