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INTRODUCTION

     Mandated workforce reductions must be proactively managed.  If we fail to fully prepare an organization, the following impacts are likely to occur:

· Mission degradation 

· Unrealized cost avoidances or expected savings

· Unnecessary organizational churn

· Low morale

     This paper examines a reduction at the Marine Corps Maintenance Center (MCMC) Albany.  The questions answered here are whether the organization adequately prepared for the mandatory personnel reductions, what was the impact on the organization, and what are some best practices that would have helped in this case.  In order to answer these questions, we will use a survey developed by the Strategic Development Group International
, and John Kotter’s “Eight Steps for Successfully Transforming an Organization
.”  We will determine the readiness level for change in the organization we will evaluate the process, lessons learned during implementation, and recommend best business practices for future similar organizational changes.  

ENVIRONMENT

Case Study:  MCMC, Marine Corps Logistics Base, Albany, Georgia

Mission:  To perform 2nd thru 5th echelon maintenance on all Marine Corps ground

combat weapons systems and equipment.

Background:  MCMC Albany is one of two Marine Corps ground depot maintenance activities.  A typical year, MCMC Albany overhauls/rebuilds and/or repair and returns of over 1200 different types of Marine Corps combat and combat support equipment ranging from amphibious assault vehicles to air conditioners.  Total equipment quantities often exceed 16,000 individual end items and secondary depot repairable items worked against over 1,000 different funding lines.  These represent the $100M in funding received from Marine Corps, Army, Air Force, Navy, and Foreign Military Services.  

     MCMC Albany has employed well over 1200 employees in the past, but is currently staffed with 700 permanent employees and supplemented by 35 term appointed employees.  These employees represent over 50 various professional and trade skills.  Professionals include engineers, computer scientists, project coordinators, program managers, and industrial specialists.   Trade skills personnel include heavy mobile equipment mechanics, machinists, electronic mechanics, electricians, welders, painters, sandblasters, and a variety of heavy industry and electronic trades.

Problem:  In the 1998/1999 timeframe, MCMC Albany received budget guidance, requiring a reduction in annual operating funds from $100M to less than $80M.  Unless additional sources of revenue/workload could be secured, this mandate along with projected increases in the composite labor rate of over 30% indicated that the maintenance centers would need to begin downsizing the permanent workforce by over 30% beginning in FY01 and ending in FY03.  This equated to a reduction in the workforce from the then 800 permanent employees to end strength of 550.  

Plan: With a typical attrition rate of 55 to 59 employees a year, it was apparent to senior management that it would have to consider requesting authority for a reduction-in-force (RIF) or voluntary early retirement authority (VERA) and voluntary individual separation payments (VISP) to achieve the necessary reductions in the permanent workforce.  As a further complication, the average age of the workforce was 52 years.  The personnel who would be eligible for early retirement incentives would be the most experienced and knowledgeable employees in the organization.  Additionally, management had to balance the loss of knowledge with need to remain mission capable.

     The senior management was advised the average RIF cost per employee could approach $35,000.  Also, the VERA/VISP cost could be as high as $25,000 per employee; however, this typically averaged $18,000.  Due to the negative connotation associated with a RIF, this option was dismissed immediately.  Subsequently, the MCMC Albany FY2000/FY2001 budget submission requested budget authority for VERA/VISP incentives for up to 50 employees in FY2001 and FY2002, and 30 additional employees in FY2003.  Based on past history of retirements and voluntary departures of 50 employees per year, 150 traditional retirements and attritions would occur along with the reduction of 130 employees under the VERA/VISP incentives.  Ultimately, there would be a total workforce reduction of approximately 280 employees.  These reductions were thought to leave enough flexibility to reshape the workforce by recruiting personnel via the Student Cooperative Education Program from the local vocational schools.  This would serve to replenish the knowledge loss with personnel trained in the latest trade skill technologies.

Execution: All 800 employees were surveyed for interest in the VERA/VISP.  A significant number of the surveys were returned indicating interest in participating.

In FY2000, the year preceding the VERA/VISP, only 5 personnel retired.  This was in contrast with the historical average of 20. It was apparent that most were waiting for the incentive payments.  

     The list of interested employees was reviewed by senior and mid level managers in a group setting to determine who would be given an offer.  A majority of the trade/direct-labor skill types were excluded from the list due to pending/forecasted workload.  The Human Resources office provided a list of the personnel who were qualified for the VERA option.  The volunteers who were on both lists were given offers.   The employees met with the Human Resources office retirement representative who gave them their calculated retirement benefits.  Several declined the offers.  Many personnel misunderstood their retirement benefit prior to meeting with the Human Resource office retirement representative.  In addition, a misunderstanding of the payout under VERA and the impact of early retirement on benefits was a severe shock to several interested employees.  Ultimately, 20 personnel from the targeted skills accepted the offers.

     Senior managers decided to make offers to personnel in the additional trade skills that were not on the list, despite the misgivings of the middle managers.  Many of these personnel were in trades skills that were chronically difficult to recruit, but were in areas where workload had been diminishing over the last few years.  Senior management believed the workload in those areas would continue to diminish despite the forecast and was therefore willing to take the risk.  

     A total of 46 personnel accepted the offers and retired during FY2001.    Additionally, 10 personnel retired without VERA offers and 13 other personnel departed for various reasons.  These were in contrast to the historical average of 20 and 39, respectively.  The total reduction stood at 69 employees for the first year.  Approximately $828,000 was expended to achieve an increase of about 10 employees over normal attrition.  It cost over $82,000 for each employee over normal attrition.  The RIF costs would have been 40% less.  The target was a reduction of 100 employees and the result was a shortfall of 31 employees.  However, 25 personnel were released in skills that required replenishment if workload trends did not follow the trend envisioned by senior management.

     Based on the results of the FY2001 reduction, it appeared that the goal for FY2002 would have to increase from a target of 100 originally envisioned to a total of 131.  Once again, funding was authorized to use VERA for up to 50 employees.  Eight personnel accepted offers, 8 other personnel from non-targeted skills groups retired without incentives, and 36 personnel departed the center for other reasons.  A total loss of 52 employees occurred, with a shortfall in the plan of 79 employees.  

     After the experiences of the two prior years, a new senior management team was brought in. The new team decided that the VERA/VISP program was ineffective, and although authorized, chose to make no further offers.  The strategy changed from accepting the inevitable to challenging the workforce to gain efficiencies and make each dollar stretch farther, as well as seek additional workload from other sources. 

Analysis

     The case was examined based on two assessment tools.  The first being John Kotter’s Eight Steps for Successfully Transforming an Organization
, which was taken from NAVSUP’s website for transformation.  The eight steps are as follows:

1. Establishing a sense of urgency – Examining market and competitive realities. Urgency rate is high enough when 75% of the management is convinced that change is necessary.

2. Forming a powerful guiding coalition – Assembling a group with enough power to lead the change effort.  This requires senior managers to come together with a shared commitment.

3. Creating a vision – The vision should be used to direct the change effort.  Strategies are developed to achieve the vision. Should be easily understood.

4. Communicating the vision – Use every vehicle possible to communicate the vision and strategies.  The guiding coalition should lead by example.

5. Empowering others to act on the vision – Get rid of obstacles to change.  Encourage risk taking and non traditional ideas in support of the vision. 

6. Planning for and creating short term wins – Plan for visible performance improvements and reward employees who achieve those improvements.

7. Consolidating improvements and producing still more change – Use increased credibility to change systems, structures, and policies that do not fit the vision.

8. Institutionalizing new approaches – Articulate the connections between the new behaviors and success.  Develop the means to ensure leadership development and succession.

     After reviewing the basic framework described above, we decided to assess how well MCMC Albany was prepared for significant organizational changes.  In order to do this, a second tool is  the Change Readiness Assessmenty by the Strategic Development Group International, which was taken from the Advanced Management Program (see Enclosure 1).  We surveyed 3 upper managers (GS-14/15), 3 middle managers (GS-12/14) and 4 1st line supervisors (WS).  The assessment evaluates 26 areas of the organization, across eight general factors of change readiness.   The eight general factors are leadership, processes and procedures, management, culture, people, structure, outlook, and communication.  While not statistically significant, the results give an indication of how management felt about the readiness of the organization for change.  

     The quantitative results are provided in Enclosure 2 and are summarized as follows:

Upper Management:
48.5

Middle Management:
50.8

1st Line Supervisors:
78.8

Overall Average:

60.8

To score the survey, points are added up as follows:

110 points or more
you are in excellent shape to implement this change

90-109


you are in good shape, but could fine-tune some areas

70-89


your change effort will be slowed by this level of readiness

50-69


you have significant barriers to effective change execution

below 49


readiness areas must be addressed before considering change

     The survey should give a good perspective on what areas need attention.  Other factors that need to be considered are how to: 1. Raise readiness factors; 2. Maintain readiness factors;

3. Accomplish change in spite of a weak readiness factor.  

     The survey indicated that across all levels of management, the survey participants believed the organization had significant barriers to effective change execution.  This indicates a sense of urgency and a powerful guiding coalition were not present at the beginning of the mandated change.  

     The execution of the management plan further indicates that it was not the product of a shared vision of the resulting organization, but rather an attempt to avoid the negative connotation of a RIF.  While there was an attempt to retain the critical trades, this commitment was soon abandoned when the results of the first VERA/VISP failed to yield the required number of retirements.

     It is apparent that some of the strategic assumptions made at the early stages of the change process were invalid.  The VERA solution did not yield additional retirees over the norm.  In fact, it actually resulted in fewer retirements since many delayed retirement in hopes that their category might be included.  There are indications that the needed communications of the VERA benefits were ineffectively communicated resulting in confusion.  The decision to include necessary trades in the process resulted in impairment of the mission when it was found that some functions could not be outsourced successfully.

     The Change Readiness Assessment also indicated that the communication of the change process was not as interactive as it should have been.  Both middle management and front line supervisors did not perceive that their concerns received adequate consideration from senior management.  
LESSONS LEARNED:

     The MCMC Albany realized after the fact that some best management practices could have been considered to avoid the problems that occurred.   The mandated reductions resulted in the following:  

1. Problem: Unnecessary reduction in human resources.  The MCMC Albany reduced staffing one year and rehired the following year due to a reduction in critical specialty fields necessary to meet their mission.  

Solution: Know your organization’s mission and strategy/values and people needed to achieve it.   Make reductions according to these goals, and avoid “knee-jerk” reactions.  

2. Problem:  Workforce reduction strategy was too focused on short-term achievements.  MCMC Albany underestimated workforce retirement attrition via VSIP/VERA.  VSIP/VERA is not necessarily an effective tool in a multi year reduction mandate.  

Solution: Other alternative methods of reduction should have been considered.  Other workforce reductions or realignment vehicles could have been considered such as RIF or realignments.

3. Problem:  MCMC Albany also did not communicate change efficiently to managers and employees.

Solution: Communicate mandate from the highest level of your organization as soon as possible.  Provide as much information as possible and repeat and follow up with management and employee concerns.  Survey management and employees to assess their knowledge of the change and work on the areas where you falter.

4. Problem: Vision was not shared.  What is the top managements vision and new strategies/values required to meet mission?

Solution:  Share the vision and new strategy/values from the top of the organization throughout the organization in order to get buy-in and to avoid some obstacles to manage the change.  

5. Problem:  Minimal coordination and communication of required goals and how to reach them.

Solution: Coordination and communication of required goals for the change is critical to successful implementation.  Short-term recognition of achieving these goals is highly recommended.

CURRENT FOCUS

     In FY2002 there was a change in the senior leadership at MCMC Albany.  Many of the new leaders had been middle level managers in the initial phases of the change process.  The new leadership, having witnessed the poor morale and confusion the change was causing, certainly had the urgency to improve the process.  

     At that point the leadership decided to change the focus from downsizing to restructuring the processes to meet the budget cuts by developing new business opportunities.  The vision of a model depot whose services would be in demand began to emerge.  The vision was communicated to all levels of the organization and collaboration efforts were solicited. Short-term successes, such as ISO 9001 certification, were planned and achieved. Currently, MCMC Albany is recognized as one of the best operating depots in DoD.  MCMC has implemented  theory of constraints practices and become the first ground depot to be registered ISO 9001.  
RECOMMENDATIONS/IMPLEMENTATION STRATEGIES

Based on the lessons learned and the assessment tools we recommend increasing awareness throughout DoD of the problems implementing similar mandated changes.  This can be done by conducting training in classes, such as the Navy PCO/PXO leadership course, and educating leaders through publications and intranet sites.  Training should also be conducted on the  implications of using VSIP/VERA programs and the pitfalls that can occur.  

     When developing curriculums, the following topics should be included:  

· best practices when implementing changes

· early and continuous planning for change 

· clearly defining the required end-state or goal 

· communicating goals throughout the organization 

· developing FAQs, and reviewing lessons learned 

· looking long term and resist temptation for “low hanging fruit” 

     Organizations undertaking this type of transformation should remember to look long term and resist the temptation for the “low hanging fruit,” and refine the plan as necessary and ensure an understanding of the impact on the end state.
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