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[bookmark: ReturnHere]EnronOnline: Louise Kitchen, Intrapreneur[footnoteRef:2] [2:  The term “intrapreneur,” coined by Gifford Pinchot in his 1985 book, Intrapreneuring: Why You Don't Have to Leave the Corporation to Become an Entrepreneur (HarperTrade), refers to a person within a corporation who takes direct responsibility for turning an idea into a profitable product through assertive risk-taking and innovation.] 

On November 29, 1999, Jeff Skilling, President and COO of Enron, was browsing the EnronOnline website, wondering if he had made the right decision in agreeing to support the launch of this creative yet risky new venture.  Designed and developed in just seven months by a team of traders led by the company’s head European gas trader, Louise Kitchen, this online commodity trading site had the potential to radically transform the business model of Enron’s established oil and gas trading activities.  Yet so much about its potential impact remained unclear. 
For years, Skilling had been aware of the potential that the Internet had for the merchant business he had built on top of Enron’s traditional gas pipeline and oil exploration operations.  Yet, after seeing many experiments, he had remained a skeptic about the current viability of online trading of oil and gas.  He had been advised of this major project only in September, as it was being rolled out for testing by Enron’s traders worldwide.  Although he immediately supported the initiative, Skilling had had little input into either the strategy or the development of the project.  In essence, he was taking this major strategic bet largely on faith.
Yet as he talked about EnronOnline with others, Skilling began to hear doubts.  Internally, many experienced traders believed that by making pricing transparent, the Web-based trading platform would undermine the fundamental economics of Enron’s hugely successful merchant business.  And as he floated the idea outside the company, he heard other concerns.  Industry analysts and technology experts told him that Enron’s planned principal-based system (a so-called “one-to-many” model) was inappropriate for online trading; the dominant B2B business model was an open system (or “many-to-many” model).  Wall-Street analysts cautioned that investors were not likely to value the proposed EnronOnline model highly.  
Nonetheless, Skilling was proud that such a venture could be created through the committed effort of over 350 front-line employees Kitchen had engaged on her project.  After all, this kind of self-renewing energy was precisely what he had been trying to release after a decade spent redefining the structures, processes, and culture within this once-traditional organization.  Yet the speed with which this had happened, the size of the undertaking, and its potential impact on a core company business left his head spinning.  Was entrepreneurship within Enron working the way it should?  Was he, as Enron’s top-level executive, managing the process effectively?  And was this the way in which major new strategic initiatives should be taken?
Ken Lay and the Birth of Enron[footnoteRef:3]  [3:  The description of Enron’s growth and transformational change is drawn from the case “Enron’s Transformation: From Gas Pipelines to New Economy Powerhouse,” HBS case No. 301-064.] 

When Ken Lay became CEO of Enron, a company formed in 1985 from two pipeline outfits he had helped merge, he committed to making it “the premier integrated natural gas company in North America.”  Since the junk-bond-financed merger left Enron with a debt-to-capitalization ratio of about 73 percent, this ambition seemed unrealistic.  (See Exhibit 1 for Enron’s financials.)  Lay, however, was unfazed.  A firm believer in free markets, he spearheaded the fight to deregulate natural gas, while simultaneously focusing Enron’s management team on the business opportunities deregulation presented.  This market focus led him to create Enron Gas Marketing. 
To achieve his bold vision, Lay knew he had to have top people and a culture that would support them.  In addition to developing internal resources, Lay also sought outside expertise.  One of the key early advisors he employed was Jeff Skilling, a McKinsey & Co. partner, whom he convinced to join Enron in 1990 to develop a new business idea called Gas Bank.  Skilling’s insight was that, as the gas market was deregulated, there would be a restructuring of the vertically integrated companies that controlled gas from wellhead to monopolized consumers.  Recognizing that markets could replace the links previously provided by vertical integration, he proposed that Enron develop a portfolio of long- and short-term fixed-price purchase and supply contracts, which would eliminate supply risk and minimize the wide price fluctuations that the spot market implied.  
In 1990, with profitability restored, debt reduced to 59% of capitalization, and Lay’s first vision achieved, top management developed a new vision for Enron—to become “the world’s first natural gas major.”  Unable to achieve this goal by expanding Enron’s three core businesses of gas pipelines, exploration and production, and liquid fuels, Lay placed his faith in two major strategic thrusts—an internationalization initiative and Skilling’s emerging merchant activities.  
Breaking Old Rules, Sparking New Initiatives
With a mandate to create a portfolio of financially linked products and services related to his Gas Bank concept, Skilling set out to build Enron Finance Corporation (EFC) into “a group that would be the smartest in the industry.”  He started hiring from the outside, mostly talented individuals with finance rather than engineering backgrounds, then challenged his young team to develop a variety of innovative instruments that would expand EFC’s ability to trade gas.  For example, they began offering capital to producers in return for forward commitments of their production, and invented products that unbundled the risks implicit in the production loans, repackaging them for sale as specialized securities to different buyers.
Coming from McKinsey, Skilling envisioned EFC working like a partnership, with high commitment and shared stake in results.  He built his organization on four levels—vice president, director, manager and associate/analyst—with title and level determined by individual capabilities and value added.  He also replaced Enron’s seniority-based salary approach with a performance-based bonus and a phantom stock program that granted options tied to EFC’s results. 
Next, he replaced the superior-driven evaluation process with a peer-review process managed by a Performance Review Committee (PRC), a group of twenty people who ranked all VPs, directors, and managers.  PRC evaluated information from each individual’s boss, colleagues, employees and customers, focusing not so much on current results achieved, as on personal leadership capabilities like problem solving, communication, leadership, strategic thinking, and deal making.  Compensation was linked to ranking and, initially, the bottom 10% of the curve were terminated.  “The PRC sent a clear message that your job was no longer a function of your hierarchical position.  And everyone could see who our most capable individuals were, so people started moving,” said Skilling.   
In 1991, EFC and Enron Gas Marketing merged, creating Enron Gas Services (EGS), an entity different from the more hierarchical and structured culture in the rest of Enron.  Said Mark Frevert, an early transfer: “What mattered in EGS was whether you added value.  Jeff gave me three people and asked me to start selling gas to independent power companies.”  With a stretching goal, a performance-linked incentive, and lots of freedom, Frevert’s team created Enron Power Services, a group that eventually led Enron into the huge business of selling electric power.
EGS grew rapidly; it integrated the company’s intrastate pipeline company, and then its gas liquids business.  Taking over the 31st floor of the Enron Building, Skilling wanted to create a new work environment.  He explained, “We ripped down the walls and opened up space.  I wanted a workplace that was open and exciting—where people would constantly communicate.”  Said an early hire: “[Jeff] created an atmosphere of deliberately breaking the rules.  It created some tension with the traditional Enron businesses, because EGS started attracting major corporate resources.”
Around 1992, Skilling decided to bring more talent from top-level business schools.  Offering a McKinsey-like associate/analysts program, he opened attractive opportunities by replacing entrenched staff with young MBAs.  Within three years, he built his start-up group from a marginal financial activity to a 1000-person, full-service merchant organization—the second largest contributor to Enron’s bottom line.  A hotbed of entrepreneurship and an engine of growth, EGS offered a unique, specialized set of financial products and energy services to customers at both ends of the gas pipeline.  (See Exhibit 2 for EGS’s portfolio of units.)
New Vision, New Initiatives, New Culture
By 1994, Enron was recognized as “the world’s first natural gas major,” but Lay already had a third vision for the organization—to become “the world’s leading energy company.”  While leaving his businesses lots of freedom, he did set some specific performance targets: achieving $1 billion in net income by 2000, an objective requiring a compound annual earnings growth rate of 15%.  
In the meantime, Skilling realized that to boost EGS’s growth, new businesses had to be built.  Taking advantage of the electric power deregulation, in 1994, he expanded the fledgling power services team into a separate power marketing group, with a mandate to build a portfolio of products and services for the power industry.  Despite intense competition in this newly-deregulated market, EGS, now known as Enron Capital and Trade Resources (ECT), dominated the field.  By 1995, it owned 29% of the non-regulated wholesale electric power market.  Simultaneously, ECT began developing risk management and trading function in Enron’s London office and soon extended its merchant operations to other European markets.  A third major ECT initiative was aimed at exploiting the state-by-state deregulation of retail-level energy supply.  In 1995, a separate retail services unit began offering its expertise to local distribution companies.  These new initiatives put additional demands on ECT’s existing culture and management approaches.
Evolving Culture, Emerging Practices
Skilling practiced a “loose-tight” management, based on a belief that management should only empower an organization if it could ensure that the company would not be exposed to unreasonable risk.  “There are four things we control very tightly—risk management, legal commitments, finance, and performance evaluation and compensation,” he said.  In 1994 creativity and initiative were strong in ECT, but feeling the need for tighter risk management, Skilling recruited Rick Buy, a credit control expert from Bankers Trust.  After Enron faced a $675 million liability on a huge gas supply contract in the U.K. (the so-called J Block contract), risk management became central to the company’s decision-making processes.  Buy was put in charge of implementing a sophisticated process, Risk Assessment and Control (RAC), assessing financial and non-financial risks of Enron’s businesses and contracts.  “Many capital-intensive international deals look less attractive after we factor in currency, exposure, and political risk and default probability.  But we try to keep the risk pendulum in the middle—between the total freedom that creates a J Block disaster and rigid control that kills entrepreneurship,” said Buy.
ECT’s new round of initiatives also tested another growing organizational principle—a belief in an open market for talent.  Many changes in ECT’s policies and practices were designed “to allow the best people to follow the best ideas.”  While the PRC process helped identify top talent, the compensation system rewarding personal capability development and business-building encouraged people to move and create new growth opportunities.  Widespread and frequent mobility within ECT became the most important part of an individual’s development.  Management even began to watch the flow of people as an indicator of the value of a new initiative. 
The larger and more diverse operations became, the more management recognized the importance of capturing, applying and leveraging Enron’s worldwide access to information and expertise.  By the mid-1990s, Skilling was spending at a $70 million annual rate on advanced IT, with the traders, not the programmers, leading new IS design projects, ensuring that information was aggregated, analyzed, and displayed in ways that met their needs.  Armed with the sophisticated information systems Enron traders could scan vast amounts of data to identify profitable arbitrage opportunities or creative ways to reconfigure and repackage large blocks of power.  A huge investment in IT was also necessary to support the complex risk management system.  Not only did the risk management group monitor and manage positions and exposure in each of the business “books,” it also linked all these trading systems to an integrated company-wide risk-managed portfolio through a system known as “Risk tRAC.”  In July 1999, Skilling boosted and realigned Enron’s IT operations, with an objective of making Enron a world leader in B2B commerce.   
Closing Out the Decade: Entrepreneurship Unleashed
Despite the $675 million write-off resulting from the J Block contract settlement, Enron’s core operations—Exploration and Production, Transportation and Distribution, Wholesale Energy, and Energy Services—continued to prosper.  Lay and Skilling (who was promoted to become Enron’s President and COO in 1997) reaffirmed Enron’s core beliefs and committed to its continued growth and renewal.  The decade-long effort was paying off: in 1997 Fortune named Enron the most innovative company in America for the second year in a row.
While many of ECT’s earlier new business initiatives had been jump-started by Skilling or his top team, by the mid- and late-1990s, ideas were increasingly bubbling up from the front lines.  Although some initiatives died, many proved successful, like David Cox’s pulp and paper trading business, which in 1997 wrote $200 million in contracts, and $4 billion the following year; Lynda Clemmons’s weather derivative business that wrote over $1 billion in weather hedges; and a minority-business venture capital fund, pitched by three young analysts, which raised its first $40 million in 1999.  
Top management was also working on new initiatives.  The 1997 acquisition of Portland General was designed to give Enron access to power consumers at the retail level, particularly in the deregulating California market, but after a long and expensive regulatory battle, Portland General was divested.  Another corporate-level initiative was to invest in renewable energy.  Wind energy power plants, however, remained a small part of the company’s portfolio.  Finally, in 1998, top management tried to apply to the water utility industry its expertise in managing worldwide gas and power projects, and in 1999 spun off Azurix.  But the water business proved too capital-intensive and too slow to meet Enron’s performance benchmarks and after two years, it was divested. 
Enron entered the new millennium as a very different company from the one Ken Lay had taken over in the mid-1980s.  (See Exhibit 3 for Enron portfolio of units.)  In 1999, the traditional gas pipelines system accounted for only 5% of the company’s $40 billion in revenue.  Exploration and Production, one of Enron’s core businesses in 1990, had all but disappeared through divestiture: it no longer fit a business strategy de-emphasizing earning returns on physical assets in favor of developing knowledge-based assets.  The largest contributor to Enron’s bottom line—$36 billion in revenues and $1.3 billion in net income in 1999—was the merchant business now known as Wholesale Energy.  From its humble beginnings as Enron Gas Services (EGS), this business became the world’s leading international trader of natural gas, electric power and other commodities.  As it grew, Wholesale Energy developed a third core business: Enron Energy Services (EES), which signed $8.5 billion in energy outsourcing contracts in its second year as a separate business and was expanding globally.  Such growth had been widely applauded on Wall Street; over the previous decade, Enron had generated a 704% cumulative total return to shareholders compared to 432% for the S&P 500 and 312% for the company’s peer group.  
Lay and Skilling continually emphasized that because Enron valued the intellectual capital of its employees above all else, the organization was quick to spot and exploit new opportunities before anyone else.  In 1999, Enron led the race to develop a wholesale market for bandwidth, trading Internet capacity the way it did gas and electricity.  As Enron’s management saw the entry into the communications industry as a logical extension of the organization’s skills and experience, Enron Broadband Services emerged as one of the company’s four main businesses.  The management team was pursuing two parallel strategies—to expand bandwidth trading and to develop a business around its ability to deliver high quality content across its network.  In classic fashion, Enron’s top talent was redeployed to drive the growth and development of broadband. 
As innovative initiatives developed new ventures to supplement Enron’s traditional energy businesses, top management began describing Enron less in terms of its business portfolio and more in terms of its underlying resources and organizational capabilities—its fast and flexible networks, the markets it created, its sophisticated risk management system, and most importantly, its creative and entrepreneurial employees.  When one manager asked Lay why Enron had no corporate strategy department, the CEO countered: “You are our strategy department.  Enron’s future will emerge from your ideas and initiatives.”
Creation of EnronOnline
Against this context of Enron’s expanding activities and changing business boundaries, a series of discussions and actions led to the creation of one of the organization’s boldest entrepreneurial initiatives—the electronic trading platform that became EnronOnline.  The story of its conception, development and launch illuminates the inner workings of the self-renewing culture Enron had built in the 1990s.  Yet despite its exciting development, the future success of EnronOnline was still very much in question as it went live on November 29, 1999.
Birth of Enron's E-business
With the dramatic growth of the Internet in the mid-1990s, managers at Enron started examining the potential impact of e-commerce on their fast-developing merchant business.  In May 1996, Lou Pai, president and CEO of ECT Worldwide, asked John Sherriff, managing director of trading and risk management operations for Enron Europe, Ltd., to study the potential of some early experiments that Williams Companies, the Tulsa-based utility, had launched as an electronic gas trading system.  In June 1996, Sherriff and an associate proposed that Enron should also begin to experiment with this new technology, proposing a different business model from Williams’s.  In Phase I, Enron would use the Internet to post gas prices on a small-scale electronic platform; in Phase II it would show buy and sell prices and offer its customers the option of online trading.
From the outset, the experiment was not a great success.  “We totally underestimated the resources needed to click and trade,” said Sherriff.  In addition, many Enron traders resisted the concept of making both buy and sell prices publicly available, believing that this would reduce their ability to negotiate one-way prices on the phone.  They argued that the practice would inevitably narrow the price spread that represented Enron’s margin.  
In October 1996, with Phase I up and running, Sherriff moved to Enron’s London office.  Soon after his arrival, he discovered that Thor Lien, a director in the Oslo office, was already acting as a market maker for Nordic power and posting prices online into the Nordpool system.  In November 1996, Lien and his team started using Sherriff’s early system to show two-way prices, making improvements to the platform as they used it.  Trying to break into the wholesale electricity market with only a small staff to service hundreds of municipal utilities, this was a successful tool for them.  Said Sherriff: “Of all our trading operation around the world, they were the most tuned into the possibilities of e-commerce and were big believers in being market makers.”   
When Enron traders in Germany saw the Scandinavian site, they decided to develop a German-language site as an efficient way to market to customers without locating more scarce German-speaking traders. I n April 1999, Frankfurt-based Enron Energie launched Strommarkt Online, an Internet-based electricity trading system that allowed German customers to conduct binding, customized energy supply transactions via a Web-based reverse auction process.
Despite these promising experiments, there was lukewarm corporate commitment to online trading.  Part of the problem related to the limited success of e-trading, both within Enron and in other Web-based experiments.  But an equally large barrier was the significant internal skepticism--not only among traders but also in management.  Even Jeff Skilling acknowledged he had an early bias against automated trading systems.  “I didn’t want to spend the money because I just couldn’t understand the value proposition,” he said.  Greg Whalley, the head of Enron’s trading and risk management operations worldwide and Sherriff’s boss, was also initially skeptical.  He explained: 
We let these experiments go on, but I was never a big supporter because I thought there was a fundamental problem in electronic exchanges for products that were not ultra high volume.  That problem was liquidity.  You need large, consistent volumes to provide liquidity to clear the offers to buy and sell, and we didn’t have it.
Meanwhile, some of the traders and other front-line Enron staff were engaging in active debates about the future of online trading of commodities.  This was particularly true in Europe where most of the early experiments had occurred.  While Sherriff was aware of these discussions--indeed he was at the center of many of them--he did not feel the need to convert his bosses.  In the Enron culture, there was no need to get permission to start or continue entrepreneurial experiments.
By early 1999, however, Sherriff and his boss, Greg Whalley, were in regular discussions about the “massive opportunity” that electronic trading represented.  They decided that they needed to add their active support to the front-line interest and initiatives to ensure that Enron could move its merchant business to an electronic platform on a global scale.  “There was so much excitement about what e-commerce could do.  We realized we were doing it too slow and too small.  We needed to turbocharge our efforts,”  said Sherriff.  “The overriding philosophy at Enron is that if you’re going to do something, don’t dabble.  Do it in a big way, and do it fast.” 
Enter Louise Kitchen
Sherriff and Whalley knew that in order for the project to succeed, it had to be headed by a seasoned trader—one with both international experience and credibility with the traders—who could implement the project globally.  Louise Kitchen, the top gas trader in Europe, fit the profile perfectly. Equally importantly, she was one of Enron’s advocates of online trading.  
Having joined Enron in the spring of 1994 from PowerGen, a U.K.-based utility company, Kitchen rose to become head of the company’s gas trading business in Europe.  Subsequently, she oversaw the introduction of electricity sales, a move that led to a 10-fold increase in Enron’s European customer base.  Kitchen also played a leading role in Enron’s ongoing market development efforts, becoming a member of several industry panels.  In this role, she was involved in designing the electronic futures contracts for the International Petroleum Exchange.  It was here she cut her teeth on IT-based systems, an experience that subsequently led her to initiate a few IT projects to support her natural gas trading business.  Commented Sherriff:
Louise was just dynamite in anything she ever did.  She had some previous success on IT projects—even though she’s not an IT person.  She got things done that other people would have taken much longer to have done.  She’s the kind of person who jumps into something all the way, and she has an amazing energy level.  
On April 14, 1999, Kitchen was on the way to Teesside, Enron’s huge power station in the U.K., when Sherriff called her at the airport and asked her to turn around and join him and Whalley in a meeting.  When they asked her to head the development of a global online trading system, Kitchen was initially hesitant.  Recalled Whalley:  “She said, ‘I agree it’s important, but are you guys going to stay with me on this?’” They assured her they would.  Whalley and Sherriff also committed to clear the roadblocks, help get resources, and make sure there was internal buy-in.   
Selling the Idea Internally
Kitchen embraced her new challenge with gusto.  The day after her meeting with Sherriff and Whalley, she flew to Norway to take a look at their online system.  Then, on Sunday, April 18, she flew to Houston to begin implementing.  “She’s not the type to sit around and wait for someone to figure out an appropriate organizational structure,” said Whalley.  “She grabbed the people and resources and said, ‘I’m going to do it.’  And she did.” 
A few days after her arrival in Houston, Kitchen met with Enron’s most senior traders.  With Whalley’s clear backing, she set out to win their support.  For the first meeting, she put together a PowerPoint presentation, reassuring them that one key objective of the new electronic system was to try to recreate Enron’s existing offline trading environment.  Although there was still some doubt and skepticism, the fact that the head traders didn’t say no was enough for Kitchen and Whalley to consider the meeting a success.  Kitchen later recalled the meeting with the desk heads:  “They didn’t think that we’d actually deliver on [our objective]—both from the IT perspective and the global perspective.  So they said, ‘Oh sure—if you can pull that off, we’ll do it.’”  
The biggest resistance was from front-line traders.  Their concern was that by publishing its prices on the Web, Enron would be telling the market that it was committed to buy and sell this product at these prices, even if nobody else was willing to do so.  According to Sherriff, “Trading is all about having information advantage.  When you show your prices you’re exposing yourself.”   But the growing success of e-commerce in general, and Thor Lien’s success with Web-based trading in the Nordic electricity market in particular, gradually began to erode many of these concerns. 
Assembling the Team
Getting the senior traders on board—or at least ensuring they would not be a source of resistance--was the trigger that allowed Kitchen to start assembling a team to implement the project.  One of her first recruits was Jay Webb, an information technology specialist who was recommended to Louise by one of her contacts in the corporate IT department.  What attracted Kitchen most was that in addition to being an IT specialist, Webb also had good commercial sense and an in-depth understanding of Enron’s business.
Back in London, Kitchen began signing some of her own traders and back room support staff on to her project team.  One of the first was Marcello Romano, her number two London desk gas trader, who, along with a back office person [Was it David Port? POSTION? ON CORE TEAM?] and Kitchen herself, became one of the key architects of the new on-line system’s early parameters.  In order to give Webb basic specifications for the new trading platform that reflected Enron traders’ preferences, this three-person team spent three days locked off in a room, developing details of the desired attributes and characteristics of the new system—ones that mirrored the existing off-line trading world.  Kitchen then brought Webb and one of his team of IT experts to London to brief them on the specifications.  They agreed it could be built and that they were ready to tackle the challenge.
Almost immediately, Kitchen began to recruit others to the project.  She decided she would need a small core team to coordinate the overall activity and to provide a commercial perspective to the project.  In addition to Romano, she invited three other key members of her London gas trading desk to join—David Forster, Paul Goddard, and Rahil Jafry.  Then, since she and Romano would be preoccupied for several months (although officially they still held their jobs as traders), she asked Guy Jonathan, her other most senior trader, to cover for them both.  “In Enron, everybody stretches, but this was really a lot for him to take on and for a few months he was really exhausted,” she explained.  “But I don’t employ people who don’t want my job.”  
John Sherriff added that after he and Greg Whalley gave Louise their assurance of support, the best they could do was to help her get the resources she needed:
We committed to put absolutely the best talent on this project, and to ensure it was not under-resourced.  So I freed up a lot of resources over here and Greg did the same in the U.S. where Louise had less of a personal network. He kept pounding the message: “This is the way the market is going and you better get on board because you’re going to lose this opportunity.”  You can have the technology, but if you don’t have the traders on board, it won’t work.  . . . I got some heat in the process and I bet he did too.  We have lots of businesses competing for the same talent, all of which are trying to meet aggressive income targets.  It wasn’t the most popular project to divert people to.
In addition to the core team, Kitchen started assembling specialist teams to support the project, while Webb was pulling together the technical experts to lead the IT initiative.  She explained the process:
I’d been at Enron five years so I knew who the good people were, particularly in London.  I used that network to build my team.  For instance, Jeannine [LAST NAME] is an excellent tax person I know in London who had links to all Enron’s tax people around the world.  So I piggy-backed on her contacts to find the best tax person in Houston.  Then I did the same in legal.
Soon, Kitchen had assembled specialist teams working on the tax, legal, regulatory and marketing aspects of the on-line system.  Within weeks, scores of people were contributing, all while holding down their regular responsibilities.  Kitchen elaborated on the recruitment process:
If they are going to work 20 hours a day together, you have to pick a good bunch of people.  A willingness to work hard was the main criterion.  But the chance of picking someone who is not going to fit is pretty low at Enron. . . . I never went to people’s bosses to ask their permission.  I just went directly to the people I needed.  Some of the senior managers didn’t even know their people were working on this.
Over the next six months, over 350 Enron employees were engaged on various aspects of the project, almost all of them on a part-time basis as they fulfilled their normal responsibilities.  As a result, all team members were putting in extremely long hours and some were working around the clock.  But, as one core team member pointed out, that was normal at Enron:
Everyone here likes to be part of cool stuff, so good ideas attract good people. . . . When you work at Enron you know you are here to build the business and help the company succeed.  So there’s a general willingness to help someone building something.  We all wanted to be in on this.
Developing the System
Although Kitchen became familiar with the on-line experiments conducted in Scandinavia and Germany, they provided only limited help for the new business model she and her team were building.  The biggest problem was that neither was designed as a transaction tool.  For example, the German group’s Strommarkt was designed as a reverse-auction system that brokered deals between buyers and sellers.  Along with Whalley and Sherriff, Kitchen decided that the new model would be a principal-based system--in other words, one where Enron was a buyer or seller on every trade.  Their goal was to provide liquidity and transparency in the context of a simple-to-understand transaction environment, dealing with Enron as a trusted principal.  Sherriff explained:
It’s very simple.  We’ll show the prices of the things we transact.  We’ll show a very narrow spread between the price we’ll buy something at and the price we’ll sell it at, so there will be little margin for error.  This was the value proposition that was intuitively hard for a traditional trader to accept.  We still have pockets of resistance.  
Given her promise to the head traders to keep the form and content of the trading environment consistent with the existing off-line world, Kitchen ensured that the basic specifications of the system were defined by traders.  Rahil Jafry, a core-team member, explained:
It was a system designed by traders and built for the traders and their customers.  We wanted it to be customer-friendly on the front end and easily manageable on the back end to allow traders to post prices.  The trick was to build a prototype that we could put in front of traders and get their support.
However, various constituencies put many other inputs, constraints, and requirements on the system’s design.  For example, there were security issues of how to safeguard multimillion dollar transactions, risk management considerations that required the system to have the capability of updating prices 5000 times per minute, and legal constraints that meant that the online documentation had to be tailored to the laws and regulations of each of the 22 countries in which they planned to launch the system.  
As a result of this complexity, the project began to stretch well beyond Enron, involving scores of outside experts to help.  For example, 25 different law firms were enlisted to work through the legal requirements of doing business on the Internet worldwide.  Similarly, outside accounting expertise was tapped for different tax codes and commercial regulations.  In the end, 13 volumes of research were compiled during the project, all of which had to be embedded in one single integrated system.  As a result, even the simplest task of posting product descriptions required a joint effort of traders, lawyers, and IT experts.  Kitchen elaborated on how she managed the complexity:
I’m very detail oriented.  I knew everything about the website as it was developed—the pricing mechanism, the legal structure, the various global tax issues.  But I also knew the team members--who I could call, who I needed to get on to which part of the project.  It’s all about spending time with your people.
In late July, the core team sent out the first software release to Enron traders for testing and feedback.  Although most did not respond to the request for comments, the few who did provided valuable input for EnronOnline’s development, as Kitchen explained:
A handful of traders became early adopters—in the United States, Canada, Oslo, and other locations.  Some were senior people, others quite junior.  But we used their comments to refine the system quickly, then sent it back out.  It was important for the organization to see that we were responding to their input.
On August 13, Kitchen and Romano traveled the world on a global rollout of the system’s beta version, taking it to all the big commercial groups.  By the end of the August tour, people in most offices were familiar with the system and many were playing with it.  Again the team elicited response and feedback, incorporating new suggestions when they could. This was not always easy, and the core team had to evaluate one trader’s request—for adding two decimal points to prices, for example—against others’ contrary advice, while maintaining an integrated global system.
By September, the core team felt the system was ready for a company-wide global test.  They began with some scenarios where traders in various locations would take on the roles of different companies, and culminated with a worldwide simulation one weekend late in September.  At a pre-set time, all 450 Enron traders in 22 countries logged on at the same time (some had to wake up at 3 a.m. to participate), not only testing the traders’ understanding of the system, but also the system’s ability to respond efficiently to the demands of 450 “customers” simultaneously.
Winning Approval
Through all this activity, Kitchen spared hardly a moment’s thought to what the new system would cost to develop.  For the first three months the expense was primarily people’s time, but since most were also holding down their regular jobs, she considered this a free resource.  Even when the team needed servers, they were able to borrow them from chief technology officer, Philippe Bibi.  It was only when they needed their own equipment and began to receive bills from outside experts and advisors that Kitchen was forced to seek funding.  She explained:
We didn’t think about the budget until we were three or four months into the project.  Prior to that, we had consumed huge amounts of people’s time, but that was all swept up under the G&A of someone else’s budget.  It was only when we ordered hardware and we needed a project code that I rang John and Greg to ask them about the cost.  They said, “Let’s split it under our budgets.”  It was a two-second conversation.
At the project’s conclusion, it was estimated that EnronOnline’s development cost about $15 million, excluding the time cost of Enron employees.  Kitchen insisted it never crossed her mind to talk to top executives to present estimates or obtain approvals in advance.  “It was a great idea and we just had to do it,” she said.  Her boss, John Sherriff, elaborated:
Talking to Jeff [Skilling] never occurred to Greg or me either.  As long as you are growing your business rapidly, you get a lot of latitude here.  I couldn’t conceive of Jeff not going along with us on this.
Eventually, however, Skilling had to be brought on board.  By his own admission, the COO was not very interested in the concept of on-line trading and was skeptical it could be made into a viable business for Enron.  It was only in September--more than four months into the project and with the global rollout in motion—that Sherriff first raised the project formally with Skilling.  Skilling recalled the meeting:
When he explained that this team was designing a principal-based system, I finally got it.  It said, “OK, I understand.  Are our people supporting the idea?”  Because the organization is pretty smart--it’s not going to back some hare-brained idea.  As soon as he reassured me of that, I was OK.  Then he told me he was relieved to hear that because they were rolling out globally!
Soon after, Whalley suggested to Kitchen that she present the EnronOnline project to Skilling, Lay and Sutton, Enron’s Vice Chairman.  “It never occurred to me that they could reject it,” she said.
Announcing the Launch, Assessing the Risks
On October 26th, Skilling proudly announced the launch of EnronOnline.  Although the system was not scheduled to go live for another month, the team wanted time to educate customers and ensure all support systems were in place.  As everyone on the project knew, however, there were lots of things that potentially could go wrong:
· The operations team had spent six months developing the back office functions to support EnronOnline.  It was responsible for the huge data management demands associated with the administration, marketing, and support of 120 different kinds of contracts offered to over [XXXX?] customers worldwide.  They also had developed the 24-hour Help Desk that would offer assistance on registration, translations, and other information in 140 languages.  For them the question was, had they adapted all the support systems appropriately?  And could they cope with the new demands on their services?
· The risk assessment and control group had radically redesigned their processes to allow for major credit decisions to be made with the speed demanded by an online, real-time business.  In addition to being responsible for the new continuously updated credit and terms limits by customer by product type, risk assessment had also integrated fluctuating currency rates into its real-time commodity pricing.  This required a whole new level of risk management and the group wondered how effective its new systems and models would be.
· The legal, regulatory, and tax teams had done a huge amount of work to ensure that EnronOnline conformed to the laws and regulations of each of the 22 countries in which it was offered.  Yet the issues were so complex, and, particularly in the e-commerce field, were changing so rapidly that it was hard to be confident that every regulation had been recognized and that all online transactions would be regarded as legally binding contracts.
· The IT group had undertaken a huge task to create a system that could provide accurate price updates for hundreds of products second by second, could link into and facilitate back office operations, could integrate the complex risk management requirements, and could provide a user-friendly customer interface.  Failure of any part of the complex software could result in costly errors or cause the system to crash with disastrous implications for the credibility of the fledgling operation.
· And the traders around the world, from the most involved project participants to the remaining skeptics, realized that EnronOnline would fundamentally change the way they worked.  Despite all the training, testing, and simulations, many still wondered whether this new transparent trading model would generate the volume to offset the significant shrinkage in spread between buy and sell prices that the system was bound to bring.
· These operational risks were underscored by even lager strategic risks that EnronOnline presented.  As Jeff Skilling discovered when he floated the idea among industry analysts and technology specialists on Wall Street, there was very little faith in the business model Enron would be betting on.  The biggest concern was that EnronOnline was not an open system, and the prevailing belief was that the market would not embrace any online trading system controlled by a principal.  The emerging model was a more open system approach, such as the classic EBay online auction.
Internally, the month before EnronOnline went live was also time for questioning—and some doubting.  As Louise Kitchen waited for the first online trades, she reflected on the project and her role in its design, development, and launch:
At the outset, I would have given us about a 5% chance of succeeding.  But the opportunity was so great, we had to take the risk.  By the launch, my guess was we had about a 30% shot.  And while the company would not penalize me in any way if the project did not succeed, I would probably have to leave if EnronOnline failed.  I had asked 350 people to do a huge amount extra, and unless I delivered on the promise, I felt I would never be able to call on them again.
John Sherriff, Kitchen’s supervisor in London, was also anxiously anticipating the launch date.  As a champion, along with Greg Whalley, he felt his reputation was also on the line of this project.  He commented:
The risk was not the $15 million we spent.  The biggest risk that Louise would fail was because she was under-resourced.  She had to believe that Greg and I really supported her on this. . . . On the other hand, if she messed up after she’d been given a lot of resources, that would not do her a lot of good--and it wouldn’t help Greg and me, either.
Greg Whalley, who had acted as Kitchen’s de facto boss while she was based in Houston for more than six months, also reflected on the EnronOnline project and what lessons it had for the entrepreneurial culture Enron had so carefully built:
The culture is very powerful and new ideas and proposals are constantly coming up for products or services we should be trading.  The latest seems to be DRAMs—I’ve been pitched that several times in the past couple of months, but I remain unconvinced. . . . The real issue is how do we take these bright ideas and convert them into real businesses?  Today, I’m more in favor of letting the person with the idea find the resources to make it succeed.  In the end, it gives the idea more credibility and the champion more commitment. . . . There also can be problems with our open internal market for talent.  It means that we can have valuable people coming to us and say, “I’m moving to broadband,” and that can be painful.  We have a strong commitment to the notion that “good ideas attract talent,” but those trying to run businesses would sometimes like to argue with that.
The Launch
On November 29, 1999, EnronOnline went live.  Throughout the company, people held their breath.  Some were privately concerned about the initiative.  Was the company right to launch such a radically different business model with so little understanding of how it could change the fundamental economics of a core Enron business?  Had management been prudent in letting a bunch of enthusiastic traders who were all quite inexperienced in e-commerce drive the design and development of this important new development?  And had the whole process been too quick and too uncontrolled to ensure its eventual success?
Others, however, felt it represented a major achievement for Enron, and was precisely how the entrepreneurial culture of the company was designed to work.  Only time would tell which side of the debate would prove to be correct.

Professor Christopher A. Bartlett and Research Associate Meg Wozny prepared this case as the basis for class discussion rather than to illustrate either effective or ineffective handling of an administrative situation.
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