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Executive Summary

This is the second paper in a series about creating and maturing your PMO to step up to the challenge of
making the connection between project and business success. The series can help you prepare a business
plan for your PMO. The first paper “Creating a PMO,” outlined a framework for building a successful PMO—

a startup primer.

This paper introduces the concept of maturing your PMO and identifies five dimensions of maturity.

The paper elaborates on the first two of them:
¢ Governance and Portfolio management—tools for choosing the right investments.

* Benefits and cost management—tools for maximizing the financial potential.

The third and final paper, “The Entrepreneurial PMO,” covers the final three maturity dimensions:
* Performance and risk management—executing well, measuring, and tuning.

* Resource management—investing the right human capital and other assets.

e Business value management—identifying value opportunities with business partners.
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Maturing Your PMO

It's Fall, and the leaves aren’t the only things falling. It's annual budget season, and IT budgets are
shrinking again; or in the most optimistic scenario, staying flat (Source: Forrester). Outsourcing is up,
and not coincidentally, morale of IT staffers is falling (Source: Meta).

ClO confidence is on the rise: probably because IT operations’ spending is down, while investment in strategic
development is up (Source: Yankee Group). This see-saw effect is not surprising—it is the direct result of the
foothold of IT Portfolio Management. Portfolio Management is squeezing more value out of the IT spend,
with predictable results. And these results are never more evident than during the planning process.

The ultimate goal of any support function—and IT is no exception—is to gain the status of “partner” with
the customer-facing business units of the enterprise. To gain this status, IT has to prove that it understands
the value drivers of the business, and is prepared to align with them at any cost. While this commitment
should evidence itself in many ways—in the way IT is organized, in the way it reports performance to the
business—the commitment to alignment should be highly evident in the way IT plans and budgets.

What has this got to do, you ask, with the Project Management Office? Aren't they down the hall, enforc-
ing project management processes and creating training slides, while the movers and shakers are in the War
Room planning next year’s IT spend?

Hardly. A strategic PMO is in the thick of the planning, in the “engine room,” feeding and supporting
the Change Governance process that produces the key planning decisions. The strategic PMO is seen as
an indispensable part of the planning team. Without the strategic PMO, the planning process lacks
essential ingredients:

¢ Real-time customer-focused information about the current portfolio along with new opportunities,
for pruning and prioritization

¢ Analysis of benefits and costs that allow unbiased quantification of business value, using definitions
accepted by the business

¢ Independent risk analysis for a true portfolio risk-versus-reward view of the alternatives

¢ The mingling of qualitative information with quantitative—dependencies, issues, status of current
initiatives, objectives of new ones

 Tools and processes that allow for fast-turnaround scenario planning

¢ The ability to sustain “continuous planning,” not just once-a-year budgeting

If this describes the part your PMO plays in the planning process, congratulations—you have arrived at an
advanced stage of PMO maturity. If not, read on for tips on how to increase the value of your PMO.
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How can the PMO be so central to IT Planning? After all, doesn’t the PMO only concern itself with projects?
Aren't projects usually about one third of the IT spend, with operations and infrastructure making up the
other two thirds?

The first step in understanding the importance of the PMO in planning is to understand that the word
“project” is not synonymous with “software development.” For more and more organizations, it is under-
stood that projects are the means by which change is accomplished. There are, therefore, projects to
accomplish replacement and upgrading of infrastructure. There are projects to investigate the outsourcing
of operations. Projects touch every aspect of IT operations and management. Projects are the means by
which the IT organization refreshes itself to align with the business. A much smaller percentage of the IT
budget is “business as usual” these days.

The second step in understanding the importance of the PMO is to realize the input that a PMO can
bring to decision making. A mature PMO has rich and varied experience in measuring and improving
performance, and can bring that experience and insight to bear on a much broader cross section of IT
and business opportunities.

So, can the PMO replace your finance team during the planning process? Not in my opinion. The finance team
has an invaluable link to corporate finance, the management of funds and currencies, focus on the annual
report and enterprise-level financial concerns. The PMO has a complementary focus on benefits analysis and
achievement, activity-based performance, alignment with business strategy, and the special architectural
and technical concerns unique to IT. Strong IT finance and a strong PMO work hand-in-glove as essential
members of the planning team.

If you've only recently created a PMO, you are probably just getting a handle on your IT inventory. Perhaps
you are initiating your first attempts at a dashboard. This vision of a high-powered PMO must seem a long
way off. What are the steps to maturing your PMO to become a partner in planning?

From my experience, there are five dimensions in which an IT organization matures: Change Governance

and Portfolio Management, Benefits and Cost Management, Activity Performance Management, Resource
Management, and Business Value Management. The PMO must grow, not in numbers, but in skill, to support
each of these areas. Each will have an impact on how the IT organization and the PMO advance to mature
planning that enables IT to be a successful contributor to enterprise value creation. In this paper we'll look

at two of these areas: Change Governance/Portfolio Management and Benefits/Cost Management.
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Change Governance and Portfolio Management

Functional Customer Customer Customer

organization organization focus decides

Decision Portfolio Regular Continuous
silos mentality portfolio review decisions
Politics Decision Stratified Voluntary
drives process decisions participation
PO criteria Known criteria Accepted criteria Re-use criteria

PO central reports Regular analysis Real-time analysis

Inventory

* Asthe IT organization matures, it takes on the shape of its customer base. This should be true
of the PMO as well, with representatives that develop a strong understanding of the needs of
each business unit. As the PMO customer focus matures, the PMO helps create mechanisms by
which customers can have more and more input into IT decisions during the planning process.

e The decision process moves from decisions made in functional IT silos to a process in which
customers participate and decide the priorities of IT. In the early going, the PMO trains the
organization on portfolio mentality. As the portfolio view takes hold, the PMO provides material
for regular and more disciplined portfolio review. Ultimately, the PMO creates and uses tools
that allow for continuous portfolio review and frequent, almost continuous, decision making.
The “annual budget” cycle is a thing of the past, except for obligatory information provided to
enterprise financial budgeting processes.

e The IT organization moves away from politicized decision-making toward rational, transparent
decision processes. The PMO helps define these processes, which mature from a “one-size-fits-all”
process to stratified processes that reduce decision bottlenecks. The PMO evangelizes the organi-
zation by demonstrating the tangible value of the process. Business units voluntarily participate
in the process because of its demonstrated value.

* As the decision process matures, the decision criteria become better known and accepted, even
re-used in other parts of the enterprise. The PMO is charged with constantly refining the criteria
to better match business unit needs.

e The PMO mans the reporting engine of the organization. As PMO tools mature, reporting matures
from a first-time inventory, to regular portfolio analysis, to online real-time analysis. This reporting
capability fuels the planning engine.
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WHAT STEPS SHOULD YOU TAKE TO MATURE YOUR PMO IN THE AREA OF CHANGE GOVERNANCE
AND PORTFOLIO MANAGEMENT?
¢ Organize the PMO along customer lines

¢ Let the PMO bring the voice of the customer into the planning process
e Give the PMO the vision of continuous planning
e Use the PMO to create and support rational, transparent decision processes

¢ Charge the PMO with constantly improving decision criteria

Challenge the PMO to move to on-line, real-time reporting and planning

Benefits and Cost Management

Cost at Benefits forecast G Forecast benefits Valuation of

annual budget for approval regularly portfolio

Focus on
actual benefits

Measure of
some benefits

Benefit/cost
forecasted often

No benefits

Accountable
for benefits

Accountable
for cost

Cost visible
to PMs

Department
budgets

Fiscal cost cycle Some lifecycle cost Lifecycle planning Continuous lifecycle

Automated
value reporting

Good value reporti
with effort

Target
reduced spending

Fair cost,
some value

e Early on, just pulling together an IT budget annually from the various pockets of spend across
the enterprise can be a major challenge. Because of the relationships described above, the
PMO is well positioned to assist in gathering and refining the information. As the Change
Governance approval process is defined, the PMO becomes a logical vehicle for creating a sound
benefits/cost model and supporting its use. The PMO can then move the organization toward
regular forecasting of benefits along with cost at the various decision gates in the process.
When benefits and cost are forecast consistently, the PMO can begin to report regularly on
the value of the portfolio as a whole.

¢ As the PMO provides the support for forecasting benefits along with cost, it can begin to
focus the attention of the organization on achieving the benefits, and measuring the results.
This new focus becomes the central theme of the planning process.
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¢ Asthe IT organization moves from functional to customer-oriented, the planning process will
experience a similar evolution, from departmental budgeting to activity-based estimating.
The accountability for performance on both cost and benefits will shift from department manage-
ment to activity management. This requires a move away from standard cost-center accounting
to activity cost and benefit management in the context of a portfolio. The PMO can make this
transition happen by operating a portfolio cost and benefit repository, and teaching activity
managers how to measure, manage and report cost and benefits.

e Similarly, the time horizon of planning will move from a focus on the annual budget cycle to
a focus on the natural lifecycle of activities. The portfolio repository maintained by the PMO will

use lifecycle cost and benefits estimating and reporting, while still accommodating the annual
budget cycle.

e The IT organization will move from a focus on reducing the annual spend and reporting cost
reductions, to understanding and reporting continuously on the value of activities. The PMO
has built a foundation for understanding and measuring the value, and provides a system and
processes for reporting it.

WHAT STEPS SHOULD YOU TAKE TO MATURE YOUR PMO IN THE AREA OF
BENEFITS AND COST MANAGEMENT?
¢ Assign the creation and implementation of a benefits/cost model to the PMO

¢ Support the PMO in focusing on achieving benefits, not just controlling cost

e | et the PMO create an activity-based portfolio repository

e Support the PMO in moving the organization to life-cycle thinking

¢ Challenge the PMO to help the organization to think value, not cost
What's in it for you? If you encourage your PMO to develop along these lines, you will be creating a powerful
planning engine. Alignment with your customers will improve. Modeling, measuring and achieving benefits
will become the focus of the planning process, resulting in greater value for the whole portfolio. The central

repository of qualitative and quantitative information maintained by the PMQ, providing real-time informa-
tion during the planning process, will bring a new reality of transparent, rapid, and frequent planning.
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Summary

In this paper, we've outlined the first two of the five dimensions in which an IT organization matures.

The final three dimensions are covered in the third paper of this series, “The Entrepreneurial PMO.”

By following these steps to mature your PMO, you'll be many steps closer to being a valuable business
partner in your enterprise. To support your efforts and gain efficiency, look for a Project and Portfolio
Management (PPM) solution, such as Serena® Mariner; that delivers integrated portfolio, project, resource,
demand and financial management. A solid PPM solution will provide the necessary decision-support
framework to help you maximize value and return on your IT investment.

JANE WALTON is Managing Director of Clarity Decisions LLC. Ms. Walton was formerly IT Portfolio Manager
for Schlumberger, is recognized in the business press as an expert on IT portfolio management, has spoken
at numerous conferences on the subject, and is a participant in the PMI task force to write the standard
for Project Portfolio Management.
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