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Introduction 
 
Structure follows strategy. Many mergers take place, at least in part, to leverage scale in 
generation. But, how best to organize in order to unlock the value of a large fleet? We 
examine strategic tradeoffs in designing the post-merger organization structure for generation. 
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The transaction has just been announced in the national media. Months of planning, analysis, 
and negotiations have culminated in the proposed combination of two organizations. Oh, and 
congratulations, you have been named the lead person to develop a new generating 
organization that combines the best features of the two combining entities. Where do you 
start? What organizing principles will you follow? Where is the blueprint? 
 
These are good questions to ask—surprisingly, organization structures all too often are 
designed without a planned, structured approach. And unless the new organization is right, 
the chances of successful merger integration are slim; and the chances increase for a 
prolonged and disorganized staffing process. Following a disciplined, structured approach 
speeds the process and yields a more effective organization. 
 
Indeed, you should manage the design of a genco organization as a project, with an intense 
focus on key goals, schedule, scope, quality, and attention to detail. The top goal is an issue-
free Day One, nailing down processes and organization structure. 
 
Four Basics 
 
Several generation business structure options exist—ranging from a stand-alone genco with 
its own independent corporate functions to functional nuclear and fossil generation 
departments embedded under a corporate operations group. These options and their hybrids 
dictate how corporate and technical support services will be provided, and by whom. (See 
Figure 1.) 
 
Whether generation is regulated or nonregulated, organizing generation as a market-facing 
company is the single most important design decision. Unlocking value from the combined 
organization depends on having uniform profit-and-loss accountability for market, load, 
generation, and fuel. This requires aligning the organization’s management with the market, 
but tailoring the structure for your unique regulatory and legal requirements. 
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Figure 1: Genco Design Model Choices and Their Implications 
 

 
 
Pick the right market-facing option. A company can organize generation by regional market, 
load-curve position (e.g., baseload in one organization and peaking in another), fuel type, 
geography, transmission region, or other logical classifications. Portfolio configuration 
decisions always entail tradeoffs; moreover, they are usually hard to unwind once 
implemented. 
 
Manage the integration based on the transaction type. Is this a “merger of equals,” an 
acquisition, or something in between? An integration structured as a merger of equals will 
take significantly more time and effort than one structured as an acquisition. It is far easier 
and quicker to assimilate an acquired organization into a dominant organization than it is to 
blend two equal ones. 
 
Build around the regulatory framework and address legal structure issues. In many cases, a 
company must segment and organize assets around geographic boundaries, regulated versus 
nonregulated status, tax considerations, or existing legal entities. Decisions regarding the 
legal structure influence reporting and allocation considerations, which in turn influence 
organizational structure. Legal structure decisions help define (for example) how resources 
are shared across geographic or regulatory boundaries. But none of these boundary 
conditions prevents placing the entire generation organization under one managerial umbrella. 

REGIONAL MODEL

• Aligns fossil generation by region with all plant 
types

• Manages support functions either centrally 
within the division, in a decentralized manner at 
each plant, or in a hybrid manner

REGULATORY DIFFERENTIATION MODEL

• Aligns generation by regulatory treatment, with separation of some functions 
required

• Tailors portfolio operations strategically to separate market-facing functions

• Shares engineering and some support functions

Genco Corporate Genco Corporate

This model allows existing accounting 
methodologies to stay in place, fosters resource 
sharing among regions, and is easier to implement 
than other models—but it offers little change from 
the status quo, making cost reduction, productivity 
improvements, and change in general difficult to 
accomplish

This model sees gains from diversification of generation by fuel type and 
operating strategy, requires nuclear and fossil management to coordinate 
outside of generation, separates regulatory strategy from nuclear and regulated 
fossil, and avoids code of conduct issues—but the common functionality across 
regulated and nonregulated fossil assets may pose accounting problems and 
require additional staff
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It is almost always possible to overlay an organization that optimizes market-facing 
accountability, even if regulatory requirements are complex. 
 
Build for the future by projecting growth. The organization’s future scale will significantly 
influence the scope, sphere of influence, or breadth of management coverage and support 
organizations—which will in turn influence how actually scalable the organization is. 
 
Standardization and Centralization 
 
Where will decision rights and accountabilities reside? Both centralized accountabilities and 
decentralized ones have benefits and drawbacks. The important thing is to fit the approach to 
the generation strategy and the company’s overall philosophy of control. The decisions on key 
organization parameters and principles that have to be made early in the design process 
include the degree of standardization and centralization and the management decisions 
regarding shared resources. 
 
Standardization of practices, processes, and organization structure. In many other industries, 
there is growing evidence of strong linkage between standardization and operational 
excellence. This is a powerful integrating mechanism and can be a key driver of cost 
management. Moreover, if a company standardizes practices and processes, there will be 
implications for organization structure—if you want all processes to follow a set of rules across 
generation plants, then the organization needs to be set up for that kind of control. You will 
need centralized resources and functions to create the standards, oversee them, and govern 
their evolution and continuous improvement. Decisions about standardization can vary across 
functions—from keeping the rules rigid, say, or allowing flexibility to meet a particular plant’s 
needs. However, the organization should have a singular governing management philosophy. 
 
Centralization. Management must also decide what functions to centralize and to what degree 
each plant or area will be free to design its own organizational structure. This will take the 
form of standard organization templates for certain types of plants—based on size, fuel, use, 
etc.—coupled with guidance as to degree of local discretion. How plants manage their 
outages is a good example. (See Figure 2.) 
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Figure 2: Centralization Options for Maintenance Outage Management Process 
 

Centralized Hybrid Decentralized 
Long-range outage windows 
managed centrally 
Outages planned centrally 
Outage managers located 
centrally, but dispatched to 
plants to run outages 
Performance incentives 
created to ensure effective 
post-outage turnover 

Long-range outage windows 
managed centrally 
Outages planned and 
managed by dedicated plant 
staff, with central oversight 
Central outage specialists 
audit outage execution 
Post-outage turnover 
performed by plant 
maintenance 

Long-range outage windows 
managed at plant level (with 
central coordination) 
Outages planned and 
managed by dedicated plant 
staff 
Post-outage turnover 
performed by plant 
maintenance 

 
Deciding how work is performed has obvious consequences on who will perform it and thus 
on organization structure. It may be wise to focus on operations and maintenance functions 
and processes first, as these have the greatest influence on cost and organization structure. 
For example, you may wish to centralize the planning of major plant outages but decentralize 
control over outage execution, spend, and oversight of emergent work. A centralized 
engineering function, coupled with plant maintenance functions located at each major plant, 
might support maintenance equipment inspection and work identification. In any event, the 
roles and responsibilities must be clear. 
 
When it comes to corporate and technical support services common to multiple plants, you 
can centralize, decentralize, or share. Specific benefits (economies of scale, cost, 
standardization, etc.) come with a shared services model for many activities—it is a model 
growing in acceptance and adoption. 
 
Challenge Sessions: One Way to Design 
 
Once the company has made the decisions about the overarching structure and 
accountability, you can design and apply guidelines in a disciplined way from then on. The 
guidelines include clear metrics regarding desired spans of control, organization levels, and 
career tracks. This way, the organization is not designed around specific people, but rather 
around functions, processes, and what is best for the combined organization. Any exceptions 
require a business justification during meetings—“challenge sessions”—with line managers. 
 
A key design decision is the number of management layers, which can have a profound 
impact on performance and cost. For example, each layer provides an opportunity for 
information and accountability to be filtered, diluted, or improperly communicated. Also, each 
layer adds cost and complexity to business processes. 
 



Merging Two Generation Organizations 

Copyright © 2009 by ScottMadden, Inc. All rights reserved.  6 

Another metric the company can use to gauge organizational design effectiveness is the “cost 
to manage”—the overall direct cost of providing supervision. Although the cost to manage is 
largely a byproduct of spans and layers, salary levels and position-mix irregularities also affect 
it. The cost to manage at leading companies will typically range between 10 percent and 20 
percent. 
 
“Prior to beginning the reorganization activity with the business units, we worked hard to 
develop detailed organizational design data such as spans of control, layers of management, 
and cost to manage,” said Anne Huffman, vice president of human resources for Progress 
Energy. “This preparatory work served us well in the challenge sessions where we discussed 
our proposed organizational design recommendations. We were able to push for a more 
efficient and better organizational design leveraging this information.” 
 
During the design stage, human resource (HR) professionals develop benchmarks, 
guidelines, or standards for each design metric and communicate them to the teams that are 
working on staffing and developing the new organization. The most effective design teams are 
comprised of subject matter experts from both companies, often working with HR. After the 
teams draft their organization designs, each team presents its proposed design to senior 
management during challenge sessions. Presentations include the pros, cons, and 
assumptions for the new organization; the teams also provide functional charts, defining the 
functional boundaries within the new organization. Challenge sessions help ensure that the 
teams have followed the guidelines and protocols and that the proposed design meets the 
integration’s strategic intent. 
 

CHALLENGE SESSION LOGISTICS 
Design teams hold dry-run sessions to flesh out gaps, test theories, and practice presentation techniques. 
 
The challenge board is usually made up of senior leaders from both companies who “own” and/or have 
experience with the process or organization under discussion. 
 
Standard templates ensure that senior management has a consistent way to evaluate proposed changes and 
exceptions. 
 
Potential outcomes of a challenge session for a design team: 
 

• Approved design 
• Conditionally approved design 
• Further research required by design team or challenge board member(s) 
• Denial of proposed design—back to the drawing board 

 
Gathering Staff 
 
During the merger integration design process, providing the right level of direction and 
structure from a centrally managed group works best. The center should provide overarching 
direction and guidance, while the design teams develop the details to support it. 
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“Integration is a project—so organize it like one,” said Dennis Zabala, general manager of 
engineering services at Southern Company. “That means all the regular requirements for 
successful projects apply to mergers and acquisition integration—leadership, scope, 
schedule, resources, and clear accountability.” 
 
After the completion of the design and staffing plan, the next step is the selection of 
employees to fill management and supervisory positions. This is best accomplished in a stair-
step fashion, with executives named first, their direct reports next, and so on. As management 
for each level is announced, the managers become involved in directing the staffing process 
for the next level. Staffing a large, complex generation organization can take several months. 
Give it extra time in the schedule. 
 
The staffing process defines the candidate pool and the way to select the best people. The 
major activities include: 
 

• Determining the eligibility criteria and candidate pool for each job category 
• Evaluating job candidates, including design and application of the screening process 
• Selecting final job candidates and communicating to these candidates and the entire 

organization 
• Documenting the process 

 
Communications 
 
At the end of the day, this is all about people. One key to the people side of the equation is 
communications, and that begins with a communications plan. 
 
An effective plan helps keep the process on track—it is also the right thing to do for your 
employees because this is a stressful time for them. Details on the selection process, design, 
descriptions of the selection criteria, explanations of requirements for the work force, and 
clear indications of how you will fill positions are just a few of the things that must be shared 
periodically throughout the process. The old axiom, “When you think you have communicated 
enough, do it a few more times,” certainly applies here. 
 
There are two key principles. First, everything stated about the process constitutes a promise 
to your employees. Be careful in your commitments about dates and process and be sure to 
do exactly what you said you would. Second, cascade communications so that your key 
managers are “in the know” first. A feeling of being in on things is a top motivator. 
 
Integration involves everyone. “Understand social issues in both companies at all levels and 
not just at the top,” says then Mark Schiavoni, president of Exelon Power, Exelon Corporation. 
“Not dealing with the issues lower in the organization can do significant harm to gaining the 
engagement of those employees who will make the merger work. Get out and dispel myths 
and rumors about the acquiring company.” 
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Your Home 
 
Organizations are like houses. You can count on the need for refurnishing, modifications, and 
add ons to improve and optimize the performance. You do not need to accomplish all the 
improvements during the design process. There will be time later, so resist the temptation to 
over engineer the process. The organization will change over time as new market conditions 
and external forces develop. 
 
By organizing to face the market, deciding on your design philosophy early, and using design 
metrics and guidelines, you can build the right foundation. And by managing this like a project 
and maintaining focus on the people, you can set the stage to construct the kind of home you 
would like to live in. After all, you will. 


