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The Efficient Frontier in Project Portfolio Management

1. Introduction to Microsoft Office Project Portfolio Server

Overview

a A ONE & 2ePridject PhrffolfoServer 2006 is a top-down portfolio management solution that helps
organizations to realize their potential by identifying, selecting, managing, and delivering portfolios that best
align with their business strategy. Office Project Portfolio Server 2006, a key component of the Microsoft
Enterprise Project Management (EPM) Solution, can help executives gain visibility, insight, and control across
their project, program, and application portfolios.

Office Project Portfolio Server 2006 can help organizations to:
I Automate and standardize governance processes to subject projects to appropriate controls.
9 Consolidate business and IT investments within an enterprise repository to improve visibility and

insight.

9 Objectively evaluate and prioritize competing investments from multiple dimensions.

f  Optimize budget utilization and select investments that best align withtheoNH I YA T | G A2y Q& 0 dza A
strategy.

9 Tightly integrate with Office Project Server 2003 to track the performance of each investment
throughout its life cycle, from business case to benefits realization.

2. Portfolio Management Framework

Portfolio Management is a management discipline that helps organizations achieve maximum portfolio value
through the continuous process of evaluating and managing investments against key performance metrics and
strategic business objectives.
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Governance Workflow

Select >

Manage >

Portfolio Builder

Consolidate the collection of
essential data for all business
and IT investments in a central
enterprise repository.

Define multiple workflows to
standardize, communicate, and
enforce the portfolio
governance framework across
the organization.

Portfolio Optimizer

Define and prioritize business
strategy and drive consensus
among executives.

Derive prioritization scores to
objectively assess projects,
programs, and applications.
Determine the optimal portfolio
under varying budget and
business constraints.

Assess portfolios for alignment
with organizational strategy

The Select Phase of Portfolio Management
The Select phase of the Portfolio Management Framework guides organizations on how to objectively prioritize
and evaluate competing investments and on how to optimize budgets and align investments with business

strategy. h F¥FAOS
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Portfolio Dashboard

Measure and track projects,
programs, and applications
throughout their life cycle.
Proactively identify potential
issues, make decisions, and help
ensure that your portfolios
deliver maximum business value.
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the Select phase; one of the key components that it utilizes is the Efficient Frontier, which this document

covers in detail.

3. The Efficient Frontier
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modern portfolio theory, the Efficient Frontier in the Portfolio Optimizer answers different key Portfolio

Management questions:

What are the best possibilities of projects that an organization can implement given the available
budget and organizational capabilities?
9  Are we getting the best from our potential portfolio of projects? If not, why are we not getting the

most from our investment portfolios and what can we do about it?
Identify the Point of Diminishing Returns
What is the impact of forcing projects (such as mandatory, regulatory or executive pet projects) into
my portfolio selection?
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Figure 1: An example of the Efficient Frontier in Office Project Portfolio Server 2007

Overview of the Efficient Frontier

If one were to plot a portfolio of projects in terms of every possible combination of spending against strategic
value, the collection of all such combinations would define a region bounded by an upward-sloping curve. This
curve is the Efficient Frontier. Efficient Frontier modeling enables analysts to visually identify the project or
program portfolio that will deliver the maximum strategic value under varying constraint thresholds (such as $5
million budget or $10 million budget). Each point on the Efficient Frontier represents a different bundle of
projects (or programs) from the proposed portfolio. Portfolios along the curve are said to be efficient because
the company is getting the maximum value from the available budget. Points underneath the Efficient Frontier
curve represent inefficient portfolios. Organizations can use the Efficient Frontier to select and manage their
portfolios in a number of ways:

Maximize Businessvalue

The Efficient Frontier can help an organization understand how best to maximize the business value of its
project portfolio. By using the Efficient Frontier, an organization can quickly and easily identify portfolios that
deliver the same strategic value at a lower cost or those that deliver a higher strategic value at the same cost.

Understand the Effect of Constraints
In reality, due to varying constraints (for example, interdependencies, project alternatives, mandatory
investments, and other constraints), most portfolios are sub-optimal and fall beneath the Efficient Frontier.
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Analysts can use Portfolio Optimizer to identify and break these constraints, which will move the portfolio
closer toward the Efficient Frontier and increase the total strategic value from the portfolio under the same
budgetary constraints.
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Figure 2: A chart indicating the original portfolio has fallen short of the Efficient Frontier in Office Project Portfolio Server 2007

Identify the Point of Diminishing Retum

Because the total strategic value that a portfolio can deliver is fixed at 100%, the curve of the Efficient Frontier
eventually flattens as a result of the diminishing marginal returns of the portfolio: each additional dollar
invested building towards that critical point will deliver significant incremental value to the organization. Using
Portfolio Optimizer and the Efficient Frontier, you can build a strong case for additional funding as well as
identify an optimal investment level for your portfolio.
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Figure 3: A chart indicating the inflection point of the Efficient Frontier in Office Project Portfolio Server 2007

Comparative Insight

Comparing two Efficient Frontiers can give managers the insight into how different portfolio decisions will
impact the potential delivery of strategic value at different cost levels. For example, in Figure 4, comparing the
two Efficient Frontiers (unrestricted, and with force-ins) makes it clear how forcing in projects will have a
significant impact on value loss at the lower budget levels, but not as much impact on value loss at higher
budget levels and as the two Efficient Frontiers converge.
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Figure 4: Comparison of two Efficient Frontiers in Office Project Portfolio Server 2007
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