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ABSTRACT 

The :focus of this project is the hypothesis that productivi~y of 

employees of utilities will improve in terms of increasing quality of 

their service, while controlling operating costs if they participate 

in teams involved in the decision-making process . 

With the government taking steps to deregulate the sale of 

electrical energy, electric utilities will be thrown into a 

competitive market for the first time. Managers will find it 

necessary to keep quality high, while keeping rates low. 

As American industry faced competition from Japan, management 

began to adapt the programs used by Japan to fit their own 

organizations. One successful program is to get employees involved in 

the decision-making process through work teams or quality circles. 

The purpose of this paper will be to determine if a concept 

suitable for the manufacturing industry will have the same effect on a 

service industry. More particularly, by using quality circles, 

electric utilities can increase employee productivity, increase the 

quality of their service and still maintain their costs. 

The changes in the utility industry has required the regulated 

companies to r eview their way of doing business. Competition and 

customer expectations have the utility executives concerned over 

productivity and quality. Quality circles are seen as the way to 

l 



increase productivity and anticipate the changes in the industry's 

e nvironment. 

By examining the QC programs of several different utilities, this 

study attempts to determine the successfulness of these types of 

.interventions. The results show that these organizations have been 

r ewarded with tangible and intangible benefits. Top utility officials 

believe t hat training employees in the decision- making process has 

1~nsured their company's success in the future. The findings of this 

study has led the writer to accept the hypothesis. 
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Growth of Electric Utilities 

Chapter I 

IN'l'RODUCTION 

The development of the arc lights in the 1870's proved to be the 

push for commercialization of electrical power. This also prepared 

the way for Thomas Alva Edison's invention of the incandescent lamp. 

But Edison knew that the lamp by itself could not go far. He knew 

that in order to make the lamp feasible, that an entire electrical 

utility system was needed and that there must be a distribution system 

that could deliver electricity to homes, offices, and factories 

(Hazan 38). 

The late 1880's was a boom period for the electric utility 

industry and Edison paved the way for the nation's investor owned 

utilities. People with capital to invest saw the exciting prospects 

of electricity. But these investors insisted on individual, isolated 

generators being built rather than large, compl.icated central station 

generators. 'I'his approach required smaller investments and assured 

quicker returns. In 1892, on-site generators supplied almost 

two-thirds of the nation's electricity (Munson 55). 

Unlike today's utilities, the first generating firms did not 

possess monopolies over specific regions . Totally unique electrical 

arrangements overlapped each other. More than twenty generating 

1 
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companies operated in Philadelphia alone·, variously based on patents 

by Edison, Sawyer, Maxim, Westinghouse, Bn1sh and others. Some 

companies offered power at. 100, 110, 220 and.. 600 volts and provided 

frequencies of 40, 60, 66, 125 and 133 cycles. A customer moving 

across the street could very well find that none of his electrical 

appliances would work in his new home. To try to ensure some order and 

to protect themselves from ruinons competition, many executives tried 

to fix service areas and production among their different companies. 

The public was outraged when they learned of these at.tempts -to 

secretly form monopolies. The Sherman Antitrust Act of 1890 made 

these efforts illegal (52). 

The more effective method was to merge or consolidate. Samuel 

Insull, one-time personal secretary of Edison and the head· of the 

Chicago Edison Company, was one of the first to recognize the unique 

characteristics of a utility system. He argued that even though an 

area may use 100 kilowatts of electricity for lighting, because 

different lamps were being turned on at different times, the total 

demand may only be 30 kilowatts. Insull reasoned that instead of 

installing individual generating units totalling 100 kilowatts, a 

central station supplying 30 kilowatts of power would be more 

efficient and economical. He saw .that the diversity of demand could 

be used to determine economic system ·planning. He determined that the 

central station could supply cheaper e l ectricity than the competing 

i solated systems. 



With expansion into a variety of towns and cities, came the 

threat of municipalities taking over businesses- which they deemed as 

supplying es·sential public services. Tb avoid these takeovers and 

political headaches, Insull devised a plan to establish state 

regulatory commissions, staffed by profess.ionals independent of 

politics. Underst.and.ing the publ.ic's mistrust of monopolie.s, Insu11 

proposed the idea of state regulation to the National Electric Light 

Association (NELA) in 1898. Insull's plan was for state governmental 

c1gencies to fix rates and standards of service and insure exclusive 

control over a territory for a single utility. Insull engendered 

electrical monopolies through government sanctions. By extending a 

previous Supreme Court ruling regarding railroads, regulators 

guaranteed electric companies a fair return on their investments. 

3 

With an almost guaranteed profit, the electric companies now had their 

monopolies and the incentive to expand (Tyner 62). 

Bigger systems could support bigger generating·· plants, which 

produced economies of scale. A single power plant could efficiently 

and economically serve rural and urban areas. This enabled the 

electric companies to diversify their load even further. The 

diversification of energy demand between -areas led to moTe efficient 

use of a central station system.. It was also easier and less 

expensive to engineer and finance one· large utility than the many 

isolated units (Munson 55). 
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The s avi ngs brought about by the changes in the e lectri cal 

industry were passed along to the customer. Edison's f .irst customers 

paid about 25 cents per kilowat t hour for their service. By 1945, the 

average pr i ce per kilowatt hour was 3.4 cents and by 1969, the price 

had dropped to 2 cents. Utilities were the good guys. Everyone was a 

friend of the "light company" (Hazan 42). 

If the decades of the 1940's and the 1950's were considered the 

golden years for the electrical utilities, then the mid 60's could be 

termed the "Era of Sheeks" . Blackouts, protests, embargoes and 

econom:Lc disasters shatte.red the utilities' momentum an.d bas ically 

caused the drastic turnaround .for the electric companies. 

Deregulation 

Incr easing dissatisfaction with the present system of electric 

utility regulation and the -sense of urgency concerning the weaker 

condition of the industry had led the governmental agencies to search 

for a workable solution to try to bail out the power companies while 

yielding to the demands of the ratepaye.rs. Many people feel t his can 

be accomplished through deregulation. The general feeling is t hat 

deregulation will spawn competition, which in turn will create 

incentives for mor e e f ficient use of resources and for the devel opment 

of new technologies a.nd innovations. 



5 

Because of the high inflation and interest rates, the cost of new 

facilities has increased by a factor of seven or eight. The cost of a 

pre-OPEC 500 megawatt unit was about $150 per kilowatt to build. A 

recently completed plant was about $1,100 per kilowatt. As capital 

costs have risen, so have ·fuel costs. With increased regulations for 

controlling emissions and more rules dealing with safety, the 

government has also had a hand in raising the cost of new plants. 

There is no longer an economies of scale. Bigger is not better any 

more. This, and the fact that excess capacity can not be rolled into 

the ratebase has led many utilities to forego any new construction. 

To fill the void between generation capacity and energy- demand, 

the government has enacted laws to promote Independent Power 

Producers ( IPP} . These IPPs are small" individually operated power 

stations that use alternate fuels other than the normal fuel sources; 

coal, natural gas, and nuclea-r energy. 

The Public Utility Regulatory Polid_es. Act ( PURPA} of 197 8 gave 

rise to this group of generating companies. PURPA was enacted during 

the oil embargo at. a time of growing awareness of the need for greater 

e.nergy independenc.e and self reliance. It was designed to encoura.g.e 

conservation and efficient use of resources and facilities.. It was to 

promote cogeneration and small scale power production. To these ends, 

PURPA. established a market for the independent power producers and 

cogenerators. PURPA set standards as to the size, efficiency and 

ownership for the generators wanting to obtain status as qualified 

facilities (QFs). The ~ct also required utilities to purchase the 
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power of these qualified faciliti.es at the utility's "avoided costs". 

The avoided costs are costs to the utility of supplying the power 

itself or purchasing power from other sources. The final 

determination of avoided costs was left up to the state commissions 

( Ackerman 8) . 

According to the Edison Electric Institute, prior to PURPA, there 

was a small and declining number of non utility generators producing 

power in the United States. Between 1978 and. 1985, qualifying 

facilities have installed 9,585 megawatts of generating capacity, or 

roughly the equivalent of ten nuclear power plants. The annual growth 

in generating capacity for non utility producers has run about 15%, 

while utilities' installed capacity has increased at an annual rate of 

2.4% (LeCerf,"Facing the Critical Issues II 28). 

Some utilities have already entered into long-term agreements to 

purchase generating capacity from cogenerators. rather than 

constructing new power plants of their own. 'I'hey feel that they can 

purchase power from these generators cheaper than they can produce it 

themselves . This has given rise to the IPPs as a potential, important 

source of power. 'l'he- U.S. Energy Department projects that the 

non-utility generation for sale to utilities will more than double by 

the end of the century. Sales are projected to go from 57 billion 

kilowatt hours in 1988 to some 118 billion kilowatt hours by the year. 

2000 ( LeCerf, "How Power Will II 24) . 
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On March 16, 1988, the Federal Energy Regulatory Commission 

(FERC) issued three Notice of Proposed Rulemaking (NOPR). The intent 

of the three notices is to increase competition in supplying 

electrical energy, promote the economic efficiency in implementing 

PURPA and develop new generating capacities. The three topics covered 

by the FE.RC proposals are: (1) relaxed regulation of IPPs, (2) 

allowing states to use bidding as an alternative to administrative·ly 

determining avoided costs and (3) clarifying existing PURPA 

regulations and determining. appropriate measures of avoided costs. 

The general belief was that the electric utility industry had 

undergone fundamental changes- and that regulatory authorities needed 

to reexamine electric utility regulations.. 'fhe focus is now on 

greater competition , increased supply options and bidding utility's 

own service territory (24). 

Even with PURPA and the NOPRs, there has not been the enormous 

increase in applications for IPPs that had been expected . The reason 

is a 55-year-old law called the. l:'l.lblic Utility Holding Company Act of 

1935 (Pucha). As the Act exists now, it is like a curse to IPPs. 

Some say that they would rather not build any power generating 

facilities than to become entangl ed in Pucha ' s regulations. According 

to Pucha, any entity that owfis facilities that generates electricity 

for resale is defined as an electric utility company. The ownership 

of 10% or more of the voting stocks of such an electric utility 

company makes the owner a holding company. In certain situations., 



this may make the utility a nonexempt- holding company subject to t he 

regulations of Pt1cha. 
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These regulations include approval by the Securities & Exchang.e 

Commission (SEC) of all financing, as well as SEC approval of 

transactions among affiliates, and regulation by the SEC of the 

capital structures of the holding compani_es and their affil iates. I n 

addition, Pucha regulates· how the board of directors: of the holding 

companies_ are made up, it limits the companies' operation to a single, 

interconnected system within a. single, contiguous area, and it 

prohibits diversification into .unrelated lines of business. 

Holding companies can be treated as "exempt" if their operations 

are confined within a singl.e state, where they are subject to state 

regulation, or if they are only incidental.ly engaged in the generation 

of electricity. An alumi num company that generates and sells the 

surplus energy is an example. If these holding companies acquire a 5% 

or more interest in an IPP, they could lose their exempt status. 

Steps are being taken by the Senate Energy Connnission to 

introduce a controversial_ bill that would exempt IPPs f rom the burden 

of Pucha. But there has been_ some very intense lobbying, both for and 

against this bill. Even states are looking for assurances that there 

w:ill be no erosion of their regulat ory aut hority. So any changes in 

Pucha in t he near future seems highly -unlikely 

("Utilities, I PP, .. . " 36) . 
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Deregulat ion is seen as having several advantages . Some 

utilities feel it is cheaper to buy electricity from the small 

suppliers rather than build their own power stations. Since utilities 

will not have to tie up enormous amounts of capital to build these 

plants, the inward flow of cash can be diverted to upgrading existing 

facilities, making them more efficient. 

Probably the biggest advantage of deregulation wHl be to the 

consumer. Deregulation will open up generation to the competitive 

markets. In the future, customers will be able to shop around for 

current or future electricity suppliers. A number of IPPs, as well 

as, subsidiaries of the electric utilities will be competing for the 

customer's electrical business. This will pressure power producers to 

build the most efficient generators and to operate at the lowest 

possible cost. 

Deregulation is seen by some as a means to remedy the industry's 

current financial distress and as an instrument for improving the 

industry's long-term performance. As a society, we· are constantly 

changing and the broad changes are having an effect on the electricity 

market. Consumers and businesses are substituting energy-efficient 

technologies and independent generation for the product once sold 

exclusively by the electric utilities. As we enter the new era of 

uncertainty, many util.ities have responded by getting "lean and mean". 

Customers and investors are wat ching to see which utilities are i n 

shape to respond t o the changing bus iness climat e. 
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The Competitors 

The competition :i.n the electrical power industry can be seen from 

three areas: (1) utilities with surplus generating capacity, 

(2) cogenerators, and (3) independent power producers . Presently, 

the stiffest competition is in providing power for wholesale and 

industrial customers. •rhese customers can use huge blocks of energy 

and require the least amount of capital investment per demand. 

In the early 1970' s , the. country was experiencing rapid. growth in 

demand for electrical power . The utilities were for.ecasting increases 

in demand form 7 to 8 percent annually. Then the oil embargo occurred 

causing double digit inflation and rising interest rates. Higher 

utilities rates plus the fact that Americans were becoming more energy 

conscience caused the first downward trend in peak demand since World 

War II. Many utilities were caught .with brand new· facilities and 

excess capacity . 'J'hen came the regulatory rulings that the costs of 

this excess capacity could not be figured into the ratebase. The 

utilities were no longer guarautee.d a return on their investments. In 

order to keep their facilities from lying idle, these power companies 

began wooing the wholesale and the industrial customers with promises 

of rat.es at or below the utilityrs avoided costs for a specific period 

of time (usually five years). After th.is period, the customer would 

purchase power at the regular rate. For a large. custome,r this could 

mean a s avings of hundreds of thousands of dollars per year 

(Munson 137). 
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J\.bout this same ti.me, the government began to appeal to the 

people about the need to become energy independent.. They offered tax 

breaks and other incentives to businesses that installed cogeneration 

facilities. The government made it mandatory that regulated utilities 

would have to purchase any excess power generated by these companies, 

thereby, guaranteeing a marke.t for their power. A cogenerator is a 

business that uses steam in its primary manufacturing process:. By 

installing the proper facilities, that same steam can be used to turn 

a turbine, generating electricity. 'l'he cost is usually prohibitive 

for small customers, so normally only large industrial customers and 

municipalities exercise this option. The utility not only loses that 

source of revenue, but it must also pay for power purchased. from the 

cogenerators at avoided costs whether the power is needed by the 

utility or not (Ackerman 17). 

'l'oday, the cogenerators are not a major competitor in most areas. 

But as utility rates continue to get higher, more and more large 

customers are studying this alternative. The idea is that IPPs will 

require less capital investment and with their guaranteed market, they 

off er quick returns.. As the regulations are changed to favor IPPs, 

they will become a greater . force in the competitive energy market. 
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The Consequences 

Even with the advantages discussed previously, some utility 

executives can foresee a dark cloud over the horizon. When a customer 

stops purchasing power from the utility and instead buys from an 

alternate non utility source at a lower price , the customer is said to 

be "bypassing" the utility system. In the cost-of-s ervice regulated 

utilities, bypass can mean some troubling consequc-mces for those 

ratepayers that must remain customers of the regulated uti_lity. Under 

federal and state regulations, cus.tomers pay for all of the utility's 

reasonable expendi.tures - to provide them service, including a fair 

return on their investment. In return, the regulated utility is 

obligated to provide service to anyone requesting that service. 

The problem with bypass occurs when customers stop purchasing 

power from the utilities. Those utilities must continue to pay for 

the capital investments spent to build the facilities necessary to 

serve the customers now bypassing the utility system . The fixed 

expenses for the facilities have to be paid for the customers 

remaining on the system. With fewe:r customers too spread out these 

fixed costs, the average rates for the remaining customers will have 

to go up . Generally, bypass is an option avail.able only for a 

utility ' s larger customers . •rhe remaining captive customers, 

primarily resident ial and small bus i.nHsses; are the only ones 

re.maining to absorb the excess costs. 



Bypass may also threaten the reliability and efficiency of an 

existing utility system. Financially troubled utilities may find it 

difficult to serve the customers · remaining on the system. Also, 

customers who bypass the utility now may find that the utility is 

unable to serve them at a later date if they should decide to return 

to the utility's system (Hulett 212). 
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There is also a major concern to the electric utility and its 

ability to continue to provide service if it must receive power and 

energy from private business electric generators . The utility is 

obligated to provide reliable, low cost energy to its customers, these 

IPPs do not have the same obligation. Unlike almost any other 

industry, the electric utility must deliver in excess of 99% 

reliability and service. The industry feels that with hundreds of 

small, inexperienced operators · corning on line, th.is status could. be 

seriously compromised. 

Another adverse affect of reliability is the likelihood of 

reduced cooperation and communication among utilities. The 

interconnected generation and transmission systems have beenpossible 

only with the close cooper:ation and exchange of information among 

system planners and operators; Any reduced coordination of planning 

or operating woul.d ha:ve a negative affect on reliability 

( LeCerf, "Facing the Critical Issues ... " 30). 

There is also the uncertainty of- how . long the United States can 

depend on cogenerat.ors and IPPs to supply major blocks of electricity. 

Electric utilities will not be allowed to build new capacity unless 
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the need for more power is obvious. The IPPs will be able to supply 

capacity up to a certain percentage of what will be needed. When that 

percentage gets too big and sites get too hard to find, the ut i lities 

will have to take over again. 

A Proposed Solution 

It will be those utilities that have the foresight to change that 

will be there to take over. Critics of the utility company have 

suggested that the only way power companies can survive is if the "old 

guard" executives were given their pink slips and sent into 

retirement. Utility officials are being. seen as generally 

unimaginative men who have grown complacent with regulated profits. 

The utilit y fraternity abhors change (Munson 182). 

But there is a new generation of executives coming up that are 

t rying to adopt new technologies. In contrast to their elders, they 

are trying to minimize financial uncertainties by scaling back 

expenditures and building up energy alternatives. They are providing 

vitality and new ideas to this usually s t aid industry . This new 

generation of utility executives i s struggling to survive in th.is era 

of uncertainty by preparing for the increased competit ion. To 

survive, these managers must be ski.lled organiz.ers , innovative leaders 

and highly motivational. There are many- approaches · t o competition and 

each will requ i re the restructuring of the utility strategy . 



One change due to this restructuring places a new emphasis on 

productivity or organizational effectiveness. A traditional 

15 

definition of productivity can be expressed as a ratio between output 

and input. At the utility, improvin.g productivity has meant 

increasing useful output while keeping the input constant or 

decreasing it . Productivity improvement programs employ a process 

that suggests that decisions be made in light of as much quantitative 

and objective information as can be collected. The most effective 

productivity improvement programs address corporate priorities, 

organization structures and work methods. 'l'he programs are expected 

to reduce expenses, improve deployment of resources, improve 

communications and make the organization more responsive to changes - in 

their operating environment ( Copp·: 46) . 

The magnitude of the affect of productivity improvements on the 

utilities and their customers can be seen in an examination of one 

Midwestern investor-owned utility. This uti1i ty serves the St. Louis 

area and has just over one· million customers. In 1989, this utility 

incurred approximately $1.5 billion in expenses. Of this amount, 

59.2% went to operations and maintenance. If productivity 

improvements in these areas would reduce expenditures by 2% , the 

utility could save over $18 million annually. This savings. could be 

used to reduce the customers 1 rates, or used to increase the. re:libilit y 

of their existing service (Union Electric 1989 Annual Report) . 
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An area in which busines ses are striving toward increased 

productivity is through the format.ion .of quality assurance groups. 

These groups are made up of a cross section of management and labor 

employees. When a problem arises in- production, these groups draw 

upon the expertise of the individuals for information. Organizations 

have realized that employees directly involved wit h the work know more 

about their jobs than anybody else. Employees are beginning to be 

viewed as a very important resource and these groups are one way t o 

tap thi s r esource. Members of the group hava an equal s ay i n the 

solution, from the highest manager to the lowest laborer . Th i s gives 

the participant s in the group the feeling of ownership. The 

individuals of the group will generally ret urn to their work areas 

feeling motivated and being more productive (Blair 20) . 

The current concern in the U.S. with improving qua lity and 

productivity creates a generally favorable c l imate f or qual ity groups. 

•rhey provide a l i mited structure intervention that i s compatible with 

both people- and technology-oriented organizations. However,- s ome of 

the characteri stics of American management may limi t the ability of 

companies to implement and sus tai n quality assurance groups 

(22). 

Quality assurance groups are working to increas e productiv ity in 

unregulated indus t ries . These s ame opportunities t o pa r ticipate i n 

decision making are being off e r e d to employees of r egul ated 

i ndust ries. The ques tion i s whet he r r egulated companies , more 

particularly the ut ilit i es, can provide t he o:rganizational cu l ture 



17 

that is conducive to qual i ty circle success. This project will 

examine various traits of management that have been found to conducive 

to successful quality circles g:coups. The research will then focus on 

the organizational cultures of t oday's utilitie.s to determine the 

likelihood of the successful implementation of these groups. 



Chapter II 

LITERATURE REVIEW 

In terms of competition, the electric utility industry has 

changed more in the past few years than it has in the previous fifty 

years. Each utility will have to make decisions on how its operation 

will b e affected by potential deregulation, load growth and i ncreasing 

generation costs. Many are already beginning to restructure the 

organizations to deal with the competition. If an organization is 

going to be competitive, its productivity will have to be a top 

priority and every department will. have to be competitive to justify 

its operation. This kind of shift in organizational thinking will be 

true for every division of the company. (Rye 30). 

Economic real.ities are the prime movers behind the quality 

obsession. Investor-owned utilities are facing increased competition 

from alternate sources of electricity. Utilities analyst Edward 

Tirello at Shearson Lehman Hutton Inc. predicts that 100 inefficient 

and cash-poor power companies could be forced out of business through 

mergers or buyouts by 1993. W; Kent Sterret, Florida Power and 

Light's (FP&L) quality chief feels that being competitive wi ll be 

determined by the reduction of costs through quality control 

(Fins 95). 



19 

The mos t effective productivity programs will have t o address 

corporate pri ori ties,- organization structures and work methods. These 

p r ograms will be expected to reduce expenses r improve deployment of 

r e sources, improve communication and make the organization more 

responsive to new busines-s opportunities or changes in the operating 

environment (Barthold 20). 

Indus tries in the U.S. have been losing· customers to foreign 

competition and they are doing something about it. American 

executives have realized that it is qu.ality that gives the winning 

edge i n the competitive marketplace. To recapture some. of these 

customers, managers have been studying their own organizations and 

practices . Some observat ions have argued that in U.S. - owned 

compani es, workers have been written off as unable to improve quality. 

To this end, managers have s e-t the organizational c l imate for qual ity . 

These executives are scrutinizing one of the organizat ional devices 

wi de ly used in Japan f or s everal decades; quality cir cles (Gryna 5). 

Dr. W. Edwards Deming, a. statistici an and management consultant, 

had little success in selling . his total qual.i ty control concept to 

U.S. businesses aft er World War II. The world's production capability 

was in America and manufacturers did not care for qual ity improvement. 

So, Deming went to Japan and s t arted sel l .ing his. quality methods to 

that war-torn economy ( "After 'Quantum Leap' . .. " 22) . 

After World War II, t he wor l d viewed products from Japan as being 

low priced and of even lower quaLity. Japanese industrialis t s 

r ealized that t he fu t ure of t heir count ry depended upon - a productive 
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economy . This meant producing goods of sufficient quality to compete 

in foreign markets . 

Deming bases his concepts on the theory that all processe,s 

experience variations that are likely to reduce quality. Therefore, 

any system is only as good as management's ability to see and control 

these variations. According to Deming, management must make certain: 

(1) quality is built into all processes, {2} teamwork is fostered and 

barriers between departments are dissolved, (3) quality in daily work 

is encouraged,. and (4) companywide policies drive the entire process. 

Deming feels that a company should not work on costs, but rather they 

should work to improve qualit y. This, he says, will lower costs and 

ultimately affect the price of the product ( "The Fear That ... " 24) . 

In today's economy, the key to gaining and sustaining a 

competitive position is achieving h i gh-quality products and services 

that satisfy customers. Businesses know what quality generates: 

pride, the satisfaction that comes from a job well done; productivity, 

time saved when things are done right t he first time; and· profit, 

which results when customers equate a company with quality. The 

Residential Customer Mark.et Segmentation Study sponsored· by the Edison 

Electric Institute in 1985 reveal..ed that resident i al customers think 

of electric companies in two discrete ways: as a product institution 

and as a service institution. Utilities have to ensure not only the 

quality of their products, but also the quality of their services 

(Bemowski 45). 
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For many years, utilities had perceived themselves as suppliers 

of products. But from their customers 1 perspective, the· utilities 

also provide a service. From the standpoint of providing quality 

service, the most important job is to satisfy the reasonable needs and 

expectations of the customer {46). Ronald C. Kuether, Senior Vice 

President, The Kansas Power & Ligbt Company, states that in reality, 

the utilities today market their services; the continuity and quality 

of their electrical power and energy. It is how this service is 

perceived by the customers that will determine the success of the 

utility {"About the Issues ... " 46). 

The challenge is making a manufacturing concept work for 

services. A manufacturer has a real product whose quality can be 

standardized by measuring and testing. Unlike the traditional 

product-oriented manufacturer, a service-oriented industry cannot 

quantify the quality of its product. Therefore, the measure of 

quality in tile utility is making products that meet their customers' 

expectations. And customers aren't just the people who· buy a 

company's product. They are the people on both sides of the 

transaction-inside and outside the company (Jacobson 71-2). 

The concept of quality training is not a new idea, it has been 

going on since the mid 60 1 s in the United States. But in this 

country, traditionally, quality control had been a separate corporate 

function performed by specialists .in different departments. By 

contrast, the total quality programs involve every corporate function, 

cover both products and services, and are considered a basic business 
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of management. In Japan, for example, training .included seminars for 

top executives, as well as for upper- and middle-management. Foremen 

were also included in the training. Management decided to train the 

workers on a voluntary basis. The workers were usually seated around 

a table, thus the term "circle". The result was the quality circle 

concept that included problem selection, analysis, and solution 

(Gryna 11). 

Quality circles (QCs) involve a shift in the center of control of 

an organization from external to internal. They recognize that groups 

and individuals directly involved in the work possess _the greatest 

capacity to assess the many aspects of quality and productivity. They 

also assume. that groups and individuals, given the opportunity and the 

appropriate training, will exercise self-control and responsibility. 

'I'hese assumptions have been substantially supported by behavior 

research , especially in situations where appropriate accountability is 

involved (Blair 20). 

Joe Collier, Jr. , President and CEO of Central Maine Power is 

involved with that utility's activities in quality circles. His 

experience with the quality-control ethic has convinced him that the 

employees' ideas must always get a hearing and, in the process, the 

employees become part of the solution that is required to solve a 

problem ("Projects of the 1990s ... " 57). 
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For example , a t FP&L, linemen lay plastic pipe int o which t he 

cable pullers had to i nstal l electrical wi ring . These p i pes often 

s l i pped out of pos ition and the cable pullers would then be delayed in 

performing their job . Qualitatively speaking, the customer's 

expectations were not being met . So the linemen designed and buil t a 

templ ate that would hold these pipes in place. and save the cable 

pullers from redoing their work. The result was an estimated savings 

of more than $ 5, 000 a year in labor costs ( Jacobs.on 7 2) . 

Probably the most important reason for the popularity of QC 

programs is the success of high-quality Japanese products at 

competitive prices in the United States. The press and many sc,;holars 

attributed this success to ,Japan's superior approach to management, 

which i ncludes quality circles. People came to see quality circles as 

a way for the U.S. to r egain a competitive edge. Favorable press 

report s of some early successes of quality circles in the United 

States reinforced this perceptive (Lawler E,6). 

The nature of the QC structure and process minirniz.e s the threat 

to management and thus increases the ·Likelihood of management support. 

Policies and guidelines for the QCs are de termined by management. The 

firs t-line supervisor is a team· member and is -usually the team leader . 

This arrangement helps prevent t he pot entially negat ive conseq\lences 

found in some autonomous work groups where management has been 

excluded. It also provides the means for problem ·solving .which is 

wi th.in the authority of .the firs t-line supervisor , as wel l as , a way 



to communicate to top management those problems that are not 

(Blair 21). 
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Managerial prerogatives are further protected by explicitly 

specifying and limiting the types and scopes of problems that QCs can 

address. QCs are to deal with factors within the work unit which are 

impairing quality and productivity or changes that can be made in the 

work unit which will improve productivity. QCs are usually instructed 

to avoid sensitive issues such as grievances, pay, union-management 

relations and any other issues which are either beyond the scope of 

their work unit or not directly related to quality and productivity 

( 21). 

The integrity of the management structure is protected. Because 

management are members of the steering committees, they are informed 

about what the QCs are doing. This should decrease conflict between 

management and labor, as well as, reduce the threat that QCs will 

preempt their responsibilities. Integrating QCs into the existing 

managerial hierarchy should minimize the feelings among managers that 

they a r e being bypassed and should reduce the- conflict that evolves 

from competing for authority (21). 

Some features of QCs have also contributed to their popularity. 

The programs are accessible: an executive can buy a standardized 

package for a fixed price, compl ete with training and support 

materials with iustructions on how .to proceed. This turnkey approach 

appeals to many managers, because it is similar to the way they make 

other purchases, such as machines and training programs (Lawler 66). 



Qualtec Inc., a subs i diary of FP&L, is selling the utility's 

quality- circle packages to other compani es. Qua.l tee i s expecting 

s ales to such companies as AT&T, Boeing Military Aircraft and Eli 

Lilly. The revenues from these packages should produce at least 

$3 million annually over the next several years (Fins 95}. 

Secondly, quality circles do not have to involve everyone. 
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Because of this, management can easily control the number of employees 

i nvolved as well as the size and cost of the program. Managers can 

"test the waters" with a small number of quality circles and expand 

that number if they work (Lawler 66) . 

At Wi sconsin Electric Power Company, the quality circle process, 

The Next Step Program,. began with just over 40 people. The 

participants were teamed into groups of six and by practicing the 

problem-solving techniques were able to generate suggestions to 

improve s e r v i ce quality . In all, more than 160 ideas have been 

implemented. Other departments began expressing their interes t in 

joining t he program or starting one of their own. The program goal 

now i s to have about 1,000 employees from different departments 

participate i n the program so that participants will have a better 

understanding of the importance of meeting the customer's needs 

( Bemowski 50--1) . 

Thirdly, quality circles have no dec ision- making power _ This 

means that managers don't have t o give up any control or prer ogatives. 

Al so , by being parallel to and not an act ual part of the 



organization's structure, managers can easily eliminate QCs if they 

become troublesome (66). 

Finally, as everyone knows, quality circles are a fad. Some 

companies have tried quality circle programs on a trial basis simply 

because they symbolize modern participative management. In some 
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cases, the circles were a matter of what the top told the middle to do 

to the bottom (66-7). 

Fads are often born out of a need to solve legitimate problems. 

However, since most long-term solutions require discipline and 

sacrifice, they are often dropped for the new, revised edition. In 

the words of Deming, "When it comes to improving what we do, there 

seems almost to be a flavor-of-the-month approach., with each new, 

highly touted techni.que stepping on the heels of the one that went 

before ... " ,thus we are susceptible to one fad after another 

(Estey 32). 

Inspite of the fad claims, management research has shown that the 

QC process provides an apparently safe and legitimate approach for a 

major organizational intervention since it focuses on productivity and 

quality improvements. Management can justify this approach much more 

easily than one that emphasizes quality of work life with the hope 

that there will be a productivity payoff. In addition, management 

maintains control over the key decisions and maintains illusions of 

being in control of the QC program. The QC members are given· the 

incentive of gaining enhanced roles in the organization. And at the. 
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minimum, the process provides the opportunity to cope with some• of the 

day-to-day irritants in the work place (Blair 21). 

The QC process ca.n also be an excellent device for development 

and change within an organization. Training in problem identification 

and solving are valuable to both workers and. managers. The QC 

experiences can help to increase the members' appreciation of the 

complexities of solving problems in the work place and could increase 

their awareness of the overall complexities of management and 

organizational processes. Likewise, management may develop a deeper 

appreciation toward the workers and their problems and capabilities. 

The organization's ability for coping with and solving problems is 

enhanced.. Calling attention to problems is legitimized, as is 

requesting the information neces-sary for identifying and solving 

problems ( 21) . 

QCs have an effect on an individual.' s relations wi.th others, as 

well as his attitudes toward the company. This is due to employee 

participation in decision making .. an.cl greater interpersonal contact 

among organization members within the QCs. QCs help to increase the 

workers' understanding of the difficulties, of problem solving· and that 

many problems can not be solved quickly (Gryna 22) . 

The participative effects · suggest- that participation in decision 

making is a viable strategy because- it enhances the flow and use of 

important information within the organization. The workers typically 

have more complete knowledge of their work than management; hencer if 

workers participate in decision making, decisions will be made with 
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better pools of information. In addition, if employees participate in 

decision making, they will know more about implementing work 

procedures after decisions have been made (Miller and Monge 730). 

For example, at Wisconsin Power & Light Co.(WP&L), Kathy 

Shepherd, Collection Office Clerk, was a member of a customer action 

team. The team conducted a test that was intended to determine if a 

special 17-hour water-heating rate actually saved the customers money. 

After over 180 random tests, Shepherd says her experience on the 

quality circle team had given her a different perspective about 

solving corporate problems. She felt that by participating in the 

problem-solving process, she began to understand how difficult finding 

solutions can be, especially when that solution must be coordinated 

with so many people . Mike Wish, Director of Corporate Services, sees 

these teams as being critical to WP&L's future success. He says that 

managers are not all-knmving; supervisors are not in the trenches 

every day dealing with customers. Wi sh explains that "employees who 

work directly with the customers know which practices, policies and 

programs truly make a difference" ("Quality Teams, ... " 16-7). 

Figure 1 is a schematic diagram of the heuristic model of major 

outcomes of the QC process. While this model does not attempt to show 

all possible outcomes or contributing factors to succes-sful QC 

programs. It does reveal that participation in the QC process results 

in a sequence of personal and organizational outcomes starting as 

immediate program-specific outcomes. These will gradually change into 

secondary cognitive and affective consequences, and ultimately 
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culminate in behavioral outcomes that will result in improved job 

performance, productivity, and work quality. The model also assumes 

the sequence is instigated by prolonged involvement in the QC process 

(Steel and Lloyd 3). 

'I'oday's workers are better educated than the workers of 1900, and 

QCs provide additional training in the use of problem-solving tools. 

In QCs, the participation of the worker is actively sought instead of 

discouraged. The techniques used in QCs are used to solve known 

problems, but the concepts can be used to alter original work methods, 

in order to prevent problems from arising. Jerome M. Rosow, president 

of the Work in America Institutes comments that management should be 

" smart enough to know if you improve the quality of work life, you 

improve efficiency. It isn't that you make people happier. You make 

them more- effective, and that produces satisfaction" (Gryna 88). 

Historically, participation has been seen as an avenue far 

achieving a variety of results. Researchers have often cited 

participation as a method for enhancing employee attitudes -and 

behavior. Participation has commonly been studied in conjunction with 

satisfaction. Research has linked organizational commitment to both 

satisfaction and participation. And there ·- has been empirical support 

for a relationship between participation in quality circles and 

individual performance ( Griffin 340). 

A quality circle process at the Public Service Co. of Oklahoma 

(PSO) is called QUEST (Quality-Excellence- Service-Teamwork). At PSO , 

every action and every service must contribute toward satisfying the 
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customers' expectations. According to Martin E. Fate, Jr., President, 

it takes people with concern and sound judgment to make the difference 

in providing responsive customer service-, doing quality work, and 

achieving business goals. Even though PSO is one of the least-costly 

suppliers of electricity in the U.S., responsive customer service is a 

prime commitment of its employees. With only 4.5 employees per 1000 

customers, PSO has consistently been ranked with the lowest or second 

lowest employee-per-customer ratio of the 22 major investor-owned 

utilities in the south-central United States. Operating with such a 

lean staff demands the highest productivity from employees, and PSO 

consistently has a low customer complaint rate (Enabnat 8). 

QC participation requires regular group meetings, during which 

the members work together to solve common problems. The QC 

problem-solving process helps to clarify tasks and role requirements 

for each member. The reactiveness. of QCs afford participants 

experience in developing and using these problem-solving skills. QCs 

permit individuals the unique opportunity to use the resources of the 

work group to gain a sense of control of their work lives. They help 

by reducing performance barriers of their individual work tasks. 

These barriers may be psychological, such as attitudes, or t hey may be 

physical, such as communications between departments. Research has 

shown that an enhanced sense of task competence can contribute to 

improved task performance (Steel and Lloyd 6-7). 
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One group of employees at WP&L has already achieved some 

impressive results. The team's task was to try to reduce the time 

needed to determine whether a customer's utility line was underground 

or overhead after the customer's requested information for digging 

clearance. •rhe team discovered that 70 percent of the time, the 

customer's line turned out to be an overhead service. But the only 

way to find out what type of service a customer had was to make a trip 

to the residence; so there were- a lot of wasted trips . 0rhe- team's 

solution made use of the metering department. Meter readers would 

document whether a customer's service was overhead or underground 

while they read the meter. This documentation was made available to 

t he service supervisor, who could determine right away if the service 

was underground . or not. A locator would then be sent only to 

residenc-es with underground services,: The time saved by this solution 

has been estimated at lr500 hours annually ("Quality Teams, .. . " 15) . 

There has been much literature written of the effects of 

participation in decision making .an employee satisfaction and 

productivity. Evidence has provided strong support linking a 

participative climate with worker satisfaction. This evidence should 

demonstrate that participative management programs will work to 

i ncrease productivity in the utility industry . But, in spite of the 

overabundance of research studies , investigating participation , when 

reviewers of the literature <lraw ·conclus ions on its eff ectiveness, 

they will invariably s tate that "it depends''. The ques tion of just 

what it depends on has never been clearly answered. To consider if 
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quality circle programs will provide the utilities with a competitive 

edge, these factors will have to be further reviewed 

(Miller and Monge 728). 

Quality circles can provide that competitive edge if they are 

successful, but success is not guaranteed. The process does not 

automatically fit in any straightforward way into most American 

management systems. QCs are not just another program oriented toward 

changing individual attitudes. They represent an intervention into 

the organization itself and, for most organizations, a potentially 

significant change in the management structure· and assumptions made 

about employees and how they are to be managed. Like a graft that is 

subject to rejection by the host organization, QC survival is a major 

issue of concern. Figure 2 identifies and illustrates several classes 

of variables which will affect the ability of QCs to survive (Blair 

18) . 

I t has been suggested that there are two sets of factors to 

consider when assessing the likelihood of successful 

institutionalization of quality circles. The first set are those 

factors that deal with contingencies outside the program itself that 

provide the context in which it ope.rates. Among these are 

environmental factors (e.g., economic conditions), organizational 

factors (e.g., management philosophy), work setting (e.g., job 

characteristics) and individual factors (e . g., personal attitudes). 

These conditions supply inputs in the form of demands and supports 

that effect the second set of factors dealing with the program itself: 
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i t s design, longevity, and nature of participation. The circles, 

then, impact productivity and quality which will feed back to the 

first set of factors outside the program. Clearly both internal and 

external_ factors are crucial_ to the success of QCs (Bowman 382). 
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Research has supported that there may be many internal variables 

which influence the effectiveness of quality circles. Several studies 

have cited evidence that organizational culture is basic to the 

success of these groups. Training often fails because participants 

return to cultures that do not support the newly learned concepts and 

ideas. The ability of the utilities to adapt and change their culture 

will be the detennining factor in making quality circles successful 

within their organizations (Schein 30). 

Culture has been defined in many different ways. For some, it 

means organizational climate; for others, it is de-fined by manag.ement 

style; and for still others, it means the rituals, symbols, and 

behavior regularities that characterize the organization. But most 

students of management would agree to the concept that for any given 

group, culture is the pattern of basic assumptions that the group ·. has 

developed in learning to cope with its' problems. These assumptions 

have w0rked well enough to be considered as valid and, therefore, are 

taught as the correct way to perceive; think, and feel in relation to 

those problems. These assumptions help us to avoid the anxiety of 

figuring a new strategy each time we face a particular problem. If 

the assumptions continue to w0rk; they are taken for granted as being 

the correct way to handle the situation. The more these methods are 



used for perceiving, thinking, and feeling, the more they are taken 

for granted. Culture is this pattern of automatic assumptions, 

unconsciously held and taken for granted (31). 
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The most important culture belief is the valuing of collectivity 

versus the belief for individual enterprise. Most entrepreneurial 

organizations in the United States are known to value individual 

effort and achievement. In contrast, Japanese organizations are 

guided by an organizational culture that strongly values collectivism. 

In Japan, the culture operates so that nothing of consequence occurs 

as a result of individual effort. Anything of importance happens 

because of teamwork or col lective effort (Miller 706). 

Culture implies values that set a pattern for an organiz.ation's 

opinions and actions~ This is implanted in the employees by the 

examples set by management and passed on to succeeding generations of 

employees. Profit is a value in all private-sector firms. In 

excellent companies, the organizational culture integrates profits 

with other values relating to communication, decision making, 

discipline, feedback, and dele.gation. Unfortunately, in these areas 

the requirements for employee participation are in direct conflict 

with the autocratic cultures so prevalent in the utility industry 

( Chelte 161). 

The electric industry is looking toward the future from a 

perspective that is vastly different in almost every respect from any 

i n its history . Instead .of planning new plants and lines, management 

is looking at their corporate cultures . Southern Company Services 
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(SCS) president, Ed Addison, sta.tes that Southern's corporate culture 

would have to change in order for the company to remain successful by 

1995. Standing on the threshold of the competitive 1990's, the 

electric companies are redirecting their focus to succeed in a new 

environment ("Projects of the 1990's ... 11 57). 

The utility industry culture has belonged to the traditional or 

control-oriented approach to work-force management. This style began 

to take shape during the turn of the century in response to the 

division of work into small, fixed jobs for which individuals could be 

held accountable. Productivity was based on accepted standards of 

performance and rested on "lowest common denominator" assumptions 

about an employee's skills and motivation. In an effort to monitor 

and control this productivity, management organized its own 

responsibilities into a hierarchy of specialized roles supported by a 

top-down allocation of authority (Walton 76). 

In the traditional approach, there was very little policy 

definition pertaining to employee involvement. Management relied on 

an open-door policy, attitude surveys, and other similar devices to 

learn about employees' concerns. If the work force were unionized, 

management would bargain terms of employment. Inevitably, an 

adversarial relationship would develop between workers and managers. 

Management began to feel the exclusive obligation was to the company's 

shareowners and the ownership of property was the ultimate source of 

obligation and prerogative. The concerns of the employees -were topics 

to be avoided (76) . 
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At the heart of this traditional style is management's desire to 

establish order, exercise control, and achieve efficiency in the 

application of the work force. This traditional style was somewhat 

s imilar to the bureaucracies of both church and military. It was 

Frederick W. Taylor who first consider.ea this style as a model of 

management. Being known as the "father of scientif ic management ", 

Taylor's views about the proper organization of work has long 

influenced management practices in the United States (76-7). 

Recently, however, the changing expectations among workers have 

caused them to become disenchanted with control management. A:. culture 

that assumes low employee commitment cannot match the standard of 

excellence set by world-class competitors. Market success depends on 

a superior level of perfonnance, a level that requires the deep 

commitment of the employee. This commitment, as experience shows, 

cannot flourish in a workplace where the control-oriented culture i s 

dominate ( 77). 

Top management must under.stand the present culture of the 

organization in order to make appropriate decisions about what is 

effective "new" behavior. Management's behavior often stands in 

contrast to its words . Where employee participation is unsuccessful, 

top management has usually failed to r ecognize the -constraints i mposed 

by the long- s t anding and pervasive corporate culture. In the top~<lown 

management env i ronment, employee involvement has become a threat to 

the i ntegrity of this culture t hat- ha s proved to be so profitable. 



Consciously or not, top management seems to recognize this and has 

removed employee participation from their agenda (Chelte 162). 

A key to this new thinking is the acknowledged fact that a 

procedure-based bureaucracy is bound to fail in the new competitive 

environment. Changes in an otherwise conservative industry reflects 

the acceptance on the part of management of the new realities. As 

proposed by SCS, these changes should include: 

* 

* 

* 

* 

* 

* 

* 

* 

Teamwork, 

Accountability at the lowest organizational levels, 

Open and honest communications, 

Leadership sensitive to employees.' needs, 

Innovation and informed risk taking, 

Multiskilled employees, 

Knowledge of customers and competitors, plus, 

Ability to deal with change. 
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The remarkable aspect of the new corporate culture is its stress 

on human values rather than the technological ones. The new realities 

are not all that new, they have just been recognized as a crucial 

ingredient to any organization that is part of the market place. 

These new realities can be summed up as "a company's success is a 

function of its people" ("Projects of the 1990's ... " 57). 

Circle effectiveness over time is likely to depend on the extent 

to which there is a consistency of QC values and those of the company. 

Many researchers claim that organizations having values, philosophies 

and behaviors that are compatible with providing responsible, 
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participative and shared decision-making are more the exception than 

the rule. Managers may advocate participative values, but they may 

not behave in a manner consistent with them. •rhey had been promoted 

on the basis that they could .solve problems. This could lead them to 

exhibit a · lack of faith in the abilities of subordinates (Bowman 379). 

The executives most opposed to the participative structure also 

tend to be those executives who 1) were the firmest believers that 

every now and again employees ·- need a boot in the ass, or 2) lost power 

under the participative structure, or 3) both. Most managers worked 

their way up from the stock boy level under a management structure of 

close supervision. The participative structure disconfirms the merits 

of the management approach which they had skillfully learned and 

mastered over the years and on which a large measure of their positive 

self-concept rested (Luke 631). 

Management, as a rule, can be. reluctant to change. C. 0. Woody, 

the executive vice president in charge of FP&L's nuclear division, for 

example, remained an unbeliever even after QC introduction to that 

organization. Then in the fall of 1984, a team from the St. Lucie Z 

nuclear plant cut its refueling shutdown time. in half, saving the 

company $28 million. Woody talked with the workers and found that the 

method they used had grown out of their quality-management teamwork. 

They told him that they had never worked so hard or enjoyed themselves 

more (Jacobson 71). 
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Observers have noted that executives in the United States engage 

i n "crisis management" . The focus is on immediate problems with short 

term answers rather than on long term strategic implications for the 

organization. W. Edwards Deming feels thatmost quality circles in 

the U.S. are managements' hope for a "lazy way out, management in 

desperation". But what these executives don't realize is that QCs are 

a theory of management not simply a program. It takes careful 

planning in order to establish successful QCs. Decisions to implement 

QCs that emphasize short term goals not only diminishes their 

effectiveness, but may also cause worsening productivity problems. If 

the QC effort is not well manage<l, past practices and behaviors are 

likely to overpower it (Bowman 378-9). 

It is important to recognize how management style and 

organizational culture can affect the operation of QCs. While data 

suggests that many employees. are prepared to make the program work, 

management must be clear about· its goals and potential. Management 

must develop effective ways to communicate with workers about the 

program. These should include devotion of time and re.sources to the 

project and to providing company-wide support. It seems evident that 

for the quality circle process to become a function of the 

organization, it mus.t be led by managers, taught by managers and 

modeled by managers. Manag·ement must lea:i:n and practice this process 

among themselves before they can reasonably expect their subordinates 

t o mast er it. It i s simply not enough for managers to become familiar 
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with the process, attend circles presentations and then banish QCs to 

the lower ranks. 

Instead, there should .be careful attention devoted to the actual 

effectiveness of QC activities. Some groups have experienced outright 

management antipathy and employee resentment. The feelings of 

resentment have stemmed from the lack of response by management and 

the inability of the process to function as it was intended. Although 

these perceptions are not representative of all the QC participants, 

they do underscore the key role of management expectations.. They are 

also valuable indicators of what can happen if there is a lack of 

effective follow through (Bowman 392-93) . 

At Union Electric Co. {U.E.) an action plan has been implemented 

which focuses on empowering manag:ement. Part of the plan is to train 

and utilize middle management as facilitators to achieve a quality 

improvement environment. 'fhe plan will also require these managers to 

be the teachers of their organizations on the application of the 

process tools and techniques.. By encouraging managers to form 

multiple task teams to solve departmenta-1 problems and by developing 

performance ind.icators to monitor the ·process in all areas of the 

organization, U.E. hopes . to .assign accountabil.ity for quality circle 

implementation to middle management (Rand0lph. 2). 

Each organization has a unique culture that sets expectations. 

Participative work groups sometime find . it hard to fit in with the 

different cultures and their varying expectations. Under . traditional 

leadership, decisions are reached-at the top and communication flows 
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downward. Input from the lower levels is sought only to respond to 

problems or to report data that top management needs for decision 

making. Both middle management and line staff are unaware of their 

potential to contribute to the organization's goals and decision 

making. Americans are not accustomed to having any significant input 

in decision making.. Lower level employees simply do not believe that 

what they have to say really matters or that their one voice will 

effect the outcome (Vogt 98}. 

Recognizing that significant changes were occurring in the 

electric utility business, Southern Company Services (SCS) decided 

that it could not continue doing what it always had been doing and 

still remain competitive and successful. They realized that using the 

QC process will not only increase- efficiency, it will connect each 

employee's day-to-day job to the goals of the company. It also 

provides the mechanism to offset increased labor costs by a 

corresponding increase in productivity. 

The QC process at SCS has provided the res0urces to reduce costs, 

improve quality, and modify employee behavior. With respect to 

behavior modification,. the changes are. expected because· employees are 

now in a position to participate ·in making decisions that affect work 

prac:tices, and ultimately, the company's financial standing. This 

position of influ.ence on company policy has had a significant and 

positive effect on the employee's perception of his value to the 

company ( Davidson 42) . 



Since QC programs represent "bottom-up" management, their 

long-term success within an organization will require the commitment 
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. on the part of management t o the fundamental change away from the 

"top-down" managemerrt style. Management must be responsive to workers 

and realize their capabilities and value their participation. A lack 

of cmmnibnent to any of the areas may lead to the termination of the 

pr ogram when pressure for greater changes develop (Blair 22). 

In a study conducted by the Conference Board of New York, New 

York, the members of its Qual.ity Council felt that successful 

approaches to quality programs depend on the dedication of executives 

beyond public pronouncements. Top management i.s responsible to 

i nstill a quality culture that pennea.tes every level of the 

organi zation. The council members felt there is a lack of top-level 

commitment to these programs and there is an overemphasis on the short 

term ("The Fear That Clears ... " 24). 

Today, top utility executives are beginning to recognize that 

some of t he most basic assumptions on which the organization was built 

and that led to its success now may be disfunctional. because of 

environmental changes . If present management cannot leave these 

dis functional cultural assumptions behind,: broad cultural destruction 

may precede any building of a new organization with a new culture. 

Ma nagement must be willing t o not only bring these s acred cows out 

into the open, but t hey must a lso be willing to challenge and, in some 

ca s e s, destroy them ( Schei n 33) . 



45 

The question that must be asked here is: are utilities ready for 

QCs '.? As society changes -, the industry must adapt to those changes . 

Bow well the utilities are able to adjust will determine whether or 

not t heir customers will continue to choose their products. 

The first place to look for change by management is at 

themselves. The management of an organization falls somewhere on a 

broad spectrum between the two extremes of participation and 

autocracy. Utilities have been managed autocratical.ly since the-ir 

development. Companies tending to be autocratic will have a more 

difficult time with the change. Dr. Robert Conroy of the Menninger 

Center of Applied Behavioral Seience in Topeka, Kansas, says 

participative management is hard to implement, because it means giving 

up something in order to get something. Managers must give up a 

certain amount of control. They must learn to share decision making 

with their employees-. If a cordial labor-management relationship 

fails to develop and management remains unresponsive to QCs, then it. 

is unlikely that the QC processes will have any positive benefits 

( Schmidt 7) . 

Change cannot take place merely by sending people to school. To 

modify an organization's culture,.· top management has to change its own 

behavior . The "transforming" leader transforms by action and builds 

new meanings with new behaviors. E.ven appea1-s by the chief executive 

will not succeed unless they are backed by changed cultural structure 

and new role models. Too often CEOs are r ole models, but for the old 

ideas, values and beliefs of the organization's culture. Without an 
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understanding of the power of corporate culture to shape behavior, the 

leadership necessary to implement the change is likely to be 

frustrated (Chelte 162-3). 

Management in the United States cannot expect to simply introduce 

QCs into an organization and expect them to succeed. QCs need to be 

integrated into the organization instead of added to it. Joseph M. 

Juran, one of the reputed fathers of Japanese management, feels that 

quality circles are different enough from other programs, they should 

be regarded as a new organizational form. They evolve over a period 

of years and are nurtured by cooperative- labor-manag.ement relations 

and strong management support. It follows that American managers will 

have to adapt their management practices and organizational 

philosophies to accommodate quality circles (Bowman 377-8). 

Historically, Japanese- managers have been more receptive and 

committed to employee participation in the workplace than American 

managers. But the fact is that circles do not work very well in many 

Japanese companies. Even in companies that are recognized as having 

the best operating programs, only one-third of the circles are working 

wellr with another third borderline ,and one-third ·making no 

contribution at all. In a number . of companies-, the worker:s clearly 

perceive circle activities as coercive. Management support for QCs 

often comes, not from concerns with employee i nvolvement, but from 

concerns with problems of quality, productivity, absenteeism, 

turnover, or grievances (Blair 17). 
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One of the major problems is the lack of strategic planning for 

the organizational change and for the role that participative work 

groups play in the change process. There seems to be a lack of 

realistic evaluation of the effect that these groups have on the 

organization's structure. Management seems to be unaware that there 

will be systematic changes occurring when participative strategies are 

adopted. Participation, in effect, increases: the demands for 

restructuring . organization policy making. The impact of QCs on 

organizational structures must be considered for both their long- and 

short- term effects (Vogt 96-97). 

Resistance by management is real and much of it is understandable 

and even justifiable.. Managers, as a rule, are not so obstinate that 

they try to undennine· change. It is just that organizations have 

always placed them in the middle of no man's land, and most employee 

involvement programs make the·ir position even more precarious. 

Designed to boost productivity through worker participation, the 

programs rarely take into account the interests and concerns of middle 

management. Predictably , seeing nothing in the program for 

themselves , these managers may begin to resent the loss of power and 

control. In one way •Or another, they .fall into a pattern of 

r e sistance. By taking seriously the interests of middle management, 

the top executives can break · tl1is pattern. And often, after giving 

the QC programs a chance, managers find real value in them 

(Klein 93--5). 
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Marshall McDonald, ex-CEO of FP&L, recalls the revolt of the 

middle managers during the early stages of that company's QC process. 

FP&L had connnitted a lot of time and money on training when it 

suddenly became apparent that there was significant resistance from 

middle management. The reason was that top manag·eme.nt and workers 

were getting fired up, but that middle management was being ignored 

entirely. These managers did not know what to do with the- good ideas 

coming from the circles, they worried about losing some of their 

authority and they resisted change-when change was the idea. Soon, 

middle management joined the trainiu.g regimen and the process 

continued to expand (Jacobson 74). 

Usually the people who must accept and act on the ideas of the 

circles are middle-level managers. Mos t of these managers have little 

or no role in the activities of the circle and some have little 

experience in soliciting or responding . to ideas of subordinate.s. 

Management is sometimes uncomfortable listening to ideas they feel 

that they should have thought of themselves or that may result in a 

change in their own. activities. It is not surprising, that these 

middle managers often resist new ideas, either . formally rejecting them 

or taking a long time to respond. 

There was a perception at U.E. that a separate chain of command 

had been created in the organization and ·that middle management -had 

been purposefully left out. The support that the teams did receive 

from middl.e management was primaril.y motivat ed by fear of being .seen 



as a r oadblock for this separate chain of corrnnand. 

management had been left out of the process (Randolph 2). 

The ultimate source of the most serious problems in the 

organization is managerial. decisions, processes and behavior. QCs can 

compensate for only a limited amount of these management inadequacies. 

However, these inadequacies can have a much, greater affect on the 

ability of QCs to survive. The importance of management commitment is 

not unique to QCs; it underlies the success or failure of any 

productivity improvement efforts (Blair 22). 

In these new commitment-based strategies, the essence of 

management is shifting from giving orders to involving employees. As 

a result, jobs are designed to be broader, to combine planning and 

implementation, and to include efforts to upgrade operations, not just 

maintain them. This new corporate strategy puts the responsibility on 

the employee to initiate changes and solve problems. Individual 

responsibilities are expected to change as conditions change, and 

teams, not individual workers, will be the organizational units 

accountable for productivity. Under the commitment strategy, 

performance expectations are high and serve not to define minimum 

standards but to emphasize continuous improvement (Walton 79). 

Erroll Davis, president and CEO of WP&L, knows that the employees 

are the key. Both management and contract employees must understand 

that survival will depend upon their ability to work together to serve 

the customers best in the marketplace,· Davis feels it is important 



for all managers to understand that all employees are able to make 

valuable contributions to their companies ("Repositioning .. . " 11). 
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It has been difficult for some managers to accept this radically 

new culture. Too often, managers believe they are seeking cooperation 

when they are actually asking the w0rkers to just follow orders. When 

they seek involvement, they are really expecting more enthusiasm in 

following orders . And flexibility means the worker should have no 

objections to any orders given by management. Companies have failed 

to make their managers realize how vastly different this culture will 

be (Fischer 12). 

At U.E . , the Nuclear Division used the 7-step problem solving 

process to check the implementation .of the Quality Improvement Process 

(QIP). They found that middle management employees had little real 

underst anding of or true support for the process. Middle managers did 

not know the status· of teams operating in their areas. They did not 

attend meetings regularly. They rarely asked team members questions 

about their work with the process. In fact, most middle managers felt 

that their involvement with. a team would be seen as interference. by 

both team members and upper management (Randolph 1). 

Because. of the time and effort invested in the QCs, mangers feel 

a great deal of pressure to accept any initial suggestions. They know 

t hat t he program could lose i ts momentum if these ideas are not 

accepted. In fact, there are some instances where upper management 

has insisted that middle managers accept all initial suggestions. 



Such situat i ons have created bad feelings about the programs, and 

subsequent .ideas are received. less favorably. 
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In many cases, the people in charge of implementing the circle's 

suggestions are n0t involved in the functioning of the circLe, and 

therefore, have little invested in them. But unless these i .deas are 

converted into actions, QC programs will begin to lose their momentum 

and die. Management approval may be pleasing to the participants, but 

i t is not enough to motivate them to come up with new ideas. People 

need to see their ideas in action and they need to receive. feedback on 

how well these ideas are working. Because it is so hard to effect 

some of these changes wi thi n an organization, a significant percentage 

of QC programs end at this point ( Lawler 68}. 

Feedback for the process is more complicated than the old adage 

"nothing succeeds like success·." A major problem for QC programs is 

that successful ones can breed. the cond.itions of their own 

terminati on. Once top management feels that the program has become 

successful, it may no longer see the need to give the QC the attention 

it was given initially. This is not to deny that successful QCs will 

generate increased interest, greater management support and new 

r esources. The faet i s that feedback is a contingency factor that 

could effect the QC system and its long- term survi vability (Blair 23). 

I n the autocratic style of management, feedback emphasizes the 

negative. Communication is often use.d to punish mistakes rather to 

reinforce pos itive behavior. Super v i sors and managers i n this cultur e 

have res0lved themselves to focus on · t heir own tasks . To take a team 
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approach to the.ir work would only increase their exposure to 

punishment for someone else's mistakes. As the demand has begun to 

press on capacity, not getting caught making a mistake has come to 

have more to do with meeting production numbers than the concerns with 

quality {Chelte 161). 

Dealing with problems· openly and having more open conununications 

can lead to a supportive climate. A supportive organizational climate 

can enhance both the performance and development of QC members, as 

well as, reduce. conflict between workers and management. With 

management support, the overall performance. and innovative capacity of 

the quality circle group should be improved (Blair 21). 

For example, at PSO's Southwestern Station, manager Emil Palesano 

has succeeded in creating an atmosphere in which employees do not feel 

threatened to ask questions. At the end of safety meetings, he opens 

the floor to comments or questions on any subject from employees. As 

a result, employees now feel they are better informed and moral.e at 

the station has risen significantly . Before ther.e was distrust and 

closed communication. Participative manag·ement has opened the door 

for everyone to have a say in how the work is done (Schmidt 6). 

The support of first-line supervisors is essential if meaningful 

changes in organizational culture ·,j_g to take root. Supervisors · rarely 

show open resistance to programs ·.ini tiate.d by uppe.r; management. They 

perceive that their job security is dependent upon following up· on 

management's suggestions. Supe:r;vi-sors. may occasionally criticize a 

program in discussions with peers - and subordinates. But more often 



t.hey remain silent or demonstrate only mild enthusiasm, which the 

workers interpret as a questionable show of support (Klein 88) . 

Training is an indispensable first step in defining the common 

language and strategies for change, but the usual classroom of 

seminar-based training is not enough. The best training includes 

continual consultation with the manager, who should provide feedback 

and coaching . The quickest way to modify a supervisor's behavior is 

for managers to become role models. Seeing the change in action has 

helped to convert several hard-liners . The supervisors need to be 

shown that their superiors are committed to a participative style of 

management ( 92) . 
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Perhaps the most sign:i.f.icant change associated with the 

participative structure is not the change in behavior and performance 

of the manager, but the change in attitude about supervision. Some 

executives now believe that 75-80 percent of current supervisors can 

contribute more to their company if they are supported and trained 

rather than closely managed. It is important to realize that this 

change in att itude will occur as a function of upper management's 

direct experlence with a situation famili.ar to them. It is unlikely 

that thjs change occurs as a result of speci£ic attitude training 

(Luke 530). 

Increasing efficiency and effectiveness in industry has become a 

national priority . Real productivity improvement can only occur from 

changing what people do and how they do it . Qual tiy circles are a 

seemingly conservative technique t hat will enable management to 
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achiE:!ve change. Yet some organizations are still. trea ting QCs as just 

another personnel program rather than a process to be 

institutionalized as a new way of doing business. True productivity 

improvements requires f acing knotty problems of policy rev isions and 

investments in t)1e long term . 

Progress will run into resistance from those who have a vested 

interest in doing business as usual.. It must be recognized that the 

QC process is a slow, incremental technique designed to prevent 

problems and achieve lasting gains, not manage crises . QC programs 

requi re support throughout the chain of command; managers need to know 

bow their objectives can be. achieved through these programs. There 

must be a genuine commitment to participative management. Research 

has demonstrated that quality circles can work because they deal with 

work-related .issues in a manner that blends company and individual. 

goals (Bowman 3qs-7). 

Research suggests that QCs can make a major contribution toward 

increased productivity . But skeptics about the quality circle process 

can still be found . They point out that what is being accomplished is 

by no means clear, especially with a minimwn of training, varying 

degree of commit ment and continuing uncertainty about the ways to 

measure quality in a service company. Management has to realize that 

quality is not free, it takes a lot of hard work and dedication. What 

is necessary first is to admit that the long-standing roles of 

managers and workers may need to be changed. 
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Quite a lot of data s uggests that the quality circle process can 

be au extremely valuable tool in nearly any organization. Management 

and workers are continually amazed at the value of the intrinsic 

rewards that accrue from participation in tile process, as well as, tbe 

cost returns from QC activities . Implementation of tbe process 

requires patience and recognition that it is a change in the corporate 

philosophy. I t is not just a program or package that brings about 

dramatic effects, but rather it is a long-term commitment aimed at 

making significant changes over a period of time. With the proper 

preparation, communication, and connnitroent and ownership of upper 

management, an effective QC process ca be successfully installed as an 

organizational intervention (Yager 105). 

Carefully managed i nterventions like quality c i rcles have the 

potential to aid utilities as they attempt to compete in an 

unregualated market. Because it requires making many changes in the 

cult ure of an organi zation, this shift will be difficult. But the 

evidence will demonstrate that because of the utilities ' commitment to 

quality and its willingness to change, the QC process will be 

successful in. improving productivity. Spe.cifically, it is 

hyp0thesized utilities will become more productive in terms of 

increasing customer sat isfaction, while reducing operating costs. Or 

to state it another way, doing the j ob right t~e first time. 



Chap t er I II 

SELECTIVE REVIEW AND EVALUATION OF RESEARCH 

Research has shown that each of us, because of life experiences, 

bas developed a set of ingrained rules by which we view everything 

around us. These rules obst ruct us from contemplating radical changes 

which could have a significant impact on the customer or organization . 

The challenge in today's utilities is to more fully involve all 

members of the organization in pursuit of continuous improvement . 

Quality improvement uses a participative management style to 

constantly strive toward improvement of every aspect of an operation . 

It will be up to management to integrate quality improvement into the 

way business is done at the utility. 

I t is clear that a changed utility climate will place the 

utilities in the same arena as other corporations . Electric utilities 

that continue to play in the small circle of conventional operations 

wi ll gi ve way to those who are playing in the large circle of 

innovative management . The bottom line for the new corporate culture 

is greater efficiency, lower operating costs , and greater 

profitability ("Projects of tbe 1990s ... " 57) . 

Recognizing tbat significant changes were occurring in tbe 

elect ric u t ility business , Southern Company Services (SCS) decided 

that it could not continue doing what it. always had been doing and 

still remain competitive and successful. They realized tbat usi ng t he 

QC process will not only increase efficiency , it will connect each 
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employee' s day-to-day job to the goals of the company . It also 

provides the mechanism tu offset i ncreased labor costs by a 

corresponding increase in producti vity. 

57 

The QC process at scs has provided t he resources to reduce costs, 

improve quality, and modify employee behavi or. With respect to 

behavior modi£ication , the changes are expected because employees are 

now in a position to participate in making decisions that affect work 

practices , and ult imately, the company's financial standing. Thls 

position of influence on company policy has bad a significant and 

positive eff ect on the employee 's percept ion of his value to the 

company {Davidson 42). 

Initiating a QC program costs a great deal . Ultimately many 

managers will begin to question whether the savings justify the 

expense. When executives try to document the actual savings from the 

QC ideas , the savings often turn out to be smaller than originally 

estimated . The disappointment over the actual savings and the 

significant expense of running the QC progr am often combine to provide 

a serious threat to the continuation of t he circle (Lawl er 69). 

Nuturing the intangible benef i t s like teamwork, leadership , trust 

and loyalty is an essential component to an effective program. Recent 

attempts to improve productivity have tended to emphasize badly needed 

participative and motivational techniques, sometimes at the expense of 

more task-oriented productivi ty skills. The empbasis on qualit y in a 

quality circle program, however, requires a blend of both 

participatory and productivity concerns. 
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Quality circle programs must ultimately be assessed on the basis 

of a thor ough evaluation of its costs and benefits. The strengths of 

the process must be assessed on t he growth of active circle, s i ze and 

scope of problems solved and the expansion of circles within the 

or ganization . Thought must be devoted to program measurement and 

incorporation of the process into the management style of the company. 

Tbere is a need to c l early define what is to be achieved and to bave a 

way to tell whether or not there is any improvement. If a project is 

started without a real goal and without a way of measuring it, total 

quality can never be accomplished. Typically, workers produce outputs 

and standards that c an be identilied and evaluat ed. Actual 

measurement of a circle ' s impact is difficult, but an indication of a 

relationship bet ween circle activities and organizational success is a 

minimal r equirement for attracting resources and management attention. 

An unmeasured program may be taken for granted and simply wither. 

There must be some capability to measure what has been accomplished . 

There i~ , however, no on-going effort t o track and analyze the 

intangible or t angible benefits 0£ QCs. Whether QCs survive in the 

long tenn - or even for the short term - is l argely a question of 

time, and the ability and commi troent of management to develop ways of 

measur i ng results maintaining momentum, and preventing failure (Bowman 

394-5) . 

Whi.le all of the nation 's 150 investor-owned power companies are 

at least giving lip service to improving performance, none has 

embraced the use. of quality circles wi th t he intensity of FP&L . 
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Floriaa's exploding population has increased FP&L's customer base by 

20% since 1983, necessit ating $300 million in new construction in 1988 

alone. State regulators, buffeted by consumer complaints, have 

pressured FP&L to operate more efficiently and keep rates low 

{Fins 95) . 

Commitment to QCs began at FP&L in 1979. Quality teams at FP&L 

use a step-by-step process to identify an improvement opportunity, 

analyze the cause and develop a permanent solution. T.he goal is to 

make products that meet the customers' expectations . The operative 

111ord is "customer." Tbe customers are the people on both sides of the 

transaction - inside and outslde the company (Jacobson 74) . 

FP&L ' s extensive corporate-wide QC program began after a tour of 

Kansai Electric Power company i..n Japan . Top managemen.t at FP&L was 

still a little uncertain whether a full-out qualit y program would work 

at a service company. But in 1984, Kansai Electric won the 

prestigious W. Edwards Deming Prize for outstanding achievement in the 

process of quality-improvement management, and all doubts vanished . 

This convinced company executives that building quality into 

everything and not cutting corners was the only way to grapple with 

the uncertain business environment. 

Chairman John J . Hudiburg was so impressed with the progress of 

FP&L's quality circle program , t.bat in 1988 , he announced that the 

company would enter the competition £or the Deming Prize. Senior 

management believed in order to control quality, the process had to 

star t with quality circles using statistical-analysis tools to come up 
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with countermeasures that attack the root cause of a problem . They 

felt that team activity was the motivation for excellence in daily 

work. After working with the team approach for just a few years, the 

executives have realized that QCs can be the energy pushing for major 

improvements and to find solutions to apparently unsolvable problems 

( "After 'Quantum Leap' ... 11 22). 

This pursuit of quality enabled FP&L to achieve their goal. I n 

1990, the Onion of Japanese Scientists & Engineers (JUSE) awarded them 

t he Deming Prize. FP&L became only the second electric utility and 

the first company outside of Japan to r eceive the award ("The Fear 

•rhat Clears ... " 23) . 

When FP&L started the QC programr customer satis£action was 

viewed as a good indication of the success of the program. FP&L began 

irr~roving customer satisfaction by identifying and eliminating areas 

of dissatisfaction . One way this was done was to look at the 

complaints leveled at Florida ' s Public Service Commission . 

In 1985, there were 2 , 222 complaints to the Commission. This 

made FP&L the poorest-performing major utility in Florida. In 1986, 

FP&L conducted a survey of customers t o identify problems and customer 

needs . 'rhe qual.ity improvement teams then focused their efforts to 

improving these areas. By the end of 1987, the successfulness of the 

program was becoming apparent . The number of complaints received by 

the Public Service Commission was down from 1985 ' s 2,222 to 1,143. By 

the end of 1988, that number was reduced to 879. In 1989, there were 

only 709 complaints (Bemowski 46). 
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The 1,700-member quality improvement teams have also made 

advances in other areas. FP&L has cut service interruptions to 

customers from 100 minutes per year in 1982 to 48 minutes per year in 

1989. Nuclear Regulatory Commission violations also dropped to 40 in 

1989 from 58 in 1986. And lost-time injuries have been reduced from 

1 per 100 employees in 1986 lo 0.42 in 1990 

{ "The Fears that Clears ... " 24). 

But the most highly visible benefits are showing up on the bottom 

line. Through the use of the qu all ty circle- improvement techniques, 

FP&L has been able to shave fossil-fuel plant forced-outage rates from 

14% in 1986 to less than 4% in 1990, saving the consumers $300 million 

that would have otherwise had to be spent on additional generation 

units. The teams found that by investing $100 million to update and 

repower a couple of generating units, FP&L has added capacity 

equivalent to a new 700-megawatt generating plant . This has allowed 

FP&L to defer the $1 billion construction cost beyond 1993. FP&L is 

adding 130,000 customers a year , an increase that would. have most 

utilities seeking regular rate increases . The quality circle program 

has been so successful, the company has not requested a general rate 

increase since mid-1984 {Jacobson 75). 

Other utilities are also showing signs of successful QC programs . 

As competition intensifies, WP&L is taking another look at how it is 

delivering its p'l:'."oducts and services. •rap management has been willing 

to ask questions and challenge i,;hether or not the present operation is 

the best way to be organized to serve its custome'l:'."s . WP&L is 



committed to providing low-cost energy services to its customers 

through efficiency as opposed to new supply. 
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The QC process at WP&L is trying to change the way work is being 

uone and how people involve themselves in their work . The program is 

driven by a problem- solving methodology directed at systems , not 

people. Any employee seeing the need for improvement in a particular 

system is encouraged to offer any constructive ideas on how to improve 

t hat s ystem. 

At the Rock River Generating Station , one circle ' s recommendation 

resulted in the company saving $160,000 annually . Through the use of 

stat isti cal analysis , the team was able to study tbe effect on boil er 

effic i ency of changing the gas stack temperature. They found that by 

oper ating the air bypass dampers in the closed position, there was 

less coal needed f or oper at ion. 

Another cost-saving example t ook place at the Edgewater 

Generating Station. This team recommended shortening the sequenced 

shut-down time for the plant ' s pulverizers , the machines that gri nd up 

coal for use i n the boilers. The group contacted other power plants 

with the same system and discovered that those p l ants were shutting 

the i r pulverizers down in half the time that Edgewater did. The 

member s started experimenting, shutting down the pulverizers one 

earlier each time. It was found Lhat there was no increase ln coal 

buildup by shortening the shutdm .. n time from 12 to 8 minutes and there 

was less wear and tear on the system. The team was able to convince 

WP&L executives that chopping four minutes off the shut- down time made 



good business sense . The r esulting decrease in fuel oil and 

electricity saves this company $44 each day or $15,032 per year 

( "Quality Teams ... 11 16) . 
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Besides s avi ng dollars f or WP&L, the QC teams have also improved 

customer service . For example, one team conducted a t est project 

i nvolving 17-hour water-heating customers . The test was intended to 

detennine whether or not the special 17- hour rate - desi gned to reduce 

load during peak hours and save customers money - actually saved 

dollars for customers. After r andom testing 180 customers whose water 

heaters were allowed to charge 24 hours a day, they discovered ·that 

for the majority of customers, the water-heater cycle really did not 

run much more than it had when the heater had access to elect.riclty 

only 17 hours per day. The t eam concluded that only if a customer 

used 300 kilowatt-hours or more each month, did the customer have 

significant savings . By the time customers paid the fixed charges for 

the s peci al meter i nstallation, they had actually spent more money 

t han if they had just operated through the general service met er (17). 

Salt River Project { SRP), a major utility he-adquarte-red in 

Phoenix, Az., is another company involved in the QC process. 

Management at SRP realized that i n order to stay competitive , they had 

to improve pr oductivity. The QC program j_s one of the key, methods 

they used successfully to improve employee productivity. 

At SRP, the QCs follow a structured , eight-step problem solving 

process. The process allows for detailed investigation and for 

i aentifying and eliminating barriers that might inhibi t productivity. 
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The employees are trained to follow these steps of the problem-solving 

process: 

Step 1: Identify a problem. The process starts with focusing the 

members' attention on their customers . Circle members identily their 

customers, each customer ' s requirements and any problems they have 

meeting those requirements . From these issues, the QC members select 

a problem to solve. 

Step 2: Define the problem. It is important that each member 

have t.be same understanding of the problem. This may help to avoid 

later conflicts and disagreements. The purpose is to give t.be team 

members a common focus and understanding 0£ the problem. Tbis step is 

complete when QC members have agreed upon and written a single 

statement that describes the problem. 

Step 3: Verify the probl em. Sometimes the issues selected by QC 

members are not really problems . Data must be collected in order to 

verify the problem and to identify the magnitude of the problem . This 

step is complete when the team has collected data showing the actual 

impact of the problem on their parti cular area. 

Step 4: Analyze the causes . To prevent problems from r ecurring, 

t heir causes must be identilied and eliminated . In thi s step , QC 

members identify all possible causes and tben collect data to verily 

t he root caus e . Once the true cause- has been identified and verified, 

the members can move on to the next step . 



Step 5 : Determi ne the solution. ln this step, the QC members 

work to identify the "best" solutlon to the problem. This solution 

should be the one that prevents the true cause and one on which all 

members can agree. By eliminating the cause of tbe problem, the 

solution will prevent the chance that the problem will happen again 

due to that cause. It is i mport ant that all members agree to the 

solution . I.fall members do not 11buy i nto" the solution , 

implementation of the solutio11 may be hampered . Solution selection 

will depend on the cause determined to be the true cause. 
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Step 6: Obtain management approval. QC members must obtain 

management approval before implementing their solution . The group 

must present to management the analysis they have completed and 

explain the group ' s r econm,endations and implementation plans . 'fhis 

step is complete when managemel'll responds to the recommended solution. 

Step 1 : Implementation. /liter management approval , the t eam can 

take steps to put their implementation p lan into effect. This step is 

complete after the solution has been fully impl emented . 

Step 8: Confil:m the res ults.. It is important for QC members to 

review the results of their solution and de termine if the probl em has 

been eliminated . This step is the ultimate measure of success . The 

process is important to QC members and management, because it 

demonstrates the true impact of the group's effort. 'fhis step is 

completed when the results of the solution have been measured. 



.... 

66 

The results at SRP have been a savings of $1. 6 million during the 

1988 fiscal year. Thirty-three projects have been presented to 

management . These projects have varied from stocking level.sin auto 

parts supply to a new filing system. Analyzing the processes within 

departments bas successfully eliminatea unnecessary computer reports 

and has streaml.ined backbillin.g procedures. QCs have focused 

empl oyees on understanding and finding ways to better meet the 

customer's requir ements. SRP has exper ienced cost savings and also 

indi rectly benefitted through the development of employees as they 

become better p r oblem solvers {Copp 46-7) . 

The goal of the quality circle process is t o integrate qual.ity 

improvement into the way of doing business at Union Electric . As the 

process is becoming a maturing ef~ort , management has assessed the 

successes and failures, discussed stratecni for continued 

i mpl ementation , and made recommendations about the best way to proceed 

with the program. 

Since the process ' introduction in Spring, 1986, the teams have 

made steady progress toward meeting the unoff i cial objective to 

involve hail of O. E. ' s empl.oyees. Employee participation peaked i n 

August, 1990, as 2,500 employees - 36% of the company ' s w0rk force -

worked on 396 active teams. Tbese teams i tnplemented 157 solutions 

that has led to a projected savings of $10 mil.lion over the next five 

years . 
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An examination of the teams' progress has identifiea significant 

accomplishments associated with the process . The most significant 

benefits include : 

1. The company placea greater emphasis on employee invol vemeot 

i n business operations and decision-making. 

2 . U.E. established a common problem-solving approach and 

language . 

3. Through training, employees gained skills to help them 

continue to build a culture that emphasizes continuous improvement. 

4. QCs helped build new levels of teamwork and cooperation 

through the company , demonstrated by better communications and 

additional flexibility. 

5 . The process enabled employees to demonstrate more of their 

individual potential... 

6. QCs helped develop a customer orientation, an attitude 

essential for future success . 

7. The team solutions that were implemented improved operations . 

However, some negative consequences als0 emerged from the QC 

process : 

1. Some teams lacked focus of direction and never identilied a 

meaningful improvement opportunity. 

2. In some team situations, management did not provide the 

support or direction, reacting to a n early "hands off" emphasis. 

3 . The team process proved, sometimes, to be too time consuming. 

And occasionally the one-hour time allocation was too 1riflexible. 
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4 . Middle management employees struggled to define thei r rol es 

and responsible in the process, and often fe l t excluded. 

5. Sometimes the practice of teamwork and employee participati on 

never got beyond the team meeting ( "Position Paper" 1-2 ). 

At 0 .E. , it is felt that the quality pri nciples can be. better 

integrated into the natural business process by emphasizing 

problem-solving and process improvements among natural management 

t eams and natural work groups. The emphasis on quality is to increase 

customer satis£action and exceeding customer expectations. 

As U.E . started down the path of quality, o ne clear object.ive was 

the need to improve reliability . Customers seem to understand when 

the·y are out of power during a stonn or a tree falls over, but they do 

not understand why they are out six to e i ght tim.es in a year. By 

using the "Average Annual Customer Minutes Out (AACMO) " index, U.E . 

has been able to make comparisons with other utilities. A f ew years 

ago, the company was ranked i n the lower third. Today, it is headed 

for the t op third of electric utilities in its area. 

The QC teams have taken the efforts made the previous year and 

quantifying the improvements they feel they have made . By applying 

the improvements to where U.E. is today, management is better able to 

project reliability goals for the coming years. By m:ing the QC 

process, 0 .E. is taking the step of planning for improvement s from the 

bottom up inst..ead of the top down . It is hoped that all of ll .E. 's 

objectives and goals will be accow.plished this way in the future - not 

j u st in the area of reliability ( "Profiles i n Qualit y II 0 ) • 
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Work processes and the results they produce must be understood in 

order to be effectively managed. Customers and their expectations 

must be thoroughly understood so that the correct products can be 

delivered . Effective collection, analysis and display of data allows 

team members to understand and communicate these important aspects of 

business. At U.E. this is referred to as "speaking with facts . " 

Without sufficient information, the decisions may be based on opinions 

or unsupported conclusions. The consequences of such decisions could 

result in wasted resources, ineffective action plans for 

implementation or dissatisfied customers . 

For example, Form 1101 was maintained by meter record clerks at 

U.E. for over 50 years. The form was used to keep track of the 

locations of current transformers {CTs) and potential transformer 

(PTs) throughout the company's system. The clerks would complete the 

form and file it. It was assumed that the file was necessary and 

utilized. 

During their analysis of the CT and PT filing system, a QC team 

interviewed all users of Form 1101 along with representatives from 

legal and internal audit. The results were no one used the form, it 

was not required by anyone including the Public Service Commission and 

no one had even looked at the file for over five years. The form was 

able to be eliminated with a cost savings of over $19,000. Once the 

team spoke with facts, the assumption that the file was necessary was 

proven untrue ("Quality 1.mprovement Process Manual" 21). 
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By analyzi ng the stati stics invol ving cost savings , outage t .ime 

and man- hour rates, the positive or negative effects of portions of 

t he process can be measured. But measuring the overall successfulness 

of a QC program is di£ficult if not impossible. Utilities must also 

be concerned with looking down the road toward long-te..rm cost savings . 

Work practices that are promoted through the QC process include how to 

lead, motivate, communicate, make de.cisions, interact with one 

another , set goals, control processes, and encourage learning. By 

solving problems through the better utilization of the knowledge and 

experience of all employees, the gain.s achieved through employee 

effectiveness will ultimatel y be beneficial to the customers, the 

shareholders and other employees . 



Chapter IV 

RESULTS 

As deregulation increases and competition intensifies , electric 

utilities must recogn i ze that they are moving into an open marketplace 

and away from a monopoly environment. It is competition that has 

spurred many companies to create quality programs. This indicates 

t hat top executives in the U. S. now agree that a total quality program 

is essential. to assure competitiveness and that quality management i.s 

the key to long-term survival and profitability . Quality circles have 

been est ablished by several utility companies to help them compete 

successfully in today ' s business world and to prepare them for an 

eventful future . 

Entering the arena of competitiveness has utility managers 

concerned about the cost of doing business. Top U.S . executives at 

106 e lectric , gas and combination utilities were surveyed to have t hem 

identify cost-containment programs intr oduced to their companies and 

to rate these programs' effectiveness . 'rhe outcome of the survey 

conducted by Stone & Webster (S&W) Management Consultants, Inc. is 

s hown in Figure 3 on the proceeding page . The results show that 

almost every utlity has some progrcun dealing witb quality and that 

these programs are rated as bei ng the most effective. Raymond G. 

Saleeby, senior vice president at S&W, s ays the goal t~ying to be 

achieved ls to have al} employees understand the reali ties of the 
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Figm.:e 3 

Cost-containment programs that are being triea by electric 
and combination, and gas utilities 

Percent 
Programs aimed Being Percent very 
at cost containment tried,% effective effective 

Quali ty .i.mprovements 98 58 21 

Information system enhancements 92 58 11 

Tnventory reductions 85 47 11 

Oryanization flatt ening 8 ) 59 16 

Capilal projeets postponement 80 55 16 

l:Liring freezes 70 13 41 

Staff reductions 70 38 44 

Sale or lease decisions 75 49 16 

PeTformance auaits 60 65 16 

Budget f reezes 61 55 13 

Wage and salary freezes 22 21 21 

Better use of contractors 23 67 o7 

Life e xtension 2-> 73 27 

Other s 29 44 4-4 
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SOURCE : Electrical World . Exhibit from "Yau Can't Do More Wot"k Witb 
Less Harsepowerr" (July 1989) . 



... 

competitive environment and to win their support, cooperation and 

comrnibnent to the programs ( "You Can't Do More Work ... " 32). 

73 

The senior executives at FP&L wanted that utility to be known as 

the best managed investor-owned utility in the United States . 'l'hey 

knew that in order to accompl ish this , they had to integrate quality 

with management. The principa l goal of the quality circle program at 

FP&L is the improvement of the organization . 

Florida Power ' s management is not just giving "lip service" to 

this goal. •rhe company is making sacrifices and committing its time 

and money to see that the goal is reached . Speci alists have been 

brought in and set up full training programs for workers wanting to 

become i nvolved . Courses cover such areas as statisical analysis, 

advanced problem-solving and decision making techniques, communication 

skills and group dynamics . With these skills, worker s are able to 

analyze problems as they arise in their work and seek measurable 

solutions . All this taxes money , and as can be seen in Figure 4 , an 

indirect correlation can be establisbeo between the amount spent on 

quality circles and the improveme nt in plant down time and customer 

outage time. 

Quall ty circ:Les have helpeo WP&L re.main strong in the fat=:e of 

deregulation by providing customer s with the most cost-effective and 

responsive s ervi ce. Through programs developed by QC teams, the 

company h as demonstrateo its desire to be known as a superior value 

and its ability to provide customers greater satisfaction for their 

money than any of their competitors can offer. The QC process 
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supplied the means for WP&L to combat challenges from companies 

wanting to take their customers . I n 1988 , WP&L successfully fought 

off Sun Prairie Electric Cooperative, who tried to acquire a portion 

of WP&L' s wholesale market . By using the team concept , management and 

labor at WP&L have joined together and improved oper ational effici ency 

ana customer service ( " Repositioning . . . 11 8) . 

Senior executives have seen the QC process a s being a success for 

a number of r easons . The team sessions have helped the member s to 

anticipate and prevent problems . Detailed discussions are held to 

determine all responsibilities , how the work will be performed a nd how 

to validate and check the e nd product. The result has been employees 
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a t WP&L are planning their own work, interdepartmental projects are 

being completed on schedule and open communication has been 

established between management and labor. WP&L' s management has seen 

morale rise significantly since employees are having a say i n how the 

work is being done, resulting in a program everyone is happy with. 

In today's competitve environment, customers are demanding more 

quality service for their dollar. Successful businesses are those 

that respond by managing work better . To ensure tllat future service 

needs are met, SRP's ongoing corporate objectives call for increased 

employee productivity . These increases can result from increases in 

employee utilization, efficiency and participation in decision making. 

The QC process has been developed as a productivity-improvement tool 

designed to support botll crew utilization and efficiency through 

better planning and problem avoidance. The increase in efficiency 

results in harder and smarter work efforts. The end result is a 

crew's improved job completion performance . 

QCs have become an important part of SRP's culture because they 

have been beneficial in many ways. Training employees in a 

problem-solving process helps them to direct their efforts toward 

improving their effectiveness. Circle members focus on understanding 

the customer's requirements and finding ways to meet these needs. By 

foe.using on effectiveness, SRI' has improved productivity and provided 

better service to the customer. Because of the group effort ,, 

ownership of solutions is i ncreaseo, leading. to easier implementation 

( Copp 46). 
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Quality improvement teams are used extensively at U.E. as a 

method to identify and solve work related problems. Throughout the 

company there 1s an enhanced awareness of the importance of quality. 

Many of the QC teams ' solutions relate directly to achieving corporate 

goa.ls and objectives . The QC process was established at U . E. in order 

to help O.E . compete in a competitive business environment and to 

prepai·e the company for its uncertain future . 

The policies and conditions that shaped the way U.E. provided its 

services over the years are rapidl y changing. Tbe feeling at U.E. is 

that quality is a moving target . What is excellent today is mediocre 

t oroo·crow . The work processes that were " state of the art" or common 

i ndustry practices 20 years ago are now obsolete due to the changes in 

worl d and market conditions . Top management believes that one of the 

biggest challenges is the ability to effectively handle these changes. 

The QC process is enabling the utility to respond quickly and 

anticipate change. 

U.E. has already lost revenue through l ost sales to competitors 

and renegotiated contracts to wholes ale customers. ~he current 

regulatory issues focus on openlng the industrial and commercial 

markets to competit ion. Competition is these areas could have a 

drastic effect on U.E . unless every employee wor ks to meet these 

challenges . Upper management feels that the QC process provides a 

method and tools to meet these challenges ("Quality Improvement 

Process Manual " 8) . 
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In examining these four utilities, it is apparent that senior 

management is concerned about deregulation and the changes that come 

with it . These top officials believe that their companies ability to 

deliver higher quality service at a reasonable rate will determine if 

their companies will retairL their market share in a competitive 

environment. To accomplish this, there must be a commitment to 

quality by every employee. The utility executives see the development 

of the qulaity circle teams as the means to get employee "buy-in" and 

being t he vital first step to ensuring the future of their 

corporations . 

• 



Chapte1· V 

DlSCUSSION 

Var i ous pr essures are bej_ng experienced by the utili ty indus t ry 

a.s cust omer expectations are r ising. Technological advances require 

greater reliability, environmental concerns may affect the way service 

i s provided and its price, and future capacity must be planned to meet 

the increasing load needs of their customers. As the utilities begin 

to f ocus on the needs of their customers, they must concentrate on 

improving the operat ions of indi vidual work groups and bow these 

changes are eff ecting the entire organization. Quality circles are 

providing a means to optimize work processes for the benefit of the 

interna l and external customer. 

The business environment in which utilities exist is creating 

many chall enges for the industry. It is clear that the policies and 

procedures in place do not provide a path to meet these challenges . 

The changes in the utility environment demand quick responses by 

utility executives. Competiti on is here and utilities do not have the 

time tu experiment with unproven quality improvement programs. The QC 

process has demonstrat ed that it is one of the most effective programs 

available with the ability to solve w0rk related problems and help 

anticipate change. Witll competitive changes facing the industry, 

management must be l ess conservative and more willing to take risks. 

Through QC teams, compani es are making planned, logical decisions 

about where t o take r i sks and more important, how t o mitigate t hem. 

78 



79 

But management has to realize that quality is not free, it takes 

a lot of hard work and dedication. If management is serious about the 

QC process, then it must be willing to spend dollars and allow time 

for QC meetings. The utility mus t sacrifice for the short-term in 

order to reap the benefits of the long-term. Implementation of the 

process requires patience and recognition that it is a change in the 

management sys tem. It is not just a program or package that brings 

about dramatic effects, but rather it is a long-term cormnitment aimed 

at making significant changes over a period of time. At FP&L, it took 

millions of dollars and. several years t o obtained measurable benefits. 

When the teams find problems, they make sure that the fix is 

integrated into the system instead of a short-term local solution. 

The top executives at FP&L we~e willing to commit to the process and 

have been rewarded with positive results. 

Although the costs of a QC program can be added up, not all 

improvements can be measured in dollars and cents . QC teams are 

bringing management and employees together to review and investigate 

processes that do not support quality service or corporate goals. Top 

officials at WP&L. feel that the QC process has gi ven employees the 

t raining and tools to enable them to meet the challenge of 

competition . By introducing this management intervention, workers are 

now participating in making decisions and are working together to 

i.rriprove customer satisfaction. Each person employed by the company 

feels that each customer is his or her personal responsibility and 

that means better customer relations. 
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Because of the i ncreasingly competitive nature of the utilit y 

i ndustry, many companies have had to significantly reduce capital 

budgets. The goal is to lower the utility's costs by def erring 

non-essential new investments and reduce on-goi ng operati ng costs. At 

SRP, the company has found that by increasing the ~ffect iveness of its 

employees, it is doing a better j ob of meeting the customers' needs . 

Using the QC process has helped to focus the t eam members' effort on 

working smarter not harder. As employees were given more 

r esponsibility anrl di scretion, SRP was able to reduce and e liminat e 

administrat ive burdens, reduce layers of management and increase spans 

of control and accountability. I ncreased effi ciency and better crew 

utilization has unproved productivity and helped_ to curtail 

expenditures. Executives at SRP believe that the QC process has 

succeeded in p reparing the utility for the uncertainties of 

deregulation . 

Changing technology and customer expectations have created a 

different s e t of prob lems £or utiliti es . Customer s are demand.i.n_g more 

r e liable service, but they are not willing to bear rate increases. 

Even t hough the old standards for production and efficiency were goo.a, 

competition calls for even better performance. U.E. is using the QC 

process t o adapt the pre sent w0rk p~ocesses to those needed t o satis£y 

t he customers' changing needs. The process has also helped U.E. to 

anticipate and plan for tbe changing business environment. Senior 

executives at U.E. believe t hat to be successful, the company must be 



ever mind:Eul of the principle of continuous improvement, which means 

doing a better job of satisfying their customers . This company has 

found that the QC process has given the organization a systematic 

approach to the search for excellence. 

Summary 

Competition will be fought in the areas of price and service. 
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The dramatic spread of QCs demonstrates that they are perhaps the mos t 

popular technique to achieve productivity improvement and attain 

greater customer satisfaet ion . 'fhe industry ha.s realized that 

utilities do not have to look t o the gi ants of the quality movement in 

the U.S. for new ideas that relate to work processes and customer 

relations . They have learned that the best authorities in these areas 

are their own employees . 

Quite a lot of data suggests that the quality circle process can 

be an extremely valuable tool in nearly any organization . By allowing 

workers to become i nvolved in the decision-making process, utilities 

are not only empowering the people close to the work, but are also 

developing employees that are highly skilled, efficient, motivated and 

well rounded. Through the QC process, companies are refocusing their 

energies around their customers as a part of their commitment to total 

quality t hroughout the organization . Management and workers are 

continuall1 amazed at the val ue of the intrinsic rewards that accrue 

from parti cipation in the process, as well as, t he cost returns of QC 

activities. 
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An examination of these four investor-owned utilities has 

revealed that the companies are concerned about customer satisfaction. 

These corporations are committed to customer satisfaction in a cost

effective, safe and efficient manner. They have all implemented QC 

programs to find out how they can meet their customers ' (both internal 

and external) needs. As a result of the reconunendations by those 

teams, these organizations have already begun to make improvements in 

specific areas t..hat are consider ed unacceptable to their customers . 

Research has demonstrated that quality circles can work because they 

deal with work-related issues in a manner that blends company and 

i ndividual goals. From this, Lhe utilities have begun to change how 

t hey are doing their business. This evidence leads to the acceptance 

of the hypothesis that through managing with quality circles , 

employees of an electric utility will become more productive in terms 

of increasi..ng customer satisfaction while lowering operating costs. 

Limitations 

The evidence examined in this study points toward the 

successfulness of quality circles in preparing utilities for a 

competitive environment. Despite the large amount of descriptive and 

prescriptive promotional literature, there is a scarcity of QC theory 

and empirical work documenting the effectiveness of the process. 

Because of lheir recent introduction to utility management, 

comprehensive studies of this nature are, for the rnost part, 

nonexistent in this regulated indus t ry. I t would be possible Lo 
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examine studies of QC programs in companies with cultures similar to 

that of the utilities, but even tbe researchers see their findings as 

being inconclusive. Managerial decision makers must have reliable 

Lnformation on the potential of QC interventions within utilities if 

t hey are to make informed decis ions regarding the merits of this 

process for their organizations . 

Material for this study was taken from t r ade and business 

magazines. The technical literature dealing wi th this type of 

subjective appraisals are often prone to contain errors , biases and 

omissions. There are equally plausible arguments that the positive 

results of QC processes can be attrlbuted to research using measures 

with uncertain reliability and validity. Poor performance measures 

will not reflect existing QC effects , even pronounced ones . Using 

objective measures to collect data on performance is Likely to change 

some of the conclusions that rely on subjective indicators of 

performance . 

Another limitation that could obscure the findings is that it is 

possible in research on change that nothing more than a Hawthor n 

effect bas occurred. The employees perceptions and attitudes may have 

been altered because of increased attention, measurement or other 

factors rather than because of the QC i ntervention. The introduction 

of the process to an organization is usually accompanied with a 

t r emendous amount of media promotion. This sudden interest in work 

processes may be the reason for tbe employees' initjaL effort at 

improving productivity. ·rhe newness of the QC process to uU lities 



has not allowed researchers the opportunity to determine i£ the 

effects on emp).oyees are permanent or if the change in attitude is 

just temporary . 
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As presently structured, most American QC programs rely primarily 

on self-gratifying rewards derived from participation and job 

enrichment, and secondarily on external reinforcement f rom various 

means of recognition . The lack of gainsharing reinforcement could 

have a major effect on QC members' motivation and desire to 

participate after the initial desire for autonomy has decreased. 

Researchers have described this as a so-called honeymoon effect. Tbe 

QC teams examined individually were successful from the standpoints of 

both the participants and tbe organization for around two years but 

then began to decline . The material used in this study examined the 

QC program as a whole and did not take into consideration the 

productivity of newly formed teams versus the productivity of 

established teams. 

Finally, the rather small sample size may severely l imit the 

reliability of the study 's findings. The low numbers could cast 

doubts as to how representative the results are to the entire 

industry. There are no statistics available as to what t.he extent of 

QC participation has occurred in e l ectric utilities. In all 

likelihood, the.re are some companies with little or no participation 

by employees in the QC process, and others with a much l1igher level of 

participation . Thereforer the results of this s tudy may be valid only 



for organizations that have a high percentage of employees on QC 

teams. 

Suggestions for Future Research 
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The QC phenomenon has been subjected to a very limited amount of 

legitimate research. It is clear that considerable future QC rese-arcb 

ls required before a reliabl e appraisal of the value of the process 

can be made. Al though it appears that QCs may become the 

or ganizational intervention of the 90's , there i s still re-search 

needed on practically every conceivable facet of these programs. In 

particular, there is a need for insight into the following areas : when 

QCs are most effective, how the extent of the effectiveness cycle can 

be increased, measuring costs and benef.its accurately and the 

suitabi lity of QCs for a variety of organizational cultures. 

Such research would require l engthy studies where attitude and 

behavior can be observed over a period of time. Time is the- key 

variable in evaluating organizational outcomes. Until recently, QCs 

have be.en used i n a 1-imited number of U. S . organizations, and most 

programs are still r elatively new. Researchers believe that in large 

companies, it may t ake three to f ive years before these outcomes are 

dlscernible. To do justice to the quality CLtcle process. evaluation 

research designs must be abl e t o accommodate the maturational 

requirement of QC i nterventions. 
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