IT Portfolio Management 

The Motivation for IT Portfolio Management 
As information technology is further integrated into business and in fact "becomes" the business, it is critical that an enterprise's IT assets be fully, "fluidly" aligned with business needs and actively managed from an investment perspective (risk, yield, benefits, etc.), instead of solely from a cost-side perspective, as is widely practiced today. 

From this perspective, the financial services metaphors of "portfolio management" and perhaps "fund management" are applicable and essential to the management of new-age IT. 
 
The IT portfolio consists of: 

· Application systems, products, and suites - either COTS or in-house 

· Processing hardware infrastructure and operating systems 

· Network equipment and software 

· Services (including consultative) 

· Distinct technology products 

· Human resources - internal and external contract 

· Data/information 


There is also an IT project portfolio, which includes: 

· Projects that expand the portfolio 

· Projects that renew elements of the portfolio 

· Projects that correct problems within the portfolio 


Other, less tangible portfolio holdings include: 

· Knowledge and experience embedded in people, systems, and databases 

· Intellectual and innovation capital 

· Customer/user capital 

· Relationship capital 


A View of Managing the Portfolio 
The portfolio management process is a continuous one that pervades the management of the somewhat "static" assets (existing applications, hardware, etc.) and the "active" assets (projects, etc). In fact, the crux of IT portfolio management is the continuous analysis of new opportunities, the performance of existing assets, and the interaction of devoting resources to new opportunities. 

This is a dynamic environment in which the value of the existing assets and projects that impact the portfolio is in a state of continuous flux. The drivers of this flux may be externally linked to marketplace changes and competitive position (e.g., a project that previously seemed to have high value now has less value because a competitor "got there first"; or changes occur in the cost structure of a fundamental technology such as telephony or processor hardware). The drivers of this flux may also be linked to internal forces (e.g., changes in company strategy, product mix, distribution channels, or competitive basis such as cost or quality). 

The dynamics of portfolio management therefore must be factored into all aspects of IT management - from assessing system performance to project management. 

Where Portfolio Management Fits in IT Organization Evolution 
IT organizations appear to be going through a series of evolutionary stages. 

The first of these is typified by the role of being a service, or "order taker." Although the role of IT in this stage is not considered strategic in terms of supporting business growth, the cost of IT is. Therefore, the primary focus of IT organizations at this stage is cost management and operational efficiency. Benchmarking is frequently applied as a positioning tool in such organizations, as is radical downsizing. 

The second stage is typified by the role of being a business "enabler." The role of IT is considered to be somewhat strategic in supporting growth and looking for new ways to enhance profitability. Aggressive IT investments are often made at this stage. The focus is now shared between cost efficiency and the intangible notion of "effectiveness." More advanced IT organizations at this stage typically try to enact balanced-scorecard projects to monitor both their fiscal accountability and their impact on business customers and processes. 

The third stage is typified by the role of the IT organization as a "business within a business." The IT organization still plays a provider role but is held to more rigorous cost and performance standards, with a view to behaving as a free-market competitor. Again, scorecards come into play, with a focus on performance and comparisons with the external world in the dimensions of cost, service quality, relationships, and process efficiency/effectiveness. 

The fourth stage is full business integration. The IT organization acts like a business and is managed like a business. This is the stage of portfolio management. In this stage, the IT organization manages its portfolio of activities - from baseline business support to asset renewal and development to high-risk business/IT ventures - in a manner consistent with the principles of best-in-class business practices. The portfolio is actively managed with a focus on yield, risk, risk-taking, and agility. 

As stated in the preceding paragraph, portfolio management is a characteristic of this fourth stage but is also somewhat of a precursor to it. Unless portfolio management is embraced, full business integration and a business model of IT cannot be embraced. Perhaps in the full business model there will be no distinction between IT and the "business." 

In addition, the concept of portfolio management itself may not be enough. From a total enterprise perspective, the enterprise is a collection of portfolios. For example, in financial services there may be a retail portfolio, a global portfolio, a wholesale portfolio, and so on. Although IT is integrated into each area and there may be cross-area dependencies, the enterprise itself must decide how to balance and manage its investments across these business portfolios along with their IT components. Therefore, at the enterprise level, a "fund management" model may be appropriate to model the movement and allocation of funds across diversified investments. 

Active Management of the Portfolio: The Operational Model 
The key operating considerations for portfolio management of IT are the continuous monitoring of existing "investment" performance (the portfolio component) and the process for adjusting the portfolio through "projects" that impact it. 

Investment performance should be monitored through visibility of cost, risk, benefits/yield, and alignment with goals. At the portfolio management level, this must be done in business-facing terms. This is easier said than done. Also, doing so requires stepping back to the point in time at which the portfolio component was introduced and staying in touch with its original justification, predicted performance, and any adjustments that have been made over time. 

This implies that active portfolio management requires: 

From a cost perspective, that the component is performing within the expected cost performance bandwidth in terms of operating and personnel costs and that this cost structure is competitive in the context of value per dollar. 

From a benefits perspective, that the component is maintaining its expected yield in terms of impact on business cost structure, performance, shareholder value, and/or business customers and relationships and/or internal processes and/or the ability of the organization to learn and improve. In terms of "yield," it is critical that the element of benefits timing is introduced, because benefits are expected to accrue at a particular point in time, and associated with this is a benefits trajectory. In managing benefits, it is also critical to factor in external market, regulatory, temporal, or competitive forces that can impact value. Value must also be associated with alignment with enterprise goals. 

From a risk management perspective, the components of the portfolio should be diversified and managed along the lines of the amount of risk the enterprise can tolerate. Portfolio components can be segmented into levels of yield and also into levels of risk. Risk factors have to do with the probability of achieving the desired benefits, stability, and pure technology risk. The level of risk associated with a component determines the "tightness" with which it is managed - the frequency of review and even its renewal-funding model. 



The "static" portfolio of existing assets should be managed from the perspectives espoused in the previous paragraphs and also from an interaction perspective. That is, how do they interact with each other, and how do they interact with the enterprise? 

In perhaps more tangible terms, the portfolio consists of baseline components - things that have to be in place to support the business - and discretionary components - things that must have individualized funding justification to support their existence. In fact, from a budgeting perspective, this implies zero-base budgeting. 

The "project portfolio" must use a similar management model. Anything that impacts the portfolio must initially be costed and justified in terms of one or more of the benefits accrual categories. In addition, management must be active to ensure that any deviations from the original plan are evaluated in the context of portfolio impact. Deviations may take the form of changes in costs, timing, potential for value generation, and benefits timing. In addition, deviation may be induced by changes in enterprise strategy or competitive forces in the marketplace. For example, a project being justified on the basis of being "first to market" will have a radical change in value if a competitor gets there first. Therefore the project portfolio requires active management triggered by periodic reviews and external market triggers - technology changes, human resource cost and availability triggers, business alignment triggers, and competitive and regulatory triggers. Risk also must be factored in, and should range from low levels of risk to high-risk/high-yield. The level of risk, by the way, also influences the project management methods and tempo. At the extreme, the riskiest project should be managed as part of a venture portfolio, using a venture management model. 

In addition, valuation within the project portfolio must be viewed as dynamic in terms of intraportfolio interaction. Organizations do not typically have unlimited resource pools (either dollars or people). Therefore, a change in valuation of one project may impact the others and even the static portfolio. 

Portfolio Management in Action 
It is unlikely that any organization can enact these ideas from "ground zero." Therefore, portfolio management needs to be put into action "in vitro." 

The inventory of existing (static) assets must be created; cost, resource consumption, and acceptable bandwidths for cost and quality must be captured; and valuation (and its bandwidth) must be determined. 

Constructs (metrics) must be implemented to provide the needed visibility into the existing portfolio. Coverage of a number of basic areas is needed: finance, quality, performance, change velocity, staffing/skills, risk (and perhaps audit), profile, effectiveness. 

Continuous monitoring of these metrics versus target characteristics enables decisions to be made for the renewal, development, and perhaps the retirement and replacement of portfolio components. This is one mechanism by which projects are originated. 

In addition, the inventory of existing projects must be captured and in-process metrics must be developed. These need to focus on various attributes of the project: 

  On-time behavior 

  On-cost behavior 

  On-scope behavior 

  On-value behavior (includes benefits trajectory along with expected value) 

  Risk level 

  Behaviors trend 

  Intraproject portfolio impact 

  Portfolio impact 

  Revaluation triggers 

  Thresholds of tolerance for deviation from plans 

  Management tempo and funding model (from traditional to venture) 


Management of the existing portfolio and the project portfolio must work concurrently. As is true in financial markets, there are both tightly coupled and loosely coupled linkages in the way they interact. 

Management Role(s) 
The portfolio management model actually forces a true bridging and integration between IT and the business. Costs, business benefits, technical performance, and capital creation (tangible and intangible) are managed within one framework and require joint participation. 

All stakeholders - from programmers and project managers to business and IT managers - have the role of managing some aspect of the investment portfolio. And, in totality, the organization's IT investment is really being managed as a business investment. 

The enterprise CIO may be the overall "fund manager" working to assist in the diversification and management of investments across lines of business. 

LOB CIOs and IT department heads can be viewed as "portfolio managers" with the goal of maximizing the cost/benefit performance of the systems, services, or technology under their control. 

The project origination process is fluid. Proposals from the business and from those in IT with stewardship for results maximization bear equal weight. The project funding process, whether for a new project or renewal of an existing asset, is a joint one. 

Overall, the common thread within this model is "value." Whether value is tangible or intangible, and whether it is expressed in terms of dollars or quality of life, value is what information technology for the next millennium is all about. 

	Home 

	Home 


	Register

	Register


	Surveys

	Surveys


	Data Access

	Data Access


	IT Glossary

	IT Glossary


	Members Only

	Members Only


	Search

	Search


	Contact Us

	Contact Us


