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Defining the boundaries of portfolios ?
By Robert Buttrick
Do the right thing?

Defining a portfolio’s objectives, scope and boundaries is the first and most critical step in
portfolio management. Everything that happens afterwards depends on this being right. You
have probably heard about ‘doing the right thing’ and ‘doing it right’. The former is about
undertaking activities to further strategic aims and the latter means doing them in a consistent
way. ‘Doing the right thing’ is related to effectiveness, whilst ‘doing it right’ is more about
efficiency. An effective organization is more likely to survive and thrive than one which is merely
efficient. Being effective and efficient provides a sound basis for success as an organization.

Textbooks, methods and standards provide advice on ‘doing it right’ but cannot tell you what the
‘right thing’ is for your organization. Setting the strategic direction is a fundamental
accountability of the senior leadership team and no book, consultant or observer can relieve
them of that accountability. If you are a senior leader, the most a text book, method or standard
can do is prompt you to ask yourself the questions which prompt the most useful answers and
provide advice on how to organize your business to maximise its effectiveness.

Defining a portfolio depends on having a thorough understanding your organization, its aims and
how it works. This is as true of a government department as for a multi-national corporation,
private company, partnership, non-government organization (NGO) or charity, regardless of size.
If you do not understand the purpose and aims of the organization and how it is currently
performing, you cannot hope to be successful. Without a clear strategic direction:

e business plans will not be aligned;

e short term focus is likely to prevail, to the neglect of the long term;
e projects and other work might conflict;

e priorities might be confused or conflicting;

e decisions might be contradictory.

The PMWJ Advances in Project Management series includes articles by authors of program and project
management books published by Routledge worldwide. To view project management books published by
Routledge publishers, click here. See this month’s author profile at the end of this article.

2 How to cite this paper: Buttrick, R. (2020). Defining the boundaries of portfolios, Advances in Project
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© 2020 Robert Buttrick www.pmworldlibrary.net Page 1 of 10



http://www.pmworldjournal.com/
http://www.pmworldlibrary.net/
https://www.routledge.com/products/search?keywords=project+management
https://www.routledge.com/products/search?keywords=project+management

PM World Journal (ISSN: 2330-4480) Defining the boundaries of portfolios
Vol. IX, Issue XIl — December 2020 Advances in Project Management
www.pmworldjournal.com Series Article by Robert Buttrick

Not having a ‘right way’ of working might lead to:

e inadequate information for decision makers;

e too many projects started;

e overstretched resources;

e incompatible processes;

¢ roles and accountabilities becoming confused or omitted.

Any of the above problems could lead to organizational failure. A critical element of
implementing your strategy is deciding the most appropriate objectives for an organization’s
portfolios and what the boundaries of those portfolios are.

Strategic and business planning context

Often the development of strategy is treated as external to portfolio management. | would,
however, argue that the development of strategy and the defining of the portfolio should be part
of the same activity. The reasoning for this is that if ‘definition’ is about setting objectives to
support strategy, those who set the strategy should also set the objectives. Strategic alignment,
a key tenet of portfolio management, is impossible without a clearly defined and communicated
strategy. The interface between those who develop strategy and those who set a portfolio’s
objectives and the respective accountabilities must be clear. If business strategy and objective
setting are undertaken in isolation, by separate teams, they are less likely to be aligned, leading
to misunderstanding, crossed accountabilities and extra cost.

Definitions of the term ‘portfolio’

Before looking at how the boundaries of a portfolio should be defined, it is helpful to consider
the various definitions of ‘portfolio’ proposed by different organizations. In many cases, the
definition used, can limit how people respond to and apply portfolio management.

APM Body of Knowledge (2019): a collection of projects and/or programmes used to
structure and manage investments at an organizational or functional level to optimize
strategic benefits or operational efficiency.

AXELOS’ Management of Portfolios (2011): The totality of an organization’s investment (or
segment thereof) in the changes required to achieve its strategic objectives.

PMI (2017): Projects, programs, subsidiary portfolios and operations managed as a group to
achieve strategic objectives.

ISO 21504, Project, programme and portfolio management — Guidance on portfolio

management (2015): collection of portfolio components grouped together to facilitate
their management to meet, in whole or in part, an organization’s strategic objectives. It
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then defines portfolio component as: project, programme, portfolio, or ‘other related
work’.

The APM definition limits a portfolio to comprising only projects and programmes. AXELOS’
definition is slightly wider as it includes anything that effects ‘change’. PMI’s definition is wider
still and includes ‘operations’ within a portfolio. Finally, the ISO definition is the widest of all as
it uses the term, ‘other related work’ as being part of a portfolio. With this definition, ‘other
related work’ mean that anything considered relevant may be included within the portfolio. It
therefore encompasses the other definitions and leaves the choice of what goes into a portfolio
to the person who defines the portfolio3. Further, the 1SO definition does not limit ‘changing the
business’ to being undertaken as ‘projects and programmes’, separate to ‘running the business’;
it allows both activities to be undertaken using any suitable management framework, as long as
it is defined.

Choosing the portfolio’s scope and boundaries

As seen from the definitions above, there are many views on what a portfolio is. A portfolio
sponsor or manager needs to understand where their portfolio sits in an organizational context
and what its scope is. Does the portfolio cover the whole or a part of the organization? Is it simply
the work undertaken by one function? Does the portfolio include ‘business-as-usual’ as a
component, as well as programmes and projects? What else, other than programmes and
projects, could be included in a portfolio? It is vital to understand the context because the
management level above the portfolio should set the objectives (or, as a minimum approve those
objectives) and define any constraints. Further, accountabilities should be traceable down and
across the whole organization. For example, if the portfolio:

e covers an entire company, the objectives should be set and approved by the senior
management team;

e covers a division or region in a company, the objectives should be set by the ‘parent’
company;

e s part of a higher-level portfolio, the objectives should be set by the sponsor of that
higher-level portfolio.

Objectives need to reflect the portfolio’s scope and boundaries; there is little point in giving a
portfolio sponsor an objective but no influence over its achievement. A simple organization is
likely to have just one portfolio, the entire organization. In this case, there is no need to decide
what parts of the operation are in which portfolio. It is still necessary, however, to select the
scope or extent of the activities to be included within a portfolio, what ISO refers to as ‘portfolio

3 In my book, The Programme and Portfolio Workout, I build on the 1ISO 21504 definition and use the term
‘business portfolio’ to differentiate it from other definitions of portfolio which are more limiting. Business
portfolio is defined as . . . comprising current benefit generating business activities, together with a loosely
coupled but tightly aligned portfolio of programmes, projects and other work, aimed at realizing the benefits of part
of a business plan or strategy.” Definitions are not sacrosanct; they evolve to reflect experience in practice and the
intent of those defining them. Few definitions are ‘wrong’, they are simply ‘differently right’.
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components’. The following sections look at some common permutations, together with the
advantages and pitfalls of each.

A portfolio of programmes and projects

A common approach taken is that a portfolio comprises just programmes and projects; people
talk about the ‘portfolio of programmes and projects’ or ‘project portfolio management’. This
model relates to the first definition of portfolio (APM). As an example, Figure 1 shows an
organization with five units (departments or functions, depending on the terminology used),
where the portfolio (A) includes just the programmes and projects. All of unit V and the rest of
the other units’ activities (B) are run separately by the respective unit heads on traditional cost
centre lines.

Objectives

Portfolio:

Programmes and projects A

B ‘Business-as-usual’
T N _ I |
Outcomes
Products & benefits  Services

Customers

Figure 1 A portfolio which covers an organization’s programmes and projects only

By managing the programmes and projects as a portfolio, the portfolio sponsor and manager
can:

= ensure the programmes and projects are aligned;
= determine the scope of each to minimise interdependencies;
= make effective and efficient use of any dedicated resources.

In such a model, the programmes and projects, deliver into ‘business-as-usual’, the
accountability for which is under the separate leadership of each unit head. The portfolio on its
own would not, therefore, include everything needed to ensure the organization’s strategy is
realised. It is likely that some resources would need to be shared between the projects and
business-as-usual; if so, it will need to be agreed who sets the priorities and makes decisions if
there is any conflict. Many people from a project management background relate to this type of
portfolio as it covers programmes and projects only, not ‘other work’, such as business-as-usual.
It is, however, a weak and incomplete approach as in ‘real-life’, business-as-usual and the
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projects and programmes affect each other, not least because they draw on the same resources
and have related risks.

A portfolio of programmes, projects and ‘other work’

Notice that the fourth definition of a portfolio (ISO 21504) above includes ‘other related work’,
implying business-as-usual can be included within the scope of a portfolio. By including business-
as-usual in the scope of a portfolio, the portfolio sponsor can manage ‘running the business’ and
‘changing the business’ together, balancing resources, funding and risk across both elements and
reacting to any sudden changes in the volume of business-as-usual work. How business-as-usual
is broken down depends on the business model used, its associated value chain and business
processes. Each business process should be associated with a value chain and treated as a specific
category of ‘other work’. Another advantage of using the term ‘other work’ is that techniques
which do not fit under the headings of ‘project’ or ‘business-as-usual’ can be added to the
portfolio. For example, ‘other work’ could be Six Sigma initiatives which are applied to current
manufacturing operations. Another example could be ‘agile development as usual’, where agile
development of software is continuous (such as at Spotify) and therefore not really a project
(which is finite).

Figure 2 illustrates a portfolio (A) which includes ‘processes and other work’ (which includes
‘business-as-usual’). The processes would be cross-functional and focussed on customer needs;
they would be ‘joined up’ and represent the flow of work (across the units) needed to operate
the business. This approach is more responsive than one where each unit has its own targets and
processes and ‘coordinates’ across unit boundaries. The portfolio is run on the horizontal
dimension of the organizational matrix, driven by customer need and value. Note that the
portfolio still only covers part of the activities for four units; all of unit V and some parts of units
W, X, Y and Z (B) are still outside the scope of the portfolio; these would be run on traditional
cost centre lines. The portfolio’s funds would be allocated on a project by project and process by
process (or portfolio component by portfolio component) basis, rather than to each unit’s cost
centre. Direction would be given by a portfolio sponsor and programme/project sponsor (or
business lead for other work) rather than divided between each unit manager. This avoids the
tendency of unit managers to sub-optimise their part of the operations to meet their budget
targets and what they see as their objectives. This approach can be used where central services,
such as for HR and finance are managed as traditional costs centres, or when the portfolio only
covers part of the operations, such as one product or service line.
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Portfolio:
Programmes, projects, Services
Objectives processes and other work
Outcomes
.. Customers
benefits
Products

B

= |

Figure 2 A portfolio which covers programmes, projects and ‘other work’, being part of an
organization’s business-as-usual operations

A complete business-driven portfolio

A complete business-driven portfolio is one where the portfolio covers the entire organization,
as shown in Figure 3. Organizations might move to this complete model when they have common
ERP and finance platforms, as is increasingly the case in today’s connected businesses. Unless
the organization has such supporting systems to enable true matrix management, business agility
is not achievable.

Portfolio:

Programmes, projects, processes and other work Services

Objectives Outcomes

& benefits Customers

Products

Figure 3 A portfolio which covers the entirety of an organization.
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An organization with a number of portfolios

An organization always has at least one portfolio which is represented by the organization itself.
In a large and diverse organization, however, it is often necessary to have more than one
portfolio (what are effectively sub-portfolios), each of which is directed toward particular
objectives. For example, one large multinational company | worked with had five portfolios.
Three portfolios were targeted at different market segments (major corporate/government,
SMEs and retail), one at service development (as most of the services in the customer segments
were built on the same platforms) and one for the central services, like finance, facilities and HR.
Each of these had sub portfolios, reflecting the objectives (outcomes) they were targeted with.

The scope of the portfolios was such that interdependencies between them were minimised. The
service development and central services were separated out as it was not cost effective for each
of the three market segments to have its own platforms. Figure 4 illustrates an organization with
multiple portfolios. Note, the portfolio in Figure 4, could be treated as a single portfolio with sub-
portfolios; as long as the relationships and accountabilities are clear and traceable, labelling the
levels is a matter of choice.

Portfolio:

Objectives Programmes, projects, processes and other work

& benefits  Services

Portfolio:
Programmes, projects, processes and other work

Outcomes

Objectives Cust
& benefits “UStomers

Portfolio:
Programmes, projects, processes and other work

Outcomes Products
& benefits

Objectives

Figure 4 An organization with three portfolios.

When a ‘portfolio’ is useful but is not a portfolio at all

If the portfolio is the collection of work undertaken by a particular function, say ‘IT projects’
undertaken by an internal IT department, the question of who sets objectives can become
problematic. Effective portfolio management should be value driven for the benefit of the
organization as a whole. An IT portfolio, as described in Figure 5, is simply a collection of tasks
undertaken by IT specialists for other parts of the organization. IT specialists, however, should
not be setting objectives for, say customer services, manufacturing or financial processing, but
providing capabilities to meet the needs of those groups, each of which should have their own
business objectives. The objective of ‘portfolio management’ in such cases is usually to optimise
the use of the IT department’s resources and budgets. The danger of treating this type of
portfolio as a value-based portfolio, is that the IT department is unlikely to have sufficient
specialist experience in all the disciplines to set their objectives and direction. Further, such a
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portfolio is likely to be driven by the IT department’s costs and efficiency targets rather than
overall business need, thereby deflecting the direction of the organization away from what really
needs to be done. To avoid confusion, it is best not to call such an entity a ‘portfolio?; it is simply
the work the IT department does. Whilst ‘IT” has been used as an example here, the same logic
applies to any functional group.

UnitV Unit W Unit X

Objectives Portfolio

Outcomes
& benefits

Business as usual

Figure 5 Not really a business-driven portfolio at all

Conclusion

There is no set pattern for defining a portfolio’s scope and boundaries; each needs to be designed
to suit its context; the permutations are limitless. The aim is to run the organization driven by
customer needs and value, rather than on a purely cost constrained basis. Each portfolio or sub-
portfolio should be as independent as possible (i.e. with minimum interdependencies), bearing
in mind the cost effectiveness of shared services. By taking this approach, direction and decisions
should be focussed on value and benefits. This avoids the situation where decisions are driven
by each unit’s manager, based on individual cost centre budgets and annually determined
objectives. Such decisions are not necessarily aligned and frequently sub-optimal; further, such
objectives can become out of date, especially in fast moving environments. In this respect, if an
organization’s leaders want to be truly ‘business agile’, they should aim towards the complete
business driven portfolio model in Figures 3 and 4.
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About this article

This article is adapted from Chapter 12 of The Programme and Portfolio Workout which provides
practical advice and techniques to direct and manage your business in a structured, yet agile,
way. Aimed at both business and programme managers, the book takes you through different
approaches to portfolio, programme and project management and shows you how they can work
together. The practical approach is enhanced throughout with a series of ‘Workouts’: exercises,
techniques and checklists to help you put the book’s advice into practice. The Workouts are
supported by an on-line resource of tools.

The book contains a wealth of material on the governance and management of portfolio and
programmes, including how to work with standards and methods, such as GovS 002, ISO 21503,
ISO 21504, BS6079 and MoP. The companion to this book, The Project Workout, deals with
directing and managing individual projects. It uses the same concepts and approaches so that
you know, when directing your portfolio or programme, that your sponsors and managers are
taking the same approach.
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