Chapter Two

Organization Strategy and Project Selection
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Learning Objectives
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Why Project Managers Need

to Understand Strategy
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Why Project Managers Need

to Understand Strategy
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Four Activities of the Strategic

Management Process
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Characteristics of Objectives
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Understand The Need for a Project Priority

System
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Understand The Need for a Project Priority
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Understand The Need for a Project Priority

System
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Understand The Need for a Project Priority

System
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A Portfolio Management System
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A Portfolio Management System
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A Portfolio Management System
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Portfolio of Projects by Type
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A Portfolio Management System
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A Portfolio Management System
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A Portfolio Management System
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h
Project NPV = [ + 2 where
t=1

I, = Initial investment (since 1t 1s an outflow, the number will be negative)
F. = net cash inflow for period ¢
k = required rate of return
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Example Comparing Two Projects

Using Payback Method

A B C D E F G H J K L M
1 Exhibit 2.3A
2
3 Example Comparing Two Projects Using the Payback Method
4
5 Project A Project B Formulas
6
7 .
8 Investment $700,000 $400,000 Project A: Payback = (D8/D9)
9 Annual savings $225,000 $110,000 Project B: Payback = (F8/F9)
10
1 Payback period* 3.1 years 3.6 years
12
13 Rate of return ™ 32.1% 21.5% Project A: Rate of return = (DS/D8)
14 Project B: Rate of return = (F9/F8)
15 Project A: Accept. Less than 5 years and exceeds 15% desired rate.
16
17 |Project B: Accept. Less than 5 years and exceeds 15% desired rate.
18

19 | Note: Payback does not use the time value of money.
20 |** Note: Rate of return is reciprocal of Payback.
21

EXHIBIT 2.3A
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Example Comparing Two Projects

Using Net Present Value Method

Exhibit 2.38

Example Comparing Iwo Projects Using NPV
5 Project A Year0 Year1 Year2 VYear3d Yeard Year$ Total Formulas

6 |Required  15%

7 |Outflows $700,000 -$700,000

8 |Inflows $225,000 $225,000 $225,000 $225,000 $225,000 $1,125,000

9 |Netinflows $225,000 $225,000 $225,000 $225,000 $225,000 $425,000 Project A: =C7+NPV(B6,D9:H9)
10 NPV $54235

1]

12 |

13 |Project B

14 |Required  15%

15 | Outflows $400,000 $400,000

16 |Inflows $110,000 $110,000 $110,000 $110,000 $110,000 $550,000

17 |Net inflows $110,000 $110,000 $110,000 $110,000 $110,000 $150,000 Project B: =C15+NPV(B14,D17:H17)
18 |NPV -$31,263

19

20 |

21

22 NPV comparison: Accept Project A—NPV is positive.

23 |Reject Project B..NPV is negative.

EXHIBIT 2.3b

Copyright © 2018 McGraw-Hill Education. All rights reserved. No reproduction or distribution without the prior written consent of McGraw-Hill Education. 2-22



Nonfinancial Strategic Criteria
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Multi-Criteria Selection Models
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Sample Selection Questions Used in Practice

Topic
Strategy/alignment
Driver

Success metrics
Sponsorship

Risk

Risk

Risk

Benefits, value, ROI
Benefits, value, ROI

Objectives

Question

What specific strategy does this project align with?
What business problem does the project solve?
How will we measure success?

Who is the project sponsor?

What is the impact of not doing this project?

What is the project risk to our organization?

Where does the proposed project fit in our risk profile?
What is the value of the project to this organization?
When will the project show results?

What are the project objectives?

EXHIBIT 2.4
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Sample Selection Questions Used in Practice

Topic
Organization culture
Resources
Approach

Schedule

Schedule
Training/resources
Finance/portfolio
Portfolio

Portfolio

Technology

Question

Is our organization culture right for this type of project?
Will internal resources be available for this project?
Will we build or buy?

How long will this project take?

Is the time line realistic?

Will staff training be required?

What is the estimated cost of the project?

Is this a new initiative or part of an existing initiative?
How does this project interact with current projects?
Is the technology available or new?

EXHIBIT 2.4 cont’d
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Project Screening Matrix
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Project 6 6 5 0 2 0 2 7 55
Project n 5 5 7 0 10 10 8 83

FIGURE 2.3
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Applying a Selection Model
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Applying a Selection Model
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