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Foreword

This report is an overview of my observations while on fellowship at Enron Corporation in Houston, Texas from September 2000 to June 2001 as part of the Secretary of Defense Corporate Fellowship Program.  During my time with Enron, I was assigned to Enron Broadband Services (EBS) division for the first two months and then transferred to Enron Energy Services (EES) for the remainder of my tenure.  My time in EBS was spent working on the Blockbuster Entertainment On Demand project with the distribution partner team.  While assigned to EES, I worked in the Federal Solutions Division under the guidance of several retired military Officers where I was exposed to energy outsourcing and the total value proposition of energy management.  My assignment provided access to a large segment of the company and allowed me to focus on broadband applications as well as the company’s efforts to acquire DoD utility outsourcing contracts.  My assignment also provided an opportunity to observe first hand Enron’s innovative approach to business and its entrepreneurial culture, which is the cornerstone of Enron’s success.
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Enron Corporation, headquartered in Houston, Texas, was formed in 1985 following merger of two natural gas pipeline companies (Houston Natural Gas and InterNorth) whose combined revenues exceeded $10 billion.  Today Enron sits atop the global energy market with revenues in excess of $100 billion.  The 1990s were a period of explosive growth for the company with its equity rising from $3 billion at the start of the decade to $32 billion at the close of 1999
.  The company’s equity value continues to grow and was valued at $60 billion for the first nine months of CY 2000.  Enron’s rapid success and unique approach to business has earned the company Fortune magazine’s “Most Innovative Company in America” award for the past six years.  In 2000, the company went one better, receiving Fortune’s “Most Innovative Company in the World” award for the first time.   Other awards include a number one ranking in “Management Talent” and a number two ranking in “Employee Talent” from Fortune Magazine as well as finishing in the top 25 “Best 100 Companies to Work for in America.”
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Enron Energy Services

Enron’s core businesses are trading and marketing of natural gas and electric power throughout North, Central, South America, Europe, India, and Australia.  In addition to its core businesses, Enron is also involved in the development, construction, and operation of power plants, pipelines, and other energy related assets.  Recent ventures into other commodities such as paper, pulp, petrochemicals, water, wind power, and metals as well as risk management, financial services, and the broadband arenas have added increased revenue and served to diversify the company’s traditional energy focus.  One such example was the development of an intelligent network platform (Enron Intelligent Network – EIN) to provide bandwidth management services and delivery of high bandwidth applications.  Development of EIN led to the establishment of a broadband trading operation and a 20-year exclusive deal with Blockbuster Incorporated to provide Entertainment On Demand (EoD) service throughout North America and Europe. 

Enron’s current success can be traced directly to the deregulation of the natural gas industry during the mid 80s.  Deregulation of the wellhead prices and the unbundling of the pipeline transportation/storage network led to large price declines in the natural gas industry with a negative impact on company profits.  Price volatility in the late 80s further complicated the natural gas markets.  Speculating that natural gas prices would continue to decline, Enron’s approach was to go against convention; offering its customers long-term, fixed-price contracts backed by the company’s physical capacity to deliver the product.  This commodity approach to natural gas was resourceful and resulted in the first ever natural gas swap.  Continued price volatility fuelled further demand for what Enron was offering and led to other innovations in the natural gas market
. 


Enron employed a similar commodity tactic when deregulation was introduced in the electricity market during the 1990s.  Incumbent utilities had built substantial excess capacity because of regulatory provisions that rewarded according to the size of capital base.  Since electricity cannot be stored and price volatility was a given during peak usage periods (e.g. summer heat waves) Enron chose to focus its initial post deregulation efforts on the production of small peaking plants versus expensive capital assets (large power plants).  These relatively small power-generating units (jet engines modified to run on natural gas) could be brought online quickly during peak usage periods to provide additional electrical capacity in the form of energy packages.  These energy packages allowed companies to offset the price volatility associated with peaks and troughs in the energy demand cycle.  Again, Enron’s innovative approach enabled the company to quickly enter the electricity contract-trading arena, resulting in increased revenue for the company
.  

Enron’s success in the U.S. energy market was the company’s springboard for entry into the global arena in the 1990s, which coincidentally corresponded with the start of deregulation in the European natural gas industry.  Enron focused its initial efforts in the United Kingdom and again applied what it had learned competing in the deregulated U.S. natural gas and electricity markets.  Profits from its initial UK operations funded the company’s expansion into the rest of Europe.  The company’s first move outside the UK was into the deregulated Nordic power market in 1996.  At the same time, Enron was working on plans to enter the rest of Europe while they waited for the European Union to pass its power directive that would deregulate the energy market in most member states.  Enron’s efforts proved successful and in 1998 the company became Europe’s first power trader.  Enron has offices in 15 countries and has invested both time and capital very aggressively in the international marketplace.  Many of the power plant and pipeline projects that were under construction in emerging countries came on line in 1999 and 2000 with the revenue contributing a greater percentage to Enron's overall earnings.  Enron’s success in Europe was followed shortly thereafter by the company’s entry into the Australian, Japanese, Indian, Brazilian, and Argentinean markets.    

Transformation of the natural gas and electricity markets following deregulation firmly established Enron’s image for innovation and fostered an entrepreneurial approach to new business ventures.  In 1999, the company reorganized into four main business units: Wholesale Energy Services, Transportation and Distribution, Retail Energy Services, and the new telecommunications initiative, Enron Broadband Services (EBS)
.  The establishment of EBS speaks to the heart of Enron’s corporate slogan “Why?” and its entrepreneurial approach to business.  New employees expecting to find a detailed corporate strategy that imparts direction and sets priorities are instead provided with a simple goal, “Be the Number One Company in the World”.  The intentional lack of hard guidance in its overarching strategy is meant to encourage all Enron employees to take an entrepreneurial approach to business.  Individuals are encouraged to identify and scrutinize inefficiencies in existing markets and ask “Why?” They are further encouraged to explore new business ventures, develop solutions that generate profit for the company; and in short, be innovative.  
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Such was the case with Enron’s entry into the broadband telecommunication sector.  In the past, the buying and selling of bandwidth access was a complex and inflexible practice restricted by rigid contracts similar to the way natural gas was bought and sold prior to deregulation in the United States
.  Enron applied what it learned from transitioning the natural gas and electricity markets to bandwidth intermediation and completed the first bandwidth transaction in late 1999.  By questioning the efficiency and costs associated with the existing contract structure used by the major long haul internet providers, Enron developed a market for excess bandwidth by generating revenue from previously unused capacity.  Enron calculated that over the next five to six years, the broadband market would be as large as today’s combined natural gas and electricity markets.  Current figures put the numbers at $300 billion for North America,  $1 trillion worldwide.  Enron plans to take advantage of this projected growth through the trading of excess bandwidth on its own network and the spread between buying and selling prices.  Enron has invested more than $70 million in its EBS operations and expects to start turning a profit in the next two to three years.

INNOVATIVE CULTURE

Today’s new economy business model is fundamentally different than the old economy model.  Successful companies like Enron are making the transition from the old economy which was primarily asset based to knowledge and network-based businesses.  The transition is resulting in larger incremental returns, enabling companies like Enron to win larger segments of the market share while gaining scale and scope advantages.  Enron’s intellectual capital, technology, and innovation are considered critical to compete in the new economy especially in markets where “Winner Take All” outcomes are becoming more frequent.  

To succeed in the new business environment, Enron has concentrated on removing traditional workplace barriers and encouraging creativity throughout the company.  Diversity and continued education are top priorities that enable Enron to leverage its intellectual capital to grow its traditional businesses, while expanding into new markets through product/service differentiation (Enron Online, Broadband Trading, Energy Outsourcing, and EoD).  Enron’s mandate to try new initiatives gives it a competitive advantage in terms of creating value in a constantly changing marketplace.  The company is unique in the fact that they have a track record of developing value-added products and services ahead of customer demand.  The pursuit of such products and services is largely created by accepting the associated finical risks.  This approach has resulted in many of its recent business ventures being first movers or has led to the development of new financial or business products.

PRIVATE


According to Enron’s CEO Jeff Skilling, certain elements are critical to maintaining an environment where innovation can thrive.  These include hiring the most talented people, providing a challenging environment so they can perform to the best of their abilities; flattening the traditional corporate hierarchy to encourage personal accountability, efficiency, and motivation; being first in new markets; and adopting the best systems and technology
.  If leadership can PRIVATE
continue to differentiate Enron as a place where smart people are challenged to contribute their unique skills and experiences, they will continue to attract the best and brightest further fostering a culture of innovation.  Attracting the best and brightest is the company’s strength and is not restricted to the U.S.  Enron recognizes that diversity plays a critical role in maintaining an innovative advantage and given its global orientation, it actively pursues the best the world has to offer.  The proof is in its employee statistics.  Enron’s workforce is made up of individuals from 50 different countries encompassing 17 different languages.

ASSIGNMENTS

Enron Broadband Services (Entertainment on Demand):


Enron’s entry into the broadband arena and its efforts to field an EoD product in coordination with Blockbuster is a classic example of Enron innovation (and risk) in action.  In June 2000, Enron signed a 20-year joint venture agreement with Blockbuster Incorporated to field a nationwide Entertainment on Demand (EoD) service.  Blockbuster would provide the content and Enron would stream it to customer homes over its intelligent broadband network.  Although other companies had attempted to field EoD products previously and were unsuccessful, it was believed that by teaming with Blockbuster, Enron would have the right partner with the market pull to obtain the quantity and quality of content required to make the service viable.  This was one of the key elements missing from previous EoD attempts by the other companies.  Surprisingly, this key element of access to quality content was not in place when the agreement between the two companies was signed.  Confident that Blockbuster would be able to negotiate acquisition rights with the major studios, Enron pressed ahead in addressing the network architecture, marketing, and customer care components needed to make EoD a reality.  Partnering relationships were formed with several companies to handle the majority of technical issues including set top box development (Motorola), graphic interface development, and network support such as servers (nCube) and rooters (Cisco).  Other agreements were established to handle movie encoding and encryption.

At the time I joined the project, EBS had already established a Blockbuster Team and the project was divided into various components with sub-teams formed to address each respective area.  The areas included content acquisition, digital encoding, video encryption, digital rights management, network architecture, graphical user interface development, set top box development, and the important last mile partner agreements as well as marketing and customer care.  The majority of Enron’s internal Blockbuster team was formed with personnel from the company’s other business units.  For the most part, no one who made up the team had any prior experience in the EoD or broadband arenas.  Consistent with Enron’s other business units; the Blockbuster team was organized horizontally with only a few levels between the action officers and the leadership.  The nucleus of the team was handpicked by the project coordinator at establishment and was filled primarily with individuals from the company’s celebrated Analyst (new college graduates) and Associate (MBA graduates) program.  Enron’s ability to quickly mobilize its intellectual capital to form the initial Blockbuster team was a testament to the company’s innovative culture, which focuses on building requisite skill sets that transcend and cross business unit boundaries.  I was impressed with the level of responsibility and autonomy granted the action officers on the team, the majority of which had been with the company for less than two years. 

My involvement in this process was with the last mile partner team.  In order for the project to be a success, it was critical that Enron enlist the participation of the various Incumbent Local Exchange Carriers (ILECs), Competitive Local Exchange Carriers (CLECs), and the cable companies.  Without nationwide access to customer homes via the I/CLECs and cable last mile connections, the project, while technically feasible, would not be scalable to make the investment profitable.  The problem was made more difficult by the initial reluctance of both the ILECs and CLECs to participate given the past track record of EoD offerings and an unwillingness to embrace innovation.  Content with the status quo, the I/CLECs were more concerned with establishing revenue sharing agreements up front than seeing the potential advantages (revenue and market share) of being first movers in the EoD arena.  Considerable time and effort was spent overcoming I/CLEC reluctance and convincing them to participate in trial market testing.  Once Enron was able to convince one of the larger ILCEs to sign on to the project, the remaining players fell in line and quickly agreed to participate.    

I was given responsibility for coordinating implementation efforts for FiberRide, which was Enron’s first optical fiber-to-the-home provider to participate in the EoD trials.  Fiber-to-the-home, although a relatively new residential application and still somewhat limited to the more high-end neighborhoods, would provide Enron a test bed for service variations such as multiple connections and PC applications.  I worked directly with three other individuals on the last mile partner team who were also responsible for the implementation of the EoD service with other participating I/CLECs.  My efforts included the development and briefing of the overall implementation plan at the initial kickoff meeting as well as the development of the POA&M for the project covering technical, customer care, and marketing.  My transfer to EES at the two-month point prevented me from following through to completion on this project.  

In April 2001, Enron publicly announced that it had ended its exclusive joint venture agreement with Blockbuster in order to expand the offering by developing direct relationships with content providers and distribution partners.  The reason given for the dissolution was that Blockbuster had not yielded the quantity and quality of movies needed to drive demand for the service.  As mentioned previously, this critical piece was not in place when the agreement was first signed and was a constant source of major concern during my time with the team.  Enron’s initial test markets in New York, Seattle, Salt Lake, and Portland have been successful and proven the concept viable.  However, the lack of quality movie content substantially hindered the initial product offering in these test markets and would adversely impact the scalability of the project.  For that reason, Enron decided that the best way forward was to purse content acquisition directly and has subsequently initiated discussions with various content providers for delivering over the Enron platform.  
In general, my time with EBS and the Blockbuster team was interesting and useful specifically with regard to the possible QOL applications EoD could provide DoD.  These applications are covered in my observation and recommendation section.  I was disappointed, however that I was not granted greater access to the upper echelon within EBS and particularly the decision making processes involved in bringing the EoD project to fruition.  I do not believe this was a conscious effort on the part of the leadership to exclude me, but the result of the tremendous pressure the team faced in fielding a viable EoD product before the competition.    

Having had the opportunity to serve in both EBS and EES during my fellowship, I was able to witness first hand the operational differences between an established business unit with a mature product and a new business unit still wrestling with bringing an innovative product to market.  I learned later, while assigned to EES, that what I experienced and observed during my time in EBS was similar to what EES went through shortly after that business unit’s establishment as they too wrestled to mature the energy outsourcing product. 

Enron Energy Services (DoD Utility Outsourcing):


My time in EES with the Federal Solutions Division (EFS) was 180 degrees out from my experience in EBS.  To start, EES and EFS have numerous retired and ex-military officers at various leadership positions within the company including the Vice-Chairman, Mr. Tom White (current Secretary of the Army).  Their understanding of the Corporate Fellowship Program, its goals and objectives led to my full integration and inclusion in the upper echelon of the business unit and the decision-making processes.  In fact my transfer from EBS to EES was purposely orchestrated by the EFS leadership to afford me the greatest possible exposure to all of Enron and specifically what the company could provide DoD in the field of energy outsourcing.    

Outsourcing has become one of the most important management practices over the past 75 years according to the Harvard Business Review.  During the past several years, it has become common practice for companies to outsource non-core business functions or service activities such as accounting, mailroom services, information technology, and employee benefits. Today, companies are looking at more integrative outsourcing solutions that will allow them to free-up capital resources for core business enterprises.  Recently, companies have begun to focus specifically on potential savings and efficiencies linked to their existing energy chain.  For many commercial and smaller industrial enterprises, energy management is a non-core function.  As a result, companies find themselves financially limited by their energy supply chain, which is typically fragmented across the organization and burdened with management risks and operational inefficiency.
    

In order to keep their competitive edge and free-up invested capital, more and more businesses are turning to energy services companies to handle their energy management and operations functions.  Energy services companies assume responsibility for all, or part, of the customer’s energy supply including the equipment, billing, information systems, upgrades, facility maintenance, O&M, and any related capital requirements.  The result is typically a long term financial contract in which the energy service company agrees to provide power, light, conditioned air, steam, chilled water, and other specified products or services (consolidated billing) at a reduced rate and with improved reliability.
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Since its inception in 1998, Enron has pioneered and matured the energy outsourcing market in the U.S.  EES established itself at the forefront of the movement by providing targeted energy and facility solutions that combine commodity, capital, energy services (upgrades), asset management (O&M), and facility management.  During its first year in the energy outsourcing business, EES had signed agreements with eight companies totaling $1.2 Billion.  By March 2000, that number had grown to 37 and at the close of 2000, Enron was responsible for the energy outsourcing requirements of 57 companies across seven business sectors throughout the U.S with an expected contract value exceeding $16 Billion
.  Their clients include some of the biggest and most successful companies in the country including Cisco Systems, TRW, GTE, and Hilton Hotels.  On average, Enron’s customers realize energy savings in the 5-15% range with the average being 9% for most companies.  Energy outsourcing is allowing companies to reinvest the savings in core businesses while enhancing the efficiency and cost-effectiveness of their operations. 
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Enron Energy Services Customers

Enron provides its customers a total value proposition approach to energy outsourcing.  Enron recognized the potential revenue that could be gained by capitalizing on the efficiencies inherent in the energy supply chain of most major companies.  This led to the development of an energy outsourcing product that combines the various functions and services under a single management structure focused on five major areas: commodity management, energy information management, energy asset management, facilities management, and capital management.  This type of agreement is typically referred to as a “Bundled Deal”.  The result is a total value approach to energy management that benefits the customer through improved core business focus, redeployment of capital, reduced operating costs, risk transference, access to world class energy systems, and enhanced environmental performance.   

Enron’s ability to integrate the various segments of the energy management chain into a single contract while keeping commodity prices low stems directly from its distribution network and status as the largest power marketer in the U.S.  Today Enron is at the pinnacle of the national energy outsourcing market.  Other major competitors such as Duke Energy, Reliant Energy, and PG&E have all decided to either scale back their efforts or are not aggressively pursuing national commercial outsourcing contracts.  Their decision has left Enron to compete with only the local utilities and smaller energy service companies for an annual market valued at more than $3 billion.  

To increase its market share, EES is looking at ways to speed implementation of its energy outsourcing product.  On average, the time required to execute a large bundled energy outsourcing deal from origination to implementation is approximately 6-9 months.  In an effort to reduce the time required for execution, EES is developing “standard” outsourcing packages similar to building blocks, which encompass commodity, supply, energy services, asset management, and facility management.  This building block approach is referred to as “Fast Track” and will allow customers to pick and choose the outsourcing products and services that best fit their needs.  By offering standard packages, EES believes it can reduce the time to implementation from 6-9 months to somewhere in the 90-day range while providing the same level of service and savings to the customer. 

EES’s expertise in the commercial energy outsourcing arena led to the establishment of Enron Federal Solutions (EFS) and the decision to pursue the DoD’s utility outsourcing initiative under Defense Reform Initiative Directive (DRID) No. 49.  There are several differences worth noting, however, between commercial energy outsourcing and the focus of DRID No. 49 and other separate programs within DoD that address energy improvements.  To start with DoD has two separate and distinct energy improvement programs that target different and distinctive segments of the energy infrastructure.  The first program is the Energy Savings Performance Contracting (ESPC) program, which was established as part of the Energy Policy Act of 1992.  ESPC authorized the Services to pursue energy saving improvements to on-base facilities utilizing commercial vendors under a shared savings contract arrangement.  The ESPC program is similar in function to EES’ energy services (upgrades/ improvements) and asset management (O&M) programs in the commercial side.  A shortfall of the ESPC program is its focus on individual segments of the infrastructure and not an integrated approach to energy management.  ESPC is a vehicle by which base commanders can address specific areas of the energy chain where immediate improvements in efficiency and consumption can be made. 

ESPC was followed in 1998 by DRID No. 49.  In the wake of reduced budgets, deferred maintenance backlogs, limited personnel, and the need to focus on core strengths, Congress mandated through DRID No. 49, that DoD privatize its utility systems by September 30, 2003.
  Utilities included were electric, water, wastewater, and the natural gas systems on all military facilities, except where uneconomical or unique security reasons require ownership by the Department.  The objective of DRID No. 49 was to get DoD out of the business of owning, managing, and operating utility systems; similar to what the private sector was doing in outsourcing its non-core energy requirements.  It is important to note that DoD’s utility outsourcing initiative deals only with the external system infrastructure of the four utilities beginning at the base property line and terminating at exteriors of the buildings.  The utility outsourcing initiative does not include, or allow for, competing companies to provide proposals for integrated solutions that address the entire energy supply chain from commodity supply to O&M.    

The biggest difference between what is occurring in the private sector and that which Congress mandated under DRID No. 49 is the total value proposition inherent in an integrated outsourcing approach.  By addressing the entire energy supply chain as a single system, you maximize efficiency, economies of scale, and savings through an integrated plan of capital improvements involving equipment and system upgrades, smart technology, expert O&M, and facility management.  While the ESPC program and DRID #49 will benefit the military, lowering DoD’s overall energy costs, having two separate and distinct programs will not generate the maximum potential “in the box” savings that could be achieved through an integrated (or bundled) outsourcing approach.

The inclusion of commodity sourcing alone would generate significant savings and is an important segment of the energy supply chain that DoD has failed to consider.  When combined with energy services, asset management, and utility outsourcing, commodity supply could significantly reduce DoD’s overall energy cost by capitalizing on the industry strength large energy services companies can provide.  Under the current regulated commodity model, DoD pays a specified rate for its energy.  This rate is set to ensure that the regulated utility receives a predetermined rate of return based upon its existing assets.  As such, DoD receives no commodity savings if the local utility procures a cheaper energy source.  In those areas where deregulation has occurred, the EES commodity model enables its commercial customers to benefit from Enron’s market power and expertise to negotiate the lowest possible commodity price
.

According to DoD’s own testimony before Congress, the greatest benefit of privatization lies beyond the external utility systems and resides with energy conservation and upgrade efforts in the majority of buildings on base.  Current studies have shown that savings can be increased through integrating utility system privatization with energy and rate restructuring, through joint cross servicing and regionalization, and by including telecommunications in the scope of services.
  EES fully agrees with this assessment and has advocated to DoD on previous occasions that the Services should consider an integrated energy outsourcing approach. 

During my tenure with the EFS team, I worked closely with the origination and structuring teams developing the request for proposal (RFP) submissions for the Military District of Washington (five bases total), Maxwell AFB, MacDill AFB, and the Texas regional group (nine bases total) under DRID No. 49.  In the process of developing the proposals, the EFS team identified several key issues in the RFP guidance that would either prevent private industry from participating in the utility outsourcing program or negatively impact the cost and/or level of service DoD would receive.

The issues in question were considered showstoppers by EFS and were brought to the attention of the Services.  The concerns dealt with a variety of issues and included such items as unnecessary restrictions on bundling of utilities and bases, reversion of title concerns, excessive small business percentages, access to capital limitations, and non-allowable interest charges.  After repeated delays and efforts to resolve the issues at the contracting and UNDSECDEF levels, Enron Corp in coordination with its major partners ABB, Del Jen, and Black & Veetch elected to withdraw altogether from the utility outsourcing process as of March 2001.  The decision was based primarily on three factors.  First and foremost, was the excessive amount of time the Services are taking to award contracts.  On average, the decision process was taking in excess of 17 months with several bases reaching two years in duration.  Below is a summary of the proposals Enron and its four partners submitted and the length of time that has transpired since the RFP was issued.
  

Base



RFP Issued
Amendments

Duration
Awarded
Fort Carson


3/4/99


4

26 mos
No

Military District Wash
3/28/00

1

14 mos
No

Georgia


6/24/99

7

23 mos
No

Texas Regional

1/20/00

16

16 mos
No

Maxwell AFB


1/22/00

21

16 mos
No

Bolling AFB


3/30/00

8

14 mos
No

MacDill AFB


3/30/00

6

14 mos
No

Second, a unwillingness to allow for innovation in the RFP process that would certainly result in greater efficiencies and economies of scale.  And finally, an unwillingness on the part of all three Services to negotiate key concerns with the RFP guidance that adversely impacts cost of capital of the contractors resulting in higher costs for DoD.  The issues in question are covered in specific detail in the observation and recommendation sections below.

OBSERVATIONS


Organizational Structure: Enron is organized around four major business units that report directly to Enron Corp.  Each unit is headed by a Chairman responsible for its management and operation.  Under each Chairman are the sub-division CEO/Presidents, Chief Operations Officer (COO), Chief Financial Officer (CFO), and Chief Information Officer (CIO).  The organizational structure within each business unit varies from unit to unit as expected but all could be characterized as flat with decentralized decision making.  The decision-making process, ability to express views and ideas, and the flow of information across desks within each business unit was remarkably unhindered.  Physical access to leadership at all levels was also unhindered but somewhat more difficult via electronic means.  

There was a clearly defined chain of command with various seniority levels, which equate to a rank structure.  Business units were organized by function.  For example, EBS was divided into two sub-divisions; North America and Global business.  EES was similarly organized with an EES North America division responsible for wholesale and retail sales and in which the commercial outsourcing and EFS resided, EES Europe, and Global Energy Services responsible for the execution and oversight of all EES contracts and services.  

Each of the four major business units maintains its own divisions of human resources, public relations, legal, knowledge management and IT services .  This led to several operating differences across business units especially in the IT arena.  Each business unit was responsible for its own bottom line and were therefore capable of outsourcing any and all non-core functions.  This included the purchase of electricity and/or gas from outside of Enron’s network if the price was lower than could be obtained from within. 


Corporate Vision: Enron places great significance in its corporate vision and core values, so much so, that they serve as the cornerstone for the company’s emphasis on innovation.  It recently released its fourth in a series of corporate visions that have evolved as the company’s success and focus has grown.  No longer content with being the “World’s Leading Energy Company”, the leadership decided a new vision was needed that captured the company’s foray outside its traditional energy boundaries and encompassed its entry into the telecommunications arena.  The new vision, a product of Enron’s Executive Committee in concert with employee focus groups, is simply to be the “World’s Leading Company.”  Although Enron’s corporate vision has evolved its core values of respect, integrity, excellence, and communication remain firm.  

The leadership goes to great lengths to promote and support its core values much more so than what I have experienced in the Navy with our Honor, Courage, and Commitment.  The importance Enron places in both its vision statement and values is evident throughout, from its websites where they are prominently displayed for all to see, to the ever present posters, elevator infomercials, and displays prominently located in each business unit.  Enron’s strict adherence to its core values is a primary factor in the company’s explosive success and has led to a culture in which innovation thrives.  This is especially true given their emphasis on communication and excellence.  The ability to communicate freely and the demand for excellence play a pivotal role in the innovative process.  The obligation to communicate combined with the realization that information is meant to move and that information moves people is a key driver in the success of any knowledge based business.
    

 
Change Management: Enron is a model of change management in action.  There are arguably few companies, if any that do it better.  Change is an integral part of the company and is viewed as a reflection of their overall success.  Whereas other companies might fear change, Enron has made it a catalyst for innovation.  Viewed  as a positive force, change leads to innovation, which in turn generates further change that, in the best case scenario, results in new business ventures.  One might ask how successful Enron is in dealing with change.  To answer that one needs only to look at the bottom line.  Eighty percent of the company’s current revenues ($100 billion) are generated directly from new business ventures that were developed over the past five years.  The success of EES’s commercial energy outsourcing venture and EBS’s establishment of a broadband intermediation market are two of many examples.  

From its advertising slogan “Why?” to its initial indoctrination course, Enron employees are continually bombarded with the company’s demand for innovation.  Its recruitment efforts are focused not only on attracting the best and brightest, but on those individuals the company feels can best adapt and succeed in a fast paced, ever-changing work environment.  Enron is constantly undergoing change and has been forced to reorganize in response to its success so much that it has become somewhat of a joke and an actual source of pride for the employees.  Change is affectionately referred to as the “ritual”.  You cannot attend a training class, meeting, or conference at Enron in which an organizational chart is presented and not hear the obligatory warning not to spend too much time on learning the names or structure because it will undoubtedly change.  What is interesting however, is that I saw no comprehensive strategy to manage change, no consultant training courses to help the leadership deal with change, and no official vision or policy for instituting change.  Change is simply the culture of this company.  It is what has made it so successful.  Enron’s success is this area begs the question whether too much emphasis is placed on dealing with and managing change.  The Enron model seems to indicate that if made part of an organization’s culture, change is something to embrace and not fear.


Future Technologies: Technology is core to all of Enron’s businesses and is viewed as an enabler for value-added services and products.  Enron is not a producer of technology, but instead uses it to enhance its intermediation, risk management, and information systems processes.  Technology is a tool to identify best in class products and/or services through lower costs and improved efficiency resulting in increased margins.  This is especially true in the telecommunications and energy fields.  

On the telecommunications side, EBS is very interested in refining its existing broadband intelligent network to capitalize on the growing requirement for rich media content driven by the ever-increasing demand for e-commerce products.  Advances in application software, operating systems, and network routing hardware are essential for the further development of an intelligent Internet network that provides customers with tiered quality of service capable of transmitting not only voice and data, but rich media content with guaranteed delivery assurances.  Tiered quality of service is a product discriminator and critical to the future success of Enron’s bandwidth intermediation efforts.  It is also critical for the success of their entertainment on demand service as well as knowledge and information management systems.   

Much of EBS’ efforts and strategy in this area are proprietary and cannot be discussed in this forum.  However, in general terms, EBS’ vision of the future predicts a completely integrated (wired) society where peoples’ lives at work, at home, and everywhere in between are connected and networked.  Reliance on e-Commerce and content-in-context media (rich media content) will be the next step in the Internet evolution requiring a smart broadband Internet infrastructure.
  

On the energy side, Enron is using advances in energy information and operating systems to enable its business unit to capture a larger share of the market place and increase margins in the commercial energy outsourcing market.  Special attention is being paid to the development and implementation of Automated On-Site Data Collection, Analysis, and Reporting (ACRx) systems as an input to risk management and a means to control O&M costs while improving efficiencies.  

Similar to what Caterpillar is doing by incorporating remote sensing devises in its heavy equipment line to monitor performance and warn against impending failures, ACRx technology is being incorporated in both the current and future generations of energy equipment (boilers, chillers, air conditioning, & compressed air systems) to remotely monitor performance.  ACRx will lower O&M costs by allowing energy services company to remotely monitor the performance of any given HVAC unit (Heating, Ventilation, Air Conditioning).  ACRx provides advanced warning of possible failures caused by less than optimal operations.  This allows technicians to respond proactively, repairing problems before they become major failures resulting in larger repair costs.  Most importantly, ACRx provides a means by which accurate energy usage information can be collected and used as baseline data in calculating current and future energy costs (risk management).  ACRx is also an important component in Risk Quantified Maintenance (RQM).  RQM involves focusing O&M investment based on asset value and probability of failure.  The result of accurate RQM is lower labor, parts, and material costs by applying the right type and level of maintenance.  

Reshaping the Industry: Enron has a long and proven track record for transforming markets beginning with natural gas industry in the mid 80s to its most recent foray into bandwidth intermediation operation.  Innovation is, and will continue to be, the driving force in the company’s efforts to transform inefficient and legacy markets through the application of knowledge based solutions.  Risk management, commoditization, and e-commerce are examples of where Enron will continue to shape the industry.  

On the risk management side, Enron has mastered the art and science of evaluating, mitigating and managing risk.  Being one of Enron’s core functions, their success in this arena distinguishes them from all other competitors and is made possible through extensive economic and scientific research, superior market information, and the innovative use of technology.  Recognizing the importance of risk management, it is a given that Enron will continue to refine its already highly sophisticated financial tools and models.  Further refinement and expansion will afford Enron the opportunity to pursue its bold commoditization vision that has already revolutionized several industries from energy to pulp and paper.  By transforming products and services currently bought and sold in static, inefficient, highly regulated markets, Enron establishes true commodity markets in industries where they currently do not exist.
  Enron’s development of an intelligent broadband network and its already highly successful e-commerce portal, EnronOnline, is certain to grow and serve as the medium by which new products and services are marketed and sold. 

There are several factors that predict Enron’s continued success in its endeavors.  First and foremost, there is the absence of any and all barriers to innovation.  The generation, development, and implementation of new ideas is a decentralized process within Enron allowing them to mature and migrate to the upper levels of management.  The growth process is supported by several web-based knowledge management tools that cross business units, providing the sponsor/teams with avenues to voice new ideas.  Everything from available resources to potential problems, risk mitigation, and funding options are available through their information management system.  Secondly, Enron’s leadership from the CEO down makes it a regular practice to promote innovation as the means to ensure continued success.  Support for innovation is present throughout the management ladder with several of Enron’s current VPs obtaining their positions as a direct result of new business ideas they themselves developed (VPs of both Blockbuster Team and EnronOnline).  As I have indicated previously, innovation and change are not just accepted practices, they are encouraged, expected, and rewarded.  

Fostering Innovation: A common theme across Enron’s four major business units is the importance innovation plays in the new knowledge based economy.  Intellectual assets are surpassing physical assets in overall importance resulting in a dynamic shift in the way companies compete.  Knowledge is now the most important competitive advantages a company like Enron possesses and establishing a culture within the organization that supports and promotes innovation may very well be crucial to survival in the new economy.  Success in achieving this goal is the product of a culture that embraces and drives change and one rooted in the following key elements:  

· Empowerment: Simply defined, empowerment in the context of fostering innovation is the process of placing greater responsibility for the success of an organization in the hands of its employees.  Defining empowerment and encouraging its implementation is the responsibility of leadership at all levels staring with the top.  Empowerment has a positive impact on initiative, involvement, and enthusiasm and contributes to the accomplishment of the organization’s mission.  Successful empowerment relies on several critical elements.  Those elements include hiring the most talented people and putting them in challenging environments so they can perform to the best of their abilities; flattening the traditional organizational hierarchy to encourage personal accountability, efficiency, and motivation, and finally, adopting the best systems and technology available. 

· Communication: No longer just a buzzword, communication has become the engine of innovation given the reliance and increased importance companies are placing on knowledge and information systems.  Enron has gone so far as to include communication as a core value along side its traditional values of integrity, excellence, and respect.  The requirement to communicate combined with the free flow of information, both horizontally and vertically, is absolutely essential for a creative and innovative environment.  This is especially true in light of the global orientation of today’s major companies where integrated information systems allow individuals to access the entire corporate knowledge base of a company in relatively short time. 

· Tolerance for failure: Realizing that risk is an inherent part of innovation, Enron has displayed a willingness to accept, and in some cases even reward, failure as part of the innovative process.  Enron has adopted what they refer to as a "lose/tight" system, which allows individuals greater latitude to pursue initiatives through increased access to resources including financial, legal, accounting, and e-powered tools.  On the tight side, Enron has learned to apportion just the right amount of oversight at key junctures in the development process to mitigate potential losses without stifling creativity.  The "lose/tight" system was implemented through organizational changes that enhanced communication, simplified the decision-making processes, and integrated information management systems.

· Cross Business Learning: Enron employs various methods designed to help build competencies that cross and transcend organizational boundaries.  Planned position rotation, advanced degree programs, training courses such as learning management curriculums, and formal mentoring programs are just some examples of the methods being used by Enron.  Programs such as these help foster innovation through the understanding gained of the organization’s overall operation and the development of multiple skill sets that can be employed throughout the company in any number of positions.
EnronOnline, introduced in 1999, is the best example of how successful this approach has been.   EnronOnline is a commodity based trading system that allows users to transact instantaneously on over 1200 products in the only global principal-based system with real-time prices.  The idea was the brainchild of a 29-year-old employee in Enron’s London office who used available resources to test and mature the concept internally before presenting the system to management for approval.  In its first six months, EnronOnline had become the world’s largest e-commerce website conducting over $35 billion in transactions.  That number had risen to $90 billion through July 2000 and today EnronOnline conducts over $1 billion dollars in gross transaction value per day.  The individual responsible for EnronOnline now serves as its president and CEO.  

The company’s willingness to encourage employee innovation and fully support the development effort has been so profitable for the company that they recently established a new organization to deal exclusively with employee ideas for new business ventures.  The new organization is called Enron Xcelerator and will serve as an in-house incubator for developing ideas that are non-core to Enron.  Xcelerator is comprised of a governing group representing each business unit.  The governing group will be responsible for selecting the six best new business ideas submitted to any of the company’s online idea repositories and putting together teams to develop each concept.  Each team will be allocated the required resources to help create the business plans.  

Knowledge Management: Enron espouses the belief that information plus communication equals innovation. To foster this process among employees, the company has integrated an extensive knowledge and information management system consisting of intra and extra-net websites.  These websites provide employees with access to a myriad of e-powered tools, portals, and forums designed to speed and enhance the flow of information within, and across Enron’s four major business units.  Enron has incorporated all of its business functions and process into a single system.  Employees can access everything from personnel records and corporate benefits to sophisticated risk management tools and competitor landscape analysis.  Some of the more interesting features of the system are the several idea repositories where employees can go to have their ideas vetted.  “Thinkbank” and the “Idea Vault” are both forums for employees to submit ideas for new business ventures via the net.  This gives individuals access to the entire corporate knowledge base.  Employees in turn are encouraged to provide input and feedback on everything from possible risks associated with the idea to resources available to support the initiative.  Thinkbank’s initial introduction resulted in the posting of 25 new business ideas during its first week.  

Other examples include “Websource”, a one-stop location for a landscape on competitor information affecting each business unit.  On the communication side, media tools like “e-Speak” and “e-Think” were developed and incorporated into Enron’s information and knowledge management system to speed the flow of information from the top down.  The leadership can now interact with all, or a select group of personnel, in VTC format directly through an employee’s desktop PC.  e-Speak directly addresses the problem of “getting the word out” which has historically plagued many military organizations.  These are only three examples of the many e-powered tools available to Enron employees via the company’s websites.

Grass is Always Greener: Many of the issues listed by Junior Officers as reasons for leaving military service such as long hours, time away from home, and shortfalls in leadership were encountered during my time on the Blockbuster Entertainment on Demand (EoD) project.  As was stated by several of last year’s Fellowship participants, Corporate America puts in as long, if not longer hours than the military excluding periods of extended deployments.  This was certainly the case during my tenure with the EoD team and to a lesser extent the EFS team.  EoD Team members typically worked six days a week, anywhere from 11-15 hours per day during the weekdays, and six to seven hours every Saturday.  Although it was harder to quantify an individual’s TAD time, it was significantly higher than I had expected.  Weekly periodic travel for most members of the team was not uncommon with several individuals spending extended periods on the road.  

I also witnessed what I would assess as inefficiencies in the organizational structure resulting from workload inequities within the Blockbuster team.  I attributed these inefficiencies to the flat organizational structure and to a lack of leadership at the mid-manager level, which was also a common theme voiced by last year’s Fellows.  Flat organizational structures do indeed speed the flow of information and place decision making at lower levels.  However, without proper leadership and management skills at these pivotal mid-manager level positions, a flat organizational structure can have as many detractors as vertically oriented organizations.  As expected, there is no comparison of leadership skills between the military and Corporate America at similar experience levels.  What is second nature to most military officers can, and is, a difficult process to master for most employees in the private sector based on my observations with the two business units.  Enron attempts to remedy this shortfall through its Analyst and Associate program and learning management curriculums focused on developing leadership skills.  

The combinations of long hours, extensive travel requirements, and workload inequities have the same impact in Corporate America as they do in the military.  During my time with the Blockbuster team there were noticeable morale problems among team members.  Although buffered somewhat by salary and the prospect of a bonus contingent on successful implementation, it will be interesting to see what, if any, long-term impact this will have on retention rates for those assigned to the EoD project especially with the dissolution of the joint venture with Blockbuster.  

Care and Feeding: Enron has built its reputation and its success on one word, innovation.  By taking risk and defying conventional wisdom, Enron has managed to transform traditional markets, resulting in the company’s rapid ascent to the top of the Energy industry.  Enron attributes its success, in part, to the structured care and feeding of its new employees.  The company’s celebrated Analyst and Associate program is one of the ways Enron builds competencies that cross and transcend its four primary business units.  When a new employee with an undergraduate degree joins Enron, they are entered into the company’s Analyst program.  The Analyst program is designed to expose new employees to the various business units during their first two years with the company.  Individuals are periodically rotated through the four major business units giving the Analysts greater exposure to the company as well as an opportunity to build the requisite skill sets.  Periodic job rotation during their initial years also serves to help Analysts determine his or her “best fit” within the company early in their career.  Analysts are also assigned mentors from outside their business units to assist with career decisions and to help navigate the company.  

At the two-year mark, Analysts are sent back to school to obtain their graduate level degrees at a school of their choosing.  Enron fully funds the cost of the Analyst’s graduate level degree.  In return, the individual agrees to remain with the company for a period of three years upon completion of their advanced degree program or they are required to repay the cost of the degree.  On return, the individuals are entered into the Associate program and again rotated through the various business units, but this time at the managerial level.  This Associate portion of the program is 18-24 month in length and is designed to give the individuals extensive exposure to Enron’s competitive businesses and innovative services while developing the skill sets needed to succeed in positions of greater responsibility. 

The success of Enron’s Analyst and Associate programs is evident in the numbers.  Eighty percent of the company’s professional level employees possess graduate level degrees.  Eighty five percent of the people in the company’s core business units have held at least two job positions within Enron and the company boast a turnover rate of just 4%, far below industry norm (10% average turnover rate for the Fortune top 25).  This is especially noteworthy given the fact that Enron hired over 5000 new employees in 1999.

Training is also an important part of Enron’s ongoing educational process.  Each business unit has an extensive program of both internal and external classes available for all employees to access.  These classes vary from the basics of using Lotus Notes and PowerPoint to business unit specific courses such as EES’ “Bronze, Silver, and Gold Certification” programs required to be fully qualified in energy outsourcing.  Externally, Enron is among several hundred companies that subscribe to the Institute for Management Studies (IMS).  IMS is an organization that provides high-level management training in a variety of subjects.  Enron’s commitment to higher education and its ongoing training programs serves to strengthen its overall knowledge base and gives its employees the opportunity to develop professionally.   

Information Technology (IT): Each of Enron’s four business units have responsibility for managing its own IT services and support functions.  By placing the burden of responsibility with each business units for IT management, there is clear incentive for the CIOs to pursue what they consider to be the most efficient and cost effective options for service and support.  As discussed earlier, business units are free to outsource functions considered non-core and in the case of EES, IT support was outsourced to IBM.  This was in contrast to EBS and the other two business units, which maintained internal IT support functions.  As one would expect, in-house versus outsourced support resulted in differing levels of service within the business units.  Having been indoctrinated into the advantages of outsourcing non-core functions, I would have expected the level of IT support to have been better in EES than what I had witnessed while assigned to EBS.  What I experienced however, was not the case.  Based on my observations I thought EBS’ internal IT support structure was as good if not better than the service being provided by IBM in EES.  In general however, the IT architecture and support in both business units was outstanding and superior to anything I had experienced in my military career.    

For starters, laptop computers complete with docking stations, monitors, and keyboards are standard issue for all employees.  Also included in an employee’s initial IT issue is a cellular phone, PALM Pilot, and Internet capable two-way pager.  In the case of EBS, the entire system was connected and integrated via a Cisco wireless network, which gave their employees access to the corporate LAN/WAN from anywhere within the company’s campus.  The decision to go with a laptop configuration in lieu of desktop PC architecture provided a greater level of flexibility and connectivity while reducing hardware redundancy costs.  Adding to the flexibility and connectivity was the use of secure ID tokens that randomly generate entry codes enabling Enron employees to remotely and securely access the LAN/WAN while away from the office.  

EES’s IT architecture (outsourced to IBM), relied on a conventional hardwired configuration, which I felt limited their flexibility and connectivity.  The use of laptops as an interactive tool with knowledge and information management systems as well as the exchanging information at meetings, conferences, and training activities was far more prevalent in EBS given the inherent flexibility of the wireless network.  If I had to classify each unit’s approach to IT, I would have to say that EBS looked at IT as a cutting edge tool to be exploited whereas EES tact fell more in line with a traditional business expense to be controlled.  

There were also major differences in the way technical support was handled.  EBS relied on a LAN-based system in which trouble calls and requests for software and/or hardware were handled online via a standard e-mail request.  Requests for support automatically generate a confirmation response complete with the name of the individual assigned to resolve the issue and a tracking number for ascertaining resolution status.  Technical problems were normally handled by IT support personnel which could take up to several hours depending on workload.  EES, in contrast, utilized a help desk phone-in system with remote computer access.  This gave the IBM technical staff the ability to remotely access your system while on the phone reducing the number of IT personnel required and the amount of time needed to resolve trouble calls.  Remote access added a  level of efficiency to the overall system.  There was also a noticeable difference in server reliability from what I had experienced in my previous tour with CINCUSNAVEUR where daily server outages, ranging in duration, were common.  Not once during my time in Enron in either EBS or EES did I experience a server problem that prevented me from accomplishing my tasks.  

This is not to say that Enron’s IT architecture was without shortfalls.  Inventory and personnel shortages in IBM resulted in my having to wait five weeks to be issued a laptop upon my transfer to EES.  Attempts to have my EBS laptop transferred to EES while awaiting my new laptop met with resistance due in part to differences in hardware and cost accounting methods.  This was especially perplexing given the amount of internal job movement that occurs across business units.  There were also inconsistencies in the operating systems being used between in EBS and EES.  EBS used Lotus Notes version 6.0, with plans in place to transition to Microsoft Outlook.  EES, on the other hand, used Lotus Notes version 4.6 and had no plans to transition to Outlook.

Utility Outsourcing: My time spent working with the Federal Solutions Team afforded me the opportunity to witness first hand the difficulties and inefficiencies involved in working with DoD and why some companies opt not to pursue contracts with the military.  The difficulties I observed were related directly to the Request for Proposal (RFP) process used by the three Services to solicit bids for the military’s utility outsourcing initiative.  Inconsistency, restrictive and unnecessary guidance, and a general lack of knowledge of how Corporate America operates can, and does, impact the price and level of service DoD receives.  It can also impact the level of competition, accuracy of bids, and in some cases fail to achieve what the Services are actually trying to promote.  Below is a summary of the issues briefly discussed earlier in the background section on utility outsourcing, which ultimately led to Enron’s decision to withdraw from DoD’s utility outsourcing program:

· Restrictions on Bundling: Bundling is the grouping of multiple utilities and/or bases within a state or region into a single bid.  Bundled bids tend to be more beneficial to DoD than single utility bids.  The benefits stem from savings associated with economies of scale from owning multiple systems, lower contract administration costs, ease of right of way management.  Bundling, if actually required, would also prevent companies from “cherry picking” only the most profitable systems while avoiding the more capital intensive utilities in most need of repair.  

Under DRID No. 49 all three Service RFPs permit bundled bids, however, the Navy restricts the number that can be submitted for each RFP area, limiting companies to only two bundled bids, one for an entire region and one per state in that region.  In contrast, DESC and the other Services place no such impediment on the extent or number of bundled bids that can submitted.  Restrictions on bundling run contrary to the GAO’s position on the issue and could adversely impact the price DoD pays for services.  The impact is best illustrated using the example below. 
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Company X submits two bundled bids for Navy Region Southeast in accordance with the RFP restriction on bundled bids.  In the example, a “State” bundled bid is submitted for all four utility systems at Base 2 (blue box) and a second “Regional” bundled bid is submitted for the water and waste water systems at bases 3 through 6 (green box).  The local utility in State A submits an electric only bid for Base 2 which is lower than the electric price for that one system in Company X’s four system bundled bid.  The delta in price is enough to award the electric system to the local utility.  Since the bundled bid process is all or none, Company X’s bundled bid for Base 2 is discarded leaving the water, waste water, and gas system still up for award.  The possibility exists that Company X’s price for the remaining three systems was cheaper in the bundled package than any of the other competitors who either bid single systems or smaller bundled combinations.  The possible result of restricting bundled bids is that the three remaining systems are awarded at a higher cost to the government than would have been the case if Company X had been able to bid multiple bundles per base (i.e. 4 system bid, 3 system bid, and possibly a 2 system bid). 

Contrast the Navy’s approach to that of DESC for the nine installations up for bid in Texas.  Instead of limiting the number of bundled bids, DESC placed no restrictions on the process.  Using the previous example, Company X submits separate bundled bids for each of the bases in Texas.  One bid covers the water and wastewater, a second bid covers the water, wastewater, and gas, and a third covers all four systems.  Each bundled bid has the individual utility cost as well as the incremental cost associated with adding additional systems.  Utilizing this method, DESC can easily and accurately assess each of the bids.  Should a company provide a bid for a single system that clearly undercuts the price for that same system in a competitor’s bundled bid, then the mechanism exists for evaluating the bids for the remaining utilities vice the all or none approach employed by the Navy.

· Small Business/Disadvantage Business (SB/DAB): The Navy has established a 68% SB/DAB requirement for all subcontracting dollars.  The figure is considered disproportionately high by several competing companies and thus an impediment to participation in the Navy’s RFP process especially when compared to the Army's small business goal of 10% for the Military District of Washington and the Air Force's small business goal of 23% for Maxwell AFB.  If unchanged, the 68% requirement will not only restrict competition, but could significantly reduce the benefits to small businesses, the very group that the Navy is purportedly trying to benefit.

A disproportionately high SB/DAB percentage requirement adversely impacts the number and type of bidders willing to compete for the Navy’s privatization contracts (local utilities versus energy service companies).  Reasons include the extensive administrative burden placed on the prime contractor in having to manage the large number of SB/DAB subcontractors that will be required to reach the goal of 68%.  The large number of SB/DAB subcontractors will in turn force the prime contractor to significantly mark up costs to compensate for the vastly increased risk that the SB/DAB have of going bankrupt, when compared to medium or larger companies.  The inherent markup added to offset the risk associated with subcontractor bankruptcy, or cessation of business, is especially necessary if the prime contractor has provided a fixed price to the Navy and is then forced to obtain a price for services in the open market at an unknown time in the future.  This markup significantly increases the cost to the Navy over the 50-year term of the contract.

The Navy’s SB/DAB percentage will make it extremely difficult and ultimately undesirable for the large energy services companies (ESCs) to compete.  These are the same companies who possess the capital, technology, and proven expertise needed to revitalize the military’s failing infrastructure.  The ESCs are also the competitors likely to bid bundled packages (multiple systems and/or bases) which is advantageous to DoD.  Without their participation, the Services in general, and the Navy in particular, will be left with the local utilities and regional players who typically bid only single systems.  Since local utilities tend to focus on single systems, they can bypass the SB/DAB requirement all together if they self-perform the work.  For example, if the local electric utility bids electricity, and its existing workforce is capable of performing the required improvements, then it does not have to abide by the SB/DAB requirement.  The result may very well be that the Services inadvertently drive all the large ESCs from competing creating a quasi sole-source biding environment where local utilities, capable of self-performing in their given utility, bypass the SB/DAB requirement, the very ideal the USG and Services were trying to promote.

· Task Order Format: The Army’s use of a Task Order 1/Task Order 2 (TO1/TO2) format is flawed and will reduce the number of companies bidding on future utility outsourcing contracts.  Under this format, companies bid for the right to conduct a due diligence assessment of a base (TO1).  The company then uses the assessment to generate its 50-year utility outsourcing proposal (TO2).  The Army weighs the TO2 proposal against its ”should cost” to determine if utility outsourcing is economically beneficial.  The problem with this process is that there is no guarantee that the company conducting the TO1 assessment will be awarded the outsourcing contract following the Army’s review.  As a result, companies are increasingly reluctant to pursue TO1/TO2 contracts if it means expending considerably resources and funds for little margin to prepare proposals without the guarantee of award.  Major ESCs, like Enron, work in the commercial energy-outsourcing marketplace competing for proposal attention, all with significantly higher probability of award and margin.  Furthermore, competing companies have argued that in order to accurately determine what needs to be replaced they need to operate that system for a period of time.  Actual operations of the existing systems is not a part of the TO1 assessment and thus the TO1/TO2 format has little added value in determining actual costs.  Additionally, much of what a bidder needs to see to make an accurate assessment is buried, which is also not remedied by a TO1/TO2 format.
· Award Timeliness: In today’s fast paced corporate environment, companies like Enron are unwilling to squander time, capital, and resources bidding contracts that take 18-24 months to award.  Combined with the numerous delays and cancellations, the perception of the private sector is that DoD has yet to get its act together and that we are not serious about privatization.  The cost to develop bids, combined with the lack of revenues and uncertainty of success, make it difficult to convince management that these are contracts worth pursuing.  Compressing the timeline to 9 to 12 months would enable DoD to meet congressionally mandated deadlines and accelerate savings available to DoD resulting from privatization with the added benefit of peaking the interest of the private sector in bidding these contracts..   
Recruiting: Obtaining the best talent possible is of paramount importance to Enron.  For this reason, the company uses an integrated approach to recruiting under the guidance of Enron Corp and supported by Human Resource (HR) departments from each of the four business units. Recruitment is focused on two primary groups: soon to be college graduates and experienced hires.  Experienced hires is a decentralized process handled directly by the individual HR departments in response to fill requirements for specific or targeted positions within a business unit.  On the collegiate side, Enron focuses on recruiting individuals with proven academic records primarily in the areas of finance, business, accounting, and information technology.  During the extensive interview process, particular attention is paid to those individuals who demonstrate an ability to think outside the box.  A continual influx of new college graduates is very important to the company’s growth potential and ability to maintain an innovative edge over competitors.  This is evident in the fact that the average age of its 20,000 employees is just 33 years old.  

Enron concentrates its recruiting efforts primarily at the “Top 20” business and IT schools in the country.  Since diversity is such a large part of Enron’s innovative formula, the company also targets colleges and universities around the country with large minority and female student populations.  Twenty-one percent of Enron’s total workforce is minority with females comprising another 32%.  Enron is able to leverage its reputation for innovation to attract the best and brightest, going to great lengths to keep that talent once hired.  The company’s recruiting efforts vary from campus to campus, but are based on a “return on investment” strategy.  To this end, , Enron, and  other major companies have entered into partnerships with several key schools.  These partnerships run the gambit from periodic events involving deans and faculty, to endowments, grants, and the development and funding of curriculums that support Enron’s business focus such as the establishment of a commodity trading curriculum at the University of Texas.  

Recruiting is a collaborative effort involving teams of people from HR and the business units.  Teams are comprised of individuals from a cross sector of the company and normally include recent alumni as a means to strengthen the company’s message.  Although the focus may change depending on the school, a single strategy is employed that portrays Enron as the most dynamic and innovative company in America today.  They caution potential hires, however, that like the Marines, Enron is not for everyone.  Success is dependent on one’s ability to be creative, result-oriented, and make an immediate difference.  Their strategy has been successful as witnessed by the fact that the company’s turnover rate is just 4% despite hiring over 5,000 new employees in 1999.   

The entire recruiting process is supported by an information management system.  The system provides each HR department with real-time network access to job postings and the ability to plan and track college recruiting activities.  The system also contains online resumes, updated regularly by employees, allowing managers to recruit from within.  The database keeps track of changes in the various business units allowing the HR departments to proactively develop hiring profiles.

Enterprise Resource Plan: Enron completed its SAP implementation process in August 2000.  Project Apollo, as it was referred to in Enron, commenced in April 1999 and was a cooperative transformation of the company’s financial and procurement processes.  The goal was to establish accessible, accurate corporate-wide information related to finance, procurement, and project management systems.  Enron’s aim was to obtain a minimum of 80% system concordance between business units using SAP.  Implementation was difficult and was conducted in accordance with a detailed implementation plan that included a series of weekly e-mail communications targeted at those units undergoing implementation per a predetermined schedule.  Information was provided in the form of a newsletter at the end of each week, to the affected units.  The newsletter, referred to as "Countdown to Launch Bulletins”, provided the units  with three categories of information: “Things to Know”, “Things to Do”, and “Things to Come.”  “Things to Know” contained overview information plus references to actions that should have already occurred.  “Things to Do” outlined  actions that should be performed during the coming week and “Things to Come” included actions that needed to occur or activities that would take place in the near future.  This approach was designed to increase the company’s understanding and smooth the overall transition process, ensuring the successful implementation of SAP.  
Upon final completion of the SAP implementation, a new organization was formed called the Integrated Solutions Center (ISC).  ISC is a support organization for Enron-wide back office information systems, which includes SAP users and the SAP system itself.  According to its developers, careful consideration was taken in the formation of the ISC structure.  It is comprised of members from a wide range of Enron businesses, many of whom were part of the former SAP implementation team.  ISC’s mission is the support and enhancement of the company’s use of the SAP enterprise resource planning system and to serve as the focal point for information regarding the use of the systems.  ISC is comprised of ten Solution Groups, each responsible for a specific area.  These include Customer Support, Customer Relations, Financial, Human Resources, Project Systems, Reporting, Security, Supply Chain, Technical, and Training and Education.  In order to achieve its mission, ISC established the following five goals for its ten Solution Groups.  First, fulfill service level agreements with Enron’s four business units, second meet or surpass departmental budget expectations, thirdly successfully fulfill customer project requests providing quality work, on time and within budget, next attract, retain and develop the best resources, and finally, add value that is visible to the customers.   

RECOMMENDATIONS

Utility Outsourcing RFP Process: The following is a summary of issues and concerns with DoD’s utility outsourcing initiative.  The list was generated by Enron’s Federal Solutions Team and identifies restrictions, ambiguities, or inconsistencies within the RFP guidance that adversely impact the level of service, competition, and/or costs the DoD will incur for utility outsourcing.  As stated earlier, these issues and the excessive amount of time the Services are taking in deciding contracts led to the decision by Enron and its three major partners to withdraw from the DRID No. 49 process.  It is doubtful that resolution of these issues would result in a reversal of that decision but it is important that they be addressed to ensure the best product possible and to mitigate the future withdrawal of any more companies.  OSD should establish a joint panel of contracting representatives from each of the three Services to address these issues and establish consistency across Services:

· Reversion of Title: The Navy’s current RFP states that title of utility assets never reverts to the Government.  As the only source of utility services, the Government should retain control of the utility assets.  Without reversion, it is probable that the Government could, and will, pay twice for the same assets.  For example, the Government will pay for the initial capital upgrades, repairs and renewals, and the O&M expenses for the utility systems for potentially 50 years but will have no residual ownership interest in the utility assets upon expiration of the contract.  This is equivalent to paying for your home mortgage and upon full payment of your mortgage conveying the house back over to the lender.  It is in the Government's best interest to retain control over all base utility distribution assets.  By retaining a reversionary interest, the Government has a valuable asset, which substantially increases its bargaining power with future contractors.  Furthermore, failure to have a reversionary interest could result in the loss of or interruption in electric, natural gas, water and wastewater services to the installation upon termination or completion of the contract.  Such a loss could jeopardize the base's ability to perform its core functions.  Additionally, by including a reversionary interest you allow contractors to obtain low-cost debt financing, substantially lowering the cost to the Government.

· Bundling: Consolidating one or more utility systems at one or more bases or multiple systems across several bases can have monetary, administrative, and operational advantages for both the bidder and the Government.  However, the Navy’s RFPs contain unnecessary limitations on the number of bids encompassing multiple utility systems which is anti-competitive, discourages innovative approaches, and reduces the potential value to the Navy.  The Navy needs to allow competitors to submit bundled bids whenever there is the possibility of added value to the Government.  This would increase competition and enable the Navy to evaluate all bids fairly.  The Government needs to adopt a standardized approach in its privatization solicitations to permit, encourage, and then fairly evaluate bundled bids.  The methodology used in the Air Force part of the Texas Regional Demonstration Project presents a workable model for this process.  It includes a number of bases in the same geographical area and has no restrictions on the number of bundled bid alternatives that may submitted.

· Small Business Percentage: The Navy’s current percentage is viewed as disproportionately high compared to that of the Army and Air Force.  If unchanged, the likely result will be a further reduction in the number of potential bidders particularly among the large energy services companies who will opt, or have already opted, not to pursue these contracts (i.e. Enron, ABB, Del Jen and Black & Veetch).  This will leave primarily local utilities and self-perform companies to compete.  The Navy needs to reevaluate its requirement in light of the possible adverse impacts.  A number more in line with the other Services will not only increase the benefits the Navy receives by having an actively participated bidding process, but also benefit the small business subcontractors who will have a greater chance of receiving a share of the contracting dollars.  A possible solution may be for the Navy to allow a prime contractor to count its tier two small business sub-contractor numbers toward the overall small business percentage.  The Navy is currently against counting tier two sub-contractors, a position that runs contrary to both the Army and Air Force, who allow their inclusion.   

· Pre-Existing Environmental Conditions: It is not clear in any of the Service’s RFPs whether the Government intends to retain responsibility for pre-existing environmental conditions.  Adding a clear statement that the Government is responsible will reduce the need for contractors to retain money for liability that it is not responsible for.

· Favorable Financing Rates: The RFPs issued to date do not address the issue of Termination Liability Schedules (TLS).  TLS guarantee that the government will repay principal and accrued financing costs for completed work in the event the contract is terminated for any reason.  The inclusion of a TLS clause in the privatization contracts enables contractors to obtain significantly lower financing rates from lending institutions, which translates into a corresponding lower rate to the government.  Unfortunately, there is uncertainty and inconsistency across Services whether or not to permit the inclusion of TLS clause in the privatization contracts.  This issue needs to be addressed to ensure DoD receives the lowest possible price for privatization.   

· Differing Site Clause: The Services need to add a clause in the RFPs that allows Contractors to charge the Government in the event that unexpected conditions are discovered while work is being performed.  This would allow contractors to avoid having to build contingency costs into the overall price ultimately reducing the cost to the Government.

· Force Majeure: The Service’s RFPs do not include a Force Majeure provision.  Adding the provision excuses contractor’s for non-performance in instances where non-performance was caused by events outside of the contractor’s control (i.e. natural disasters) which reduces the contingency amounts and lowers the cost to the Government.  This would conform to generally accepted commercial standards.

· Right of Ways Precedence: Certain military Right of Ways (ROW) state that ROW takes precedence over the contract if there is a conflict between documents.  The precedent needs to be reversed.  This would eliminate substantial unintended contractual risks for potential competitors that could either raise costs or reduce competition. 

· Public Utility Holding Company Act of 1935: There is a risk that unregulated bidders could become subject to the regulations under this act.  RFPs need to include a clause that allows unregulated bidders to terminate the contract in the event the legal landscape changes.  This would increase competition by encouraging more unregulated bidders to participate.

· Task Order 1/2 (TO1/TO2) Format: The Army needs to forgo any future use of the TO1/TO2 format.  The format forces the TO1 awardee to expend funds, resources, and time preparing proposals for both task orders without any certainty of being awarded the TO2 contract.  There is little margin, in either volume or percentage, in TO1 process to make these contracts attractive to the energy service companies.  Continued use of this format will adversely impact future participation as companies opt not to compete for TO1/TO2 contracts.

· Due Diligence: The Services need to change the way due diligence inspections are being conducted under the RFP process.  The current one-day “windshield tour” process is insufficient for bidding companies to accurately assess the conditional status of the existing utility systems.  As a result, companies are forced to build additional risk into their pricing calculations, which equates to higher costs for the government.  Granting bidders greater access to the utility systems during the RFP process could eliminate much of the additional risk resulting in a lower and more accurate price for the work.  In fact, the incumbent utilities providing existing services already have an unfair advantage when it comes to due diligence inspections.  Given their access and familiarity with the conditional status of the systems, they can more accurately price upgrades and improvements making it even more imperative that the Services grant fair access to the non-incumbent bidders.     
Energy Outsourcing: DoD should rethink its current approach of ESPC improvements and utility outsourcing (DRID No. 49) in favor of a total energy outsourcing initiative.  The ESPC program and upgrades to the gas and electrical systems under the utility outsourcing initiative will unquestionably benefit DoD, but these efforts are certain to fall short of what could be achieved if DoD were to outsource the entire energy chain.  Greater efficiencies and increased savings could be generated through the integration of commodity pricing with capital improvements and asset management.  Corporate America has fully embraced this concept as a means to divest itself of a non-core function while at the same time generating additional savings that can be redirected to its core business areas.  

The same can be said of the military. The Services ability to meet operational, training, and personnel requirements is being stressed by budget shortfalls, aging equipment, contingency ops and deferred infrastructure maintenance..  A total energy outsourcing initiative, with its economies of scale and increased efficiencies, has the potential to generate additional “In the Box” savings that could be redirected to the Service’s core functions.  Prior to withdrawing, Enron’s EFS team suggested that DoD consider establishing test bases, one per service, at which the entire energy supply chain is outsourced in similar fashion to what is offered in the commercial sector.  This would give DOD an opportunity to compare savings generated by an integrated approach against savings being achieved through the utility outsourcing and ESPC programs.  If the goal of this Fellowship program is to learn from Corporate America, then this is a clear example of an idea DoD should embrace.

Entertainment on Demand: DoD should monitor developments in the Entertainment on demand (EoD) market and explore options for making the service available to our forces worldwide.  EoD would give our troops, especially junior personnel with limited funds and mobility, access to the most current movies and programming available from major content suppliers.  Future expansion of the service to include additional content such as professional sporting events, auto racing, concerts, music videos, and video games further enhances the QOL desirability of the overall product.  

The greatest benefit however, may lie in its potential as a medium for distant learning.  Plans are in place to partner with several colleges and universities to provide both graduate and undergraduate level degree programs via the system.  The addition of college level curriculums would give our forces greater access to secondary level education opportunities during off-duty hours and at their own convenience.  Several companies are pursuing EoD products similar to what Enron has developed and these services are expected to be available commercially within the year.  Broadcast mediums vary from terrestrial broadband networks to satellite-based transmissions and combinations of both, which would give DoD the ability to access the service from anywhere worldwide including while deployed at sea. 

Fostering Innovation: There is a lot that DoD can learn from the companies in this year’s program on how best to develop organizational cultures that promote and foster innovation.  Innovation is predicated on an organization’s ability to establish a workplace environment where communication and self-worth are valued and promoted.  Removing the barriers to communication, managing talent, and rewarding innovation are critical steps in the process.  For DoD to be successful, several changes need to occur.  

· First, DoD needs to reevaluate how talent is managed.  For the most part, the Services are organized and managed within "community" boundaries.  This stovepipe approach limits the optimization of talent across the Service.  The funneling of individuals into specific “tracks" or "community pipelines” further inhibits the process.  As equipment and platforms are phased out, some talent gets "cross-decked" but most is lost to the civilian world.  In contrast, corporate America mines its talent from across organizational boundaries utilizing appropriate talent where needed.  In the information age, management of knowledge becomes the competitive edge and will therefore require a different personnel management structure as DoD transitions to network centric warfare.  
· Second, the Services need to improve the way information is managed.  In corporate America, this is achieved through the use of highly developed integrated IS.  These systems are not unlike our NIPRNET and SIPRNET systems but incorporate far greater levels of standardization across the entire organization specifically with the collection, organization, and dissemination of  information.  As previously discussed, IS also serve as conduits for accessing the intellectual capital of an organization.  This is an area that DoD has yet to realize (exploit) and one with tremendous potential benefit for the Services.

· Third, the Services need to establish new and less bureaucratic avenues for the exchange of ideas and initiatives both vertically and horizontally through the chain of command.  Most, if not all, of America’s successful companies have adopted flat organizational structures to enhance the flow of information and improve communication.  Flat organizational structures also serve to speed the approval process by placing responsibility for decision-making at the lowest possible levels.  However, since flat organizational structures do not lend themselves effectively to military application, the Services need to be creative and use IS to establish e-portal avenues for personnel to have their ideas and suggestions heard without having to endure the current chop chain process.

· Fourth, leadership must promote an environment where creativity ideas “bubble-up” from below and are evaluated for their value-added potential.  Everyone must be given the opportunity to contribute.  Therefore, it is incumbent upon leadership to establish the strategic framework, which provides direction and focus for the moving parts of the organization.  Once this is done, it needs to be communicated to all so that the entire unit understands the “bounds of the vision” they operate in.  

· And finally, innovation needs to be recognized and rewarded by the leadership in order to foster and maintain a culture of creativity and inventiveness.   This includes rewarding individuals for taking risks to improve operations, functions, and processes even if the initiative fails to achieve the desired or optimal effect.  The Services should explore new methods of recognition that encourage innovation beyond the traditional means currently employed.  Possible suggestions include modifying existing performance evaluation reports to include a grade for innovation, monetary incentives, special perks such as time-off, additional leave, or points toward advancement exams.

In this climate of shrinking military dollars, it behooves the Services to take advantage of all available resources in an effort to become more efficient, and cost effective.  Similar to the budgetary restrictions occurring in private industry, the Services are being mandated to review their physical constraints with an eye towards efficient facility management.  To that end, innovative companies such as Enron can help solve these problems.  While private industries constantly survey the landscape and evolve as needed to survive, the Services tend to maintain status quo despite all evidence to the contrary.  Energy outsource is simply one example of maintaining status quo when change would provide both monetary and an efficiency benefit.  Like Enron, DoD should make change something to endorse and not fear.  It should provide an environment where issues can be resolved quickly, and review processes are timely.  The point of these fellowships is to observe private industry for a period of time and then take back to the Services lessons that can be applied to improve function, operation, budgetary management or QOL.  This can only be accomplished if the DoD actually institutes any of the recommendations that are made.  I sincerely hope they will.
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