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Turnaround and Transformation: Leadership and Risk at
Boston’s Institute of Contemporary Art
Cate Reavis

On February 9, 2009, Shepard Fairey, a renowned street artist known for his iconic red, white and
blue, “hope”, “change”, and “progress” posters of Barack Obama that were used in the president’s
election campaign, was on his way to an opening night party for his “Supply and Demand” exhibition
at Boston’s Institute of Contemporary Art when he was arrested on an outstanding warrant outside the
front door. Fairey had failed to appear in court three days earlier on a vandalism charge dating back to
2000.
While the arrest interrupted the opening night’s festivities—and was a definite downer for the nearly
800 people who were awaiting Fairey’s arrival, some of whom had purchased tickets on Craig’s List
for $5001—it did nothing to dampen public enthusiasm for Fairey’s exhibit. Between February and
the exhibition’s closing in August, 130,000 people attended the show.
In some sense, the Fairey incident was great PR for the ICA, an institution that had gone through an
enormous transformation under its Director, Jill Medvedow. When Medvedow arrived in 1998, the
ICA had no money, few members, no permanent collection, and, on a good year, clocked 25,000
visitors. Operating out of an old police station on Boylston Street, it was hardly a must-see cultural
destination in Boston. It was considered less a museum and more an “insider’s art club”.2
By the time of Fairey’s exhibition, the ICA was, quite literally, in a very different place. In 2006 the
museum celebrated the grand opening of its new $51 million building, located on highly coveted
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waterfront property in South Boston where, over the years, several high-end commercial developers
had failed in their building attempts.
Medvedow’s ability to bring change to an organization that had no power, involved being disciplined,
getting people to believe in an idea, and taking many, many risks.
Contemporary Art in Boston
Up until the late 1920s, modern art in Boston, and throughout the United States, struggled to be taken
seriously. In 1911 the director of Harvard University’s Fogg museum summed up the general feeling
about contemporary art at the time: “In having exhibitions of the work of living men we may subject
ourselves to various embarrassments.” By the late 1920s, a group of Harvard undergraduates set out
to challenge this viewpoint by forming the Harvard Society of Contemporary Art as a place where the
work of living men could be viewed.3 In 1936 the Society became the Boston Museum of Modern Art
and in 1948 the museum changed its name to the Institute of Contemporary Art. For more than 50
years, the ICA was the only place in Boston dedicated to contemporary art.
Unlike other styles of art, contemporary art, which included visual exhibitions, music, film, video and
performance created by living artists, had never caught on in Boston like it had in other cities, most
notably New York and San Francisco. According to Medvedow, there were a number of theories
behind this:
When you look at the ecology of what makes a vibrant contemporary art scene, you need to have
several different components that all interact with one another. There need to be art schools and a
strong artist community where work is created and ideas are exchanged. You need collectors,
galleries and institutions that acquire, present, sell, and display that work. Historically, Boston
lacked many of these components, never sustaining a critical mass of contemporary art activity
and, as a result, these gaps prevented the growth of a healthy contemporary art environment in
Boston.
Added to the ecology argument was the fact that there had been little private and public sector
investment in the arts in Boston, particularly contemporary. Municipal spending for the arts in Boston
was far less than what was spent in four dozen other cities in the United States and, on a broader
scale, Massachusetts ranked 50th among the states for per capita philanthropy.4 As Medvedow
remarked, “A lot of Boston’s wealth was built on conserving it and less on creating it.” And then
there was the New York factor. As Medvedow noted, “New York’s artistic energy, support, scale and
audience for the arts of all disciplines, has always been a magnet for Boston’s artist community.”
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There were members of Boston’s art world that felt the absence of a strong contemporary art
community was a big drawback for Boston. As William Rawn, a Boston architect and long time ICA
board member, explained, “Artists provide a very different way of looking at the world. They ask
questions that are different from the norm and in Boston, a city that honors academics and inventors,
this is particularly admired.” Furthermore, through their work, contemporary artists reflected what
was currently happening in society and as Vin Cipolla, who served on the ICA board for 16 years and
as its chairman from 1997-2005, noted: “It’s the role of an institution like the ICA to provide a safe
place where a diversity of perspectives can be expressed to a wide audience.”
This was something Medvedow believed at her core.
Jill Medvedow
Described as “pathologically optimistic,” Jill Medvedow’s commitment to civic causes began when
she was young. Raised in New Haven, Connecticut, by parents who were political and social activists,
Medvedow admitted that campaigning was something she was exposed to in utero. “My parents
taught me how to be a good citizen,” she said. “My mother was deeply engaged in volunteering for
civic and charitable causes and my father was a prominent elected official. I grew up thinking I was
part of the city’s political fabric.”5 Through her upbringing, she “learned about the basic mechanics of
organizing and how to move an agenda,”6 skill sets that would serve her well in her professional life.
Trained as an art historian, Medvedow arrived in Boston in 1986 from Seattle where she had founded
a nonprofit contemporary arts center. In 1991 she became the first full-time contemporary curator at
the Isabella Stewart Gardner Museum, bringing in numerous performing and visual artists from
around the world. When she left the Gardner in 1996, Medvedow was determined that her next career
move would involve bringing art to a broader public. “I was trying to figure out how to build a bridge
between contemporary art and an audience that didn’t have a great affection for it,” she explained. “I
came up with the idea of framing public art projects through the history and landscape of Boston,
which Bostonians typically have a lot of affection for.” Within a year, she founded Vita Brevis, an
organization devoted to producing temporary public art pieces. With the first Vita Brevis project near
completion, Medvedow found herself being courted to become the ICA’s next director.
According to Rawn, who headed the search committee for the ICA’s new director, it was
Medvedow’s character as much as her curatorial background that made her such an attractive
candidate:
The minute you met Jill you immediately noticed that she is centered. She is not wowed by
trends. In language, in dress, she is not the least bit pretentious. She doesn’t try to be someone or
something she isn’t. She is not out to prove anything to anybody. She has a strong intellectual
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base for her opinions on art. This part of her persona was reflected in her vision for the ICA,
which was something that really struck us. She was passionate that the ICA needed to be relevant,
very public and non-elitist, and that in order for it to succeed, it had to be better at outreach
whether it was with school children, local politicians, donors, or members.
A further selling point for the search committee was that because Medvedow was an outsider in the
world of museum directors, she didn’t come with old rivalries or attachments.
Striving to be Marginal
When Medvedow took the reigns in March 1998, the ICA, with a yearly attendance of 25,000 (an
average of 68 people a day) and a paltry budget just shy of $1 million, was in the midst of a severe
identity crisis. The museum was housed in a converted police station and stable on Boylston Street, a
building it had purchased from the city of Boston in the early 1990s with $328,000 in donations from
trustees and overseers.7 (The Boylston address was the 10th location the museum had had since its
founding.) The quirky space was largely defined by an enormous staircase that cut down through the
center of the building’s four floors, creating enormous space contraints for exhibits. Unlike other
Boston-area museums which could hang more than 10 shows a year,8 the ICA was limited to just
four, with months of down time in between shows. Partly because of space and largely because of
money and lack of interest, the ICA had no permanent collection, an important symbol of status in the
museum world, which also helped art institutions create an identity, draw repeat visitors, and build a
donor base. Meanwhile, contemporary art could be viewed at a number of museums throughout
Boston, many of which were backed by well-endowed academic institutions including MIT’s List
Visual Arts Center, the Rose Art Museum (Brandeis), Massachusetts College of Art, the Museum of
Fine Arts, and Harvard University Art Museums. As Medvedow liked to say at the time, “The ICA
was striving to be marginal.”
Medvedow’s mandate was to stabilize and reinvent. As Cipolla explained,
The ICA was doing some great work but it didn’t really have a point of view. The programming
was spotty, the outreach was not very strategic, and the building we were in was a physical
manifestation of the inadequacy of the organization. The ICA needed to be a place that, by the
nature of its work and outreach, touched multiple facets of the Boston community. In order to
become this, we needed somebody driven, entrepreneurial, who would be forceful about change.
One of the things that set Jill apart from the other candidates wasn’t that she had spent a lifetime
in contemporary art but rather than she understood how to work with audiences. She had the
passion to bring content and interactive thinking and approaches to people of all ages across a
spectrum of interests, getting the ICA outside of an elite and narrow comfort zone. She wasn’t
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willing to accept that what the ICA had to offer, or what contemporary artists had to say, was not
important for all kinds of people.
As part of her hiring agreement, Medvedow was allowed to bring Vita Brevis with her and fold it into
the ICA’s programming, a move that proved critical over the following years as the ICA strove to
reposition itself. As one journalist noted at the time, “Since the ICA has so much trouble pulling
people in, putting art where people will virtually have to trip over it may be a smart move.”9
Early Days
Shortly after her arrival, Medvedow put together a “business planning group” comprised of three
board members and three outsiders including Sheryl Marshall, who, as a top stockbroker, was a
known business leader in Boston; Nick Littlefield, a lawyer who had served as Senator Edward
Kennedy’s Chief of Staff for 10 years; and, Mary Schneider Enriquez, an art historian and critic who
had recently moved to Boston from Mexico City. (Marshall and Schneider Enriquez would eventually
join the ICA board.) With the help of the business planning group, Medvedow set out to disrupt the
unproductive conversations of the existing board about the future of the ICA. As Medvedow recalled,
“We looked at a number of questions. What kind of audience did we want? Did we want to stay small
and focused or did we want to broaden our offerings? What should be the role of education? We
explored questions involving content, specifically if we should become a collecting institution. And
finally we looked at whether we could do this work in our current Back Bay location.” It didn’t take
long for the group to decide that the ICA needed to grow its audience, expand its educational
initiatives, form a task force to look at the idea of collecting, and begin looking for a new space. (On
two separate occasions, directors of the ICA who preceded Medvedow explored relocating the
museum but were unable to garner board or community support.)
Medvedow’s attention then turned to learning about the Boston real estate market. While she didn’t
know if or how it would be possible, she was clear that the ICA needed to be located on the water:
“Our job is uniquely difficult in that Boston is not a city that embraces contemporary art. Since
everything about our work is unfamiliar, we’re always fighting for an audience. We needed to be
located on the water in order to attract people and motivate them to come back time and again. And a
waterfront location was also a perfect metaphor for what we do which is to expand horizons.”
After many months of knocking on doors to get information on Boston waterfront real estate,
Mevedow’s research picked up momentum when the Commissioner of Parks and Recreation, Justine
Liff, referred her to Ed Sidman, one of Boston’s big real estate developers and a major philanthopist.
Sidman suggested they meet in the lobby of his firm’s building as opposed to his office, a request
which sent an immediate negative signal to Medvedow. But she succeeded in flipping the switch:
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After listening to my pitch, he was ready to send me off with a name of the next person I should
talk to when I said to him, ‘You know, I swim in your pool at the Leventhal-Sidman Jewish
Community Center in Newton.’ And he says, ‘Oh really.’ And I say, ‘Yes, and I frequently go to
the openings in the center’s gallery.’ The next thing you know he’s saying, ‘Let’s go to my
office.’ So now we’re in his office and I’ve honed in on his passion which is how to get members
of a JCC to engage in Jewish continuity and not just athletics. We ended up having a deep,
intense conversation. The next thing I know, he has given me a couple good names to pursue for
waterfront real estate. And for the next couple of years, I meet with him regularly to advise him
on his project.
Following up on Sidman’s recommendations, Medvedow eventually landed a meeting with the
Boston 2000 committee. Put together by Mayor Thomas Menino to plan millenial activities for
Boston, one of the committee’s responsibilities was deciding who or what should be designated the
.75 acre parcel, also known as Parcel J, on Boston’s Fan Pier.
Little did she know, the committee would end up being Medvedow’s last stop in her real estate
search.
Fan Pier’s Parcel J
Described as “a wasteland of parking lots,”10 Parcel J was just a tiny sliver of the 21 acre, 3-million
square foot, nine-block industrial area owned by the Pritzker family, which was slated to be part of
the largest waterfront development in Boston’s history. The proposed plan was to populate the space
with 800 residential units, 1,000 hotel rooms, 150,000 square feet of civic and cultural space, parks
and open space, and an extension of a walkway along Boston Harbor.11 In a deal with the city of
Boston, which enabled them to expand the size of their proposed hotels,12 the Pritzkers agreed to
donate Parcel J to a cultural site.
Medvedow met with the Boston 2000 committee in the spring of 1999. It was a Thursday. Impressed
with her ideas for a future ICA on the waterfront, the committee suggested she present to the Boston
2000 subcommittee on Parcel J. Much to her disbelief, Medvedow found herself committing to giving
a formal, “this-is-what-we-have-in-mind” presentation the next Tuesday. As she recalled, “The
decision to go after the parcel was a big leap of faith. It was very hard to imagine we could make the
case given how weak we were.”
Scraping together $5,000, Medvedow hired an architect who drew a mock-up of a future ICA perched
on Parcel J. In giving the architect directives, Medvedow was concerned with one detail: that the
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structure fit on the land that was available. Along with the mock-up, Medvedow and a couple ICA
staff members spent the weekend before the presentation making boards of eight museums — ranging
in size and cost from the Milwaukee Art Museum to Minneapolis’ Weisman Art Museum to the Getty
in Los Angeles — that had been built in different cities since the early 1990s. Their idea was to stress
the point that these museums had catapulted civic life and economic development in their respective
cities and had played an important role in urban rebirth.
Medvedow arrived on the designated Tuesday to present and found to her surprise that the ICA was
one of three finalists who were presenting. One of the other finalists, a collaboration involving the
Wang Center, Boston Ballet and Boston Lyric Opera, proposed a three-stage complex, described as a
cross between Sydney’s Opera House and New York’s Lincoln Center. The $100 million complex
would include a 2,400-seat opera and ballet house, a 500-700-seat playhouse, and a floating stage that
could accommodate an audience of 1,000. Due to its size, the complex was expected to exceed the
allotted space and would require some additional land that had been set aside by the Pritzkers for an
office tower. The other finalist was a relatively unknown Boston-area entrepreneur who wanted to
develop a $40 million Fan Pier Performing Arts and Film Center that would include a 700-seat recital
hall and 125-seat partially open-air theater.
In her pitch, Medvedow stressed that the new ICA would be “a public destination and the
architectural heartbeat of the city.”13 Funded by a $40 million capital campaign, the four-story
building would occupy 60,000 square feet and would include a 400-seat theater, and a roof sculpture
garden. It would hold up to 2,000 visitors. Medvedow left the presentation thinking that the museum
had a slim shot, at best, of winning Parcel J, but she was increasingly convinced that the waterfront
was the right location for a new ICA. The committee’s final decision would be announced in
November.
Drumming up Support
In the intervening six months, Medvedow got busy educating the public, particularly local politicians,
residents and area artists, on the ICA’s plans for a new home on Fan Pier. To help her sell the idea,
Medvedow approached Gloria Larson, who at the time was a partner at one of Boston’s premier law
firms who specialized in real estate development and government. At the time, Larson was chairman
of the board of the Convention Center Authority and was in the middle of her own campaign to get a
new convention center built in South Boston. As Larson explained, “I joined the ICA ‘campaign’ as
both a lawyer and an advocate. I felt like Jill and I were traveling down the same path together.”
In planning the campaign’s strategy, Larson recalled: “We asked ourselves, ‘Who do we need to
touch who normally won’t get touched in a process like this? Who would normally never support
building an ICA on South Boston’s waterfront?’” After a bit of reflection, Larson decided to visit a
couple of South Boston’s key political leaders. Larson took Medvedow to meet James Kelly, who at
13
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the time was the city council’s president, state senator Stephen Lynch, and state representative Jack
Hart, all of whom she knew from her law practice and her work on the convention center. The
purpose of the meeting was to educate them on the ICA’s development plans and to hear their
concerns.
After introductions, Kelly began the conversation by saying, “You can’t tell us you’re going to build
a contemporary art museum next to Southie.” Medvedow responded by saying, “Let me tell you about
it. Let me tell you about the programs we have and how I want to bring kids from South Boston in,
and how the world of art is an opportunity to expand their horizons in ways that I know you would
support.” Hearing her out, Kelly’s concerns turned to the infamous Robert Mapplethorpe exhibit.
Shown at the ICA in the early 1990s, the exhibit caused great controversy for its sexually explicit
photographs. “You have to promise me you will never do a show like that again,” Kelly stated.
Medvedow retorted with: “You know I can’t make that promise. That would be like me asking you to
promise that you’ll never do anything controversial again. But how about I promise you that if I’m
going to do anything like that, I will give you notice so that you won’t be caught by surprise.” Kelly
quickly responded with, “Well if you ever do anything like that I will organize a picket.” “Well if you
organize a picket,” Medvedow said, “I’ll bring you coffee, because that kind of attention is exactly
what we need to build an audience for the ICA in Boston.” It was at this point in the exchange that
Kelly turned to Larson and said, “Larson, I like your friend Jill.”
In November 1999 the Boston 2000 committee announced that the ICA had won the Parcel J
competition. Medvedow believed one of the main reasons the ICA was chosen was because the
mock-up demonstrated that from a space perspective, the museum would be a perfect fit. In addition,
the ICA had successfully proven its financial viability to the committee by identifying $12 million—
of which $6 million would come from the sale of its Boylston building—of the estimated $40 million
needed for the project. Larson believed that Medvedow’s ability to assess her audience before sharing
her vision was key to sealing the deal. “She had a way of presenting to large and small audiences the
concept of a new ICA so that it became something they could own too. She was able to tell the story
in ways that each audience could hear.”
Of course, there were many skeptics of the committee’s decision and the ICA’s plan. Some thought
that locating the ICA away from other cultural attractions was a mistake. After all, it had not been
able to attract visitors when it was located in the heart of Boston’s tourist district. Then there was the
whole issue of money, something the ICA had little of and had no history of raising. While the land
was free, the building and operational costs would more than test the museum’s fundraising
capabilities. As Paul Buttenwieser, ICA board member and Boston philanthropist, put it, “The key
question is whether the wider community of philanthropic and arts supporters will see this as a
credible project they want to be involved with.”14
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But then there were those who were quietly cheering for the ICA. As one Boston Globe journalist
pointed out, “While informed observers think it unlikely the ICA will realize its goals, an unusual
number hold out hope that it will. In a city better known for its enthusiasm for sports, politics and
revenge than for boosterism, optimists and cynics admire the organization for attempting to defy the
formidable odds against building something innovative in Boston.”15
And then there was the ICA’s biggest cheerleader. As Larson noted, “Jill believed in the vision
herself. She had no doubt that it could be done.”
Now What?
After winning the right to build on Parcel J, one of Medvedow’s first orders of business was to hire a
director of development, a position that had not previously existed at the ICA. A consultant
Medvedow had hired to help develop a fundraising and endowment strategy suggested she talk to the
MFA’s marketing director Paul Bessire. This same consultant, however, warned Medvedow that
Bessire would never leave the MFA for the ICA. She wanted to talk to him nevertheless.
Meeting over a drink, Medvedow and Bessire connnected immediately after discovering they lived in
the same neighborhood and their kids went to the same school. When the conversation turned to the
purpose of their meeting Medvedow was blunt: “Why,” she asked, “would you rather stay at the MFA
than be a part of making something totally new that could reshape how the city of Boston thinks
about contemporary art?”
By spring 2000, Bessire was the ICA’s new Director of External Relations. Shortly after his arrival
the ICA launched a $50 million “Campaign for the New ICA” — which eventually grew to $62
million — on the back of $6 million that had been committed by two ICA trustees. As Bessire
explained, launching a campaign with far less than 50% of funds already raised was a very
unconventional strategy, but it was one that made sense for an organization that wanted to send a
message to the community: “The strategy was to demonstrate that there was a commitment on the
part of the board and the institution to make this project happen and a good fundraising strategy
always begins with the family.”
In concert with developing a fundraising strategy and finding and hiring the right talent to oversee it,
Medvedow was eager to bring in new blood—which was to say business leaders with clout16 —to the
ICA’s 35-member board, and ease out those whose vision was not aligned with where she was taking
the museum. Success in winning the rights to the land coupled with Medvedow’s vision of investing
in Boston’s future as opposed to its past, Bessire noted, had put the ICA in a very different light in the
eyes of potential board members. By early 2001, there were 13 new members, the majority of whom
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came from the private equity, venture capital, and financial services sector. (See Exhibit 1 for list of
those who joined the ICA board between 1998 and 2001.)
Although Medvedow’s to-do list after winning the rights to build on Parcel J was populated with
tasks relating to the museum’s future home, she never lost site of the importance of not only keeping
the ICA up and running—and this included bringing in high-profile artists like Cornelia Parker,
Olafur Eliasson, and Ellen Gallagher, and sponsoring public art projects such as Art on the Emerald
Necklace that received national recognition—but publicly repositioning the ICA by building
excitement for its future and demonstrating the legitimate need for a new building. As Rawn noted, “I
cite this as one of the most notable elements of Jill’s leadership. Too often you see institutions plunge
ahead on a new capital investment and they really let the existing institution wither and put
themselves at risk for not succeeding in the new place.”
One of the most notable ways Medvedow involved the public in the future ICA was in the selection
of architects.
Selecting an Architect
The ICA began its architect search with a couple of basic criteria. As Cipolla explained in early 2001,
“We want an architect with a deep understanding of the civic. This is not just a building, not just an
interior showcase. It has a civic role. A lot depends on what happens outside the four walls.”17 In
addition, Medvedow noted that the museum was looking for an individual or a firm that had not
completed a prominent building in the United States: “The ICA has a long tradition of supporting the
work of emerging artists.”18
The ICA traveled down a fairly unconventional path when it came to the actual selection process.
Instead of following the typical competition approach whereby a select number of firms would be
paid an agreed upon sum of money to come up with a specific proposal, Medvedow decided on a
different course of action. She explained:
One of our board members who was an architect said to me, ‘Be careful about competitions
because you get what you pay for. In order to have a healthy competition, you will need to offer
up significant funds so that architects will invest the time it will take to come up with smart, well
thought through proposals.’ So, we decided not to do a competition because we were certain we
didn’t have the money. And given that we’re in the business of reviewing artists’ work over time
we felt that we could judge the work of architects ourselves.
With that decision made, Medvedow put together an Architect Selection Committee. Headed by Nick
Pritzker, the committee included Medvedow, Cipolla, Henrique de Campos Meirelles, President of
17
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Fleet Global Banking, Barbara Lee, Vice Chair of the Board of Trustees and philanthropist, and Ellen
Poss, Vice Chair of the Board of Trustees and philanthropist. Medvedow decided not to include any
architects in the group, as she didn’t want the committee to be driven by any one architectural agenda.
The committee’s first assignment was to establish goals and criteria, which would help guide the ICA
through the selection process. To help the committee, which had no baseline knowledge of
architecture, Medvedow hired an architectural historian from Harvard University to lead a seminar on
contemporary architecture for the group. The historian helped the committee establish goals and
criteria (Exhibit 2), and drew up a list of 30 architectural firms for consideration.
Using the list of goals and criteria as a guide, the committee scaled down the list of 30 firms to twelve
and ultimately to four. The chosen four included Studio Granda from Iceland, Boston-based Office
d’A, Peter Zumthor of Switerland, and Diller + Scofidio from New York. Medvedow traveled to meet
the four firms and each was invited to Boston to present their work to the committee.
Medvedow recognized that in order for the ICA to matter to a wider audience, more people had to be
involved in the dialogue on the ICA’s building plans. On March 24, 2001, the ICA hosted “Building
A Vision: Four Architects’ Views”, a public presentation at the Copley Theater where the final four
firms were asked to present. Medvedow laid down one rule for the presenters: because the purpose of
the presentation was to enable the firms to show their work and discuss their philosophies towards
contemporary art, they were not to present their ideas for building a new ICA. She explained her
reasoning: “The minute there’s an image out there of what architect X could create I feared that I
would have to manage a multitude of stakeholders who were wedded to architect X’s proposal. But
what if we didn’t choose that proposal or what if we chose it and it substantially changed during the
design process? I didn’t want to be caught in that kind of public negativity.”
The presentations drew an impressive crowd. “People were literally waiting in line to get in,”
Medvedow recalled. “There was not an unfilled seat in the theater. This level of transparency in
museum planning had never happened before in Boston. There was enormous enthusiasm behind our
out-of-the-box, if not downright off-the-wall project, and the public was thrilled that we wanted to
share our ideas. In addition there was great excitement over what might happen down on the
waterfront.” While not responsible for the ultimate decision, attendees were queried on their thoughts
through a survey with questions that included: What did you like about the work presented? What do
you think are some of the most important design opportunities provided by the waterfront site? Do
you find any of the architects’ design philosophies to be particularly responsive to the institutional
mission of the ICA?19
Of the four presenters, Peter Zumthor and Diller + Scofidio stood out as much for their work as for
their general philosophy towards architecture.
19

Robert Campbell, “Designers Vie for a Shot at the ICA,” The Boston Globe, March 22, 2001.
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Diller + Scofidio
Winners of the MacArthur Foundation “genius” grant in 1999—marking the first time architects had
been awarded the grant—the husband and wife team of Richard Scofidio and Elizabeth Diller was
known for integrating media and architecture. As Diller stated during their presentation, “Architecture
and new technologies need not be adversaries. The union can actually be quite fertile.”
Diller + Scofidio’s resume was quite deep when it came to the work they had done on the inside of
museum walls. They had worked with many visual and performing artists and had completed
numerous art installations. Their most well known indoor architectural work was the renovation of the
Brasserie restaurant located in the Seagram building in New York. As Diller explained, one of their
goals in redesigning the space was to find ways to connect the restaurant, which was below ground
and without natural light, back to the street. They accomplished this by getting a blurred video
snapshot of every person as they came through the revolving door. The image was displayed above
the bar, with every new entrance image pushing the previous 15 to the right. (See Exhibit 3.)
When it came to building, however, their resume was quite thin; in fact they had never built a
building in the United States. Their most renowned work was the Blur Building, a media pavilion
built for the 2002 Swiss Expo in Neuchatal, which was less a building and more a suspended platform
enveloped by a man-made cloud of fog. (See Exhibit 4.) Blur, which was a temporary structure
where no one lived or worked, showcased Diller + Scofidio’s belief that “architecture must always
question material and spatial conventions.”
Peter Zumthor
Of the four finalists, Peter Zumthor was the best known and the most experienced architect, with the
art museum in Bregenz, Austria (Kunsthaus Bregenz) and the thermal baths (Therme Vals) in
Switzerland being two of his most famous works. (See Exhibits 5 and 6.) As one journalist wrote,
“Although [Zumthor] cultivates the disarming role of simple artisan-architect, he is responsible for
some of the most radical buildings of our time. His sophisticated, demanding, exquisite structures of
rigidly reductive minimalism, in which every detail has enormous aesthetic and emotional power,
create their own world of Zen-like, concentrated beauty – an immutable perfectionism that probably
scares off as many clients as it attracts.”20
Zumthor was not known for a particular style, but, as one observer noted, a number of themes were
interwoven throughout much of his work: celebration of place, engagement of all the human senses,
deep understanding of space, light and materiality.21 For Zumthor, architecture “[had] it’s own realm.

20
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It has a special physical relationship with life. I do not think of it primarily as either a message or a
symbol, but as an envelope and background for life which goes on in and around it…”22
While his work was renowned, so was his need to control. “I like to control the buildings I do,” he
admitted to the crowd gathered in the Copley Theater. During his presentation Zumthor recounted his
frustration towards a project he was awarded in Berlin that was never complete: “This was eight
damned years ago and for eight years these people wanted me to make compromises and
compromises,” he explained showing great frustration, and giving members of the Architect Selection
Committee some pause.23
Decision
In April 2001, the ICA announced that Diller + Scofidio had been chosen to build the new building.
Liz Diller believed they were tapped because of their belief that there needed to be a partnership
between the new building and the art it would house: “From the beginning we said neither would play
a supporting role for the other.” From Medvedow’s perspective, while the choice of Diller + Scofidio
was motivated largely by their “sheer brilliance,” there was another important reason: “Because they
didn’t have a lot of experience they had as much to gain as we did, and consequently as much to lose
as we did. So we all had as much at stake to make it work.”
By the time the ICA broke ground in September 2004, half of the $62 million had been committed,
the majority coming from the ICA’s board of trustees and corporate donors. Once again, the ICA was
relying on an unconventional and risky development strategy. As Bessire explained, “Development
people always say the minute you break ground, people assume it’s a done deal and will be reluctant
to give money. We broke ground and people started believing in us.”
Stumbling Blocks
The ICA faced several major challenges in its effort to erect a new home on Fan Pier. As Medvedow
explained, building a new waterfront property in Boston was an “arduous” task when it came to
obtaining all the required state and city approvals. In fact the ICA had to get dozens of approvals,
worth millions of dollars in legal fees, between the time it was granted the land and when it opened its
doors in 2006. As Medvedow noted, the ICA’s ability to navigate these waters was surprising to
many: “A lot of people thought that even though we had gotten the land, the process of getting all the
approvals would end up killing us. We learned quickly who we needed to talk to and convince to
grant us the approvals we needed.”
Just months away from breaking ground on the building, the Pritzker family’s development plans for
the 21 acre lot surrounding the ICA were aborted. The family announced in late 2003 that it would be
putting the land up for sale. Honoring the commitments they made to the city of Boston, the Pritzkers
22
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let it be known publicly that the new buyer would have to agree to the building commitments they
made to the city of Boston, including setting aside the .75 acre parcel for the ICA.24 The Pritzker’s
decision was a big disappointment for the ICA. As Medvedow noted, “We lost a partner that
recognized the ICA as an asset.”
Finally, in April 2006, just five months before the new building was scheduled to open, the ICA faced
another major change. Macomber, a 100-year old construction firm that was considered one of
Boston’s leading builders, had fallen months behind schedule and was dealing with the legal
aftermath of a recent accident on one of its construction sites which claimed three lives. The ICA
responded by bringing in another firm to complete the work. In August, Medvedow announced that
because of construction delays the ICA would have to delay its September opening. In explaining the
postponement, Medvedow told The Boston Globe, “Our building is beautiful, it’s close to completion,
and it works. But you only get one chance to make a first impression. When we open, we are going to
hit the ground running. In the long life of this building, this is a very insignificant and brief hiccup.”25
On December 10, 2006, the new ICA opened to more than 8,000 visitors. (See Exhibit 7.)
If They Build It, Will They Come?
The ICA’s ability to oversee the construction of a new building on Boston’s waterfront by an
architecture firm that had never built a building in the United States, raise over $75 million—
surpassing the capital campaign goal of $62 million—and welcome over 280,000 visitors in its first
year—well over the 200,000 that was needed to break even—was, in most people’s minds,
miraculous. The question posed by one museum director a year before the new ICA opened its doors,
“Do you really think there are five times the market for the ICA’s program than there is right now and
that the only reason they’re not getting them now is building size?”26 had been answered “yes”.
But sustaining the attendance level would be the main challenge going forward. New museums
tended to attract huge crowds in their first year of operation only to see attendance taper off. San
Francisco’s Museum of Modern Art, which opened its new building in 1995 saw its attendance soar
from 250,000 to 800,000 in its first year, and then come back down to 600,000 in its second year. The
Peabody Essex Museum in Massachusetts more than doubled its attendance in year one only to see it
decline in year two. As that museum’s deputy director stated, “The first year [attendance] doesn’t
matter. It’s everybody looking at it because it’s there. The ‘lookyloos,’ I like to call them.”27
But in the case of the ICA, the ‘lookyloos’ seemed to be holding their gaze. In 2008 and 2009, the
ICA had a combined attendance record of well over 450,000.
24
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Exhibit 1

New Additions to the ICA Board (1998-2001)

Pat Stavaridis, Art Collector
Sheryl Marshall, Vice President, Donaldson, Lufkin and Jenrette
Vivien Hassenfeld, Designer, Hasbro
Mary Schneider Enriquez, art critic and independent curator
Henrique de Campos Meirelles, President and Chief Operating Officer, Bank of Boston
Robert Davoli, Sigma Partners
Charles Rodgers, Chairman, WFD Consulting
Andrew Goldfarb, Managing Director, JAFCO America Ventures
Anthony Terrana, oral surgeon
Tim Ferguson, Senior Managing Partner, Putnam Investments
Jonathan Seelig, Co-Founder, Akamai
Nicholas Adams, Senior Vice President, Partner and Equity Portfolio Manager,
Wellington Management
Jean-Francois Formela, Investment Principal, Atlas Venture Capital

Source: ICA.
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Exhibit 2

Goals and Criteria for New ICA

Goals
Architectural
Advancement

For almost 65 years, the Institute of Contemporary Art has played a pivotal
international role as a vanguard institution by championing new artistic practice
and delivering innovative programming. The ICA’s new building should advance
architectural thought and practice, reflecting the artistic mission of the ICA.

A Powerful
Visitor
Experience

The architect selected to design the new ICA should demonstrate a sensitivity to
the exhibition and interpretation of contemporary art and to providing a powerful
visitor experience. Through programs, architecture, education and technology, the
new ICA should provide future generations with access to the finest examples of
creativity, learning and inspiration.

Civic
Responsibility

The new ICA will be a visual and physical destination for Bostonians and visitors
alike, and a cornerstone of the new Fan Pier. It will relate to the intimate scale of
individual human beings while responding to the unique character of its urban
context and waterfront location. The chosen architect should have a sense of
responsibility to the public realm and a capacity to create a building with
international public significance for Boston’s 21st century.

Criteria
Advances an architectural vision for the future
Creates a building whose presence can shape the waterfront
Innovates spatially
Scales building to human proportions
Shapes and uses natural light well
Attends to detail and construction
Possesses a vision of the museum’s public role in the city
Focuses on only a few, important projects
Respects the ICA’s professional and financial resources
Has a career trajectory where a breakthrough building is likely
Source: ICA.
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Exhibit 3

The Brasserie

Source: Diller + Scofidio
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Exhibit 4

Blur Building, Swiss Expo

Source: Diller + Scofidio
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Exhibit 5

Kunsthaus Bregenz

Source: Hans Peter Schaefer.
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Exhibit 6

Therme Vals (Thermal Baths)

Source: Roland Zumbüh.
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Exhibit 7

The New ICA

Source: Christopher Peterson.
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BP and the Deepwater Horizon Disaster of 2010
Christina Ingersoll, Richard M. Locke, Cate Reavis

When he woke up on Tuesday, April 20, 2010, Mike Williams already knew the standard procedure
for jumping from a 33,000 ton oil rig: “Reach your hand around your life jacket, grab your ear, take
one step off, look straight ahead, and fall.”1 This would prove to be important knowledge later that
night when an emergency announcement was issued over the rig’s PA system.
Williams was the chief electronics technician for Transocean, a U.S.-owned, Switzerland-based oil
industry support company that specialized in deep water drilling equipment. The company’s $560
million Deepwater Horizon rig was in the Gulf of Mexico working on the Macondo well. British
Petroleum (BP) held the rights to explore the well and had leased the rig, along with its crew, from
Transocean. Of the 126 people aboard the Deepwater Horizon, 79 were from Transocean, seven were
from BP, and the rest were from other firms including Anadarko, Halliburton, and M-1 Swaco, a
subsidiary of Schlumberger.
Managing electronics on the Deepwater Horizon had inured Williams to emergency alarms. Gas
levels had been running high enough to prohibit any “hot” work such as welding or wiring that could
cause sparks. Normally, the alarm system would have gone off with gas levels as high as they were.
However, the alarms had been disabled in order to prevent false alarms from waking people in the
middle of the night. But the emergency announcement that came over the PA system on the night of
April 20 was clearly no false alarm.

1
Testimony from Michael Williams, The Joint United States Coast Guard/The Bureau of Ocean Energy Management, “FUSCG/BOEM Marine Board of
Investigation into the marine casualty, explosion, fire, pollution, and sinking of mobile offshore drilling unit deepwater horizon, with loss of life in the Gulf of
Mexico 21-22 April 2010,” Transcript, July 23, 2010, pp. 24-25.

This case was prepared by Christina Ingersoll (MBA Class of 2010) and Cate Reavis, Manager, MSTIR, under the supervision
of Professor Richard M. Locke. Professor Locke is Deputy Dean of the MIT Sloan School of Management, Head of the MIT
Department of Political Science, and the Class of 1922 Professor of Political Science and Management. This case was
prepared as part of the MIT Sloan Ethics, Values and Voice Module.
Copyright © 2011, Richard M. Locke. This work is licensed under the Creative Commons Attribution-Noncommercial-No
Derivative Works 3.0 Unported License. To view a copy of this license visit http://creativecommons.org/licenses/by-nc-nd/3.0/
or send a letter to Creative Commons, 171 Second Street, Suite 300, San Francisco, California, 94105, USA.

BP AND THE DEEPWATER HORIZON DISASTER OF 2010
Christina Ingersoll, Richard M. Locke, Cate Reavis

Moments after the announcement, Williams was jolted by a nearby thud and a hissing sound,
followed by the revving of one of the rig’s engines. Before he knew it, there were two explosions
forcing him and other crew members to abandon ship by jumping into the partially flaming ocean.2 Of
the 126 workers on board the Deepwater Horizon, 17 were injured, including Williams, and 11 were
killed. The rig burned for 36 hours, combusting the 700,000 gallons of oil that were on board, leaving
a trail of smoke over 30 miles long. The Deepwater Horizon sank on April 22, taking with it the top
pipe of the well and parts of the system that were supposed to prevent blowouts from occuring.3
As of 2010, the Deepwater Horizon disaster was the largest marine oil spill ever to occur in U.S.
waters. By the time the well was capped on July 15, 2010, nearly five million barrels of oil
(205.8 million gallons) had spilled into the Gulf of Mexico. Federal science and engineering teams
revised their estimates on the rate of oil flow several times, and in August they concluded that
between April 20 and July 15, 53,000-62,000 barrels per day spilled into the Gulf,4 an amount that
was equivalent to a spill the size of the 1989 Exxon Valdez every four to five days.5 Before the
Deepwater Horizon disaster, the Exxon Valdez held the record for the largest spill in U.S. waters.
It was surprising to many analysts how such a disaster could happen, particularly involving a
company like BP, which publicly prided itself on its commitment to safety. It did seem clear that, in
an effort to close up the Macondo well, several key decisions were made, each involving multiple
stakeholders and trade-offs of time, money, safety, and risk mitigation. The public debate began
immediately on whether the result of these decisions indicated operational or management problems
on the rig, and whether these problems were endemic to the oil industry, or resided within BP
itself. To help answer these questions, several task forces were formed to investigate the root causes
of the disaster and who among the various players involved with the Macondo well bore
responsibility for the disaster and for its resolution.
British Petroleum

The company that would become BP was founded in 1909 as the Anglo-Persian Oil Company
(APOC) shortly after Englishman William Knox D’Arcy struck oil in Iran after an eight-year search.
In its early years, profitability proved elusive for APOC and, in 1914, Winston Churchill, who was
head of the British Navy and believed Britain needed a dedicated oil supply, convinced the British
government to buy a 51% stake in the nearly bankrupt company.

2
The Joint United States Coast Guard/The Bureau of Ocean Energy Management, “FUSCG/BOEM Marine Board of Investigation into the marine casualty,
explosion, fire, pollution, and sinking of mobile offshore drilling unit deepwater horizon, with loss of life in the Gulf of Mexico 21-22 April 2010,” Transcript,
July 23, 2010, pp. 10-14.
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The British government’s majority ownership of BP lasted until the late 1970s when the government,
under Prime Margaret Thatcher, a proponent of privatization, began selling off its shares in an attempt
to increase productivity in the company. When the government sold its final 31% share in 1987, BP’s
performance was floundering. The company’s performance continued to decline as a newly private
company; in 1992, BP posted a loss of $811 million. Nearing bankruptcy, the company was forced to
take dramatic cost cutting measures.
Things started to improve measurably in the mid-1990s. With a streamlined workforce and portfolio
of activities, BP’s new CEO began implementing an aggressive growth strategy, highlighted by
mergers with rivals Amoco in 1998, and ARCO (the former Atlantic Richfield) in 2000.
Along with focusing on growth, BP began repositioning itself. In 2001, the company launched the
new tagline “Beyond Petroleum” and officially changed its name to “BP.” The associated green
branding campaign indicated that BP wanted to be known as an environmentally-friendly oil
company. Over the next decade, the company launched an Alternative Energy division and was, for a
time, the world’s largest manufacturer of solar cells and Britain’s largest producer of wind energy. BP
invested $4 billion in alternative energy between 2005 and 2009.6 BP’s total company investment
over the same time period was $982 billion.7
In May 2007, Tony Hayward, who had been chief executive of Exploration and Production (BPX),
replaced John Browne as CEO. Hayward marked his appointment with a speech pledging to “focus
like a laser on safety issues, put the brakes on growth and slash production targets.”8 Hayward was
able to improve corporate performance, in part, by dramatically shrinking the Alternative Energy
division and further reducing headcount at both managerial and lower staff levels.9 Between 2006 and
2009, BP’s workforce fell from 97,000 to 80,300.10
In addition to cutting four levels of management, Hayward also spoke publicly about his desire to
transform BP’s culture to one that was less risk averse. He believed that too many people were
making too many decisions leading to extreme cautiousness. “Assurance is killing us,” he told U.S.
staff in September of 2007.11
Despite Hayward’s concern about the company’s risk averse culture, in a relatively short period of
time, BP had transitioned from a small, state-sponsored company to one of the six largest non-stateowned oil companies in the world and, in the month before the Deepwater Horizon disaster, the
largest company listed on the London Stock Exchange. The transition required numerous mergers
6
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and acquisitions, and strict cost cutting measures. Along the way, BP’s organizational structure was
also dramatically transformed.
Organizational Strategy
BP in the late 1980s comprised several layers of management in a matrix structure that made it
difficult for anyone to make decisions quickly. In some cases, simple proposal changes required 15
signatures. At the same time, the company was overleveraged and its overall performance was
suffering.12 Robert Horton, who was appointed CEO in 1989, started a radical turnaround program in
an effort to cut $750 million from BP’s annual expenses. He removed several layers of management
and slashed the headcount at headquarters by 80. Horton also intended to increase the speed of
managerial decision-making and, thereby, the pace of business in general. Horton transformed
hierarchically structured departments into smaller, more flexible teams charged with maintaining
open lines of communication.13
Horton transferred decision-making authority away from the corporate center to the upstream and
downstream business divisions. While deep cuts were made to capital budgets and the workforce,
employees at all levels were encouraged to take responsibility and exercise decision-making
initiative. In 1992 David Simon was appointed CEO replacing Robert Horton. Simon continued
Horton’s policy of cost cutting, especially in staffing.
The biggest changes during this period occurred in BPX, which was led by John Browne. Building
upon his predecessors’ efforts, Browne, who envisioned creating a spirit of entrepreneurship among
his staff, extended decision-making responsibilities to employees at more levels in the organization.
Under the new strategy, decision-making authority and responsibility for meeting performance targets
was no longer held by BP’s regional operating companies, but by onsite asset managers.14 Asset
managers contracted with BP to meet certain performance targets and extended this practice among
all employees working on a given site. Employee compensation was tied to asset performance and the
overall performance of the site. The model, which was known as an “asset federation,” was later
applied across the company after Browne took over as CEO in 1995.
One tradeoff with the asset federation model was that because each site manager managed their
“asset” autonomously and was compensated for its performance, there was little incentive to share
best practices on risk management among the various BP exploration sites.15 There were also
downsides to a system in which a centralized body had little oversight over the setting of performance
targets, particularly in an industry where risk management and safety were essential to the long-term
success of an oil company. And BP had had its shares of safety breaches.
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Safety Issues at BP
In the mid-2000s, disaster struck BP twice within a 12-month period. The first happened on March
23, 2005 when an explosion at BP’s Texas City Refinery killed 15 people and injured another 180,
and resulted in financial losses exceeding $1.5 billion. BP commissioned James Baker, a former U.S.
secretary of state and oil industry lawyer, to write an investigative report on the Texas City tragedy.
One of the key findings highlighted in the Baker Report was that the company had cut back on
maintenance and safety measures at the plant in order to curtail costs, and that responsibility for the
explosion ultimately rested with company senior executives.16
Another concern outlined in the report was that while BP had emphasized personal safety and
achieved significant improvements, the company “has mistakenly interpreted improving personal
injury rates as an indication of acceptable process safety, creating a false sense of confidence.”17 The
report goes on to state the following:
The Panel’s refinery-level interviews, the process safety culture survey, and some BP documents
suggest that significant portions of the U.S. refinery workforce do not believe that process safety
is a core value at BP. As many of the refinery interviewees pointed out, and as some BP
documents and the process safety culture survey seem to confirm, one of the reasons for this
belief is that BP’s executive and corporate refining management have not communicated a
consistent and meaningful message about the importance of process safety and a firm conviction
that process accidents are not acceptable. The inability of many in the workforce to perceive a
consistent and meaningful corporate message about process safety is easy to understand given the
number of “values” that BP articulates:
•

•

BP’s 18 “Group values,” only one of which encompasses health and safety—the
company’s broad, aspirational goal of “no accidents, no harm to people, and no harm to
the environment.”
Four “Brand values,” which BP claims, “underpin everything we do”: being performance
driven, innovative, progressive, and green.

None of these relates to safety.
These messages to the BP workforce on so many values and priorities contribute to a dilution of
the effectiveness of any management message on process safety. This is consistent with a recent
observation from the organizational expert that BP retained under the 2005 OSHA settlement
relating to Texas City: There appears to be no one, over-arching, clearly-stated worksite policy at
Texas City, regardless of respondents’ answers. The BP stated policy on health and safety, “no

16
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accidents, no harm to people and no damage to the environment” is not widely known at Texas
City and points to a weak connection between BP Texas City and BP as a corporation. Safety
communication is viewed more as a function of particular individuals in Texas City versus a BPwide commitment.
Until BP’s management, from the Group Chief Executive down through the refinery
superintendents, consistently articulates a clear message on process safety, it will be difficult to
persuade the refining workforce that BP is truly committed on a long-term basis to process safety
excellence.18
In March 2006, as The Baker Report was being written, a second disaster struck BP, this time in
Alaska’s Prudhoe Bay, where more than 200,000 gallons of oil poured into the bay from a corroded
hole in the pipeline, making it the largest oil spill in Alaska.19 Inspectors found that several miles of
the steel pipe had corroded to dangerously thin levels. Alaskan state regulators had been warning BP
since 2001 that its management procedures were out of alignment with state regulations, and that
critical equipment needed to be better maintained.
BP took several actions in response to The Baker Report and other reports, including one that was
overseen by John Mogford, a senior group vice president of safety for BPX, on its safety. According
to Appendix F, a supplement to The Baker Report, these actions included:
•

•
•

Leadership visibility. John Browne, BP’s group chief executive, met with the company’s top
200 leaders to stress BP’s commitment to safety and communicate his expectations regarding
safety. Members of the new Safety and Operations organization visited BP’s U.S. refineries
and gave presentations regarding the importance of process safety and the importance of the
Mogford Report recommendations. Additionally, BP senior managers have attended town
hall meetings with employees to discuss safety issues. The chief executive, Refining and
Marketing, conducted meetings for all U.S. refining employees, and the president of BP
America conducted meetings and sent written communications to BP America employees
regarding safety issues.
Review of employee concerns. BP appointed retired United States District Judge Stanley
Sporkin to hear and review BP employee concerns.
Auditing. The Safety and Operations organization is creating an enhanced audit function,
including additional audit personnel and a number of external hires. BP has listed auditfinding closure as one element of a six-point plan for sustained development. The new audit
group is developing enhanced audit protocols to better assess actual operations against
applicable standards.
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•

Resources for plant, equipment, and systems. BP has announced that it has earmarked $7
billion over the next four years to upgrade all aspects of safety at its U.S. refineries and to
repair and replace infield pipelines in Alaska. The company has also announced $300 million
in funding and significant external input for process safety management renewal in refining.

	
  
Though some of these changes were company-wide, many were specific either to Texas City or the
refinery operations within BP.20 Still, BP executives clearly realized that when it came to safety, there
was room for improvement.21 Between June 2007 and February 2010, 97% (829 of 851) of the willful
safety violations by an oil refinery handed down by the Occupational Safety and Health
Administration went to two BP-owned refineries in Texas and Ohio.22
The Macondo Well Project
The Macondo Prospect was located 52 miles south of the port of Venice, Louisiana in the Gulf of
Mexico. At nearly 5,000 feet below sea level, the well demonstrated great potential for extracting oil,
but was also somewhat hazardous. Natural gas levels were high in the reservoirs, which made drilling
challenging.23
Drilling in deep water and ultra-deep water24 started to become economically profitable and
technically feasible on a large scale in the mid-2000s, due to higher world prices for crude oil and
improvements in drilling technology. The number of deep water rigs in the Gulf of Mexico increased
from just three in 1992 to 36 in 2008.25 Because of the complexities of deep water operations, creating
a productive deep water oil field was extremely expensive compared to shallow water oil drilling. But
the potential payoff was enticing. A well producing in shallow water might yield a few thousand
barrels of oil a day. By contrast, deep water wells could yield more than 10,000 barrels per day.26
BP acquired the rights to the Macondo Prospect from the U.S. Minerals Management Service in
March of 2009.27 As the oil industry regulator, the MMS issued permits to oil companies wanting to
drill on U.S. land or in U.S. waters. In exchange, it received royalty revenue from oil companies. BP
was the principal developer and operator of the prospect and held a 65% financial share in the
project.28 While BP maintained operational decision-making authority, Transocean employees, who
performed the majority of the work on the rig, had some decision-making authority over operations
20
21

Baker Report Appendix F – BP post Texas City Measures. p. F-1.
The BP U.S. Refineries Independent Safety Review Panel, 2007.

22

Pierre Thomas, Lisa A. Jones, Jack Cloherty, and Jason Ryan, “BP’s Dismal Safety Record,” ABC World News, May 27, 2010.

23

http://www.deepwaterinvestigation.com/external/content/document/3043/856507/1/7-23-10.pdf p. 70.

24

“Ultra-deep water” is considered water 5000 or more feet below sea level.

25

Lesley D. Nixon et al, “Deepwater Gulf of Mexico 2009: Interim Report of 2008 Highlights,” OCS Report (New Orleans: U.S. Department of the Interior
Minerals Management Service Gulf of Mexico OCS Region), May 2009.
26
Fred H. Bartlit, Jr., Chief Counsel, National Commission on the BP Deepwater Horizon Oil Spill and Offshore Drilling. Macondo Gulf Oil Disaster Chief
Counsel’s Report 2011, February 17, 2011.
27

“Macondo,” SUBSEAIQ, (http://www.subseaiq.com/Data/Project.aspx?project_Id=562) accessed October 10, 2010.

28

BP’s financial partners for Macondo were Texas-based Anadarko Petroleum Corporation which owned a 25% share, and MOEX Offshore 2007, a unit of
Japan-based Mitsui, which owned a 10% share.
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and maintenance. BP started drilling the Macondo well in October of 2009. Drilling, however, was
interrupted in the aftermath of Hurricane Ida. BP commenced drilling on February 3, 2010 leasing
Transocean’s Deepwater Horizon rig.29
Transocean charged BP approximately $500,000 per day to lease the rig, plus roughly the same
amount in contractor fees.30 BP originally estimated that drilling the Macondo well would take 51
days and cost approximately $96 million. By April 20, 2010 the rig was already on its 80th day on
location and had far exceeded its original budget. 31
The Deepwater Horizon Rig
The Deepwater Horizon rig came with a long list of maintenance issues. In September 2009, BP
conducted a safety audit on the rig, which was in use at another BP drilling site at the time. The audit
identified 390 repairs that needed immediate attention and would require more than 3,500 hours of
labor to fix.32 It was later learned that the Deepwater Horizon had not gone to dry-dock for nine years
previous to the disaster and never stopped working at any point between the September 2009 audit
and April 20, 2010.33
As Transocean’s Chief Electronics Technician Mike Williams experienced, the crew had to be adept
at developing workarounds in order to maintain the function of the rig. Williams was responsible for
maintaining the Drilling Chairs — the three oversight computers that controlled the drilling
technology. These computers, operating on a mid-1990s era Windows NT operating system, would
frequently freeze. If Chair A went down the driller would have to go to Chair B in order to maintain
control of the well. If somehow all three chairs went down at once, the drill would be completely out
of control.34 Williams frequently reported the software problems and the need to have them fixed.35
Despite the hazards of the Macondo well site, the known maintenance issues on the rig, and the
setbacks that had caused the project to be over budget, BP felt confident that it had found oil.
However, since the Deepwater Horizon was an exploratory vessel, the crew was under orders to close
the well temporarily36 and return later with another rig to extract the oil.

29

“Macondo,” SUBSEAIQ, (http://www.subseaiq.com/Data/Project.aspx?project_Id=562) accessed October 10, 2010.

30

Ben Casselman and Russell Gold, “BP Decisions Set Stage for Disaster,” Wall Street Journal, May 27, 2010.

31

BP, GOM Exploration Wells Me 252 #1 - Macondo Prospect Well information (Sept 2009) (BP-HZN-CEC008714)
(http://energycommerce.house.gov/documents/20100614).
32

Robbie Brown, “After Another Close Call, Transocean Changed the Rules,” The New York Times, August 16, 2010.

33

Ibid; Testimony from Michael Williams, The Joint United States Coast Guard/The Bureau of Ocean Energy Management, “FUSCG/BOEM Marine Board of
Investigation into the marine casualty, explosion, fire, pollution, and sinking of mobile offshore drilling unit deepwater horizon, with loss of life in the Gulf of
Mexico 21-22 April 2010,” Transcript, July 23, 2010, p. 153.
34

Ibid, pp. 42-44.

35

Ibid, pp. 98-102.

36

“Temporary abandonment” is the industry term for temporarily closing but not plugging a well.
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Anatomy of a Disaster
While the process of closing a well is always complex, closing the Macondo well proved particularly
so due to competing interests of cost, time and safety, as well as the number of people and
organizations involved in the decision-making process. (See Exhibit 1.) As one example, 11
companies37 played a role in the construction of the casing38 for the Macondo well, all with different
responsibilities for various aspects of setting the well. Halliburton, for instance, was responsible for
cement-related decisions, although many of these decisions were contingent on decisions made by BP
managers on well design.
Adding to the complexities of decision making on the Deepwater Horizon was the fact that many of
BP’s decision makers for the Macondo well had only been in their positions for a short time before
disaster struck. See Figure 1.
Figure 1

Deepwater Horizon Chain of Command
Name

Title

Days/Months in Position

Patrick O’Bryan

VP, Drilling and
Completions, Gulf
of Mexico
Wells Manager

3 months

Drilling Operations
Manager
Well Site Leader

18 days

Drilling
Engineering Team
Leader

18 days (took David Sims’s
previous position)

David Rich
David Sims
Robert Kaluza
Greg Walz

6 months

4 days

Note: Exhibit 2 is a corrected version based on court testimonies that includes full names and titles.
Source: BP as presented at the hearings of the US Coast Guard and the Interior Department’s Bureau of Ocean Management,
Regulation and Enforcement, August 26, 2010.

As the Deepwater Horizon Disaster was dissected in various public forums, questions arose as to
whether, in concert with the chaotic mix of decision makers, three key decisions on closing the
Macondo well played a role in the downing of the 33,000 ton oil rig. (U.S. Congressional
Representatives Henry Waxman and Bart Stupak called out these decisions in a letter dated June 14,
2010 to BP CEO Tony Hayward just days before his testimony before the Subcommittee on
Oversight and Investigations. See Exhibit 3.)

37

BP, Weatherford, Hydril, Allamon, Blackhawk, Halliburton, Schlumberger, Sperry, M-I SWACO, Nexen, and K&B.

38

Casing is the lining of the drilled well hole. Ensuring a sound casing is essential to preventing any oil or gas leakage and maintaining the well as a resource
for future oil production.

Rev. April 3, 2012

9

BP AND THE DEEPWATER HORIZON DISASTER OF 2010
Christina Ingersoll, Richard M. Locke, Cate Reavis

Well Casing
Deep water wells are drilled in sections. The process of deep water drilling involves drilling through
rock at the bottom of the ocean, installing and cementing casing to secure the well hole, then drilling
deeper and repeating the process. On April 9, 2010, the crew of the Deepwater Horizon finished
drilling the last section of the well, which extended 18,360 feet below sea level and 1,192 feet below
the casing that had previously been inserted into the well.39
During the week of April 12, BP project managers had to decide how best to secure the well’s final
1,192-foot section. One option involved hanging a steel tube called a liner from a liner hanger on the
bottom of the casing already in the well and then inserting another steel liner tube called a “tieback”
on top of the liner hanger. The liner/tieback casing option provided four barriers of protection against
gas and oil leaks getting into the well accidentally. These barriers included the cement at the bottom
of the well, the hanger seal that attaches the liner to the existing casing in the well, the cement that
secures the tieback on top of the liner, and the seal at the wellhead.40
The other casing option, known as “long string casing,” involved running a single string of steel
casing from the seafloor all the way to the bottom of the well. (Both options are depicted in Figure
2.) Long string casing provided two barriers to the flow of gas up the annular space that surrounded
the casing: the cement at the bottom of the well and the seal at the wellhead. Compared to the liner
tie-back option, the long string casing option took fewer days to install.
Figure 2

Diagram of a Liner

Note: A liner completion incorporates a short casing string,
hung off from a predetermined point in the intermediate
casing string. This provides several benefits, including
reduced material cost and greater flexibility in the selection
of completion components in the upper wellbore area.

Diagram of a Casing String

Note: Pipe is run into the wellbore and
cemented in place to protect aquifers, to
provide pressure integrity and to ensure
isolation of producing formations.

Source: Schlumberger.

39

BP, PowerPoint Presentation, Washington Briefing, Deepwater Horizon Interim Incident Investigation, May 24, 2010.

40

Briefing by Tommy Roth, Vice President of Cementing, Halliburton, to House Committee on Energy and Commerce Staff (June 3, 2010); Halliburton,
PowerPoint Presentation, Energy and Commerce Committee Staff Briefing (June 3, 2010).
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The decision about which casing design to use changed several times during the month of April. A
BP Forward Plan Review from mid-April 2010 recommended against using long string casing
because of the inherent risks of having fewer gas barriers. But internal communications within BP
indicated the company was actually leaning towards using the long string casing option. On March
25, 2010, Brian Morel, a BP drilling engineer, emailed Allison Crane, a materials management
coordinator for BP, that choosing long string casing “saves a lot of time ... at least 3 days…” On
March 30, he emailed Sarah Dobbs, the BP completions engineer, and Mark Hafle, another BP
drilling engineer, that “not running the tieback ... saves a good deal of time/money.”41 On April 15,
BP estimated that using a liner instead of the long string casing “will add an additional $7 - $10
million to the completion cost.”42
A few days after BP completed the first version of its Forward Plan Review, the company released a
revised version which referred to the long string casing option as “the primary option” and the liner as
“the contingency option.”43 Like the earlier version of the Forward Plan Review, this version
acknowledged the risks of long string casing, but considered it the “best economic case and well
integrity case for future completion operations.”44
Centralizers
In closing up the well, BP was responsible for cementing in place the steel pipe that ran into the oil
reservoir. The cement would fill the space between the outside of the pipe and surrounding rock,
allowing a more uniform cement sheath to form around the pipe, while preventing any gas from
flowing up the sides. Centralizers are special brackets that are used to help keep the pipe centered.
To help inform decision-making on the well pipe centralization, BP hired Halliburton, the cementing
contractor, to run technical model simulations and cement lab tests. Jesse Marc Gagliano was the
Halliburton account representative for BP. He worked in BP’s Houston office and was on the same
floor as the BP Macondo well management team of John Guide, who was part of the operations unit,
and Brett Cocales, Brian Morel, and Mark Hafle who were part of the engineering unit.45 Gagliano
also worked with the Halliburton crew members on the rig to advise them on logistics and ordering
products.
One of Gagliano’s chief responsibilities was running the OptiCem model, a multi-factor simulation
designed to help predict potential gas flow that might interfere with getting a good cement job on a
well site. The OptiCem model, considered highly reliable, took data inputs from BP engineers and
41

http://energycommerce.house.gov/documents/20100614/BP-March30.Email-string.costs.less.than.tieback.pdf.

42

BP, Drilling & Completion MOC Initiate (Apr. 15, 2010) (BP-HZN-CEC021656).

43

http://energycommerce.house.gov/documents/20100614/BP-Production.Casing.TA.Options-String.Again.Best.Option.pdf.

44

Ibid.

45

http://www.deepwaterinvestigation.com/external/content/document/3043/903579/1/USCGHEARING%2024_Aug_10.pdf Ibid; Testimony from Jesse Marc
Gagliano, The Joint United States Coast Guard/The Bureau of Ocean Energy Management, “FUSCG/BOEM Marine Board of Investigation into the marine
casualty, explosion, fire, pollution, and sinking of mobile offshore drilling unit deepwater horizon, with loss of life in the Gulf of Mexico 21-22 April 2010,”
Transcript, August 24, 2010, p. 242.
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evaluated the likely effectiveness of various well designs. As he explained in his testimony before
The Joint United States Coast Guard/Bureau of Ocean Energy Management, Regulation and
Enforcement hearing, “It is a model. It is as good as the information you put into it. So the more
accurate information you have, the more accurate the output will be.”46 After running the model,
Gagliano discovered that if BP used only six centralizers, as was planned, the risk for gas flow
problems was quite significant. He found that at least 21 centralizers would be needed to significantly
lower the risk.47
Though nothing was written down, court testimony revealed that on April 15, Gagliano had discussed
the modeling results with Morel, Hafle, Cocales, and Greg Walz, BP’s drilling engineering team
leader, in their Houston office. During their discussion, Gagliano expressed concern that the OptiCem
results indicated a very high risk that the cement job would encounter “channeling.”48 BP’s Morel,
however, questioned the reliability of the results because some of the earlier outputs related to
compression factors in the well were different than what the crew engineers measured onsite.49
According to Gagliano, the group spent much of the morning trying to figure out the best way to use
the centralizers they did have. After their meeting, a series of emails were exchanged, leading off with
one from Morel at 4:00pm on Thursday, April 15.

A few hours after Morel sent his email, Walz wrote a lengthy email to Guide, the Macondo well
operations manager, expressing his concern about using just six centralizers.

46

Ibid. p. 273.

47

Ibid, p. 296.

48

Channeling occurs when you do not get a full circulation of cement to displace the drilling mud. Some of the mud will be left behind. In any place where
there is mud left in place, it will prevent a proper cement bond. This problem would appear in a cement bond log. To solve the problem, a tool is sent down the
well pipe to puncture the pipe and insert additional cement.
49
http://www.deepwaterinvestigation.com/external/content/document/3043/903579/1/USCGHEARING%2024_Aug_10.pdf; Testimony from Jesse Marc
Gagliano, The Joint United States Coast Guard/The Bureau of Ocean Energy Management, “FUSCG/BOEM Marine Board of Investigation into the marine
casualty, explosion, fire, pollution, and sinking of mobile offshore drilling unit deepwater horizon, with loss of life in the Gulf of Mexico 21-22 April 2010,”
Transcript, August 24, 2010 p. 296.
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Guide responded to Walz’s email early in the afternoon on Friday, April 16, expressing concern about
the decision made by his supervisor, David Sims, to order additional centralizers.

Draft: October 13, 2010
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When asked in court why he would ever question the OptiCem model’s results, Guide responded,
“There were several reasons, first of all, it’s a model, it’s a simulation, it’s not…the real thing. From
past experiences sometimes it’s right and sometimes it’s wrong. And I also know in this particular
case…they made reference to having to tinker with it to try to get some of the results that were
reasonable.”50
Meanwhile, Morel had gotten 3D profile information on the well hole, which indicated that it was
actually very straight: 6/10ths of a degree off of vertical. In an email to Cocales, Morel questioned
Gagliano’s recommendation to use more centralizers. He believed doing so could slow down the
process of sealing and cementing the well.51

Based on the information about the straightness of the well hole, Cocales believed that despite the
OptiCem model’s results, additional centralizers would only add a small additional measure of
safety.52 In his reply to Morel, Cocales indicated he was in agreement with Guide.

As it turned out, the additional centralizers that Sims gave the green light to order were a “slip-on”
variety that took more time to install on a pipe, and were considered risky because of fears they might
come off during installation and get stuck in the casing above the well-head.53 As a result, Guide and
50

http://www.deepwaterinvestigation.com/external/content/document/3043/856503/1/7-22-10.pdf, p. 69.

51

http://www.deepwaterinvestigation.com/external/content/document/3043/903599/1/USCGHEARING%2027_Aug_10.pdf, p. 27.

52

Ibid, pp. 27, 249-250.

53

Ibid, p. 191.
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Walz decided not to use any additional centralizers. Gagliano later learned of their decision from
another Halliburton employee who was on board the Deepwater Horizon.54 In his witness testimony
to The Joint United States Coast Guard/Bureau of Ocean Energy Management, Regulation and
Enforcement hearing in July 2010, Guide revealed that no one had considered postponing or putting a
stop work order on the cement job until centralizers of the right kind were located.55
On April 18, two days after Guide and Walz decided not to use the additional centralizers, Gagliano
sent the formal report of the OptiCem results as an email attachment to the Macondo well
management team. Page 18 of the report included the following observation: “Gas Flow Potential,
10.29 at Reservoir Zone Measured Depth, 18200.0. Based on the well analysis of the above outlined
well conditions, this well is considered to have a SEVERE gas flow problem. Wells in this category
fall into Flow Category 3.”56 However, the text of the email that Gagliano sent to the BP managers on
April 18 did not say anything about the hazards of the Macondo well. Cocales and Guide later
testified that neither had read page 18 – both had merely skimmed the report for the information they
were most interested in.57
Circulating Mud and the Cement Bond Log
The whole process of cementing an oil well is notoriously tricky. A 2007 study by the MMS found
that cementing was the single most significant factor in 18 of 39 well blowouts in the Gulf of Mexico
over a 14-year period.58
Before cementing a well, it is common industry practice to circulate the drilling mud through the
well, bringing the mud at the bottom all the way up to the drilling rig. This procedure, known as
“bottoms up,” allows workers to check the mud to see if it is absorbing gas leaking in. If so, the gas
has to be separated out before the mud can be re-submerged into the well. According to the American
Petroleum Institute, it is cementing best practice to circulate the mud at least once.59 In the case of the
Macondo well, BP estimated that circulating all the mud at 18,360 feet would take anywhere from six
to 12 hours. According to the drilling logs from Monday, April 19, mud circulation was completed in
just 30 minutes.60
In concert with the decision to do a partial circulation, BP managers chose not to run a test called a
“cement bond log” to check the integrity of the cement job after it was pumped into the well, despite
Gagliano’s warnings of potential channeling. Workers from Schlumberger had been hired to perform
a cement bond log if needed,61 but on the morning of Tuesday, April 20, about 12 hours before the
54

http://www.deepwaterinvestigation.com/external/content/document/3043/903579/1/USCGHEARING%2024_Aug_10.pdf, p. 333.

55

http://www.deepwaterinvestigation.com/external/content/document/3043/856503/1/7-22-10.pdf, p. 363.

56

http://www.deepwaterinvestigation.com/external/content/document/3043/903599/1/USCGHEARING%2027_Aug_10.pdf, p. 23.

57

Ibid; http://www.deepwaterinvestigation.com/external/content/document/3043/856503/1/7-22-10.pdf, p. 271.

58

Chris Morrison, “Gulf Oil Spill: Who’s to Blame? BP, Halliburton and the Feds are All Implicated,” CBS Interactive Business Network, May 3, 2010.

59

Ben Casselman and Russell Gold, “BP Decisions Set Stage for Disaster,” Wall Street Journal, May 27, 2010.

60

http://energycommerce.house.gov/documents/20100614/BP-Daily.Operations.Report.4.18.10.pdf.

61

http://energycommerce.house.gov/documents/20100614/Schlumberger.MC.252.Timeline.pdf.
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blowout, BP told the Schlumberger workers their services would not be needed.62 According to
Schlumberger’s contract, BP would pay a cancellation fee equal to 7% of the cost of having the
cement bond log and mechanical plug services completed. See Figure 3.
Figure 3

Costs and Cancellation Costs for Schlumberger’s Services

Equipment and Labor

Estimated Cost if Performed

Actual Cost upon Cancellation

Cement bond log
Mechanical plug

$128,258.77
$53,075.06

$10,165.43
$1,870.01

Source:http://energycommerce.house.gov/documents/20100614/SchlumbergerCost.of.Completing.Cement.Bond.Log.v.Canceled.Contingency.pdf

BP and the engineers on site had used a decision tree, a system of diagnostic questions to define
future actions, to determine whether they would need to perform a cement bond log. (See Exhibit 4.)
BP ultimately followed their own decision tree accurately, but when reviewed in court, it was pointed
out that there could have been channeling in the well pipe during the cement job. Channeling was
considered highly likely given that far fewer centralizers were used than what the OptiCem model had
recommended. Such mud-cement channeling would not have been picked up in the diagnostic tests
listed in BP’s decision tree.63 In fact, the only way to accurately diagnose a bond failure due to
channeling was with a cement bond log.64 However, when asked in court about the decision not to
run a cement bond log despite seeing a loss return of 3,000 barrels of drilling mud,65 Mark Hafle, one
of BP’s drilling engineers, responded that the model he had from Halliburton indicated that the
cement job should be fine.66 He also went on to explain that a cement bond log would be done at
some point on this well, but that it was usually done pre-production:
So, that cement bond log is an evaluation tool that is not always 100% right. There’s many factors
that can affect its quality. It’s not a quantitative tool. It does not tell you the exact percentage of
cement at any given point. … It’s a tool in the engineering tool box that has to be used with a bit
of caution. But if it shows there’s no cement two or three years from now when we come to do
the completion we will do a remedial cement job on that casing.67
Fallout from the Disaster
The impact of the Deepwater Horizon explosion and the subsequent Macondo well oil leak was
devastating on a number of fronts, the most obvious being the death of 11 crew members and the
injuries sustained by another 17.
62
63
64

Ibid.
http://www.deepwaterinvestigation.com/external/content/document/3043/903579/1/USCGHEARING%2024_Aug_10.pdf, p. 270.
Ibid, p. 271.

65

A “loss return” happens when the amount of spacer fluid (drilling mud in this case) expected to be displaced by the well cement is not returned to the rig,
indicating a leak somewhere in the well hole system.
66

Mark Hafle’s testimony before the Coast Guard Joint Commission, May 28, 2010, p. 46.

67

Ibid, p. 96.
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The environmental damage from the oil spill was extensive, with 25 national wildlife refuges in its
path.68 Oil was found on the shores of all five Gulf States,69 and was responsible for the death of many
birds, fish, and reptiles. The total amount of impacted shoreline in Louisiana alone grew from
287 miles in July to 320 miles in late November 2010.70 Unlike conditions with the Alaskan ExxonValdez oil spill, the contaminated Gulf shoreline was not rock but wetland. Grasses and loose soil, a
perfect sponge for holding oil, dominated wetland ecosystems. The spill also occurred during
breeding season for pelicans, shrimp, and alligators, and most other Gulf coast species. Ecologists
anticipated that entire generations of these animals could be lost if they were contaminated with oil.71
In terms of direct economic damages, the sinking of the Deepwater Horizon rig represented a $560
million loss for Transocean and Lloyds of London, the insurance company which had unwritten the
rig.72 The unprecedented loss of an entire semi-submersible rig was predicted to change underwriting
policies for all oil rigs. As one underwriter noted, “It’s never happened that a semi could burn into the
sea and completely sink. Now underwriters have to include that as a risk. That’s probably $10,000 to
$15,000 more per day in rig insurance. They’ll make it up by charging more on a per-rig basis.”73
BP’s price tag for the lost oil — five million barrels at the average market crude oil price (for April
20, 2010 through July 15, 2010) of $74.81 per barrel74— was $374 million. In addition, if a federal
court ruled that the company was grossly negligent, BP could face up to $3.5 billion in fines, or
$4,300 per spilled barrel.75 Of course the company’s losses didn’t end there. On April 15, five days
before the disaster, BP’s stock was trading on the NYSE at $60.57 and on June 25, it hit a 14-year
low of $27.02.76 In addition to the frustration felt by shareholders and the public at large that the
company had failed at several attempts to stop the leak, they were also unimpressed with BP’s PR
strategy, citing skepticism over the company’s offer to pay fishermen if they signed a waiver
promising not to sue the company.77
Alongside those companies directly involved with the Macondo well project, the Deepwater Horizon
disaster affected the oil industry as a whole. On May 28, 2010, Secretary of the Interior Ken Salazar
issued a moratorium on all deep water oil drilling in U.S. waters.78 The purpose of the moratorium
was to allow time to assess the safety standards that should be required for drilling, and to create

68

Standard and Poor’s Industry Surveys: Oil & Gas, Production and Marketing. August, 2010.

69

Juan A. Lozano, “Tar Balls in Texas Mean Oil Hits All 5 Gulf States,” The Associated Press, July 6, 2010.

70

Bowermaster, Jon, “Measuring the extent of oil spillage,” Gadling, November 29, 2010.

71

David A. Fahrenthold and Juliet Eilperin, “Scientists Watch for Environmental Effects of Gulf of Mexico Oil Spill,” Washington Post, May 1, 2010.

72

“Chilean Earthquake and Deepwater Horizon,” Lloyds Press Release, May 26, 2010.

73

Ford Gunter, “An Explosive Situation,” Porfolio.com, April 28, 2010.
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Calculated based on data from U.S. Energy Information Administration, “Petroleum Navigator,” (http://www.eia.doe.gov/dnav/pet/) accessed October 10,
2010.
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strategies for dealing with wild wells79 in deep water. Government analysts estimated that about 2,000
rig worker jobs were lost during the moratorium and that total spending by drilling operators fell by
$1.8 billion. The reduction in spending led to a decline in employment—estimates indicated a
temporary loss of 8,000 to 12,000 jobs in the Gulf Coast80—and income for the companies and
individuals that supplied the drilling industry. The moratorium also reduced U.S. oil production by
about 31,000 barrels per day in the fourth quarter of 2010 and by roughly 82,000 barrels per day in
2011. This loss, however, was not large relative to total world production, and was not expected to
have a discernable effect on the price of oil.81 The moratorium, originally intended to last until the end
of November, was lifted in mid-October 2010.82
The economic losses also extended to the thousands of coastal small business owners including
fishermen, shrimpers, oystermen, and those whose livelihood depended in whole or in part on fishing
or tourism. The tourism industries in Alabama, Louisiana, and Florida were particularly hard hit.
Ironically, analysts had previously predicted that tourism in the Gulf region, which was devastated by
Hurricane Katrina in 2005, would return to pre-Katrina levels in 2010.83 Between the energy, fishing,
shrimping, and tourism industries, the Gulf region lost an estimated 250,000 jobs in 2010.84
In anticipation of the economic aftershocks that would be felt from the oil spill, BP pledged to
compensate those individuals whose livelihoods would be affected. On June 16, 2010, in agreement
with the U.S. government, the company established the Gulf Coast Claims Facility (GCCF), an
escrow fund of $20 billion to pay for the various costs arising from the oil spill. GCCF staff evaluated
the claims of companies and individuals who suffered demonstrable damages from the oil spill. The
fund was also intended to pay municipalities, counties, and state organizations for lost tax revenue or
additional clean-up costs.85 Kenneth Feinberg, who led the September 11 Victim Compensation Fund,
was appointed to oversee the GCCF.
By February 28, 2011, the GCFF had received over 500,000 claims, and 170,000 people and
businesses had been paid over $3.6 billion. Some people accused the facility of not acting quickly
enough to process claims and make payments. In response, the GCCF increased transparency of the
system and hired staff in the Gulf to answer questions from applicants in person.86 The GCCF was
scheduled to remain in place until August 2013.87
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Conclusion
As of early 2011, investigations into the actual causes of the Deepwater Horizon disaster were
ongoing, and the various parties involved in the Macondo well project were engaged in a highly
publicized finger pointing exercise. The three major decisions on closing the Macondo well involving
the well casing, the number of centralizers used, and the decision not to perform a cement bond log
may have contributed to the conditions that caused the well to blow out.
Regardless of what the ultimate causes are found to be, the conditions on the Deepwater Horizon, and
the culture and organizational architecture of BP and its relationships with its contractors is worth
examining. Each of the three decisions discussed above, as well as decisions on how to convey
dangerous model results and earlier decisions about how best to structure incentive systems, may
have played a role in the outcome. Throughout the decision making process, we see some actors who
were advocates of caution over cost, for fixing problems even when inconvenient. Yet court
testimony indicates that the three key decisions, and perhaps others as well, came down on the side of
cost-reduction and expediency, over caution.
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Exhibit 1

Companies Involved with Deepwater Horizon Rig

BP

Transocean
Cameron

Halliburton

Hyundai
Anadarko

World's third largest oil company, headquartered in London; project
operator with a working interest in the well; hired Transocean's rig to
drill the well.
World's largest offshore drilling operator, based in Switzerland and
Houston; owned an operated the rig.
Houston-based manufacturer of oil and gas industry equipment;
provided the rig with a blowout preventer -- a devise designed to stop
uncontrolled flow of oil or gas -- but the part apparently failed to
operate.
Oilfield services company based in Houston and Dubai; provided
several services to the rig, including cementing on the well to stabilize
its walls.
South Korean company is the world's largest shipbuilder; built the
Deepwater Horizon, completed in 2001.
Anadarko, a large, independent, Texas-based petroleum company; has
nonoperating interest in the well.

Source: Reuters, Hoovers, the companies as published in Daniel Chang and Jennifer Lebovich’s “Gulf Oil Spill Overview,”
McClatchy Newspapers, May 15, 2010.
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Exhibit 3

Excerpt of Letter to BP CEO Tony Hayward

On June 14, 2010 Chairmen Henry A. Waxman and Bart Stupak sent a letter to Tony Hayward, Chief Executive
Officer of BP, prior to his testifying before the Committee, detailing the questions the investigation has raised
about BP decisions in the days and hours before the Deepwater Horizon explosion.
Mr. Tony Hayward
Chief Executive Officer
BPPLC
I St. James's Square
London SWI Y 4PD
United Kingdom
June 14, 2010
Dear Mr. Hayward:
We are looking forward to your testimony before the Subcommittee on Oversight and Investigations on
Thursday, June 17, 2010, about the causes of the blowout of the Macondo well and the ongoing oil spill disaster
in the Gulf of Mexico. As you prepare for this testimony, we want to share with you some of the results of the
Committee's investigation and advise you of issues you should be prepared to address.
The Committee's investigation is raising serious questions about the decisions made by BP in the days and
hours before the explosion on the Deepwater Horizon. On April 15, five days before the explosion, BP's drilling
engineer called Macondo a "nightmare well." In spite of the well's difficulties, BP appears to have made
multiple decisions for economic reasons that increased the danger of a catastrophic well failure. In several
instances, these decisions appear to violate industry guidelines and were made despite warnings from BP's own
personnel and its contractors. In effect, it appears that BP repeatedly chose risky procedures in order to reduce
costs and save time and made minimal efforts to contain the added risk.
At the time of the blowout, the Macondo well was significantly behind schedule. This appears to have created
pressure to take shortcuts to speed finishing the well. In particular, the Committee is focusing on five crucial
decisions made by BP: (I) the decision to use a well design with few barriers to gas flow; (2) the failure to use a
sufficient number of "centralizers" to prevent channeling during the cement process; (3) the failure to run a
cement bond log to evaluate the effectiveness of the cement job; (4) the failure to circulate potentially gasbearing drilling muds out of the well; and (5) the failure to secure the wellhead with a lockdown sleeve before
allowing pressure on the seal from below. The common feature of these five decisions is that they posed a tradeoff between cost and well safety.
Well Design. On April 19, one day before the blowout, BP installed the final section of steel tubing in the well.
BP had a choice of two primary options: it could lower a full string of "casing" from the top of the wellhead to
the bottom of the well, or it could hang a "liner" from the lower end of the casing already in the well and install
a "tieback" on top of the liner. The liner-tieback option would have taken extra time and was more expensive,
but it would have been safer because it provided more barriers to the flow of gas up the annular space
surrounding these steel tubes. A BP plan review prepared in mid-April recommended against the full string of
casing because it would create "an open annulus to the wellhead" and make the seal assembly at the wellhead
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the "only barrier" to gas flow if the cement job failed. Despite this and other warnings, BP chose the more risky
casing option, apparently because the liner option would have cost $7 to $10 million more and taken longer.
Centralizers. When the final string of casing was installed, one key challenge was making sure the casing ran
down the center of the well bore. As the American Petroleum Institute's recommended practices explain, if the
casing is not centered, "it is difficult, if not impossible, to displace mud effectively from the narrow side of the
annulus," resulting in a failed cement job. Halliburton, the contractor hired by BP to cement the well, warned
BP that the well could have a "SEVERE gas flow problem" if BP lowered the final string of casing with only
six centralizers instead of the 21 recommended by Halliburton. BP rejected Halliburton's advice to use
additional centralizers. In an e-mail on April 16, a BP official involved in the decision explained: "it will take
10 hours to install them. ... I do not like this." Later that day, another official recognized the risks of proceeding
with insufficient centralizers but commented: "who cares, it's done, end of story, will probably be fine."
Cement Bond Log. BP's mid-April plan review predicted cement failure, stating "Cement simulations indicate it
is unlikely to be a successful cement job due to formation breakdown." Despite this warning and Halliburton's
prediction of severe gas flow problems, BP did not run a 9- to 12-hour procedure called a cement bond log to
assess the integrity of the cement seal. BP had a crew from Schlumberger on the rig on the morning of April 20
for the purpose of running a cement bond log, but they departed after BP told them their services were not
needed. An independent expert consulted by the Committee called this decision "horribly negligent."
Mud Circulation. In exploratory operations like the Macondo well, wells are generally filled with weighted mud
during the drilling process. The American Petroleum Institute (API) recommends that oil companies fully
circulate the drilling mud in the well from the bottom to the top before commencing the cementing process.
Circulating the mud in the Macondo well could have taken as long as 12 hours, but it would have allowed
workers on the rig to test the mud for gas influxes, to safely remove any pockets of gas, and to eliminate debris
and condition the mud so as to prevent contamination of the cement. BP decided to forego this safety step and
conduct only a partial circulation of the drilling mud before the cement job.
Lockdown Sleeve. Because BP elected to use just a single string of casing, the Macondo well had just two
barriers to gas flow up the annular space around the final string of casing: the cement at the bottom of the well
and the seal at the wellhead on the sea floor. The decision to use insufficient centralizers created a significant
risk that the cement job would channel and fail, while the decision not to run a cement bond log denied BP the
opportunity to assess the status of the cement job. These decisions would appear to make it crucial to ensure the
integrity of the seal assembly that was the remaining barrier against an influx of hydrocarbons. Yet, BP did not
deploy the casing hanger lockdown sleeve that would have prevented the seal from being blown out from
below.
These five questionable decisions by BP are described in more detail below. We ask that you come prepared on
Thursday to address the concerns that these decisions raise about BP's actions.
The Committee's investigation into the causes of the blowout and explosion on the Deepwater Horizon rig is
continuing. As our investigation proceeds, our understanding of what happened and the mistakes that were
made will undoubtedly evolve and change. At this point in the investigation, however, the evidence before the
Committee calls into question multiple decisions made by BP. Time after time, it appears that BP made
decisions that increased the risk of a blowout to save the company time or expense. If this is what happened,
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BP's carelessness and complacency have inflicted a heavy toll on the Gulf, its inhabitants, and the workers on
the rig.
During your testimony before the Committee, you will be asked about the issues raised in this letter. This will
provide you an opportunity to respond to these concerns and clarify the record. We appreciate your willingness
to appear and your cooperation in the Committee's investigation.
Sincerely,
Henry A. Waxman, Chairman, Committee on Energy and Commerce
Bart Stupak, Chairman, Subcommittee on Oversight and Investigations
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Exhibit 4

BP’s Cement Bond Log Decision Tree

Source: Casewriter.
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Appendices
Appendix 1

Petroleum Value Chain

Source: Casewriter.
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Appendix 2

Macondo Well Design Diagram with Predicted Problem Sites

Source: BP. Deepwater Horizon Accident Investigation Report Appendix C. September 8, 2010.
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Appendix 3

Source: http://media.nola.com/2010_gulf_oil_spill/photo/six-steps-that-doomed-the-rigjpg-bd73481b6f076ab0.jpg
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Appendix 4

BP Organizational Chart 2007

Source: Prepared for the Chemical Safety Board Final Investigation Report for the Texas City Disaster, March 20, 2007.
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Sink or SWIM
Lauren Ankeles, Marine Graham, Roberta Pittore and Priyanka Ramamurthy

How could a sunny February afternoon take such a turn for the worse? The clock ticked in the MIT
Sloan Student Life Office (SLO), where the three Sloan Women in Management (SWIM) club copresidents and two conference directors were gathered.1 SWIM’s 3rd annual conference, 11 months in
the making, was scheduled to take place the next day. A winter storm was looming, with weather
predictions varying widely from three to 50 inches of snow in the next 48 hours. It was almost
2:00pm and a decision had to be made – setup was slated to begin in minutes, and speakers were
boarding their flights for Boston. Should the conference be canceled, modified, or go forward as
planned?
SLO Associate Director Marco Esquandolas looked at the five women seated in front of him and
asked, “Ladies, what is your final call?”
Background on SWIM
The Sloan Women in Management club was founded in the 1980s and had become one of the largest
clubs at MIT Sloan. The organization’s primary goals were to create an inviting and supportive
community for all Sloan women; advance the careers of current female Sloan students; work with
faculty, administrators, and the greater business community to increase opportunities for women in
business; and, attract top female students to MIT Sloan.
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In an effort to meet all of these goals and cater to the broadest set of women, SWIM hosted a variety
of year-long programming including networking events, speaker series, professional development
workshops, mentorship programs, and community building events. In addition, the club held three
flagship events, one of which was an annual conference where students could dialogue with leading
women in business. As of February 2013, SWIM had approximately 300 members,2 550 Facebook
fans, 640 Twitter followers, 270 LinkedIn group members, and 300 individuals on the alumnae
mailing list.
The annual conference had quickly become the organization’s largest event, despite its inception just
two years earlier. After the relatively small-scale initial conference featuring panelists primarily from
the MIT Sloan community, the 2012 conference directors sought to create the gold standard in
women’s business conferences. The “Innovating through Adversity” 2012 conference brought several
renowned speakers including Fortune 500 CEO Laura Sen (BJ’s) and VP of Google
Local/Maps/Localization Marissa Mayer to a sold-out crowd of over 400 attendees. All who
participated hailed the conference a tremendous success. Male and female students who attended
agreed that of the roughly 30 annual MIT Sloan conferences, SWIM’s was the best conference of the
year.
There was strong support and interest from the administration due to the high profile of 2012’s
conference. As SLO Director Christine Pugh noted, “The 2012 conference knocked it out of the park
– probably based on some learnings from the 2011 conference. I heard it was just phenomenal,
enough people really raved about it that I’m very confident in saying that.”
The 2013 Conference Leadership Team
The 2013 SWIM club co-presidents, Rachel, Lea, and Tarini, were eager to build on the previous
year’s success and, immediately after their election to their leadership roles in February 2012, they
began planning for the 2013 conference.3 As the conference was the club’s largest event of the year,
Rachel, Lea, and Tarini agreed that they wanted to maintain the previous year’s structure of heavy
involvement with the event, taking on the roles of conference CFO, COO, and CMO, respectively.
They would next need to select two directors who would oversee the content of the conference,
including selecting the theme and speakers, motivating a large team to execute the event according to
their vision, and serving as the masters of ceremonies for the event.
The 2013 conference directors, Janet and Merrill, were selected in March 2012 by all of the copresidents, both past and present, and the previous year’s conference directors. According to Janet, “I
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Members include women from various Sloan programs (MBA, Leaders for Global Operations, Master of Finance, Sloan Fellows, Executive MBA).
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was thinking through my next year’s goals. Something I wanted to do was make a substantial impact
on Sloan. There were lots of ways I could do that. I decided that one of my goals would be to work on
the SWIM conference which has a very tangible output with a group of people I really respect.”
The theme for the 2013 conference was set as “Dare to Fail: Taking Risks When it Matters Most.”
Soon after deciding the theme, the directors finalized a shortlist of keynote speakers, began
brainstorming speakers for panels, and scheduled meetings with relevant Sloan faculty and
administration.
The past presidents warned Rachel, Lea, and Tarini that they experienced significant tension the
previous year over who had final authority in the decision-making process. Despite this warning, the
same dynamic quickly developed with the new team. The co-presidents wanted be included in all key
decisions, believing they needed to have a say in the selection of speakers and topics, both for the
purposes of the conference, as well as to ensure integration with the SWIM brand and overall
organizational strategy. The conference directors felt that they were being micromanaged for an event
that they were directing.
As the SWIM leadership team headed off for the summer to five different cities to pursue internships,
expectations were set that Merrill and Janet would focus on recruiting speakers, and Rachel, Lea, and
Tarini would work on sponsorship, operations, and marketing (including ticket sales), respectively.
The five loosely agreed to check-in calls, though specific dates and milestones were not set.
Maintaining contact during the summer proved challenging, as the group of five were in different
time zones and had different work schedules. Throughout the summer Merrill and Janet continued to
chip away at speaker recruitment without much success. Despite sending out multiple keynote
requests, they continued to hit dead-ends due to scheduling conflicts and non-responses. On August
10 the first keynote was confirmed – Four Star General Janet Wolfenbarger – and the team breathed a
small sigh of relief. As they all geared up to return to campus in the fall, however, there was still
significant concern from the entire team about the lack of progress that had been made over the
summer in finalizing speakers.
Shortly after General Wolfenbarger was confirmed, the group faced yet another unanticipated
setback. Merrill, whose summer internship had been at a start-up, had been offered significant equity
to leave MIT Sloan and continue in her role at the start-up. On August 20, she sent the following
email to the co-presidents:
…I am nothing less than obsessed with this event – and with working with Janet and each of you
– and I seriously considered returning to school JUST to direct the conference. However, that
didn’t seem like the most logical decision, and I ultimately didn’t feel that giving up my stake in
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the company was worth the conference, regardless of how amazing the conference is going to be.
I do, however, have a proposal… I would like to ask to continue to co-direct the conference with
Janet. I am committed to this event’s tremendous success, am passionate about the theme, and
will work incredibly hard to develop speakers and panels that are worthy of SWIM. I’ve spoken
with Janet, and she is in support of this.
While it was not clear how involved Merrill would be moving forward, the co-presidents agreed to
this arrangement. They were concerned about finding an alternate director given the late stage in the
planning process and trusted that Janet and Merrill had discussed managing their time appropriately.
The five-person team committed to weekly meetings to ensure that communication lines would
remain open and progress would continue.
Conference Planning
Despite these challenges, the team maintained a positive outlook upon returning to campus for the fall
semester, and worked hard to harness the energy of the first year MBA students. The annual
conference was historically a crucial way to engage new students and identify future leaders for the
organization. Committees were created to focus on speaker recruitment (led by Merrill and Janet),
marketing (Tarini), operations (Lea), and sponsorship (Rachel).
Speaker Recruitment
Over the course of the fall semester, it became increasingly clear that Janet and Merrill were
struggling to find speakers. The plan had been to secure at least two keynote speakers by the end of
the summer, and then form teams of first year students to take the lead in recruiting four to five
speakers for each of the two panels.
The panel teams were moving forward with mixed success. Speakers were responding well to the
theme of failure, but were unable to commit to the conference date. This had a significant effect on
the rest of the conference planning, particularly the marketing team, which struggled to accurately
frame the conference. With Merrill on leave from MIT, a disproportionate amount of work was
placed on Janet.
Though angry words were never exchanged, tension grew between the conference directors and the
co-presidents. While the presidents had each other to rely on, Janet shouldered much of the pressure
on her own, searching for a way to push forward and maintain an energetic exterior to keep the
conference team engaged.
By the end of November 2012, the panel teams were pushing out multiple speaker requests and
tapping all of their networks for introductions. The team scrambled to finalize the conference agenda
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before they left for winter break, as everyone would be spread out traveling the globe until the
beginning of February. By the end of December, nearly all the speaking engagements were
confirmed.
On January 23, 2013, with two weeks left until the conference, original keynote General
Wolfenbarger canceled her participation due to government budget-cuts. The team, exhausted from
the search for speakers, scrambled once again to fill the gaps in the lineup and manage the fallout
from attendees who had bought tickets intending to hear the General speak. The co-presidents were
convinced that there was no way to find a keynote at this late date, but to their surprise a new keynote
speaker who was a growing force in the venture capital world was quickly confirmed. This was just
what the team needed to sell their last few tickets.
Marketing
In 2012, an aggressive marketing campaign had led to a sold out conference (400 tickets) nearly two
months prior to the event. For the 2013 conference, the directors wanted to sell 500 tickets, at a
slightly higher price – $25 for students and $50 for professionals. The main challenge for the
marketing team, however, was not the price point, but that marketing needed to begin before speakers
had been confirmed. Falling steadily behind 2012’s numbers, Tarini commented, “I don’t even know
why the current attendees are buying tickets. Right now, I’m just selling air.” To compensate, the
marketing plan from the prior year was beefed up to include social media, outreach to other schools,
and mailing lists targeting professionals. December was a busy month for ticket sales thanks to the
team individually emailing over 100 professionals in the area, including every female professor
associated with MIT Sloan, launching an aggressive social media campaign, and revamping the
promotional material each time a new speaker was added to the roster. However, ticket sales still
lagged behind the previous year, and Tarini checked daily as the fear of a half-empty event continued
to grow. The weekend before the conference, the team confirmed that the event was sold out.
Operations
The conference event space, the premier location on campus and a highly sought after venue, had
been booked in June 2012. Lea formed a team to help with operations including vendor management
(catering, facilities, custodial services, security, furniture rental, audio-visual needs, lighting,
videography), day-of logistics management, and preparation for the VIP dinner, traditionally held the
night before the conference to welcome speakers and thank corporate sponsors for their support.
Students who had been active participants in conference planning were also invited to attend. To cut
costs and improve logistics, the team opted for a new dinner venue close to campus, which meant
building new relationships with vendors and planning the budget, menu, and event space from the
ground up. A non-refundable deposit had been put down to hold the space, and the final payment for
the dinner, estimated to be $3,000, would be due upon completion of the VIP dinner.
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During the planning period, the leadership team identified a major glitch – a classroom in the same
building as the event venue, traditionally used as an overflow space for conference attendees, was
booked for a class during the conference. Preparations had to be adjusted accordingly to
accommodate the reduced seating and inflow of non-conference attendees that would be coming
through the building entrance.
By the end of January, all of the work orders and purchase orders had been set up, though no formal
contracts had been signed, and vendors were scheduled to begin arriving at 2:00pm on Thursday,
February 7 to set up (Exhibit 2). The MIT Sloan administration had agreed to host an alumnae
breakfast at the conference. In-kind donations had been solicited from coffee and pastry shops in the
area, who would be delivering items on the day of the conference. However, on January 24, the MIT
administration notified Lea that they could no longer sponsor the alumnae breakfast as originally
promised due to budget constraints. With just two weeks until the conference, the team scrambled yet
again to adjust.
Sponsorship
The sponsorship team, led by Rachel, began planning for the conference in late June 2012. Initially a
small group worked on drafting promotional materials that would be shared with potential sponsor
organizations and would provide a summary of the 2012 conference, the vision for 2013, and
information about the benefits of sponsorship. With this information in hand, the team began reaching
out to the prior year’s conference sponsors to gauge their interest in sponsoring once again. The team
had a fundraising goal of $40,000. This amount, in addition to the revenue from ticket sales, would
enable them to cover all conference costs and have a buffer, which could be applied to the following
year’s conference should the funds not be required. While many of the previous year’s supporters
were interested in partnering with SWIM again, many companies did not have the same budget
resources available to them, and as such the sponsorship team was hard pressed to raise enough
money to fund the conference. Rachel turned to the first year student committee to help brainstorm a
list of new sponsor organizations and reach out to their network of contacts. Despite getting off to a
slow start, a driven first year student stepped up taking on virtually all fundraising tasks and, in late
January, signed the final sponsor, bringing the fundraising total to $38,000, enough to fund the 2013
conference.
Miraculously the week before the conference, speaker recruitment, marketing, operations, and
sponsorship were all coming to a successful close.
Final Preparations
Monday, Feb. 4
Five days to go. On Monday, February 4, students arrived back on campus after their January break,
ready for a new semester. The energy level was at an all-time high as the full conference team, 20
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members strong, assembled to discuss final details on the event that was now 11 months in the
making.
Much like a dress rehearsal, the operations team walked through all events for the week, hour-byhour, to finalize last minute details. The marketing team confirmed that the event was officially sold
out with 500 tickets disbursed (Exhibit 3), and the sponsorship team officially closed out their
sponsorship efforts with $38,000 raised, confirming that the conference would easily break even on
costs (Exhibit 4). All 15 speakers had recently been confirmed and information on their travel
logistics was being collected. Outside of the five-member leadership team, most students had been
focused on their own assignments until now, and this was the first time they were able to see the
breadth of work that had been completed to date. At the meeting, final decisions were collectively
made regarding social media strategy for the day of the conference, speaker biographies were
approved for the programs, and signs for the event space were designed and sent to the printers.
Tuesday, Feb. 5
On Tuesday, between and after classes, the co-presidents focused on last minute details for the
conference including printing nametags, determining the room-flow for the event space,
communicating with the photographer, assigning handlers for VIP attendees, and setting up
interviews between speakers and members of the media. Volunteer assignments, that took into
consideration both the schedules and personal interests of 50 student volunteers, were confirmed.
Late that afternoon, murmurs began that a snowstorm was approaching, but in New England,
predictions of inclement weather were an ordinary occurrence. Weather reports were vague, varied,
and contradictory across networks (Exhibit 5). The conference team continued operating according to
the original schedule, knowing that since 1997 MIT had closed only twice due to snow. As Janet
remarked, “Boston is Boston. There is really no way of knowing so let’s just keep going. It’s just go
go go. There is a lot to be done.”
However, as night approached, weather predictions became more distressing.
Wednesday, Feb. 6
Forty-eight hours before the start of the conference, weather predictions across different networks
began to indicate the possibility that a major storm would hit the Boston area some time on Friday.
Starting at 8:00am, the team began operating on two streams: (1) continuing to prepare for Friday’s
conference with the finalized set of speakers, and (2) identifying alternate local speakers should
flights be canceled.
At 9:00am, an email was exchanged among the conference leadership team:
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Weather looks like it’ll be ok in the AM on Friday but get steadily worse for the evening.
Hopefully this means speakers will be able to arrive and leave without issue. Here is a status
report on travel plans:
Traveling in:
• Alison Gerlach: Arriving Thursday night
• Julia Hu: Flying in from San Francisco Thursday afternoon
• Julie Sygiel: Train in from NYC Friday morning
• Sandie O’Connor: Switched flight to Thursday night due to weather concerns
• Maura O’Neill: Flight from DC Thursday evening
In case of contingency for above speakers:
• Christina Chase can move to Panel #2 (I’ll ask her today)
• 2 of 3 speakers on Panel #1 are local, even if Julia can’t make it
• All Keynotes are flying in…this is a tough one. I know an MIT professor who could
possibly do a talk last minute (I’ll ask today)
Thirty-six hours before the event, the conference team sent a message to all attendees notifying them
that the conference would continue as scheduled and reminding them of key logistics (Exhibit 6).
Since Monday, the team had been receiving emails from people on the waitlist for tickets, asking if
there was anything they could do to get off the waitlist. Worried that people might be scared off by a
potential storm, the marketing team began releasing tickets from the waitlist although the event was at
full capacity. The remainder of the day unfolded rapidly:
•

•

•

4:47pm: One of the corporate sponsors of the conference and a core sponsor of SWIM
emailed to say their three representatives, who were coming from upstate New York, would
not be attending due to the weather forecasts. There was no mention of any implications for
sponsorship funds.
7:14pm: New weather reports indicated a stronger storm than earlier anticipated and in
response, Christine Pugh, SLO director, contacted the leadership team requesting a meeting
for the next day to discuss contingencies should MIT close (a historically rare occurrence).
8:35pm: Attendees began emailing the conference team to ask about postponement and
cancellation options, and when they would get their money back. These emails trickled in
throughout the night and into the next day (Exhibit 7). They were not sent any response.

Thursday, Feb. 7
T-minus 24 hours. Thursday morning began early, though none of the presidents or conference
directors had been getting a full night’s sleep that week. The team pushed forward, operating under
the assumption that either the conference would continue as planned, or face speaker cancelations.
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Before, between and during classes, texts and emails were fired off rapidly between the conference
directors, presidents, and within each conference committee. At 7:33am, Tarini wrote, “If I keep
getting so many emails from ticket attendees asking if the conference is cancelled, I will have a legit
breakdown. I’ve gotten nearly 100 emails this morning. Let me know what they say at the 9am
meeting.” Rachel responded with, “According to my latest weather stalking this thing will go on.
Snow won’t get bad until afternoon.”
At 9:00am, Lea, Rachel, and Merrill attended a meeting at the SLO, at which time multiple
contingency scenarios were discussed. The following email was sent to the entire leadership team to
summarize the meeting and next steps:
We talked about a couple of different scenarios with Marco Esquandolas, Christine Pugh, and
Sharon Knope this morning:
A. Move forward as planned – expect some speakers not to make it, and low attendance.
Potentially hold a half-day conference.
B. Cancel the conference this afternoon. Marco Esquandolas is doing some recon for us
today on whether MIT is likely to close, but there is no indication that this will happen
yet.
C. Wait to receive notification of MIT closing tomorrow (likely late tonight or early
tomorrow morning; could be either full day or half day closure).
*TO DO*
1) Now – Janet/Merrill reach out to speakers now to get latest news on travel plans
2) Now – Merrill check in with MIT Sloan Dean to update him on contingency plans
3) 12:30PM – Lea check in with Marco for update on MIT closure status
4) Until a decision is made, Tarini should not respond to any emails from attendees
As of 11:00am, the speakers team had identified local speakers, should confirmed speakers face travel
delays or cancelations. At 11:30am, conference discussions were temporarily put on hold while
Rachel and Tarini attended a SWIM event on personal finance and career decisions for women,
unrelated to the conference. It was a longstanding goal that the conference not detract from SWIM’s
general programing at any point during the year. As a rule, at least one, if not all three, of the club’s
presidents attended any of the events the club held. Lea was not present, as she was initially planning
to print the 500 nametags needed for the next morning. As a last minute decision, the team decided to
hold off on this task, and she instead checked in with Marco to see if he had received any more
information regarding the likelihood of an MIT closure.
While waiting for Marco to return to his office, Lea emailed the operations committee and the
conference leadership team at 11:53am with an updated operations schedule and the following
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message suggesting she had received some good news: “For now, please notify all vendors that we
are moving forward as planned - I will let you know immediately if anything changes!” However, at
12:36pm, Lea sent a short, cryptic, and concerning text message to the co-presidents: “Just spoke with
Marco - Can you come now?”
Decision Time
During the many months of planning, each member of the leadership team had visualized dozens of
possible scenarios for the conference. In some, there were no attendees, the food never arrived, or the
speakers forgot their talking points. In others, the room was packed and the crowd was on their feet
giving thunderous applause for a life- and career-changing event. After so many setbacks, it was
finally all within reach, and it was going to be glorious. Except now, there was a new and
unprecedented scenario to consider – canceling the conference for a potentially monstrous
snowstorm, when there was not a cloud in the sky or a snowflake on the ground.
At 1:30pm on Thursday, February 7, SWIM’s three co-presidents and two conference directors, who
had been in varying states of misalignment and frustration for so long, met with Marco in his office to
sort through their options. Weather reports had been monitored from different networks. Now, there
was every indication that a storm would hit Boston at some point, but most networks expected the
storm to hit after 12:00pm on Friday, while others said it could be as late as Friday night. It was
simply too early to tell.
Janet and Merrill collected a status update of where each speaker was, and when planes would begin
taking off toward Boston. They confirmed that all 15 speakers were unfazed by weather reports and
were ready to attend the conference the next day, regardless of the potential snowstorm. One had
already changed her ticket to fly in earlier to avoid any airport closings, and a second could not be
reached as she was already on a flight from London.
At precisely 2:00pm, vendors would begin setting up the venue and SWIM would be liable for the
costs. Further, if MIT closed, the rental fees would triple from a one-day rental to daily rentals
through the weekend, when the rentals could be picked up. Lea did a back of the envelope calculation
and quickly saw that if the conference was canceled after vendors arrived, the costs could increase
significantly. The catering company had already warned her that it was too late to cancel the
perishable food items that had been prepared for the conference – it was unclear what percentage of
the $13,000 catering bill would be recoverable. Lea knew what her vote was, but she was curious to
see which way her two co-presidents were leaning.
The MIT administration had not yet closed the Institute, and would not comment on if they would.
MIT rarely closed its doors, but if it did no events would be allowed on campus, including the
conference.
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What would happen if the conference was not canceled, and MIT closed later that night? What if the
conference was canceled, MIT did not close, and the storm only hit Friday night? What would be the
fallout with attendees and corporate sponsors? Rachel was particularly concerned about the
ramifications for the sponsors, whom her team had worked so hard to secure. Would SWIM’s
reputation be impacted? Would they be able to secure sponsorship funds in the future? Tarini
wondered if attendees would show up for the conference, even if it was not canceled, and if they did,
was there a risk of them being snowed in? If the team opted to cancel the conference, would they be
forced to give back ticket revenue, and, if so, how would that affect the bottom line? Could they
really give up on the event that they had sacrificed for and had devoted the last year of their lives to?
The entire conference revolved around the theme of coming to the brink of failure and still finding a
way to succeed. With graduation around the corner, there would be no second chances.
Given that most weather forecasts suggested that snowfall would only begin at 12:00pm Friday, and
would not escalate until early evening, Merrill began championing the idea of a half-day conference.
Could they run the events concurrently instead of sequentially, giving attendees the option to choose
which speaker to hear from? Since the event space would be set up for one speaker at a time, would
it even be feasible? Would attendees show up for a conference that only lasted three hours, and if not,
would low attendance be disrespectful to the high profile speakers?
The conference directors and co-presidents narrowed it down to three choices:
1. Cancel the conference before 2:00pm, thus saving operational costs that would otherwise be
incurred.
2. Hold a half-day conference with concurrent speakers.
3. Wait until Thursday night to make a decision, based on more accurate forecasts and updates
on speaker travel plans.
While initially on the table, rescheduling was not an option for the team. With only three months left
before the conference leadership team graduated it would be impossible to find a date that worked for
all, or even most, of the speakers. Additionally, because the venue had no availability in March,
April, or May, the team would need to find a new location for the conference. They would in effect be
planning an entirely new conference in one-quarter of the time it took to plan the initial conference.
For these reasons they knew rescheduling would not work.
In his facilitator role, Marco Esquandolas remained an impartial observer, telling them,
The way I look at clubs on campus is that it is your chance to practice management. You put this
all together. You know best if you should cancel or go forward. In all my years here, this situation
is unprecedented. If it is canceled, it will be devastating. If there is a storm, it will be devastating.
If there is no storm, it will be devastating. I will support whatever decision you make.
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The women discussed their options at a rapid pace, knowing the minutes were winding down. How
would speakers react if the conference had to be canceled after they had already flown in? Would
companies expect sponsorship money to be returned? What was best for the safety of attendees? How
much of the setup cost would be sunk if they postponed the decision? If first year students never got
to see a conference executed, what would a cancelation mean for the legacy of SWIM? What alternate
venues could accommodate the conference if MIT closed? Would it even snow?
The only thing they were sure of was that whatever decision they made would have a long-lasting
impact on the event and organization that they were so dedicated to.
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Exhibit 1

Conference Agenda

8:00AM – 9:00AM
9:00AM – 10:00AM

10:00AM – 10:15AM
10:15AM – 11:15AM

11:15AM – 11:45AM
11:45AM – 12:45PM
12:45PM – 1:45PM
1:45PM – 2:45PM

2:45PM – 3:00PM
3:00PM – 3:30PM
3:30PM – 4:30PM

Exhibit 2

Registration Opens
Networking Breakfast
Alumni Breakfast (MIT Sloan Graduates)
Introduction by MIT Sloan Dean Schmittlein
Morning Fireside Chat: Maria Cirino (.406 Ventures)
Moderated by Bill Aulet (Martin Trust Center for MIT Entrepreneurship)
Coffee Break
Spotlight: Leadership and Gender: Does it Matter?
Exploring male and female leadership styles across industries
Nancie Fernandez (Deloitte), Julia Hu (Lark Technologies), and Martha
Samuelson (Analysis Group)
Moderated by Emilio Castilla (MIT Sloan)
Case Study: Vanessa Green (FINSix)
Networking Lunch
Afternoon Fireside Chat: Sandie O’Connor (JP Morgan Chase)
Moderated by Shari Loessberg (MIT Sloan)
Spotlight: Risking the F-Word
Redefining the fear of failure for women
Alison Gerlach, Catharina Lavers Mallet (King.com), and Julie Sygiel (Dear
Kate)
Moderated by Christina Chase (MIT Sloan)
Coffee Break
Case Study: Tamar Dane Dor-Ner (Bain Consulting)
Closing Keynote Speaker: Maura O’Neill (USAID)

Conference Operations Schedule

Wednesday 2/6/13
11:30 AM

Gift bag assembly begins in SLO

1:00 PM

Lea picks up keys/elevator pass from Kevin Davis at Media Lab

5:00 PM

All bags in SLO storage

Thursday 2/7/13
1:30 PM
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2:00 PM

Venue is available to SWIM
Facilities men arrive to break down prior event

4:00 PM

SWIM team begins to drop off completed gift bags
Facilities men depart (expected 2hr setup)

5:30 PM

Florists drop off flowers (expected 5:30 - 6pm)

6:00 PM

Furniture vendor 1 delivery arrives (expected 6pm)
Furniture vendor 2 arrives to reset stage

6:30 PM

Venue lobby doors officially locked
Lea to provide access after to doors and freight elevator
Lighting arrives (expected 6:30pm)

7:00 PM

VIP DINNER STARTS
Furniture vendor 2 departs

8:00 PM

Furniture vendor 1 departs (expected set no later than 8pm)
Lighting departs

9:00 PM

Official reservation for the night ends (SWIM members still on site)

10:00 PM

VIP DINNER ENDS

10:30 PM

SWIM team schedule run through (including A/V and Video planning)

11:00 PM

Venue freight elevators will no longer operate

Friday 2/8/13
5:30 AM

Venue freight elevators begin operating
Lea to provide access

7:00 AM

Pastry pickup (separate from catering)
SWIM conference organizers begin to arrive
2 day custodians arrives
Lighting arrives
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7:15 AM

A/V and Video Production arrive (expected 7-7:15)

7:30 AM

Caterer arrives to set up breakfast (server on hand all day)
SWIM conference volunteers scheduled to begin arriving
VIP Room check
Venue lobby doors unlocked

8:00 AM

Official start of conference agenda
Registration for Conference/Breakfast begins

9:00 AM

Caterer arrives to set up AM snack

9:30 AM

Coffee delivery

10:30 AM

Organizers sign up to fill holes in networking lunch (if needed)

10:45 AM

Caterer arrives to set up lunch

1:15 PM

Caterer arrives to set up afternoon snack

4:30 PM

Official Conference Agenda ends
Day custodians depart
Caterer expected to begin clean up

5:00 PM

Caterer departs

5:30 PM

Facilities arrives for venue reset
A/V and Video Production depart (expected)
Lighting departs (expected)

6:30 PM

Venue lobby doors locked

7:00 PM

Furniture vendor 1 delivery arrives for pick-up
Furniture vendor 2 arrives for stage pick-up

7:30 PM

Facilities departs after reset (expected)

8:00 PM

Furniture vendor 1 departs (expected)
Furniture vendor 2 departs (expected)
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TBD

Final SWIM volunteers depart with supplies, etc.

11:00 PM

Night custodian arrives (has full access to the building)

11:00 PM

Venue freight elevators stop operating

7:00 AM

Night custodian expected to depart

Exhibit 3

Ticket Sales Breakdown

Exhibit 4

Sponsorship Funds Raised

Sponsorship funds totaled $38,000.
5 organizations donated $5,000 each and were promised:
• Dedicated table with students interested in your company at networking lunch
• Recognition on SWIM website
• Twitter and Facebook mentions beginning 2 weeks before event
• Company profile on SWIM website
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•
•

Company profile listed in conference program
‘Thank You’ from SWIM leadership at opening and during event

3 organizations donated $3,000 each and were promised:
• Recognition on SWIM website
• Twitter and Facebook mentions on day of event
• Company name and logo listed in event program
• ‘Thank You’ from SWIM leadership at opening of event
3 organizations donated $1,000 each and were promised:
• Recognition on SWIM website
• Company name and logo listed in event program
2 organizations donated $500 each and were promised:
• Recognition on SWIM website

Exhibit 5

Local Weather Reports, 2/5 – 2/7

Tuesday, February 5
No mention of snow
Wednesday February 6
On Wednesday afternoon, Brad Panovich, a meteorologist in Charlotte, N.C., tweeted to more than
15,000 followers: “So Boston could get either 51” of snow or 3.5” of snow. The ensemble mean is
24.” He was citing the Short Range Ensemble Forecast of the National Centers for Environmental
Prediction, a model that gave a small chance of both extremes. “But still possible,” Panovich tweeted.
February 6, 2013, 2:23 PM ET
The Wall Street Journal
Weather Journal: Snowstorm of Uncertainty Nears
“… the coming storm looks to be as close to a meteorologist’s worst nightmare as can be imagined,
and here’s why: Warm air at the coast will stifle snow accumulations, while just a few miles inland
the parent storm could produce hefty precipitation totals. The general rule of thumb is that an inch of
rain equals 10 inches of snow, so any inconsistencies are greatly magnified. The result is shaping up
to be an extremely tricky storm outlook, especially more than 48 hours in advance — an eternity in
weather forecasting. But as the National Weather Service in New York City warns: “There is the
potential for this to be the strongest winter storm of the season.”
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Thursday, February 7
“Better get ready. National Weather Service forecasters say this morning that not much has changed
about their forecast for the snowstorm that will wallop Massachusetts on Friday. It’s still expected to
be a doozie, possibly one for the record books. Forecasters have issued blizzard watches for much of
the state, warning that the storm may drop as much as 2 feet of snow, which will be whipped up by
high winds and gusts that could reach 65 miles per hour in some areas.”
February 7, 2013
The Boston Globe, Metro Section
Snowstorm may bring 30 inches as anticipation builds in Mass.
“The nor’easter forecast to slam the state Friday is creating a perfect storm of expectations, fueled by
increasingly dire weather reports and flurry of tweets relying on the reams of raw data available
online. Based on different models used by the National Weather Service’s Storm Prediction Center,
there were 22 different forecasts of how much snow could be dropped on the region by Saturday,
ranging from 3.44 inches to a little more than four feet. A look at the predictions is below, along with
sizes of items for comparison.”

Exhibit 6

Email to Attendees (2/6)

Date: Wednesday, February 6, 2013 6:30 PM
Subject: Message to attendees of 2013 Sloan Women in Management Conference Dare to Fail
Thank you for registering for the Sloan Women in Management Conference taking place this Friday,
February 8th! We are thrilled to share this event with you. With less than two days to go, we wanted
to remind you to bring your ticket, in electronic or paper form for a quick and easy registration. Join
us at the Networking Breakfast from 8-9AM before our first speaker takes the stage (the
incredible Maria Cirino of .406 Ventures).
We are very excited to welcome you and our fabulous speakers to MIT on Friday morning (directions
here), snow or shine.
Registration will available all day, beginning at 8 AM.
We look forward to meeting you on Friday.
Best regards,
SWIM Conference Team
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Exhibit 7

Selected Emails from Conference Attendees (2/7)

Date: Thursday, February 7, 2013 7:20 AM
Subject: RE: Message to attendees of 2013 Sloan Women in Management Conference Dare to...
Thanks for the welcome, but it looks like Boston is going to get wiped out by a winter storm! What
are your alternative plans???!!!

Date: Thursday, February 7, 2013 7:35 AM
Subject: RE: Message to attendees of 2013 Sloan Women in Management Conference Dare to...
Good morning.
Given the impending blizzard, will this conference be rescheduled? Thanks!

Date: Thursday, February 7, 2013 12:44 PM
Subject: Please reconsider rescheduling due to storm
Hello,
I am writing with the hope that your team would reconsider rescheduling tomorrow’s conference. I
certainly respect all of the difficult work that goes into scheduling speakers, logistics, food, etc., but
reports have been broadcasting all day about the Mayor of Boston asking people to be off the road
after 12 p.m., and numerous companies telling workers to stay home tomorrow. I am pregnant and not
excited about sitting in snowstorm traffic tomorrow evening; at the same time, I don’t want to forfeit
my registration investment either, since I am starting my own business and funds are tight.
Thank you for your consideration.
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Robin Chase, Zipcar, and an Inconvenient Discovery
Deborah Ancona and Cate Reavis

You’re out selling, selling, selling all the time. You’re selling to prospective employees, you’re selling
to prospective investors, you’re selling to suppliers. And when we’re in selling mode, we’re
constantly so upbeat and excited, and it’s only good stuff. You have to remember, deep in your heart,
when something sucks, you’ve got to change it out right away.
— Robin Chase (MBA ’86), Co-Founder, Zipcar1
Robin didn’t have any particular fears about informing people about the ‘handwriting on the wall.’
— Jean Hammond (MBA ’86), Zipcar’s first investor
What had been a picture-perfect mid-October day in Cambridge, Massachusetts, quickly turned bleak
for Robin Chase, co-founder of Zipcar. She was not prepared for what the Excel spreadsheet was
telling her nearly four months after the car-sharing venture had launched. The amount of revenue that
Zipcars had generated for the month of September was half of what she estimated. Chase was
stunned: the company would never be able to break even with the numbers she was seeing.
At the time she launched Zipcar, Chase’s vision for the car-sharing startup was simple: she wanted to
provide urban dwellers with convenient, reliable, fast access to cars.2 She wanted Zipcar to become
ubiquitous in a country where 66 million people lived in the top-20 largest metropolitan areas and 20
million people used public transportation to get to work.3 Chase considered the environmental
benefits of Zipcar a secondary part of her vision, although worth noting. In her due diligence about

1

Robin Chase (Zipcar), StartupBootcamp, November 15, 2009, https://www.youtube.com/watch?v=Ks4B82CJkpo.

2

Robin Chase (Zipcar), StartupBootcamp, November 15, 2009, https://www.youtube.com/watch?v=Ks4B82CJkpo.

3

Myra Hart, Michael J. Roberts, Julia D. Stevens, “Zipcar: Refining the Business Model,” HBS Case No. 9-803-096, rev. May 9, 2005; U.S. Census Data 1990.
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ROBIN CHASE, ZIPCAR AND AN INCONVENIENT DISCOVERY
Deborah Ancona and Cate Reavis

the car-sharing industry, Chase came across a number of European studies that estimated every shared
car would result in 7.5 fewer individually owned cars on the road.
Since its June 2000 launch, Zipcar had received positive press with stories appearing in USA Today,
The Wall Street Journal, CNN, and The Boston Globe, and by October 2000 the company had 430
members. The car-sharing concept was clearly resonating with many urban dwellers, as Chase
thought it would. The problem was that like many car-sharing concerns that preceded Zipcar, the
financials told a different story. The business model Chase had spent months developing was not
working.
With just three weeks until the company closed on its first round of funding worth $1.3 million,
which included a sizeable investment by a new angel investment group composed of MIT alumni, and
two weeks before the company moved into its first official office space, Chase had to decide what, if
anything, she could and should do.
Upbringing
The daughter of an American diplomat father, Chase spent the majority of her childhood in the
Middle East with stints in Swaziland and Washington, DC. From a young age, she was exposed to a
variety of cultural norms and customs. As Chase explained it, her childhood had a significant impact
on the business leader she grew to become. She learned, for example, the importance of respecting all
people, regardless of income and skill levels, a value that was of significant importance to her father:
“My father always treated everybody incredibly well, and politely and respectfully…. I was brought
up with this idea of we’re born into many different kinds of circumstances, and what clothes you’re
wearing and what education you happen to have had doesn’t have a bearing on what kind of a person
you are or how hard you’re working or what your intent is.”
From her artist mother, Chase learned the importance of being flexible and making do with “the
inputs at hand.” In the various countries where they lived, Chase’s mother would start and leave
behind cottage craft industries:
In many countries, in the two to four years we were there, my mother would be painting on things
or doing macramé, carving, or doing potato prints, and then she would hire the gardener to do it
with her and then another person and, no kidding, in three countries she left cottage industries that
turned into companies…. I would watch her with admiration and [think] wow! She created
something out of nothing. In hindsight, I felt the power of what she did. She had this passion that
she did for her own pleasure, and then she shared it, teaching and employing people. When she
left, she left this significant thing behind.4

4

“Entrepreneur Robin Chase: Transportation Is the ‘Center of the Universe,’” Stanford Graduate School of Business,

https://www.youtube.com/watch?v=adxpqGSTRK0, May 3, 2013.
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Chase began her university years at the American College in Paris and then transferred to Wellesley
College where she majored French, English, and Philosophy. Upon graduating, one of Chase’s first
jobs was at John Snow Inc. (JSI), a public health research and consulting startup, where she was
project administrator for several United States Agency for International Development (USAID)
contracts. During her time at JSI, Chase remembered thinking to herself, “These multimillion-dollar
projects are being run by MDs and MPHs5, and they know nothing about finance or operations and
they were doing a really crummy job. I decided I wanted to go to business school so I could run these
big projects with a business school background.”
Building Quantitative Skills
With a desire to “feel confident in all things numbers,” Chase applied to MIT Sloan and was initially
rejected due to her low GMAT math scores; she had not taken math since high school. She begged
MIT Sloan’s Admissions Office to reconsider its decision, and was told that if she retook the GMAT
and significantly improved her math score, she would be admitted. Chase spent weeks studying for
the math portion of the GMAT and did well enough to be admitted to the Class of 1986. She was one
of 32 women in a class of 220 students.
Chase’s focus on math did not end with the GMAT or with her acceptance to MIT Sloan. She was
committed to mastering finance, knowing that it would serve her later on. (Ironically, Jean Hammond,
an MIT Sloan classmate who went on to become Zipcar’s first investor, said that Chase was known as
a “quant jock.”)
Chase reflected on the mathematics challenge she encountered when she arrived at MIT Sloan and an
important realization she made about herself:
I hadn’t taken math since I had been in 11th grade. I hadn’t taken math in a very, very long time
when I got to the hard finance course. Everything was completely over my head, it was all over
my head, and during that semester I worked so hard on mastering the subject that in the final
exam I got an A, and the highest grade in the class…. It was a demonstration to me within myself
that I can master any subject. And it’s been important for me…around engineering or wireless
spectrum or radio spectrum or options or derivatives that, if I need to, I personally can master that
subject. And it really gave me the confidence that I could be a peer; that I could match whatever
anyone was talking about; that I shouldn’t be intimidated; that I could take it; that I could stand
on my own two feet.
Aside from the important personal discovery Chase made after mastering the finance course, a second
key takeaway from her two years at MIT Sloan happened during an Orientation exercise called
Subarctic Survival Situation. Chase and her new classmates were broken up into small teams. The
5
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teams were told that their plane had crash-landed in the subarctic region of Newfoundland, Canada,
and that they had to rank 15 items that were salvaged from the plane in order of importance for their
survival. Chase’s ranking of items differed from her teammates. After much discussion, Chase ended
up conceding her position only to discover that the order in which she ranked the 15 items had been
right. She learned, as she put it: “Some times you are right and really have to fight for it.”
Opportune Idea, Opportune Time
Between the time she graduated from MIT Sloan and the launch of Zipcar, Chase worked, as she
liked to say, “full-time, part-time, or no time,” all while giving birth to three children, each born three
years apart.
By 1999, after having taken the previous year off from working, Chase was itching to start a
company. One reason she was looking to launch a startup was that it would enable her to create work
that she personally wanted to do, something that would give back to society and give her a certain
amount of autonomy and flexibility. “Most of the world’s jobs are things I think are uninteresting,”
she remarked. “I wanted to find something that had real tangible value, not just monetary value.”
Having coffee one day in September 1999, Chase listened intently as her friend, Antje Danielson, a
geochemist who worked for the University Committee on Environment at Harvard University, told
her about a car-sharing business she had learned about during a recent visit to Berlin, Germany. The
concept struck a chord: “I felt like I was the right person to hear that idea at that exact moment,”
Chase said.6 “I thought to myself, ‘Wow, this is exactly what the Internet was made for: sharing a
very specific resource among lots of people.’” Furthermore, wireless technology, which, as Chase put
it, was “the buzz of the entrepreneurial community,”7 held tremendous promise for what it would
enable a car-sharing startup to do, namely allow reservations and usage data to be seamlessly
communicated among the cars, the company, and the users. At first glance, the percentage of adults
who regularly used the Internet in the United States (46%8), owned cell phones (just over 53%9), and
used the Internet wirelessly (0%10) suggested that Chase faced a steep uphill climb in her quest to
build an Internet- and wireless-driven company. However, she knew these usage percentages were
changing by the day, particularly in a technology-centric city like Boston. She believed the time was
right for car sharing in the United States.
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But there was another reason why the car-sharing concept was illuminating. It was exactly the type of
solution Chase was personally seeking. With three kids and one car that her husband took to work,
there were certain times when Chase needed a car, but she knew that she didn’t need or want one full
time. She was embarking on building a company with her own lifestyle in mind.
Within days of their initial conversation over coffee, Chase and Danielson shook hands, agreeing to a
50-50 ownership of the company that eventually became Zipcar.
Networking and Learning
Upon deciding to start a car-sharing venture, one of Chase’s first phone calls was to her brother Mark,
who lived in Portland, Maine. After earning his master’s degree in urban and environmental policy
from Tufts University, Mark Chase founded and led the Seaport Transportation Management
Association (Seaport TMA) in Boston. The Seaport TMA worked with large companies like Gillette
and Fidelity to find ways for their employees to get to work in a more sustainable way. Chase knew
Mark was familiar with car sharing and that he would be a gold mine of advice on whom to talk to.
(Mark later admitted to Chase that starting a car-sharing company was something he had hoped to do
one day, but she beat him to it.)
With Mark’s help, Chase began networking. Her list of whom to talk to was long and included
policymakers in the cities of Boston and Cambridge, owners of parking lots, owners of land upon
which parking lots sat, car manufacturers, car rental companies, the U.S. Environmental Protection
Agency (EPA), engineers, academics, entrepreneurs, and, of course, investors. One of her stops
included the Conservation Law Foundation (CLF), which was running a pilot study looking at the
environmental impact of selling auto insurance by the mile. It was through the CLF that Chase met
Peter Nessen. A member of the CLF’s board, Nessen was a public accountant who had been the chief
financial officer of former Massachusetts Governor William Weld’s cabinet during the early 1990s.
He lived on Beacon Hill and did not own a car. Soon after meeting him, Nessen became one of
Chase’s most trusted advisers, advising her on budgeting, cash flow, and financial models. He
became, as she put it, her “reality check.”
At some point during the networking process, while never doubting its value, Chase explained that
she began to feel like a blind mole rat:
You are trying to find the way up, find the path upward, and you are blind. You have no idea
which way is the path. You have to construct the path. And during this networking piece someone
says, ‘Oh, you should go talk to those three people,’ and you go talk to those three people. And
then they say, ‘You should go talk to these other two people.’ And then some of these people are
totally useless, and you never, ever talk to them again. But you are constantly going in these odd
directions, and then you’re kind of making your way up. And then when you’re up, you can look
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back and see, ‘Oh wow, it was like a straight path. I can see it.’ But there’s a million dead ends….
I was learning how to become an entrepreneur.
One key industry contact Chase made during the exploration phase, and who was not a dead end, was
Benoît Robert. In 1994, Robert founded Communauto, a car-sharing company based in Montreal,
Canada. Knowing there were a number of other car-sharing organizations operating in Europe and
two new companies in the United States—Portland CarSharing, which launched in 1998, and
Seattle’s Flexcar, which would launch a few months ahead of Zipcar—Chase honed in on learning
about Communauto. After fifteen years of operation, it was the largest car-sharing organization in
North America, with 1,300 members sharing 50 cars in Montreal and another 700 members sharing
40 cars in Quebec City.11
Chase’s visit with Robert proved to be very valuable. She was struck by how open and generous he
was with sharing his learnings about the business as well as company financials. Chase came away
from her visit with two key observations about Communauto’s business model: first, the company
was primarily paper-driven and was not harnessing technology in any way. Reservations, for instance,
were taken over the phone and written down in pencil in the company’s ledger. Second, all cars had
the same price, which proved problematic in the area of the city where parking was most expensive
and where demand was highest. Due to the parking expense, Communauto placed fewer vehicles in
these areas and, as a result, failed to meet demand. Chase recognized that this was a not a model she
wanted to replicate.
On her networking and learning tour, Chase heard words of criticism and doubt about the car-sharing
concept. It was no secret that profitability had eluded many car-sharing organizations (CSOs) in the
past. The high cost of overhead, cars, insurance, and parking spots were largely to blame. As one
transportation scholar put it, CSOs had been “synonymous with bathing in red ink.”12 Chase was well
aware of the industry’s financial history:
I knew they had all failed. There were a lot of experiments on the West Coast where car sharing
had failed many, many times with big government grants. There was one program in San
Francisco where people would take public transit to the end of the line and drive a shared car to
their remote office park located outside the city. Then they would reverse course at the end of the
day. This program failed because the economics were nonsensical. To own and operate your own
car is $25 a day. And no one in their right mind is going to pay $25 to rent a car to travel the last
few miles to their office. Furthermore, once the car is out at that distant office park, there would
be no one there willing to rent it since every single person would have arrived there by car. Many
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of these pilot programs were set up in a stupid way. They were trying too hard. They didn’t
leverage technology.
The car rental companies didn’t think Chase would be able to scale the business due to the fact that
her car purchases would be in such small volume. Others doubted there was a viable market. One vice
president of a Somerville-based car rental company told The Wall Street Journal that Chase’s idea
was “awful. I don’t think it’ll work.”13 Meanwhile, Fred Salvucci, the former secretary of
transportation for Massachusetts and a lecturer at MIT specializing in urban transportation planning,
and from whom Chase sought advice, worried that the rental companies would get into the carsharing business. (In May 2000, Hertz launched a “shared-car” pilot program in San Francisco. For
less than $400 a month, “subscribers” had access to a fleet of Ford Escorts parked at a rapid-transit
station.14)
Chase was able to tune out the critics and naysayers, firmly believing there was market demand and
that wireless technology would help put the concept of car sharing in the black. It was clear to her that
she would be able to launch a car-sharing business with few employees. Zipcar’s first investor, Jean
Hammond, who gave Chase a $50,000 convertible loan in February 2000, was also a believer: “My
thought was that it was such a great idea, and that Robin could pull it off.” While Hammond
acknowledged a good portion of her investment was in Chase and her ability to put an idea into
practice, she was placing the majority of her investment bet on the Zipcar concept.
Putting It Together
“Zipcar, Inc.” was incorporated in January 2000 with Chase taking the title of CEO and Danielson,
vice president. In choosing the company name, Chase turned to her potential customers. Without
saying anything about the car-sharing venture she was putting together, Chase would stop strangers
on the streets of Cambridge and Boston and ask them to say what came to mind when they saw the
following words: Wheelshare, U.S. Car Share, and Zipcar. She discovered that 40% of people didn’t
like the word “share” and Wheelshare made many people think of wheelchair. Zipcar ended up being
the hands-down winner, and, best of all, the URL wasn’t taken.15
Chase got to work building a team to help develop technology and get Zipcar’s operations up and
running. While involved with the technology and operations part of the business, the majority of
Chase’s time was spent raising money, writing and designing the website, and determining a pricing
model for the business. As with any startup, no task fell in a particular order or could be tackled
linearly.
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Team
From the beginning Zipcar had immediate access to automotive experience and engineering expertise.
Danielson, who before Harvard had spent three years as a research assistant at a German-based
institute working with semiconductors and two years selling and repairing cars,16 focused on in-car
technology and acquiring cars. Danielson’s involvement, however, was constrained by the fact that
she had a full time job at Harvard. She mainly spent nights and weekends working on Zipcar.
Chase’s husband Roy Russell, an electrical engineer from MIT who worked at a technology company
managing the development of speech recognition applications, was on hand to help Chase during the
evenings and on the weekends. Russell set up the company’s server and eventually spent a lot of time
working on in-car technology. (His role at the company became permanent in the fall of 2000.)
Due to his vast network and knowledge about transportation policy and the industry, Chase’s brother
Mark focused on business development.
Chase sought additional people to join the team who were, in her words, “can-do, non-complainers
who were ingenious and innovative, didn’t need a lot of oversight, and didn’t need money to get
something done.” She was in search of generalists: “I didn’t want anyone to say, ‘That’s not in my
job description.’ Or, ‘I don’t make copies.’ That was not acceptable to me.” She purposely did not
seek out people from the car rental business to join the team, knowing what she was creating would
be very different than standard car rental. She did not want Zipcar to be uttered in the same breath as
Hertz or Avis.
Chase’s hiring philosophy was driven by the respect she had for other people’s work:
I really think people are trying to do the best of what they can do. And when I hire someone it’s
because I believe that they are good at something, and so I have real respect for people’s skill sets
and you have to break that in order for me to stop believing. So that is why you can feel free to
make mistakes…. I think that generally speaking, people are skilled at what they’re doing and
they know what they’re talking about. So one or two mistakes doesn’t diminish someone in my
eyes. I really do think that people are good at certain things and we have to find the right person
and the right place, so hopefully we do a good job hiring and pulling the best out of people.
Stephen Oakley and Larry Slotnick were two key additions Chase made to the Zipcar team during its
early days. Both were hired as “consultants” and were paid by the hour for the first few months they
were with the company. Chase felt it was important to “try” before she “bought.” Money was scarce
and she wasn’t in a financial position to make a wrong hire in the early stages.
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Stephen Oakley had known Chase and her family for some time. He and his family lived in the same
neighborhood, and their kids went to school together. With a master’s degree in public health, Oakley
had been interested in getting into transportation planning because of the impact he believed it would
have on health. One thing about Oakley that appealed to Chase was his varied professional
background. During the 1980s, Oakley quit his job as a nursing assistant to open up what became a
popular bar and restaurant in Cambridge.
When Chase first approached him about working for Zipcar, Oakley was the business manager of
clinical operations at Cambridge Health Alliance. When Oakley heard Chase’s idea for car sharing,
he thought she was insane: “Car sharing seemed like a brilliant idea, but it was like trains in America.
I couldn’t see it happening. People love their cars. They don’t like to share things.” However, despite
the career risk Oakley was taking, Chase’s passion and commitment to initiate something new won
him over, even though he often wondered what Chase saw in him:
I kept wondering whether she was assessing my skills appropriately. She had this impression of
me as a numbers person, and I’m really not a natural numbers person. I soon discovered that her
expecting me to be able to do it made me able to do it. None of it is really rocket science. It’s not
like this secret skill. The power of somebody to set up a situation where you feel there is no
question you can fulfill an expectation is very powerful.
In Oakley, Chase saw someone who could relate on various levels to those with whom the company
would have to work, and that through his experience in opening and running a successful bar and
restaurant he would be adept at managing many small details and working with people of various
professional levels. “I knew that he was an articulate, smart man,” she stated, “and he could talk to
someone important at Harvard or MIT as well as the garage and gas station attendants.” Furthermore,
Oakley had a vast network in the Cambridge area. Chase was also drawn to his sense of humor and
knew he would be fun to work with. Oakley focused on operations. (He eventually became the
director of Boston operations.)
When Chase’s brother Mark first approached Larry Slotnick, whom he knew through the
Massachusetts Bicycle Coalition, about joining the Zipcar team, Slotnick was serving as the
coalition’s interim director. A biking enthusiast who was an engineer by training and had spent his
early career in electronics manufacturing, Slotnick shifted his professional focus toward marketing
after earning his MBA. Like Oakley, Slotnick found Chase’s vision to create something brand-new to
be inspiring and infectious: “She was very inspirational when it came to educating us about what
Zipcar was hoping to accomplish. This is not to say Zipcar was the first attempt at car sharing. But it
was the first attempt, at least in the United States, for a really sustainable and scalable system that
would become a part of the lives of millions of people, potentially.”
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When Slotnick joined Zipcar, he was not given a specific role or title, but his focus trended toward
business development, marketing, and, post-launch, carrying out certain operational duties involving
the company’s fleet of cars. Due to his love of biking, Chase tapped him to be the person to pick up
and move cars and service them. The easiest way to do this was to travel from car to car on bicycle. If
a car had to be moved, Slotnick would simply put his bike in the back, eliminating the need for a
second driver. (Shortly after Zipcar’s launch, Slotnick became fleet manager.)
In addition to Oakley and Slotnick, Chase hired various hourly paid consultants and engineers to
work on specific aspects of the company. One of Chase’s later additions to the Zipcar team came in
May, one month before Zipcar launched, when, on the advice of several advisers who felt the
company needed someone with corporate experience to bring credibility to the management team,
Chase hired Keefer Welch as president.17 At the time, Chase saw the rationale in adding someone
with managerial experience. In time, however, she believed that her advisers would not have offered
the same advice if she had been a 42-year-old male instead of a 42-year-old female.
Welch came from the hotel industry where he held several upper-management positions in a number
of different cities across the United States. In his role, he was responsible for business execution,
leaving Chase to be the visionary. Welch’s tenure at Zipcar lasted three months. As Chase explained:
He was not a good fit. He had never been in a small company. He had never had to care about
burn rate. He spent money in a very different way. He had spent his career improving things that
were big and not light and nimble. In a really small company and a high salary expectation, there
was no place I could put him. As an individual, he was a very nice and earnest man. Letting him
go was among the harder things I’ve ever had to do.
Welch’s departure cost the company a lot of money in the form of a severance payment, and he was
never replaced. “There was no reason to,” Chase explained. His firing also incensed one investor who
dropped his $200,000 commitment in Zipcar to $50,000.18
Technology and Operations
Due to the nascent stage of wireless technology in early 2000, Chase’s desire to build a system
whereby the company’s cars and server could seamlessly communicate proved very complicated, and
required many iterations and engineers. One engineering firm that was hired early on developed a
prototype whereby members could unlock the car they had reserved by holding up a proximity card to
a transponder on the windshield and then start the car by entering a secret pin number on the hardwired keypad inside the car. Chase was not sold on this solution. The system did not take advantage
of wireless capabilities (real and potential), and each keypad would cost several hundred dollars to
17
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install in every car. She wanted something simpler, something with fewer steps, something that would
be ready for wireless technologies that were becoming more sophisticated and reliable by the day.
Thanking the engineering firm for their work, Chase turned to Russell who brought in a couple of
engineering students from MIT.
Russell and the students set out to develop a simpler, wireless-ready system, with hardware that was
equipped with a wireless modem. Because it was going to take some time to develop the software that
would enable cars to talk to the company’s servers, the first Zipcars were equipped with readers that
were unable to recognize the unique number printed on the back of each member’s Zipcard. (See
Figure 1.)
Figure 1

Image of a Zipcard

Source: Robin Chase.

In other words, and unbeknownst to Zipcar users, the system was initially built so that when holding
it up to the transponder on the windshield, any Zipcard could unlock and lock any Zipcar. But, this
also meant that, had they known, anyone who found a Zipcard on the ground could drive off with a
Zipcar at any time. Keys to Zipcars were tethered to the steering column beside the ignition.
As Russell explained, the team had to decide between delaying getting cars on the road until the
wireless software could be developed or take what the team considered a low-risk approach and
launch with a more rudimentary technology: “We figured there’s going to be so few people using
Zipcar at first that the chances that somebody is going to be using the wrong car at the wrong time
were pretty small.” What was most important, Russell noted, was that the doors always unlocked for
every customer every time they needed a car. From her perspective, Chase was adamant that the
company not push its launch date later, even if it meant not having the technology she had wanted to
launch with: “I chose to launch in June to meet what I felt was pressure from the city and the
universities to make good on the things I talked to them about.” (In retrospect, Chase recognized that
was she putting that pressure on herself, and whether Zipcar launched in June or September was
irrelevant to key stakeholders.)
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On the operational side, the leasing of cars, securing of parking places, buying of insurance, and
setting up of a credit card system took significantly more time than Chase anticipated largely due to
Zipcar’s untested business model. In leasing cars, Chase crafted specific talking points to use when
meeting with car manufacturers to ensure they didn’t think of Zipcar as a potential disrupter to their
business. Chase created a one-page description for car manufacturers explaining Zipcar, the service it
provided, and how it would positively impact them:
The one-pager first stressed that Zipcar was cool and urban. Fortunately, I learned in my first
meeting with Volkswagen that their demographic is urban people. Second, it stated that we
shouldn’t be thought of as a competitor and that what we were really doing was aggregating
people who want a fraction of a car. Those 10 people would never have bought a car on their
own. Finally, this one-pager made the point that Zipcar should be thought of as a ‘try before you
buy’ offer. If we provide our members with clean cars that never break down, they will think it’s
a great car and will keep it in mind if and when they go out to buy a car.
Chase relied on a similar win-win pitch when describing Zipcar to the parking departments in
Cambridge and Boston, emphasizing how the service would help both cities begin to alleviate their
parking challenges. “I would tell them that I could make more of their constituents car satisfied with
fewer cars and fewer parking spots,” she recalled. Despite the positive reception she received, Chase
was unprepared for the process she encountered:
I had thought that I would walk into the City of Cambridge, explain to them how we have these
environmental benefits, and please give us a few public parking spaces so that your residents
don’t have to own cars and to enable us to compete on a level playing field. When you own your
own car in the City of Cambridge, you park on the street for free…. And the answer they gave
was, ‘Great idea. We’ll put out a request for proposal.’ They did an RFP for car sharing, which
meant anyone could bid on it. No one applied but me. I think it took nearly six months from start
to finish.
Not surprisingly, securing insurance was a costly endeavor due to the untested idea of car sharing.
Fortunately, Chase was able to make the process of identifying an insurer easier by finding out the
name of the company that was insuring Portland CarSharing and Flexcar. While the insurer’s rates
were high, as she expected them to be, and the customer service substandard (it would take 10 days to
do a background driving check on every driver), Chase decided to follow in the footsteps of Portland
CarSharing and Flexcar, reasoning that her time was better spent not “reinventing the wheel.” She
knew that within a year the company would be in a better position to negotiate rates with insurance
companies.
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Chasing Money
Unfortunately, Chase’s timing for fundraising was not ideal. While the previous two years saw
investors throw hundreds of millions of dollars at companies with unclear and in some cases nonexistent business models, Chase began fundraising in early 2000 as the dot.com bubble of the late
1990s began to collapse. Between February and May 2000, the NASDAQ dropped 28%. (See Figure
2.)
Figure 2

NASDAQ Composite Prices, September 1999-July 2000

Source: Yahoo Finance.

On top of the challenges that Chase faced looking for money in a falling market, she found herself
contending with an investor mindset that was still in the “bubble”: “All investors were still thinking
that they were going to get 30 times return in six months, even though the market had fallen, and had
proven to be a bubble. And it took a long time for them to recalibrate to be more serious.”
Between January and the time Zipcar launched, Chase attended over 100 meetings focused on
fundraising. She met with individual angel investors, angel groups, and a range of venture capital
firms, big and small, seeking advice, contacts, and investment. The follow-on questions and meetings
seemed endless. But there were no offers. Despite promises of interest, Chase could not get anyone to
agree to invest.
Three days before Zipcar’s June launch date, with only $68 remaining from Jean Hammond’s initial
$50,000 investment, the company’s car lessor informed Chase that they had decided to require a
$7,000 security deposit for each of the three cars they had promised delivery on for the launch. Hours
after learning this distressing news, Chase went to the launch party of another startup where she
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bumped into Juan Enriquez, an angel investor she had been courting. Enriquez asked here, “How are
things going? What can I do for you?” Chase responded, “I need $25,000 by tomorrow morning.”
“Done,” replied Enriquez.19 The money would cover the security deposits on the three additional cars
to complement that one Chase had already purchased.
Pricing Model
Relying on her well-honed finance background, Chase attacked the pricing challenge. Fortunately,
she had access to pricing models used by Communauto and a number of European car-sharing
companies, with an online presence, as a starting point.
Chase eventually settled on a pricing model common to those companies beginning with a security
deposit of $300 and an annual membership fee of $50. The membership fee was meant to cover the
costs of processing the driving background checks, the Zipcard, marketing and include some profit.
(The $50 fee allowed Chase room to discount the membership fee for employees and students from
places like Harvard and MIT, an unexpectedly strategic pricing decision she was not shy to call
“brilliant.”) The per-mile and per-hour usage rates fell into two categories: renting a “regular” car like
a Volkswagen Beetle cost $4.50 an hour and $0.40 a mile, while a “premium” car like a Volkswagen
Passat was $7.00 an hour and $0.40 a mile. For all car types, the daily rate was $44 for up to 125
miles, after which each mile was $0.18.
Chase wanted the hourly and daily rates to cover fixed costs (parking spots, depreciation on the car,
insurance), while the mileage cost was to cover the variable cost (maintenance and fuel). “I wanted
people to feel that if they were putting miles on the car, they’d be putting more wear and tear on the
vehicle, thereby costing me more money,” she stated. Chase estimated that Zipcar could break even
with 70 cars averaging six hours of use a day.20
As Chase recalled, developing the pricing model was a painstaking exercise:
I modeled and modeled and modeled and modeled. I did scenario test after scenario test. I
manipulated those numbers every which way. And, of course, we had no insight into how much
use was going to be hourly versus how much was going to be daily. And that was the very same
case for the car-sharing companies in Europe.
I really was spinning my wheels over this for three months. Should the model be based on
revenue per car? Per driver? Per calendar day? Per hour? There were a lot of different ways to
analyze revenue. It’s just rife with possible overcounting or possible misestimation. I was asking
all my advisers, what do you think if I do it like this? What if I do it like that? How much should I
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charge? And at one point, I had been spending so much time on it, one of my advisers said,
‘Robin, you have got to stop.’
Before heeding the advice of her adviser, Chase reached out to David Bell, a professor at Harvard
Business School whose expertise was in pricing. After explaining how she remained a bit confounded
by the pricing model, he simply responded, “Stop worrying about it. You just put up a price and then
you can change it. Make your best guess and go.”
Hitting the Road
Zipcar launched in June 2000 with a fleet of four Volkswagens. The cars were parked along four
contiguous subway stops along the Red Line (Charles/MGH, Kendall, Central, and Harvard).
Fortunately, Zipcar was able to get nationally syndicated press right as it celebrated its formal launch.
In late May, an Associated Press reporter had noticed the company’s beta car—a lime green Beetle
with the company logo emblazoned on the passenger side door and a tag line on the back saying,
“Wheels when you want them”—on the streets of Boston and had reached out to Chase to see if she
could write a story about the company. The article, “Part-time Wheels: City dwellers share cars
through new service,” hit the news wires on June 23.
As Zipcars began traveling the streets of Boston, so, too, did the company’s marketing team. The
main message Chase wanted to send was that Zipcar was “smart,” “urban,” and “hip,” and it was not
the poor man’s car.21 The company relied heavily on guerilla-style, hyper-local marketing to get the
word out. Chase had hundreds of postcards printed advertising Zipcar’s service that were handed out
to people on the street, particularly those emerging from the subway. Slotnick, according to Chase,
was the most guerilla of Zipcar’s guerilla marketers: “He’d punch hole in the postcards and would
hang them with zip ties all over town. I remember coming out of the subway and seeing one of our
postcards tied to the hand railing. I just thought, ‘Oh my God, Larry.’ My staff was not abiding by
any rules, and it was not something I encouraged.”
Customer Experience
Becoming a member of Zipcar entailed filling out an application and paying the accompanying $25
fee, passing a driving background check, and paying a security deposit of $300 and a membership fee
of $50. All members had to be over 21 years old. Before being allowed to reserve cars, new members
had to attend an in-person orientation during which they were shown how to open car doors using
their Zipcard and use the fuel card to fill the gas tank when it got below a quarter of a tank. At the
beginning, Chase admitted to feeling a lot of angst in letting someone she had never seen or met rent

21

“Entrepreneur Robin Chase: Transportation Is the ‘Center of the Universe,’” Stanford Graduate School of Business,

https://www.youtube.com/watch?v=adxpqGSTRK0, May 3, 2013.

July 25, 2014

15

ROBIN CHASE, ZIPCAR AND AN INCONVENIENT DISCOVERY
Deborah Ancona and Cate Reavis

a brand-new $20,000 asset. “We wanted them to understand the rules of engagement,” Chase
explained.
Members could reserve a car for as little as one hour and up to several days through the company’s
website (Figure 3) or by calling the office where someone was available to take reservations 24 hours
a day. (One rotating member of the Zipcar team would take the company cell phone home with them
during evenings and weekends and take all calls.) Members were required to fill out time slips each
time they rented a car, recording their start and stop time and the odometer’s start and stop mileage.
Slips were kept in the glove compartment in all cars. Once a month, staff would collect the time slips
from the cars and Chase would manually enter usage data into an Excel spreadsheet and bill members
accordingly.
Figure 3

Zipcar’s First Online Reservation Website

Source: Robin Chase.

Keeping in Touch
From the very beginning, communicating directly with Zipcar’s members was very important to
Chase. As she explained, it was important for her to give customers a sense of the Zipcar brand and
culture and who was behind the company.22 She wanted to instill a strong sense of trust between the
company and its customers. Every three or four weeks, she sent out an email to members talking
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about the company’s growth, sharing customer stories, and injecting some “nagging” about, for
example, the importance of refilling the gas tank if it fell below a quarter of a tank. As Roy Russell
explained, Chase wanted Zipcar members to “feel like they were part of something that was more
than just a business.”
It was through her close contact with members that Chase learned about their dislike of Zipcar’s twotiered pricing model. Members would get frustrated when the less expensive “regular” cars were
unavailable and, therefore, were forced to reserve one of the “premium” cars. As Chase explained,
“The differentiation between the two from a pricing perspective was too big a jump.” She opted to
replace the two-tiered pricing model with one in which each and every car had its own price
depending on where it was parked and what type of a car it was. “This enabled us to have pricing that
matched our parking costs, which were dramatically different depending on where cars were parked.”
Complaints about pricing aside, the overall feedback from members was positive. By the middle of
September, the company was adding 35 new members a week. (See Figure 4.)
Figure 4

Growth of Zipcar Applications

Source: Robin Chase.

Chase, however, didn’t feel it was safe to celebrate. As Stephen Oakley recalled, “Robin would
remind us that the positive accolades didn’t necessarily translate into a sustainable business. It
translated into a cute, little idea, but it wasn’t necessarily a sustainable business just because people
love you to death…. She was able to find the cloud in every silver lining because nothing was up to
par…. She didn’t expect things to be easy. She didn’t expect things to be fair.” But, Oakley believed
her pessimism was what fueled her resiliency and reputation for not taking “no” for an answer:
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The analog I think of is when you read these tragic stories about people who are writers, and they
constantly struggle with self-doubt and fear. But they plug away and there’s this enormous kind
of negativity about them, but they just kind of push through it and it’s torture. And it’s like the
creativity against chaos you make—you own your own chaos, right. It’s your own negativity.
And I think that thing of the entrepreneur as being happy, and positive is—I think you’ve got to
have some of that resiliency that comes from just not expecting things to work out.
An Inconvenient Discovery
By the middle of October, with 10 cars on the road and over 400 members and just a couple of weeks
before the company would close on its first round of funding, Chase believed there would be
sufficient data to see if the business model was sound. With help from Jim Grube, an MIT student
who was getting his master’s in transportation, Chase pored over the numbers. “The modeling was
really complicated in those early days,” she explained. “I had the hourly and per-mile rates. I had the
daily rate. There were different kinds of cars with different prices. There were a lot of moving parts.”
To her surprise, the numbers were grim. Car utilization was only 22%, much lower than the 40% she
had estimated. In other words, in a 24-hour day, cars were being used less than 5.5 hours a day as
opposed to 9.6 hours. Revenue per trip was about half of what she had predicted. Somewhere, amidst
her modeling, she had made a miscalculation with the math:
So we get these numbers and oh my God, the amount of revenue we had gotten from the percent
of utilization was way low. Horrifically low. And so knee-jerk reaction was…we were still
working out of my house. I think we had six employees. We were working out of my spare guest
bedroom. So, what did I do? I left the room, locked myself into my bedroom, pulled the curtains
and wept for two hours ’cause I thought, ‘Oh my God. I’ve built this house of cards. I have this
business model that’s not working. I have $1.3 million that’s about to close on this thing that is
not true. All of my friends know that I’m doing this startup that is a complete lie and sucks. I’ve
worked with the city and they’re expecting me to do things, and it’s a complete lie. The whole
thing is a complete lie, shambles. This is never going to work.’
As Oakley recalled, Chase’s response did not send off alarm bells among the Zipcar team. They had
come to know Chase as a transparent, emotionally honest leader: “There was an expectation that if
Robin applies herself, she’ll be able to figure out the right answer. It’s disappointing in terms of her
ego if she hasn’t done it right. We just went about our business, doing what we had to do.”
Two hours later, a member of the Zipcar team knocked on Chase’s bedroom door, encouraging her to
come out. After looking at the numbers, Chase was able to determine that the daily rate was the
culprit. Much to her discomfort, the math indicated that with 50% of revenue coming from daily
rentals, a higher percentage than she had predicted, the daily rate would have to go up by 20% in
order to break even. From an internal perspective, raising prices would be no easy feat. Zipcar’s
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financial systems, such as they were, had been built fast and were not flexible. Adjusting the prices
would take a lot of back-end engineering time.
Not everyone agreed that raising prices was the right move or that it was the right time to do so.
Chase recalled her brother Mark saying, “You’ve just started this company, and you’ve made a
product promise, a service promise to your members. You’ve told them, ‘These are the prices.’ And
people have paid their annual membership dues and put down a deposit based on those prices. People
have sold their cars. This is like bait and switch. This is not some minor adjustment. This is 20%!”
Furthermore, the point was made that such a price hike could result in a customer backlash right as
the company was set to close on its Series A financing.
As Chase listened to Mark and other members of her team share their reservations toward the idea of
raising prices, she started to get angry: “As I was sitting there I began to think, I’ve heard so many
CEOs talk about their startup experience. And none of them, not one, had ever said that this would
happen. I had been told no stories at all about it being hard. I just thought, wow, you’ve all been such
liars, and no one ever let on about this. This was the big secret, and it was awful.”
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We knew that the change needed at ACHS would require more than bringing in a new manager or
two. We were looking to change the culture and introduce a new value system.
— Fernán Gazmuri, President, ACHS Board of Directors
In mid-2010, things were not looking good for Asociación Chilena de Seguridad (ACHS), a workers’
insurance non-profit corporation.1 Also known as a “mutual,” ACHS provided member companies
with risk prevention services and their workers with free, high-quality healthcare and, when needed,
salary compensation for work-related accidents and illnesses. ACHS’s accident rates2 were now
rising, even as its financial performance declined. In fact, the 52-year-old organization was losing
money for the first time. Workers wanted a better healthcare experience, and companies wanted better
risk prevention services. Meanwhile, as ACHS coped with its eroding performance, Chile’s new probusiness, results-oriented president, Sebastián Piñera, was openly communicating his goal of creating
a “First World Chile” by 2020.3
ACHS was founded in 1958 by Sociedad de Fomento Fabril (SOFOFA), a federation of private
industrial companies led by some of the best-known businesspeople in Chile. These included the new
company’s CEO, Eugenio Heiremans. During the half-century that followed the founding of ACHS,
Heiremans focused on enhancing the dignity of the Chilean worker by improving safety and health
conditions; he believed in putting the well-being of people ahead of all else.4 Now 87 years of age and
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3

Claire Brennan, “President Sebastián Piñera: ‘I want a First World Chile by 2020’,” CNN, October 15, 2012.
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“Memoria Annual 2010,” ACHS, p. 11 (http://www.achs.cl/portal/ACHS-Corporativo/Documents/memoria-2010.pdf, accessed June 15, 2015).
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suffering from a debilitating illness, Heiremans knew it was time to step down. SOFOFA’s Executive
Committee asked committee member Fernán Gazmuri, ACHS’s newest board member, to set the
change process in motion. Finding the right successor for Heiremans would require a better
understanding of how ACHS operated and a leader who could reverse the organization’s decline in
performance while maintaining its historical commitment to the safety and health of the Chilean
worker.
Chile
Theories abound about the origin of the name “Chile.” One claims that the name came from the
Mapuche5 word chili, which meant “where the land ends.” Chile spans nearly 4,000 miles of the south
Pacific coastline and a mere 110 miles from the coast to its eastern borders with Bolivia and
Argentina. It shares a 104-mile border with Peru to the north, and in the south ends at Cape Horn, 500
miles north of Antarctica. (See Exhibit 1 for map of South America.)
With a population of 17 million, Chile is considered one of the most racially homogeneous nations in
Latin America. When asked in a 2011 Latinobarómetro survey what race they considered themselves,
59% of Chileans answered “white,” 25% said “mestizo,” and 8% self-classified as “indigenous.”6
Chile is a highly urbanized nation: 90% of the population live in cities, and nearly 40% of that total
live in the country’s capital city of Santiago. With an average lifespan of 79 years, approximately
43% of Chile’s population is between the ages of 25 and 54,7 making it the fastest-aging society in
Latin America. By 2030, experts predict, 23% of the population will be in their 60s and older.8
Chile’s economy depends heavily on mining. The country produces one-third of the world’s copper,
exports of which account for 20% of GDP and 60% of all exports.9 Chile has the highest GDP per
capita (ppp) in Latin America (Exhibit 2).
Augusto Pinochet and the “Chicago Boys”
Many credit Chile’s strong economic position to the policies put in place during the days of its
military government under Gen. and then President Augusto Pinochet. Named Commander-in-Chief
of the Chilean Army by President Salvador Allende in 1973, Pinochet led a successful, U.S.-backed
coup against Allende, who was three years into creating a “classless state without private property.”10
Allende had told a New York Times reporter shortly after he was elected president in 1970 that “Man
5
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is freed when he has an economic position that guarantees him work, food, housing, health, rest, and
recreation…. I think Socialism frees man.”11 By the time of his overthrow, skyrocketing inflation
rates, a contraction in industrial output, a thriving black market, a fiscal deficit that was growing due
to uncollected taxes, and shrinking foreign-exchange reserves gripped Chile.12
After taking power, Pinochet called on a group of Chileans who had been educated at the University
of Chicago under the Nobel Prize-winning, neoliberal economist Milton Friedman to help him save
the Chilean economy. This group of economists came to be known as the “Chicago Boys.” Their freemarket, minimal-state intervention economic philosophies led to curtailing state participation in the
economy. They encouraged export growth, removed trade barriers, and privatized social security and
state companies.13 Labor unions, which under Allende had been actively involved in Chilean politics
and permitted to engage in collective bargaining both at the enterprise and industry levels, saw their
influence severely limited. The 1979 Labor Plan outlawed union confederations, allowed collective
bargaining only at the company level, and prohibited unions from requiring members to pay dues.
During a strike, a company could impose a lockout, temporarily lay off workers, and hire
replacements.14
From 1986 to 1997, the Chilean economy grew on average 7.5% annually.15 Friedman, who noted
how remarkable it was that Chile’s military junta “adopted the free market arrangements instead of
the military arrangements,”16 soon dubbed it the “Chilean Miracle.” In addition to his economic plan,
Pinochet engaged in political and social reforms, one consequence of which was the killing or
disappearance of over 3,000 political opponents and the torture of tens of thousands.17
Inequality
High unemployment and increasing levels of poverty and income inequality led to Pinochet being
voted out of office in 1990. Friedman noted that Pinochet’s ouster was an indirect result of the free
market policies that governed Chile during the 1970s and 1980s. As he reflected some years later,
“The Chilean economy did very well, but more important, in the end the central government, the
military junta, was replaced by a democratic society. So the really important thing about the Chilean
business is that free markets did work their way in bringing about a free society.”18
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The center-left coalition governments known as Concertación, which led Chile from 1990 to 2010,
increased social spending as a way to tackle the country’s level of poverty. The poverty rate fell from
45% in the mid-1980s to 15% by the mid-2000s.19 In concert with improved levels of poverty, the
university student population soared from 200,000 in 1990 to 1.1 million in 2010.20 The country’s
GDP continued to grow, albeit not quite at the levels it had under the last years of Pinochet (Exhibit
3). Chile’s economic growth and social and political stability were recognized with its acceptance into
the OECD in 2010, making it the first South American country to be admitted.
However, as one academic pointed out, “Only a minor sector of society benefitted from [Chile’s]
productivity growth.”21 Inequality, brought on by the free market policies put in place under Pinochet,
remained a glaring problem with the vast majority of Chileans not represented in its growth figures.
Chile had the most uneven distribution of wealth in the OECD. According to the World Bank,
between 2005 and 2009, the highest 20% of income earners accounted for 57% of total income and
the lowest 20% just 4.5%. As one researcher found, 20% of Chileans had incomes equal to those of a
developed country while the rest had incomes of a middle- or low-income country. Another
researcher noted that nine out of ten workers in Chile made less than the average minimum salary in
developed countries.22
The country’s social and economic inequality manifested itself in the healthcare system.
Approximately, 72% of the population belonged to FONASA, the government-run health insurance
plan that required members to contribute 7% of their income for coverage. However, roughly 40% of
FONASA beneficiaries qualified as poor or destitute and did not pay the 7% contribution or a copay
at time of service.23 Isapres, private health insurance companies, covered 17% of Chileans, typically
those with higher incomes who were considered a low health risk. Forty-five percent of Isapres
beneficiaries were in the top 20% income bracket.24 However, as they aged and their healthcare needs
became more complex and expensive, many Chileans left Isapres and joined FONASA.25
Mutuals
Chile’s tradition of “mutuals” and the law that governed them began with ACHS in 1958. With an
industrial accident happening every 27 seconds,26 the business leaders of SOFOFA set out to lower
Chile’s accident rate by developing risk prevention programs and providing workers with healthcare
19
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coverage and compensation for job-related accidents and illnesses. They envisioned an insurance
network that was “universal and based on a system of mutual support,” void of discrimination based
on a company’s size or level of risk.27
In 1968, when the accident rate in Chile was more than 35%, the Chilean government, led by
President Eduardo Frei Montalva from the Christian Democratic Party, passed a law (16.744)
requiring all companies to join either the government worker insurance provider or one of Chile’s
three private mutuals: ACHS; IST, founded in the same year as ACHS, which served companies and
their workers in the Aconcagua and Valparaíso regions, north of Santiago; or, MSCCC, founded in
1966 to serve the construction industry. Up until that time, membership in a mutual had been
optional. The 1968 law required mutuals to provide members:
1. Risk prevention services to prevent work accidents and occupational illnesses. Together with
member companies, the mutuals developed plans to avoid and reduce accidents and
occupational illnesses.
2. Healthcare services to treat work-related accidents and illnesses. This included physical and
occupational therapy.
3. Financial compensation and pension management during the time a worker took temporary
leave due to an accident or illness or retirement due to a permanent disability.
In return for risk prevention, healthcare, and financial services, member companies paid mutuals a flat
rate of 0.95% of all salaries as well as an additional 0–3.4% of a worker’s salary (the combined fixed
and variable rate average was 1.6%) according to the level of risk associated with the industry and the
safety record of each company. This dues model incentivized companies to address their work-related
accidents and illnesses in order to bring down their rates; paradoxically, it then put downward
pressure on the mutuals’ earning potential.28
Throughout their history, the three private mutuals had operated without significant competitive
threats. While new mutuals were permitted to enter the sector, the legal requirements were fairly
restrictive (Exhibit 4). Since the 1968 law set the member rates, mutuals could only differentiate
themselves on their ability to lower accident rates, which would lower the rates companies were
required to pay.29
The mutual system experienced significant growth as Chile’s economy grew. As more companies
were started in Chile beginning in the late 1980s and into the 1990s and 2000s—between 2007 and
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2010, an average of 28,000 new companies were started every year30—the need for worker insurance
grew. More workers and higher salaries led to greater income for mutuals.
Given their socially conscious focus, many wondered how the non-profit mutuals survived during the
Pinochet/“Chicago Boys” era. Heiremans, who knew Pinochet and had been close to his military
government, offered an explanation:
When the military government took over in 1973, the success of mutuales was already widely
recognized, and they were held in high esteem by the society in general. However, the team that
determined the economic policies of that time adhered dogmatically to the belief that everything
should be based on profit…. However, in the case of ACHS and the other mutuales, a profitseeking orientation would be counterproductive because market pressures would lead to the
selection of ‘good’ clients only [or] those with low accident risks. Who would want to take on the
high accident risks? In the end, the state would have to provide coverage for those cases, and we
all know the low quality of health services that the state manages to offer….31
ACHS
With roughly 4,000 employees, ACHS and its country-wide network of 100 agencies provided risk
prevention services to 38,000 companies, 84% of which had 50 or fewer employees (7.6% had 50–
100, 6.9% had 101–500, 1.5% had 500+), and delivered healthcare and financial services to two
million workers. (See Figure 1 for a breakdown in ACHS industry membership by company and
worker and by industry accident rates.) Among the three private mutuals, ACHS was the market share
leader with 52%; MSCCC and IST had 34% and 14%, respectively.32
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Figure 1

ACHS Members by Industry 2010

Utilities
Mining
Financial services
Telecom, storage, and transportation
Construction
Agriculture, forestry, and fishing
Retail
Manufacturing
Services

Member
Companies by
Industry (%)
1.3%
0.8%
7.7%
9.1%
7.5%
16.4%
13.0%
15.3%
28.9%

Workers by
Industry (%)
0.9%
1.4%
3.2%
4.5%
5.5%
10.2%
14.6%
14.6%
45.1%

Accident Rate by
Industry (%)
4.8%
2.1%
2.3%
8.1%
6.1%
6.9%
6.0%
7.3%
4.1%

Source: “Memoria Anual 2010,” ACHS, p. 66 (http://www.achs.cl/portal/ACHS-Corporativo/Documents/memoria-2010.pdf,
accessed July 9, 2015).

As ACHS’s founder, Heiremans had built a non-profit corporation that took great pride in its work
and in the treatment of its people. Employees were paid well and given generous healthcare benefits.
(They could receive healthcare at lower rates at ACHS’s healthcare facilities.) They were also
guaranteed a financially stable retirement if they stayed with the company. Employees contributed
2% of their monthly salary to a retirement fund, an amount matched by ACHS. Upon retirement, they
received 100% of their most recent monthly salary times the number of years employed. Employees
averaged 19 years on the job, and the executive team 29 years. In 2009, ACHS scored 31st on the
Best Places to Work in Chile rankings.33
Organizational Structure
As executive president of ACHS, Heiremans led the organization’s six-person board of directors,
which included three directors representing member companies and three directors representing
workers. A director could serve an unlimited number of three-year terms. The board met monthly:
each member had one vote; in case of a tie, Heiremans had an additional vote.
Heiremans’s influence extended well beyond the boardroom. He kept an office at ACHS, which he
visited every day. It was well known that he made almost all the business decisions at ACHS, a
leadership model that made sense to many of the company’s executives. As one commented: “When
the ship has only one captain, it’s easy to make decisions. In the middle of a storm, you can’t have a
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meeting and democratically decide whether to go to port or starboard, because the ship would sink in
the meantime.”34
On paper, ACHS’s CEO (GG on the organizational chart), to whom the directors of operations and
finance and administration reported, led the management team and reported to the board. (See
Exhibit 5 for the ACHS Organizational Chart.) The heads of ACHS’s risk prevention and healthcare
services reported to the director of operations; the organization’s 15 regional managers, who were
responsible for overseeing the geographically dispersed agencies that provided risk prevention,
healthcare, and financial services, reported to the head of finance and administration. Each regional
manager had been handpicked by Heiremans and had considerable power. They were given autonomy
to run their areas as they wished, deciding on which organizational structures and job titles made the
most sense to them.
Risk Prevention and Safety and Healthcare
In accordance with the law, ACHS had two lines of business: risk prevention and safety and
healthcare.
Risk Prevention and Safety ACHS was originally founded to provide risk prevention and safety
services to companies throughout Chile in order to bring down the nation’s accident rate. The
organization helped its member companies avoid accidents by providing training programs to
introduce environmental and health safety (EHS) competencies. These included hygiene programs to
prevent occupational illnesses; fire and biohazard agent training; and psychosocial programs to
develop and sustain a culture of safety. ACHS’s work in risk prevention and safety extended to the
community at large with campaigns that addressed how to avoid day-to-day public transportation
accidents, prevent swimming pool accidents, and educate children about the importance of EHS at
home.
Roughly 17% of ACHS employees worked in risk prevention and safety, which accounted for 15% of
the organization’s operating costs.35
Healthcare ACHS ran 97 primary healthcare centers throughout the country and a trauma hospital in
Santiago. The organization also co-owned 12 regional clinics with its competitor MSCCC, resulting
from a 2005 alliance when excess capacity led the organizations to merge some of their locations.36
ACHS co-owned an additional seven clinics with other partners.

34

Mladen Koljatic and Mónica Silva, “Asociación Chilena de Seguridad (ACHS),” Social Enterprise Knowledge Network, July 23, 2005.
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“Fortaleciendo Nuestra Organización para la Próxima Etapa de Liderazgo,” Virtus, Octubre de 2010, p. 22.
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For more on the alliance between ACHS and MSCCC, see Mladen Koljatic and Mónica Silva, “Asociación Chilena de Seguridad (ACHS),” Social Enterprise
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The ACHS medical team included 373 doctors with different specialties, including 135 in
orthopedics, and a team of health professionals dedicated to rehabilitation and workplace reentry. On
average, ACHS provided care for 250,000 workers annually with an average treatment rate of 7.9
days, up from 7.7 days in 2008. Roughly 95% of the workers received treatment locally through the
organization’s primary healthcare centers, and 5% had to be treated in clinics or hospitals. Healthcare
accounted for 55% of ACHS’s employees and 45% of operating costs.37 (Financial compensation for
workers who became sick or were injured on the job represented 27% of operating costs.38)
ACHS also owned a 2,000-person transportation and first aid administrator company (ESACHS) that
owned 500 ambulances and other emergency vehicles and that transported up to 70,000 people a
month to hospitals and clinics. The first-aid side of ESACHS provided first aid to workers,
particularly those located in hard-to-reach areas. Many of the 100 first-aid facilities within member
organizations and companies throughout Chile had a doctor on staff. Depending on their in-house
first-aid needs, some companies, such as those wanting a doctor on staff, paid ACHS an additional
fee.
Other Stakeholders
Aside from its own employees, ACHS’s key stakeholders included affiliated companies, workers at
affiliated companies and their unions, and the government. For affiliated companies, ACHS’s value
proposition was the degree to which it helped curtail work-related accidents and illnesses, thereby
lowering the variable fee that affiliates paid to ACHS. For many years, affiliated companies had
voiced dissatisfaction with the organization’s risk prevention and safety services, and believed that
the organization had focused too much on healthcare.
Workers, and the unions that represented them, looked to ACHS for the free healthcare provided
when a work-related accident or illness occurred and for financial compensation services when they
were unable to work. While workers were satisfied with the healthcare they received, especially when
compared to the quality provided by public healthcare clinics, they complained about the amount of
time they had to wait to see a doctor.
The government’s demands on ACHS shifted depending on which political party or coalition led the
government. For example, President Michelle Bachelet was an outspoken defender of workers’ rights
during her time in office from 2006 to 2010. During her term, ACHS focused more on the workers’
experience by continuing to improve the quality of healthcare they received. Pro-business president
Piñera, elected after Bachelet, stressed the importance of liberal, open, competitive markets to keep
Chile on its development trajectory. He questioned the ability of a group of non-profits to lead the
workers’ insurance industry and sought a for-profit competitor to shake up the industry landscape.
37

“Fortaleciendo Nuestra Organización para la Próxima Etapa de Liderazgo,” Virtus, Octubre de 2010, p. 22.
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Time for Change
The year 2010 marked the first year ever that ACHS had run an operational deficit.39 For several
years, the organization’s operating expenses had been growing faster than its operating income.
Between 2006 and 2009, operating income grew 5.3% while operating expenses (excluding
administrative costs) grew 7.2%. Administrative costs were up 8.6% over the same time period.
Operating results had tumbled 27.2% (Exhibit 6). Meanwhile, the organization’s retirement fund
faced a $40 million liability.
However, ACHS’s stakeholders were arguably more concerned with its apparent struggle, along with
the entire mutual system, to lower the nation’s accident rate (Exhibit 7).40 As one manager explained
it, ACHS could no longer lower its rate by its previous means—implementing rules and regulations,
providing procedures, and hoping that employees complied. Member companies voiced their
dissatisfaction with ACHS’s risk prevention efforts, and many of the larger ones handled risk
prevention and safety in-house.
SOFOFA’s executive community had chosen Fernán Gazmuri to take the lead in determining how to
turn around ACHS. Gazmuri was the president of Citroën Chile, a substitute board member at ACHS
since 2002, and a permanent member beginning in 2010. He began by carefully broaching the subject
of a successor with Heiremans. Gazmuri also proposed that ACHS hire an outside consulting
company to assess what the organization did well and not so well, and to determine the depth and
breadth of change needed. While Gazmuri knew that neither of these conversations would be easy, he
believed that Heiremans would have to bless any change initiative for it to succeed, and do so
publicly.
Fortunately, Heiremans offered no resistance, and ACHS’s other board members also agreed with
Gazmuri’s recommendations, though they never did so in front of Heiremans. (The two other board
directors representing member companies had each been on the ACHS board for more than 20 years
and had close personal relationships with Heiremans.) Heiremans relinquished his CEO position in
June 2010, and resigned from the board in October 2010. He died two months later, but by then
ACHS employees knew that he had approved the need for new leadership and the assistance of
outside consultants. During his final months, Heiremans did not participate in discussions on the type
of leader ACHS should seek, but he did share with Gazmuri his concern that the inevitable dismissal
of some employees would disrupt ACHS’s paternalistic and fraternal culture. He recommended that
the changes be made slowly, in order to reduce the negative impact they would have on the
organization.

39

ACHS’s 2010 operational deficit didn’t show up as such on its income statement because of a tax credit.

40
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Virtus and Its Assessment
The ACHS board hired Virtus Partners (Virtus), a Chilean consulting firm founded by two former
McKinsey partners, to help lead the turnaround. Virtus launched its assessment of the organization in
July 2010, just one month before a mining accident trapped 33 Chilean copper miners 2,000 feet
below ground for 69 days. The company that owned the mine was a member of ACHS.
Virtus carried out interviews and focus groups with ACHS employees—many of whom referred to
the consulting company as “virus”—and with its stakeholders, and also conducted a deep analysis of
financials and other operational data, as well as an inventory of systems and processes. As one Virtus
consultant explained, “We found a company lacking any governance…. It was unchallenged and
slow. There was no innovation.” In addition, many employees didn’t seem to understand what it
meant to be a non-profit: some read ACHS’s non-profit status as meaning that the company didn’t
need to worry too much about costs; it needed to earn money and spend it.
Structure Even before Virtus began its assessment process, it was clear that ACHS operated with a
highly centralized structure at the top but with a decentralized structure among the healthcare and risk
prevention businesses and among the different regions.
As executive president for over 50 years, Heiremans had made all major operating and businessrelated decisions. More often than not, he reported to the board after those decisions had already been
made.
Virtus found little communication between the healthcare and risk prevention businesses. The area
heads competed for power, resources, and larger teams. In addition, they were both jockeying to be
the next Heiremans.
The regions also communicated very little with headquarters, and did not share a vision of what
ACHS should be and how it should operate. One Virtus consultant noted that ACHS consisted of 15
different companies, a structure that had made sense in the days before Chilean companies operated
in multiple locations, because it allowed ACHS to be physically close to its members. However, that
structure no longer applied.
Human Capital Many of ACHS’s employees had spent their entire careers with the company and
had never been exposed to other ways of managing or working in a business setting. The average age
of the 30 most senior managers was 60, and their average length of service was 29 years.41 People
stayed in the same position for many years; personnel rotation was uncommon. There was
considerable administrative fat, with central administration accounting for 12% of operating costs,
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slightly lower than risk prevention’s 15%.42 Headquarters had 700 employees, of whom 120 were
administrative assistants. (Some managers had three personal assistants.)
Virtus discovered that a good number of employees had come to ACHS because of family
connections. “Many decisions were based on if you were someone’s friend or relative,” explained a
Virtus consultant. “It was not a meritocracy.” Nearly all employees received good or excellent ratings
on their annual performance evaluations—making it impossible to tell who was and wasn’t pulling
their weight—and 20% of the organization’s bottom line was divided equally among all employees
for annual bonuses. In general, Virtus found a workforce lacking promotable talent. For the most part,
employees didn’t try to figure out ways to do their jobs better. They aimed to maintain the status quo.
Employees who filled out workplace surveys for Virtus rated employment security as the feature they
most valued at ACHS. The organization had never dismissed anyone, and people left the office every
day promptly at closing even if they had not solved a member’s problem.
Operations ACHS’s decentralized structure resulted in a lack of operational consistency; few
enforced administrative processes; there was little accountability and little emphasis on or concern
about results.
Virtus discovered that ACHS’s various agencies could set their own budgets and decide how to spend
money. They chose their organizational structure, job titles, hours of operation, and suppliers. Safety
and risk prevention was taught differently from one ACHS agency to another, and doctors at ACHS’s
health centers did not follow a single medical protocol. A doctor at one health center, for example,
might give a worker with a sprained ankle five days lost work time, while a doctor at another facility
might give the same injury 10 days. Doctors felt little internal pressure to ensure that workers
returned to work as soon as possible; rather, they aimed to give the best medical care possible. At the
same time, workers who were paid while on medical leave did not have much incentive to return to
work as soon as possible; yet lost work time cost both ACHS and the member company money.
ACHS had no IT system to connect all the agencies, regions, and headquarters. Basic reports
pertaining to operations or customer service took two or three weeks to create, because the company’s
legacy systems did not talk to one another. ACHS spent up to $15 million a year in technology
patches and short-term fixes.
Goals
To put ACHS on track, Virtus recommended four key goals:
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1. Get closer to customers in both business segments. On the healthcare side, “customers” meant
the workers; on the risk prevention side, it referred to the appropriate leaders and managers at
member companies.
2. Build a high-performance management team and board of directors.
3. Develop an efficient operation in order to bring down operational costs. This included
centralizing and standardizing certain processes and installing new technology systems.
4. Create a results-oriented culture, with specific performance targets and measurement systems.
(See Exhibit 8 for timeline of turnaround.)
The Next Heiremans?
While Virtus delved into the inner workings of ACHS, Gazmuri began conversations with the board
about the type of leader ACHS needed to succeed Heiremans. One profile that emerged was of an
early-to-mid-career professional experienced in enacting change. Such a person would bring in new
talent, implement modern management tools and systems, and make the change process happen fast.
As with any organization experiencing performance erosion, everyone wanted the most rapid
turnaround possible.
Yet speed had its risks, particularly in an organization that had been led by the same person since its
founding. How would that urgency affect ACHS’s ability to serve its member companies and their
workers? Would it be too disruptive? Would ACHS employees rebel, feeling that such a leader didn’t
respect Heiremans and his legacy? What about the board? After following Heiremans for so long,
would they back a new leader moving the organization in a new direction?
Heiremans had stressed the dignity and well-being of the Chilean people above all else. Now the
political and economic context in which Gazmuri and others hoped to turn around ACHS had the
potential to generate serious tension with that goal. On the one hand, Chile’s recent admission into the
OECD made the country’s sharp disparities in income and wealth all the more evident. Under
Heiremans, ACHS had provided services that somewhat mitigated those disparities. On the other
hand, a struggling ACHS would introduce its new leader shortly after the swearing-in of Chile’s first
conservative president since Augusto Pinochet. President Piñera, a billionaire businessman, was
committed to revitalizing an economy beset by 10% unemployment and to attaining “developed”
status for Chile by 2020. He sought to do this by cutting red tape for businesses, encouraging
investment, and increasing productivity and wages. As Piñera put it, “I want to bring back those years
of the fat cows, when everybody talked about the Chilean Miracle.”43
ACHS’s new CEO would need to assess the organization’s opportunities in this changing business
and political environment.
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Exhibit 1

Map of South America

Source: http://www.infoplease.com/atlas/southamerica.html.
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Exhibit 2

Economic and Social Data for Select South American Countries

Mean yr. school

Gross
Enrollment
ratio (tertiary)

Education
Expenditure
(% of GDP)

Health
Expenditure
(% of GDP)

Gini coefficient

98.6

9.79

71

4.1

7.46

52.06

77.23

98.1

8.45

63

2.88

8

45.32

16,201

74.63

95.5

8.64

78

3.63

5.16

44.77

GDP (US$
billions)

GDP per
cap PPP

Life
expectancy

Literacy

Chile

217.54

18,111

79.96

Uruguay

40.28

16,748

Venezuela

393.80

Argentina

462.84

14,700

76.31

97.9

9.83

75

5.78

8.11

44.49

2,209.40

14,363

73.94

90.4

7.18

n.a.

5.82

8.9

54.69

Colombia

287.02

10,558

74.04

93.6

7.07

45

4.49

6.12

55.91

Peru

148.52

9,714

74.83

89.6

9.01

43

2.59

4.81

48.14

Ecuador

69.56

9,122

76.47

91.6

7.59

39

5.19

7.26

49.26

Bolivia

19.65

5,172

67.26

91.2

9.21

38

7.6

4.88

56.29

Brazil

Source: The World Bank (http://data.worldbank.org/indicator/NY.GDP.PCAP.CD/countries, accessed July 17, 2015);
hdr.undp.org/en/countries/profiles/.

Exhibit 3

Chile GDP Growth, 1980–2008
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Source: The World Bank (http://data.worldbank.org/indicator/NY.GDP.PCAP.CD/countries, accessed July 17, 2015);
hdr.undp.org/en/countries/profiles/.
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Exhibit 4

Legal Requirements to Create a Mutual

1. The total number of affiliated companies must employ a minimum of 20,000 workers in
permanent positions.
2. The corporation must provide adequate medical services, both general and specialized,
including rehabilitation, whether from their own resources or jointly with another such
organization.
3. Activities favoring the prevention of occupational accidents and illnesses must be carried out
on a permanent basis.
4. The corporation may not be administered directly or indirectly by any profit-making
institution.
5. The affiliated companies will be jointly liable for any contractual obligations pertaining to the
corporation.
Source: Mladen Koljatic and Mónica Silva, “Asociación Chilena de Seguridad (ACHS),” Social Enterprise Knowledge Network,
July 23, 2005.
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Exhibit 6

ACHS Operating Performance 2006–2009

Source: “Fortaleciendo Nuestra Organización para la Próxima Etapa de Liderazgo,” Virtus Partners, Octubre de 2010, p. 20.

Exhibit 7

Mutuals System Results by Accident and Operating Margin, 2003–2010

Mutuals System Accident Rate
8.0%
6.0%
4.0%
2.0%
0.0%

2003 2004 2005 2006 2007 2008 2009 2010

Series1 7.3% 7.1% 6.8% 6.5% 6.0% 5.9% 5.3% 5.4%

Mutuals System Operating Margin
6.0%
4.0%
2.0%
0.0%
-2.0%

2003 2004 2005 2006 2007 2008 2009 2010

Series1 1.7% 4.3% 4.9% 4.9% 2.7% -0.1% 0.6% -1.5%

Source: Fernán Gazmuri, “Seguridad y Salud Ocupacional en la ACHS,” 20 de agosto de 2013.
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Exhibit 8

Steps of Turnaround Process

Source: ACHS Company Description, January 2013.
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