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Memorandum to:
Sally Beck, Managing Director, Enron NetWorks
Greg Piper, President and CEO, Enron NetWorks

Sizing the Back-office Outsourcing Opportunity

Enron NetWorks

Thank you again for taking the time to meet with us again on Thursday.  We enjoyed the opportunity to share perspectives on ways to leverage Enron’s systems capabilities to launch new growth businesses.  We remain extremely optimistic about the potential a back-office outsourcing /corresponding clearing model presents for NetWorks, and Enron more broadly.  Other industries have been able to leverage the types of capabilities that Enron is thinking about leveraging to build significant businesses.  A clear example we shared with you during our meeting is the corresponding clearing/prime brokerage models in the financial sector.  If there is a similar opportunity that exists in the energy sector, the size of the prize could prove to be significant.  Thus, we believe it is worthwhile to investigate the opportunity and assess how large the prize could be.

During our discussion, you expressed a similar perspective.  Given the limited resources available and the portfolio of activities you have underway, prioritizing this initiative requires a better understanding of the business potential.  Specifically, you have asked us to share with you a potential approach to support you in sizing the overall market opportunity, the likely share that Enron could capture, and the potential return to Enron.  The remainder of this memo describes proposed objectives, specific activities we would undertake, and working arrangements.  

Objectives

Clearly, understanding the profit potential for this business opportunity will determine the level of commitment and urgency that you assign to it.  As a result, it is our understanding that the objectives of the proposed effort are:

1.
Develop a fact-based sizing of the potential market for back-office outsourcing/corresponding clearing services in the energy markets

2.
Estimate the likely share of the overall opportunity that Enron is likely to be able to access over time and the associated earnings potential.

PROPOSED APPROACH 

To meet the objectives quickly, we propose an approach in two phases.  As outlined in Exhibit 1, these phases are:

1.
Conduct initial market sizing and identify the short list of market development drivers (4 weeks).  This involves developing market size estimates using a combination of top-down, bottoms-up, and comparative approaches.  Based on market analysis, McKinsey experts, internal NetWorks input, external industry experts, and customer interviews the team would size the various market segments (e.g., Tier 2 and Tier 3) and assess likely adoption rates and timing.  In the course of assembling the fact-base, the team would also capture the key drivers that influence if-and-when the market will develop (e.g., industry structure/ consolidation, regulation, product standardization/complexity, technology costs), as well as the likely early adopters.

2.
Develop sizing scenarios and estimate the opportunity accessible to Enron (2 weeks).  This involves working from the established baseline completed in the first phase and developing scenarios around the key market development drivers identified.  These scenarios will provide an initial perspective on what it will take to be successful in this business, and at the same time will help in identifying the key business priorities.  Finally, the market opportunity needs to be carefully evaluated to identify the segments where Enron is likely to launch a successful offering (i.e., the early adopters), the timing of adoption by segments that are initially reluctant, and the earnings potential.

END PRODUCTS

This effort would produce several end products:

· An estimate of the market opportunity for the service, with relevant break downs by segment and reflecting growth rates over time

· An assessment of the key drivers of uncertainty on market development and the implications on sizing scenarios (max, min, most likely)

· Estimated market shares and rough economics for Enron over time based on market development and segment penetrations.

Working arrangements

A suggested team arrangement can be found in Exhibit 4.  The full-time McKinsey team would consist initially of an engagement manager and two full-time associates.  Suzanne Nimocks, Arshad Matin, Scott Robinson, and Adolfo Montesinos would be responsible for this effort and would lead the study on a part-time basis.  They would be directly involved in team problem solving and would regularly review team progress and the products they develop.  Additionally, they will orchestrate the involvement of specialized McKinsey resources from our Business Technology Office, Financial Institutions Group, and Operations Practice.

Given the limited resources you have been able to deploy against this effort in the past, we have assumed that you would not be dedicating any full-time resources to the effort.  However, it would be beneficial to have access to 1 to 2 NetWorks resources on a part-time basis to support internal knowledge and data requirements.

Professional fees to complete this effort would be $375,000 per month.  In addition to professional fees, we would bill for expenses directly related to the study.  These include out-of-pocket expenses for travel, meals, lodging, as well as direct study support costs such as library research, report production, secretarial support, and the like.  Typically, expenses run about 15 percent of fees.  Professional fees are billed in the last week of the month for work completed in that month and expenses are billed on estimate and “trued-up” in the following month. 

* * *

We are excited to have the opportunity of working with you on this important project.  As we have stated in the past, we believe that Enron is best positioned to capture this opportunity.  
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