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Chapter

04 Introduction

L Most organizations have many new project requests but not enough money, time, equipment, or resources available to implement all of them.
0 An organization needs to develop a selection process that is utilized consistently throughout the organization to pick the projects that are right
or rather will most benefit the organization.

U An organization’s resources are already scarce because they are currently implementing approved projects and/or supporting current

systems.

O Multiple goals frequently impose conflicting demands on resources. This requires a process for allocating resources based on organizational

priorities. Organizational resources are limited!

Q0 Having a project review board with diverse backgrounds and skills is an efficient way to make sure an organization picks the right projects.

Other approving entities may include the board of directors to approve a large project that implements some of the organization’s goals or an

activation group that only takes on small projects (e.g., under 400 hours).

U This chapter describes a significant set of common business factors and priorities to consider when approving a new project (Table 4.1)
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Chapter

04 Picking the right projects

Table 4.7 Business Factors and Priorities

MNumbers Business factors and priorities

It has to be done! Governnment accounting regulations such as the
Sarbanes—Oxley At

Local department or sponsor who will support the project

Meets short-term or long-term corporate strategy (Craswwford 2011)
Business survival

Cultural readiness

Organization readiness

Urgency because of a special need or potential competitive
advantage

U e WM

Ease of implementing

Drecreases time to market to be more competitive
Drecreases costs to be more competitive
Crecreases waskbe

Enhances customer service

Increases market share

Increases revenus

Increases end-user or customer satisfaction
Improves profitability

Improves product quality

Improves productivity or internal processes
Improves supply chain management

Improves ability bo compete nationally
Improves ability bo compete internationally
Improves an organization’s public image

If the benefits of a new request far exceed a project underway that

is not meeting expectations, it may make sense to swap projects
and delay or cut loose the partially completed project
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Chapter

04 Picking the right projects

1) Financial decision models
v' Many commercial cost-estimating tools are available that incorporate algorithms derived from hundreds of projects of
various types.
v These algorithms correlate some project outcomes, such as effort or schedule, with factors such as product size,
product characteristics, team productivity, team size, etc.
v The selected financial decision models should be created by the PM with stakeholder and sponsor input to determine
whether the requested project is beneficial to the organization (Heldman 2011).
v The following models can be easily manipulated with Microsoft Excel:
A. Feasibility study: Evaluate the overall costs and benefits to determine whether the project is worth pursuing,
which would be a short or quick study. more detailed information will take it in L7 - Chapter 15.
B. Payback period: Capital budgeting refers to the period of time required for the return on investment (ROI).
C. Net present value (NPV): A time series of cash flows, both incoming and outgoing, which is the sum of the
present values (PVs) of the individual cash flows.
D. Value driver analysis: A financially driven process used to help focus on the trade-offs of success probability
versus value for project analysis.
E. Depreciation and income tax: Need to acquire capital assets that are depreciable for income tax purpo%‘
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Chapter

04 B. Payback period

O This method is reliable only if the returns are evenly distributed over the years and if the investments to be compared are equal in

amount and have the same life estimates with little or no salvage values.

O Assume an investment of $100,000 is expected to produce annual returns of $25,000 for 10 years. If you divide the $25,000 return into
the $100,000 investment, then your payback period for the investment to be recovered is 4 years.

O The ratio of the investment to the annual return is 4:1.

0 Expressed in another way, the unadjusted rate of return is 25% as follows: the $25,000 investment is divided by the $100,000

investment, which equals a 25% rate of return.

<]
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Chapter

04 C. Net present value

U It gives a more accurate picture of financial performance o
File Home Insert Draw  Page Layout Formulas Data Review View Help
than using the previously mentioned payback period A S BB EEZ A @ @ a3 ¢ B
. AutoVSum ?
(Blafore 2010)' Function Library Defined Mames Fo
XNPV v i X W fr =XNPV()
O For example, if the percentage of someone’s annual pay _ A : c D E F 6 H ) K L M N
1 |=XNPV()
2
raise is less than the annual inflation rate, then it reduces 2
2 Function Arguments 7 X
what each paycheck dollar can buy. 7 vy
8 Rate +| = any
. . . & Values +| = any
O Arobust way of calculating the PV of returns is using 19 Dates 2] - any
:lé Returns the net present value for a schedule of cash flows.
Excelss XN PV funCtlon found under the Formula tab_lnsert 14 Dates Ea;;ihn?:luleofpaymentdatesthatcorrespondstothecashflow
15
16
Function and type XNPV in the search box and fill in the cell ” | Fomuaesuit=
E | Help on this function Cancel
. 20
ranges for Rate, Values, and Dates. Click on the photo to 21
22
23
play a YouTube for more details.
QD A
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Chapter

04 C. Net present value

Again let us assume another investment is $100,000 and the annual returns are estimated to be $25,000 to be received over a 10-year period and the
rate of return an organization requires is 10% annually. Found in standard accounting tables/textbooks (i.e., PV of $1 received annually for N years,
which is broken down by percentages for inflation), the multiplying lookup factor (i.e., 10 years at 10% table intersection) would be 6.145. When the
annual return of $25,000 is multiplied by this factor, the PV of returns equals $153,625. Therefore, the excess value of the returns equals $53,625
($153,625 minus the original investment of $100,000), which passes the organization’s investment test. If the PV value of the returns is |ess than

that of the investment, the investment alternative does not meet the rate-of-return requirement (10% in this case) and should be rejected (Moore

Present Value Annuity Tables

1% 2% 3% a% 5% 6% 7% 8% 9% ’ 11%
09901 | 09804| 09709| 09615| 09524 09434 | 09346| 09259| 09174 | 0.90%P| 09009

19704 | 19416 19135 1.8861 18594 | 18334 ( 1.8080 17833 1.7591 1.7355 1.7125
29410 28839 | 28286| 27751 27232 | 26730 26243 | 25771 25313 | 24869 | 24437
39020 3.8077| 3.7171 36299 | 35460 | 34651 | 33872 3.3121| 3.2397 | 3.1699 | 3.1024
48534 | 47135 45797 | 44518 43295 | 42124 41002 | 3.9927| 38897 | 3.7908 | 3.6959
5.7955 56014 | 54172 5.2421 50757 | 49173 | 47665 | 4.6229| 44859 | 4.3553 | 4.2305

and Jaedicke 1980; Loughran 2011).

6.7282 6.4720 | 6.2303 6.0021 5.7864 | 55824 | 53893 5.2064 | 50330 | 4.8684 | 47122

7.6517 | 7.3255 7.0197 | 6.7327| 6.4632| 6.2098 5.9713 5.7466 5.5348 5.3349 5.1461

a 85660 | 8.1622 7.7861 | 7.4353 7.1078 | 68017 | 6.5152 | 6.2469| 5.9952 5.7590 | 5.5370
11

0N W OB WN R

94713 8.9826 8.5302 8.1109 7.7217 | 7.3601 7.0236 6.7101 6.4177 G 14451 58892

e

103676 | 9.7868 | 92526| 8.7605| 83064 | 78869 | 7.4987| 7.1390| 68052 | 6.4951| 6.2065
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Chapter

04 D. Value driver analysis

O Value driver analysis is a financially driven process used to help focus on the trade-offs of success probability versus value for project analysis.

O First, management has to identify the value drivers (i.e., increasing revenue, decreasing costs, high rate of return, or achieving some other
goal) and then convert these value drivers into quantitative metrics (i.e., shareholder value or free cash flow).
O Second, there is a need to focus on resource availability and what impact they will likely have on value creation.

O See Figure 4.1 for an example of this concept—obviously, the goal is to select strategic projects (white circles) that are value drivers in the top

right-hand quadrant in which they want to concentrate their main resources. o 1O O O
O O O
® ©
% o
P .
© O
% 100%

Project financial impact

Figure 4.1 Value driver matrix.
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Chapter

04 E. Depreciation and income tax

Organizations may need to acquire capital assets that are depreciable for income tax purposes.

Depreciation is the process of allocating an asset’s cost to the accounting periods over which the asset is being used.

Assume a piece of equipment is purchased by an organization for $800,000 with a life expectancy of 4 years.

o 0O O o

If there is no trade-in or resale value at the end of 4 years, the annual tax deduction for depreciation would be $200,000 ($800,000/4) for 4
years.

Q If there was a trade-in or resale value at the end of 4 years of $200,000, then the annual tax deduction for depreciation would be $150,000

(($800,000 — $200,000)/4).

Q0 The possible tax effect of depreciation must be considered in evaluating an investment in computer-related products.

O Ultimately, depreciation deductions will reduce annual cash out-flows by paying less income taxes.

<]
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Chapter

04 Picking the right projects

2) Nonfinancial decision models
v In support of using financial decision models, it is always good to use other supporting project request
analysis to give more breadth for making a go or no-go decision.
v’ The following are useful nonfinancial decision techniques that can be used:
A. Project questionnaire assessment
B. Comparing different projects based on different criteria
C. Comparing different projects based on weighted criteria

<]
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Table 4.2 Project Questionnaire Assessment Table 4.2 (continued) Project Questionnaire Assessment

A B C D E A B C D E
Success rate Example Mew project Success rate Example Mew project
High =5 Answer Success Answer Success High =5 Answer Success Answer Success
Questions to ask about the Medium=3 Yes=1 value Yes=1 value Questions to ask about the Medium =3 Yes=1 value TYes=1 value
project Low =1 Mo=0 AxB MNo=0 AxB project Low =1 Mo=0 AxB Mo =0 A=B
1. Project is part of the 1 1 1 20. Lessons learned are 3 1 3
strategic goals adopted for future
i' ﬁere;;;: |:r|;-jecht ;;gonmr : 1 ; Total = sum of ] 12 42
- Theri stakeholders are 1 through 20
involved Probability of success C/A=  618% E/A-=
4. Stakeholders understand 3 1 3 - - :
the big picture i?::mzh,:'iailfifrr;m Smith, Ron, Tﬂa}'ﬂﬁmﬁ?ﬁ_;‘;:ehne hf.:gﬂzmz, P R‘:? . ; »
o NOLes aDLILDy O suCCess sCDres less an SUZEesis an organizalion needs an aciion
5. I—Ia\..re the rlghl resources L o o plan to modify the project goals in order to improve success probability.
available
6. Have real requirements 5 1 5
7. Have timeline that is truly 5 (4] (4]
achievable
8. Using current technology 5 0 0
9. Project processes are well 5 1 5 . . .
defined 0 The key success questions to ask about a requested project are shown in
10. Project processes are 3 1 3
irderstood Table 4.2.
11. Project processes are 1 1 1 . . . . . . . .
=i . 1 . O Since every organization is unique. The organization might want to delete
takeholders/ user: H H
15 Toe ot pomin case 3 . . and/or add new questions and change the associated success rate number
of failure H up ” H H
14. Enforced E]n_angec.:.ntml 3 (1] 0 In C0|umn A, Wthh IS a Constant.
process . . . .
15. Risks are correctly 3 0 0 O This table should be reviewed for any possible updates before a new project
quantified . .
16. There is project discipline 3 0 0 request is calculated in the last two columns.
17. Enforced change control 5 1 5
process
18. There is a 3 0 0
communications plan
19, All documentation stored 5 1 5
on DB

corfinmued
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Chapter

04 B. Comparing different projects based on different criteria

Table 4.3 Comparing Different Projects Based on Different Criteria

O Different project requests can be compared (e.g., one or  Criteria Scoring  ProjectA ProjectB New project

: i Competitive advant Rati 3 4
more of them could be a project that is under ampelifive acvaniage Wf’ﬂ;;fl X .
development for comparison purposes) based on Score (R x W) 12 16
different criteria—competitive advantage, customer  Customersatisfaction  Rating 3 3
satisfaction, potential cost, potential revenue, and ease of Weight ; ?
_ ’ p ' P ’ Score (R = W) g 9
implementation. Potential cost Rating 3 4

O Table 4.3 shows rating and weight—in both cases 1 = low Weight 3 3
and 5 = high Score (R x W) 9 12

. = nign. . . Potential revenue Rating 4 5

O Finally, a new project request can be calculated in the last Weight 5 5

column and this table can be expanded to add more Score (R x W) 20 25

roiects for comparison burposes Ease of implementation  Rating 2 2
proj parison purposes. Welght ” 2
Score (K x'W) 8 8

Total score 58 70

Spurce: Updated from 5ix Sigma Dhgital Edition from Information Week magazine,
Movember 26, 2007.
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Chapter

04 C. Comparing different projects based on weighted criteria

Chapter two:  Project management in a nutshell

Table 2.7 Weighted Project Ranking Matrixes

Project request

U Different project requests can be compared based on a Criteria Funded projects

rating Weighted (Weighted scores)
Weight's 1=Low Weight%

weighted ranking matrix.

Criteria Total =100% 5 =High = Rating Project A Project 2
1 Supports company’s 25 3 0.75 1.25 1.00
U See Table 2.7 for an example. strategy, mission,
and goals
O Sin ver raanization i ni th m han th 2 Potential to increase 20 2 (.40 0.80 0.a0
ce every organization IS unique, tney may cnange tne —
3 Likelihood of success 20 4 (.80 .80 0.80
weight % in the table’s column 3 for the listed success 4 Readiness, in terms 15 3 0.45 0.75 0.45

of skill sets,
. geographic and
items 1-6. linguistic differences
among 10 members,
. . and availability of
U Also, Table 2.7 can be expanded to include additional HW and SW
Level of urgency, for 10 2 0.20 0.50 0.30
i i example, competitive
requested prolects for comparison purposes. adva:ﬂage or E:al
requirements
6 Potential to decrease 10 3 0.30 0.30 0.20
costs

Weighted total score 2.90 4.40 3.35

n

Sourcer From Ron Smith, Baseline Magazine, March 2008, p. 86.
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Chapter

04 Summary

O Picking the right projects to pursue sounds so simple, but it is not! Why?

This is because organizations have an overabundance of project requests but limited resources like money, facilities, and staff.

O If an organization wants to be successful and stay in business, it needs a consistent preassessment project evaluation process to build a

business case to map out the correct pathway to do it.

O Over time, the chosen financial and nonfinancial methods or models used need to be constantly reviewed routinely for improvements.

O Without a well-developed business case for approving a new project request, an organization is opening the door to poorly chosen targets (e.g.,

nonstrategy, low-value, or overly risky choices, which collectively fail to achieve the desired results) that usually come back to haunt them.

O Rejecting a project request should not be viewed as a “failure” but rather as successful resource management that frees up resources to work

on projects that have higher-value returns.
O Also, having standard financial and nonfinancial methods or models to approve project requests helps to eliminate the “politics” from the

decision-making process.

@151l eror)ldooly
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Chapter

04 Summary

0 Sometimes an organization has to go against to their formal project decision-making process because of other factors external to those views.

0 For example, the expenditure of significant resources to implement a compliant Sarbines—Oxley infrastructure is necessary because of newly

imposed government regulations.

O Another example for approving a project outside the formal mechanics could come from the board of directors who are seeking to improve

the company’s public image, which may be at a very low point, or approving a project that implements new goals.

) &5 il dacts
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Chapter

04 QUESTIONS

Review questions

1. Who approves projects?

2. Could a new project request replace a project that is underway?

3. What should happen if the PV returns are less than the PV of the total investment for a requested project?

In-class question

1. Assume an investment of $250,000 is expected to produce annual returns of $40,000 for 8 years. Is this a profitable investment and what is the
rate-of-return percentage?

EXERCISE

1. Assume an investment of $250,000 is expected to produce annual returns of $40,000 for 10 years and the rate of return an organization

requires is 10%. What is the PV of the returns? Does this meet the rate-of-return requirement?

<]
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Chapter

05 Gaining support for a project

O Chapter 4 discussed how an organization selects the right projects that are in alignment with its strategic plan.

Q The goal of this process is to select different types of projects to produce a diverse balance of target initiatives.

O As stated in Chapter 4, without a good business case for approving a new project request, an organization is opening the door to selecting
projects that are not in alignment with the organization’s strategic plan and are therefore low-value or weak projects.

O Now that the project target has been selected, what should occur next?

Q This chapter will address how stakeholder support for the project is gained, including the approach to officially launch a new project and
the purpose of a project charter.

Q The processes required to produce a successful project require an enormous degree of planning and skilled leadership and some would
even argue that it also takes a little bit of luck (Little 2011).

O Of course, using the tools and techniques described in this textbook should help the PM even without good luck on their side. a'
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Chapter

05 Management approach

U Every organization has a slightly different way of approaching the official launch of a project, but the model approach requires that this can be
done using a formal charter signed by the management and supported by a business case outlining the value of the project.

O The initial target vision is used to produce a business case that then leads the management to approve further definition through issuance of

the charter.

The primary goal of the business case is to validate that the initial project vision has value and is aligned with organizational objectives.

At the end of this process, the management will hopefully show approval and support for the effort by formally signing a charter document.

The first project team task following this usually revolves around expanding the definitional details of the project (Anonymous 2002; Little 2011).

o O O O

This should also involve the identification of the PM since the effort at this stage has minimal management guidance. Some organizations may

=B
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Chapter

05 Project manager

O At one appropriate point, it is important to formally identify a management individual who will be charged with leading the initiative
forward through its life cycle.
O There are three main routes to develop a PM as identified by Kilkelly (2009).
1. One of the least desired of these is to allow a new PM to learn by making trial-and-error mistakes.

2. However, most organizations are not very forgiving of errors, so it is better to instead learn through being mentored or begin as an

assistant to an experienced PM, which is the second method.
3. Athird method is to learn the basic mechanisms of the process through some form of training whether a degree, a focused training
course, or self-study.

0 Research suggests that the skills necessary to successfully run a project are not necessarily bred (Edmonds 2010).

O PMs are often selected based on their recognized reliability and technical expertise within their specific field.

=B
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Chapter

05 Project manager

Q As a result of this action, they find themselves being responsible for a project team of individuals, but really do not have the appropriate
background to deal with the complexity of this task.

Q Lack of appropriate training leaves a gap in the skills required to properly manage the process and can leave the individual dealing with
unimportant details and losing track of the important details.

There is a saying about not being able to see the forest from the trees and this is another way of describing a PM focusing on the wrong details.

Blending all of these approaches offers the best chance of producing the proper outcome.

That is, mentorship, work for a successful PM and access to appropriate training materials.

o O 0O o

Many organizations focus only on the success of producing project deliverables but also need to focus on the growth of successful PMs
(Nixon et al. 2012).

O Project deliverables may be deemed successful if they meet customer expectations; however, the PM is a success if the project was

accomplished in alignment with organizational goals and if he or she grew professionally in the process. a'

. 451 aroall daot
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Chapter

05 Stakeholders

O One of the early definitional tasks in the life cycle is to formally identify the project stakeholders.

O Stakeholders come in many different categories as there will be project sponsors, functional managers (line managers since resources come

from these managers), team members, and many others who may not even realize until the signing of the charter that they are a key stakeholder.

O This definition helps guide sources for further requirements definition.
O Additional stakeholders may surface as the requirements are further elaborated in the planning process.

O PMI (2008) identifies a process for stakeholder definition consisting of identification of stakeholders, determination of stakeholder’s

requirements, and expectations and the management of their influence to help the project be successful.

O Some stakeholders will be very active with the project providing financial and political support, whereas others will be more occasional

contributors perhaps serving more as participants in focus groups or surveys.

G @51l proall dooly
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Chapter

05 Stakeholders

U Stakeholders generally are thought of as individuals who provide positive outcomes for the project.
O However, it is important to note that there are also stakeholders who for whatever reason view the project as producing negative

outcomes (or a particular stakeholder’s agenda), which in turn may negatively influence the project outcome.

0 Communication is important between all stakeholders.

O The PM should ask each stakeholder to identify the preferred form and frequency of communication desired.

O For instance, some stakeholders may prefer email updates monthly, whereas other stakeholders want formal status meetings quarterly or
even bimonthly.

O The only way to know that the stakeholder is getting the appropriate communication is to continuously ask.

O At each status meeting or email, a simple statement such as “please let me know if you would prefer more or less status updates, or if a
different form of communication is preferred.”

L The best way to evaluate this is to directly ask the question to each stakeholder.

531 arol ooty
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Chapter

05 Project sponsor

0 Someone within the organization must take the role of the primary sponsor (Kloppenborg et al. 2011).

0 A sponsor is typically a person in the organization who has a significant amount of influence and often will reap the deliverable benefits of the
project.
O PMI (2008) defines a sponsor as a person or even a group with financial resources who will ultimately champion a project by leading the

project through the formal authorization process, charter issuance, and management leadership through later phases of the project as well.

<]
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Chapter

05 Project charter

O The project charter has specific implications to the team.

O PMI (2008) defines the charter as a document that formally authorizes a project and documents the stakeholder’s needs and expectations.

O The basic roles for a charter are to formally give delegation of authority to the PM or the person identified by the management to lead and to
formally display management approval for the project.

O The term “PM” will be used but it is important to note that the charter may, in lieu of identifying a PM, state that the functional departments A,

B, and C will support the approved core planning process and that Ron Jones is the team/project leader.

O What is being said here is that the management believes that this effort is worthy of more expenditure of time, but they have not signed off
on the final plan at this point.
O Also, the execution team is not likely in place and cannot be named for all these same reasons.

O The items that should be covered in the charter document are a statement of project goals, general project time and cost goals, purpose,

project management, and any other relevant quidance that the management wishes to define at this point.

@Sl eron)ldeoly
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Chapter

05 Project charter

O It is important to note that every organization has a different viewpoint on what a charter contains which comes from different definitions
and the intermingling of these definitions for the project vision, business case, goal, and scope.

Chartering is an agreement between the PM, selected at this stage of the project, and the project sponsor (Miller 2001).

The project charter needs to be established, signed—symbolizing approval of the project—and then documented.
It is easy for a department to add in additional needs into the project charter that are unrelated to the original charter (Peled 2000).
However, the PM and/or project sponsor need to stop the charter from containing anything but the appropriate target goals.

If any part of the project is being outsourced, the role of the outsourced tasks must be carefully and clearly defined.

o 0o 0O O O O

Unclear objectives, unrealistic deadlines, and unclear management roles and lines of authority are weaknesses in project management
(Anonymous 2002).

O Aclearly defined line of authority to include an accountability framework must be established, which begins with the PM (Maddalena 2012).

<]
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05 Project charter

O The sponsor sets the physical vision for the output the project produces.

U The PM turns the vision into the executed work to execute the output desired by the project sponsor.

(]

The project vision fed the business case that was appealing enough to be selected by the organization, which set the discussion in the
last chapter.

The goal turns the vision into a high-level project outcome that needs to occur so that the vision is successfully performed.

The scope appears in the WBS which will be discussed in Chapter 6.

The topic of the scope brings about the question of whether it is the product or the project scope.

o o 0O o

The WBS top is a deliverables-oriented set of boxes representing the sponsor view of the project, whereas the lower WBS represents the
work to be accomplished that produces the desired project output.

0 Some organizations have a very basic charter that does not contain much information, whereas some organizations will almost have a

miniature version of the scope management plan as their charter. a'
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05 Project charter

O This chapter focuses on the main charter roles, as the scope planning and scope definition processes will be covered in Chapter 6.

O The charter provides the organization with a common purpose for which to exist so that there is a shared goal and it can assist in_making

individuals affiliated with the project be cohesive with a shared sense of project ownership (Peled 2000).

O Once the project charter is signed by the management and the PM, it signifies again that management believes this effort is worthy of more
expenditure of time, but they have not signed off on the final plan at this point as that occurs at the end of the planning stage, which will be
addressed in Chapter 6.

O It also serves to facilitate buy-in from key stakeholders on the project’s need for existence and ultimate purpose.

Q As previously mentioned, some charters are more detailed than others, as some organizations may have a charter template so that

standardization throughout the organization exists.

O Other organizations might leave the project charter up to the PM where each project charter looks different. a'
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QO The basic template for a charter is to have the project title, tentative timeline, tentative budget, purpose with job title, and signatures from

key stakeholders.

O Inlieu of a template, an organization may have a different name for this document and may just produce the document on letterhead.
O A project charter is similar to a press release and should be distributed to anyone that participates or may be affected by the new project.
O The charter information serves as an estimate to be validated by the sponsor and project team when developing the scope management plan

and WBS.

Q Figure 5.1 displays the bare minimum that a project charter should contain, which is filled in to provide example details.

QO The charter signifies delegation of authority to the PM.

<]
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*Date:
*Project Title: Facility 3B Landscaping Project
O A charter can even include specific statements such as the PM has the authority to do the following: *Project Manager: John Smith
*Project Sponsor: Alana Bell
« Communicate directly with the executive team regarding the project Tentative Budget: $35,000
*Project Objectives: Design and install all landscaping for Facility
#3B.
«  Communicate directly with all subcontractors regarding the project Tentative Team Resources:
Category Number of Resources
¢ N eg Otl ate contracts Lang:s.]];ci:ﬁ}:g;:iclrﬂmd 1
Landscaping Designer 1
. R Land scaper Crew 5
® Authonze eXpend'tureS *Project Approval Signatures:
° H | re su b contractors *Project Manager/Date *Project Sponsor/Date
*Required Fields

« Assign resources to project tasks

Figure 5.1 Project charter basic template.

0 A more detailed project charter can contain all the details listed in the basic template and additional categories as well.

O A more detailed project charter may also list the background providing the rationale for the initiative, general deliverables of the project,

perceived risk issues, and even team membership assumptions as the team is likely not known, but the management may provide a

commitment to providing the resources needed to carry out the project.

\ @511 pro)l dooly
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U The following sections discuss the charter basic template categories as well as additional potential charter items that may be added by

some organizations.

» Background

» Purpose

» Deliverables

» Budget

» Team membership assumptions

> Perceived risks

» Project approval

<]
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05 Background

In terms of the project background, the project did not just suddenly occur as the organization came about the business need or business case
for the project that should be identified.

The project may serve to resolve a problem within the organization.

A project likely exists due to it being in alignment with the overall organization’s strategic mission, which could be discussed in this section as
it serves as a justification for the project being funded.

In the background, there may also be information on why this project is important such that it serves different key stakeholder needs whether

they are internal or external to the company.

The project may address a new law or regulation or even a social need that has arisen within the community where the organization’s

facilities exist.
There may be demand for a new product that this project will produce. Or, it could just be a project to update a company’s website. g'

@151l erox)ldooly
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There may be a number of reasons why a project was selected, so the charter in this section would identify the reason why the project exists.
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05 Purpose

U The purpose section of the project charter in the template doesn’t have to only be a high-level description.

O It can provide details such as the high-level goal of the project and also identify all of the objectives that the project is anticipated to meet.

O This provides a much-expanded view of the project.

<]
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05 Deliverables

O A project charter can also include information relating to the scope of the project but this information will be limited in the charter to the

project, objectives and possibly the deliverables too.

Q0 The charter may be a mission statement that identifies the main tasks to be performed by the team.

L The deliverables section should identify the specific deliverables that the team is required to produce.

O Additionally, the charter may list project milestones.

<]
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05

The budget in the basic template displays the overall project budget objective.

The budget is just a rough order of magnitude as the project work has not been fully identified yet at the charter stage.
Good planning now will hopefully produce a budget within 10% of the actual detailed budget later established.

This section may contain details of the amount of the budget for different aspects of the project, such as equipment, labor, and so on.

o O O O O

It may also address where the funds are from in terms of funding from a specific program or department or combination of different

organizational departments.

U

In some projects, it may state how some of the project income is generated from sales such as a project for an event.

Q0 The event may be able to pay for entertainment, food, and so on based on the income that comes in from ticket sales.

<]
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U The team membership section of the project charter may be part of the charter in just listing out the type of resources needed so that the

PM does not later need to beg the management for additional resources.

The team member’s name it will be identified in the scope management plan.

This section may also outline the authority that is being granted to the PM along with the PM'’s brief biography.

It may provide the PM the power and authority to directly communicate with company board members or specific customers or subcontractors.

o o 0O o

The project team at this time will not likely be established but a limited amount of resources may assist either the project sponsor or the PM if
one has been already selected.

O Therefore, actual individuals may not yet be selected but an understanding of the right composition of skills that will successfully be able to

accomplish the project goals may be identified, such as computer programmers, electrical engineers, paralegals, and so on. ThM

proposal may have identified some of these details already. @5l pron)l dooly
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05 Perceived risks

U Risks are an entity of their own. In fact, Chapters 11 and 22 are devoted to the topic of risk.

O However, the project charter may also include a section of high-level risks that apply to the project.

» For instance, it may have the risk of weather if the project pertains to an outdoor event.
» Another risk is that the supplier that the organization has a contract with may deliver supplies late, which will impact the project
schedule.

O Project risks can be identified, but other project documentation that will be discussed later in the course will explain how to document and

handle the details of project risks.

<]
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05 Project approval

The project approval section in the basic project charter template has signature blocks for the PM and the project sponsor.
The project charter can also outline the criteria for which the project will be approved and therefore categorized as successfully completed.

Examples of criteria are submission of all project close-out documentation and submission of all program code to the customer.

o 0O O O

The criteria that are identified should be written in very concise statements so that no two individuals would interpret the requirement

differently. This is for the protection of the PM and the project sponsor.

U

Once the signatures are obtained, the project can officially begin.

O The distribution of the charter is like a project press release, and copies should be sent to the project team and anyone that is affected by the

project.

<]
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05 Summary

This chapter addressed how support for the project is gained, which includes the approach to officially launch a new project and the
purpose of a project charter.

When the project was selected to be performed, it was at that time validated that the initial project vision had value and was aligned with
organizational objectives.

At the end of this process, the management was obligated to show both approval and support for the effort by formally signing a charter
document.

A determination is made to identify the PM or person identified by the management to lead the project at this stage in the life cycle and identify
key stakeholders such as the project sponsor(s).

The basic template for the charter was addressed as well as the purpose of the charter in providing delegation of authority to the PM and

formal management approval for the project to exist. a'
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05 Summary

O Additional charter items to include were also discussed as every organization has a different viewpoint on what categories of information

should be included in the charter.

O Chartering assists in moving the project definition and process forward to the start of official scope planning and scope definition addressed in

Chapter 6.

Q This will include discussion of the scope management plan and scope statement, which are the next documents developed once the project

charter is completed.

<]
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05 QUESTIONS

Review questions

1. Describe the different steps involved in officially launching a project.

2. List and describe each section of the basic charter and expanded project charter.
In-class question

1. Find a charter template on the Internet and describe the sections of the charter.

EXERCISE

1. Create a project charter for the car case study using the charter sections described in this chapter or found online.

<]
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