Power To Change:
The Case of TVA

The Tennessee Valley Authority 's new leader
understands that one of thefirst steps toward change
Is involving employees in theprocess.

hen Marvin Runyon was
sworn in as Tennessee
Valley Authority's chair,

many hoped he would be the knight
in shining armor that would save the
agency from financial ruin.

Runyon had been a successful
automobile executive at Ford and
Nissan. When he took over the TVA on
January 25, 1988, it appeared that
nothing short of a superhero could
turn the agency around.

The Tennessee Valley Authority was
created in 1933 by an act of Congress,
with the mission of improving naviga-
tion on the Tennessee River, control-
ling destructive floods, producing
electric power, planning for the
proper use, conservation, and
development of natural resources,
providing for agricultural and in-
dustrial development, and promoting
economic and social well-being.

Its noble mission began to fizzle
when, in the early 1970s, TVA began
an overly ambitious program to con-
struct 17 nuclear power plants. Of the
17, only two are currently on line;
there are plans to restart one unit this
year and bring another one on linein
1992. The $15 billion nuclear program
had absorbed much of the agency's
capital and led to an $8 billion con-
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struction debt. Nearly 40 percent of
TVA's power assets are tied up in un-
finished nuclear plants.

In addition, TVA's 12 coal-fired
steam plants were suffering from
sporadic breakdowns because of in-
sufficient maintenance. A long
drought in the Tennessee Valley had

salaries is mandated by Congress. That
makes it difficult to attract top
managers, who in private utilities can
easily make four times more.

Clearly, TVA needed to change the
way it did business. Runyon was ap-
pointed to lead that change. Soon after
Runyon became TVA'sninth chair, he
wasted no time before outlining steps
toward change that he and the board
felt were needed in the coming
months:

TVA's management was
perceived as weak,

seriously reduced the utility's capacity
to produce hydroelectric power from
its 30 dams—forcing the country's
largest power system to buy more
than 10 percent of its power from
nearby utilities.

Because it had been forced to raise
its rates an average of 4.5 percent a
year since 1985—most of which was
passed on to its industrial custo-
mers—TVA faced the threat of losing
many customers to utilities that could
offer lower rates.

In addition to these power-related
problems, TVA's management was
perceived as weak, bureaucratic, and
short-sighted. Because TVA is a
government agency, its ceiling for
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bureaucratic, and

short-sighted

¢ to reexamine TVA's purpose and
establish a clear plan for the future
* to restore TVA's nuclear program
e to seek laws that would help TVA
operate with the flexibility of private
enterprise

« to improve leadership, teamwork,
and communications.

The signs of change

One of the first changes began in
April when Runyon created a manage-
ment committee consisting of 20 ex-
ecutives. The group began to meet
weekly in order to plan and manage
operations at TVA.

One of the conclusions Runyon
reached early in his assessment of the
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agency was that there were several
"TVASs," each going itsown way with-
out asense of cohesiveness and team-
work. He envisioned that one of the
primary roles of the new committee
would be to get everyone working to-
gether as a team—to have acommon
mission and goals.

At the first off-site meeting, the
management committee worked to
determine the futuredirection of the
agency and to arrive at ways in which
TVA could best meet itsobjectivesand
serve itscustomers. The major goals of
TVA were reviewed and an action plan
was devel oped for each. The manage-
ment committee also developed a
plan for guiding the restructuring of
the agency.

On April 26, 1988, Runyon reported
to the entire agency via satellite on the
outcome of the off-site meeting. He
conveyed histheme of "anew way of
doing business" as he spelled out how

Runyon had brought with him a

office managers became senior vice-
presidents, and division directors
became vice-presidents. Runyon
hoped the changes would result in
greater responsibility and account-
ability in moving decision making to
the lowest operating levels possible.

Runyon confirmed that restructur-
ing would eliminate programs and
jobs. Job insecurity was a reality in
varying degrees. Many felt a sense of
powerlessness and uncertainty regard-
ing the future. Observations and con-
versations with employees left little
doubt that TVA people had their
minds on thingsother than their jobs.
That may have resulted in adrop in
productivity.

RIF incentives

The reduction-in-force (RIF) pro-
cess was examined inJune along with
an announcement of double sever-
ance-pay incentives. To encourage

reputation for a participative
management style

the agency would reach its goals. He
also announced apainful change: the
workforce would be substantially
reduced by October 1of that year.

Runyon also mentioned that six task
forceswould examine the major issues
facing the agency. For employees this
was the beginning of anxiety regard-
ing their own job futures. It was also
the beginning of arumor mill that, for
the next three months, would feed
everyone's anxiety levels.

In May, the reorganization was an-
nounced. The new structure resulted
in name changes of organizational
units, new reporting relationships, the
consolidation of some offices, and the
elimination of others. For example,
the office of employee relations
became human resources; the office
of policy, planning, and budget
became finance; and all programs
funded by Congress were con-
solidated into resource development.

To convey abusinesslike approach
that would more closely resemble
private industry, the general manager
became an executive vice-president,

employees to leave the agency volun-
tarily, people who had worked full-
time for TVA for five years were of-
fered eight days of severance pay for
every year of TVA service.

At the same time, acomprehensive
outplacement effort was mounted. It
included outplacement training
(resume writing, letter writing, and
job search skills), resource centers, job
fairs, and a computerized job bank.

For some employees who were near
retirement, the RIF package was a
welcome incentive. Those who were
unhappy and frustrated in their jobs
also welcomed the RIF, since it gave
them an opportunity to look for other
jobson TVA time and at TVA expense.
But many others suffered various
emotions including denial, disbelief,
frustration, anger, and depression.

Just five months after Runyon be-
came chair, he announced the layoff
of 7,500 TVA and contract employees.
In addition, employees were informed
that management benefits such as
paid health-insurance premiums
would be eliminated.
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The following 90 days were difficult
for both the "victims" of the RIF and
the "survivors." Productivity ap-
peared to be at an all-time low. The
several thousand who had been laid
off spent much time and energy look-
ing for new jobs. The survivors had to
try to regroup and identify new roles,
relationships, and responsibilities.

After the August layoff announce-
ment, all senior managers met to-
gether for the first time. This not only
brought together about 220 senior-
level managers, but also demonstrated
that the new TVA was ready to move
ahead and not languish in the past.

The purpose of the meeting was to
solicit input from the new team of top
managers regarding their perceptions
of major concerns about TVA'sfuture.
Runyon hoped that the agency was
ready and able to let go of the past and
move on.

Throughout the reorganization and
layoff process, the management com-
mittee met regularly. The manage-
ment committee and the board
orchestrated the entire process with
the help of internal and external con-
sultants. The consultants' role was to
establish and facilitate the weekly
meetings and the off-site ones.

In September, at the second off-site
gathering, management committee
members developed key performance
targets for the six focus areas:

e organization performance manage-
ment and accountability

e competitive power system

* morale and teamwork

¢ HR management systems

¢ public image

e mission.

Before the meeting, the manage-
ment committee asked the senior
managers to identify performance
targets for each of the six focus areas.
Then the committee members
developed some critical organization-
wide performance targets. They also
discussed TVA'scurrent business situa-
tion and what it would take to hold
firmon power rates for the next three
years. They decided that the senior
managers would be best qualified to
identify ways to cut expenses.

At their second meeting, the
200-plus senior managers did just that.
They focused on group problem
solving—how to reduce fiscal year
1990 expenses by $154 million. The
managers were divided into seven
small groups. Each group was as-



signed one of the followingtopics for
brainstorming ideas to save money:
e resource development

e fossil and hydro power

e nuclear power

e transmission expense

* customer accounts

o fuels

e administrative and general.

Each group reported the results of
its discussion, listing what could be
done and how much money the sug-
gestions would save.

Participation model

Runyon had brought with him a
reputation for aparticipative manage-
ment style. By soliciting input from
senior managers, he was providing a
model for them. This new way of do-
ing business engendered a feeling of
hope for the future of the agency,
despite the pain of the past few
months.

By September 30, TVA began anew
as the last of the RIFed employees
walked out the door. Over the next
several months, the remaining
employees tried to settle into their
new roles and relationships.

In October, Runyon discussed with
them TVA's new mission statement.
The statement was aligned with the
original mission and was designed t©
provide a common direction for the
AZENCY.

The new mission statement did not
put an end to the confusion and role
ambiguity, Many departments had to
do the same amount of work as
before, but with half as many people.
Smaller corporate staffs needed to
develop new working relarionships
with decentralized field statfs.

Beginning in November the com-
position of the management commit-
tee began to change. A new senior
vice-president for nuclear power was
hired and a new vice-president of
human resources came on board, Dur-
ing the next several raonths, many of
the names and faces at top-level posi-
tions would change, particularly in
nuclear power.

A significant effort began to take
form in December that had the poten-
tial for changing the entire corporate
culture of TVA. During the previous
off-site meeting, the management
committee had informally recom-
mended that the agency move to in-
crease employee involvement. A task
force had been assigned to study
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What We've Learned About Change

The organizational change at TVA
isstill initsinfancy, so it may seem
premature to draw conclusions
concerning its effectiveness.
Nevertheless, today's TVA is
decidedly different from the TVA
of four years ago. Since then, TVA
has experienced the total reorga-
nization of the agency, the layoff
of more than 10,000 people, and
the institution of a whole new
way of doing business. It isleaner,
flatter, and more fiscally sound.

It takes time

Employees still experience some
confusion and frustration. Low
morale isstill aproblem in many-
parts of TVA, as employees con-
tinue to struggle with the effects
of the reorganization. As one
manager put it, "I believe some
have too high an expectation of
how quickly after you take the
medicine you get well."

We have learned that an
organization must allow a transi-
tion period—atime for letting go
of old ways and moving ahead
toward new ones. We're not con-
vinced that this happened com-
pletely during the months follow-
ing the RIF in 1988. TVA made a
commendable effort to help the
laid-off employees, but didn't pay
enough attention to those left
behind.

We've learned that employees
will not suddenly become pro-
ductive and energized unless
someone helps them through the
change process. Top management
should help employees through
organizational change by recog-
nizing and addressing some of
their basic needs.

Different employees need dif-
ferent amounts of help to adapt to
change. The amount of help an
employee needs may depend on
such variables as tolerance for
stress and ambiguity, commit-
ment and job involvement, locus
of control, the ability to see
change as an opportunity rather
than as something to avoid, and
availability of social support.

Some attempts were made to
allow TVA employees to express
their negative feelings and to
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share their experiences with
other employees. But more time
and greater commitment should
be spent to help employees adjust
to the change. Organizations can
expedite the process by allowing
employees to acknowledge and
experience the transition phases
completely.

Communication is
crucial

Another lesson for managing
change has to do with com-
munication. One of the criticisms
frequently heard after the RIFs
was that management did not
convey the information quickly.
For example, employees were told
that they would know their RIF
status by acertain date, but many-
did not know until weeks past
that date.

A key to the successful manage-
ment of change is simple com-
munication through employee
meetings, listening sessions, and
employee news releases. No mat-
ter what medium for communica-
tion ischosen, the message itself
must tell employees as much as
possible with no falsepromises or
inaccuracies. Many organizational
problems at TVA and elsewhere
can be traced at least in part to
communications problems.

Participation pays off

It is an axiom of organizational
change that employees will tend
to change when they have par-
ticipated in the decision to
change. They will resist change to
the degree that they feel it isim-
posed upon them.

Runyon assessed TVA'ssituation
in the spring of 1988 ascritical. He
later acknowledged that some
quick decisions had to be made
that did not allow for as much
employee involvement and input
as he would have desired.

We sstrongly recommended that
whenever conditions permit,
employees be allowed to have a
voice in decisions involving
change that affectsthem. The par-
ticipation hypothesis is simple,
yet powerful—people support
what they help create.

other companies and to develop a
recommendation for implementing
such a program.

Despite the effortsof the task force,
the program was put on indefinite
hold at the next management commit-
tee meeting, held in March 1989. The
committee agreed that the timing was
not appropriate for implementing a
new corporate program. Still, the
agency would encourage and support
any local employee involvement ef-
forts within organizational units.

Other topics discussed at the third
off-site meeting included human
resource issues such as training and
development, labor relations, com-
pensation and employee information
systems, and EEO/AA.

The senior managers' meeting
allowed key managers to participate in
small work groups to giveinput on 11
topics. Each group discussed the im-
portant issues related to its topic
(mostly human resource and other
issues related to business perfor-
mance). Groups came up with specific
action plans to address the problems.

In April 1989, TVA experienced
another major change: 3,000 more
employees would have to be laid off
over the next 18 months. This again
stirred up the feelings from the pre-
vious summer—uncertainty, confu-
sion, and frustration. It also reminded
employees that TVA was not yet a
stable organization.

Employees continued to adapt to
changes in job responsibilities, but
little evidence showed that they had
truly internalized TVA's new goals
and values. An essential ingredient
seemed to be missing—trust.

Many employees did not trust top
management. They felt that manage-
ment did not value their contribu-
tions. Of course, al of this contributed
to low morale.

Because employees still lacked a
clear sense of direction, duties, and
responsibilities, they did not appeal-
able to continue moving through the
change process to reach the final
stages of acceptance, involvement,
and commitment.

Since April 1989, there have been
significant changes and turnover
among senior managers. In almost
every case, the changes involved
bringing in managers from outside
TVA, usually from the private sector.

New vice-presidents at the cor-
porate level included new vice-



presidents for finance, information
services, strategic planning, com-
munications, and minority resources.
Two of the positions were filled by
either a minority or a woman—a
reflection of TVA's commitment to
workforce diversity.

Recent events in TVA

TVA's hallmark of the past year has
been acommitment to becoming the
most competitive and best-managed
utility in North America and the most
efficientand productive agency in the
federal service. Various events and ac-
tivities are evidence of that:
¢ the refinancing of long-term debt,
which will lead to substantial savings
¢ the approval and implementation
of a growth credit program to en-
courage industrial development and
expansion
¢ atwo-year achievement of no rate
increases for power
e an emphasis on strategic planning
and setting an agenda for the 1990s.

Most of TVA's employees are still
adapting to doing more with less.
Employee morale overall has im-
proved, despite agreat deal of uncer-
tainty and confusion. Senior managers
looked ahead early on, but many
members of the rank-and-fileare still
having a difficulttime letting go of the
past—they have not reached the level
of complete buv-in into the new TVA.

Becoming a business

Runyon wanted to establish amore
businesslike organization; a visible
sign of thisisthe refinancing of more
than $6 billion in long-term debt by
issuing bonds in the agency public
debt market. This was the largest
public sale of securities ever under-
taken by a United States utility, and
one of the largest underwritten public
debt sales ever.

Before the changes, more than a
third of TVA's expenses had gone to
paying interest on borrowed money.
The refinancingat alower interest rate
is projected to save the agency more
than $100 million a year.

In 1989, the board approved a
growth credit program that offersdis-
counted ratesto industries that locate
or expand in the Tennessee Valey.
More than 75 percent of the agency's
distributors have registered for the
program, indicating their commit-
ment to TVA astheir source of power
for the next 10 years.
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The agency is committed to a third
year without rate increases, in order o
meet the goal established almost two
vears 4go. And key managers say that
a fourth year of no rate increases is not
only desirable, but attainable, Because
of the rate freeze, more than 900
businesses have announced plans 1o
expand or move to the valley region.

The new business will bring $7.5
billion in investment and more than
55,000 new jobs to the region. It will
also help reduce the chances of losing
distriburors, particularly those on
the borders of TVAS service area. Re-
cently the agency’s largest distributor
announced that it would extend its
contract with TVA,

In recene mornths a great deal of
time and attention has been directed
toward strategic planning and map-
ping out TVA's agenda for the 1990s.
The following fivestrategic areas have
been identified:

e environmental leadership

e economic growth

« excellence in customer service

¢ a high-quality workforce and
workplace

¢ excellence in TVA's nuclear-power
operations.

TVA will seek ways to demonstrate
environmental leadership by going
beyond basic compliance with laws
and regulations. This means solving
environmental problems in innovative
ways such as developing new pollu-
tion-control technologies. TVA will
also direct its energy toward en-
couraging economic growth and
creating jobs. This will be accom-
plished largely through keeping
power rates stable.

A “consumer first” philosophy will
be stressed throughout the 1990s,
That means providing reliable, inex-
pensive power. Another goal is to
maintain a high-quality workforce and
workplace by stabilizing the work-
force and expanding employee involve-
ment. New compensation policies and
plans to offer a4 flexible-benefits pack-
age as well as dependent-care pro-
grams and fitness centers have
demonstrated that commitment.

Finally, TVA hopes to achieve ex-
cellence in nuclear-power operations
through safe, efficient, and high-quality
generation of power. Runyon has said
that by focusing on these areas, TVA
can meet its goal of becoming the most
competitive electric utility in North
America. M
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