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Executive Summary

PN

ased on a literature review, interviews, results from

arecent Governance Institute survey, and presenta-

tions and discussion at The Governance Institute’s

System Invitational in April 2011, this white paper

builds on The Governance Institute’s 2005 Pursuing

Systemness publication' by helping organizations
with the transition from a holding company to an operating com-
pany model of governance. This white paper provides an update
on the “systemness” environment in healthcare since 2005 and
focuses on how to move effectively along this continuum without
creating resentment and undermining effectiveness at the local or
system level.

Environmental Pressures for Greater “Systemness”
Regardless of whether some or all of the elements of healthcare
reform remain in place after the legal challenges to the legislation
have been resolved, health systems still face a variety of external
pressures that require “nimble” responses. Many of these pressures
were clearly delineated at the aforementioned April 2011 meeting,
where speakers highlighted the following pressures and strategic
imperatives for health systems:

» Relentless pressure on cost structure: Due to pressures on the
federal and state governments, health system leaders should
expect continued downward pressure on Medicare and Medicaid
reimbursement (at the same time that enrollment in both pro-
grams is growing significantly under reform legislation). Systems
governed as loose confederations will find it much more difficult
to take the steps necessary to aggressively manage costs.

o At-riskrevenues dependent on cost and quality performance:
Systems should expect to get paid no more than 80 percent of their
current fees based on volume, with the remaining 20 percent being
dependent on performance. Success will depend in no small part
on actions taken by the board of directors.

 Increased demand for physician integration: To succeed, health
systems will need to integrate more closely with physicians, many
of whom face their own issues, including compensation that does
not keep pace with inflation (an especially big problem for spe-
cialists). Success will require making difficult, system-wide deci-
sions related to integrating physicians into the organization and
evaluating and acting on their performance over time.

« Significant investments in information technology: Hospitals
and health systems have to make significant investments in infor-
mation technology (IT). Clearly, decision making and oversight
related to the purchase and implementation of any major IT sys-
tem will need to occur at the system level.

 Increased public scrutiny: Hospitals and health systems face
intense scrutiny related to their not-for-profit status; centralized
oversight will again be critical to making sure that the system can
withstand such scrutiny.

1 B.Bader, E. Kazemek, and R. Witalis, Pursuing Systemness: The Evolution
of Large Health Systems (white paper), The Governance Institute, 2005.
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o Pressures to consolidate: As reimbursement levels fall and access
to capital becomes increasingly limited to the best performers,
smaller hospitals may close or seek to become part of larger sys-
tems. Bringing these facilities into the organization will require
careful planning,.

o Pressure to build system-wide brand awareness: A health sys-
tem’s “brand” can be its most valuable asset, as it can create loy-
alty among consumers. To maximize effectiveness, branding needs
to become more consistent across all sites of care within the sys-
tem. The system CEO and board of directors play a critical role in
this process by articulating very clearly the benefits of a single
brand to key stakeholders and by setting the expectation that
branding will migrate to a system-wide approach over time.

Positioning on the Systemness Continuum
While the days of systems operating as a loose confederation of
independent entities has largely passed, not every system needs
to move to the opposite end of the continuum (an operating com-
pany with virtually all control centralized). Those that do, more-
over, need not necessarily get there right away, but rather should
do so over time as dictated by the environment. System leaders
need to consider a variety of factors when determining where to
reside on the continuum and how quickly to move towards this
goal:

o Geographical spread and market distinctiveness: Some sys-
tems are geographically spread out and hence operate in differ-
ent natural markets that each have their own local dynamics and
characteristics. The most obvious examples are large, national
systems that operate in multiple (sometimes 10 or more) states.
These organizations often need to maintain local boards that retain
some autonomy, thus giving them the flexibility to react and adapt
to local market conditions. Even less geographically spread out
systems will often operate in somewhat distinct markets, creat-
ing the need for retention of local boards with some degree of
autonomy and control. Less geographically spread out systems
that serve only one market often move further and/or faster along
the continuum, transitioning relatively quickly to a single system
board and few if any subsidiary boards. Not all local systems, how-
ever, find it necessary or even useful to eliminate local boards.

o Need for local directors to remain engaged: Health systems,
particularly those operating in diverse geographies, can benefit
from having talented individuals at the local level who provide
guidance and leadership. Systems that centralize most or all
authority at the system board level may find that, over time, the
ability to attract and retain talented board members at the local
level declines markedly.

« State law: Some states require the existence of local boards that
retain certain fiduciary responsibilities, such as medical staff cre-
dentialing. Consequently, large systems operating in these states
need to strike a balance between legislative requirements and the
desire for a governance structure that supports systemness.
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 Diversity and complexity of entities within the system: Some
systems are made up of very different types of organizations. For
example, an academic medical center that serves as a regional
referral center and provides tertiary/quaternary care operates
very differently than a small community hospital or a network of
community clinics in a suburban or rural area. Effectively over-
seeing this complexity may prove too difficult for a single system
board.

Strategies and Tactics to Manage the

Transition along the Continuum

The best systems plan the transition carefully, with the ground-
work being laid even before the system forms and continuing over
time. This section reviews 12 strategies and tactics specifically
designed to facilitate the transition from a holding company to an
operating company model.

Strategies before and during System Formation

The most effective systems began talking about the need for sys-

temness even before they came into being. Specific strategies and

tactics for this stage include the following:

o Emphasize the benefits of systemness and make expectations
clear upfront: The most successful, nimble systems came together
with a clear expectation that this transition would occur. Conse-
quently, discussions about systemness should take place as a pre-
cursor to forming the system (or bringing another entity into the
system). Institutional leaders who are contemplating forming or
joining a system need to buy into the benefits of being a part of
thelarger organization, and understand and accept what that step
will mean from a governance perspective.

 Consider a “trial period” before finalizing the deal: Even with
open, honest pre-merger dialogue among leaders who believe in
the value of systems and more centralized governance authority,
some resistance is likely to remain at the entity level even after the
system forms. For this reason, some newly formed systems have
explicitly created a “trial period” during which the individual enti-
ties get to know and learn to trust each other. During this period,
any entity can relatively easily exit the organization.
Establish clear, written lines of authority: Early on, system and
local leaders need to work together to clarify the specific author-
ity and responsibility that will reside at the system and subsidiary
level. The goal is to give system leaders the authority they need to
run the organization as an integrated system while simultane-
ouslyleaving meaningful and valuable responsibilities at the local
level that are of value to the system as a whole. To aid in this pro-
cess, systems should create written documents that clearly
describe the roles and responsibilities of the various levels of gov-
ernance, using as clear and accurate language as possible. These
roles should also be communicated during new director orienta-
tions and reinforced through board education and evaluation
processes.

System-Subsidiary Board Relations in an Era of Reform e FALL 2011

Ongoing Strategies
Setting appropriate upfront expectations and clearly defining the
various roles and responsibilities goes a long way in positioning
an organization to operate as a true system with good relations
between system and subsidiary boards. Maintaining this momen-
tum over time, however, requires the adoption of additional strat-
egies designed to ensure that appropriate communication takes
place on a regular basis:

o Regularly bring local and system boards together: Most pio-
neering health systems bring the members of their various boards
together regularly to build and maintain personal relationships
and to review and clarify the respective responsibilities of the
boards.? These gatherings can be an effective means of building
systemness and ensuring smooth system-subsidiary board rela-
tions. Often CEOs, other administrative leaders, and physician
leaders at the system and subsidiary level attend these sessions
as well.

o Have system leaders attend subsidiary board meetings (and
vice versa): One common strategy is to have system-level admin-
istrative and board leaders regularly attend subsidiary board meet-
ings, thus providing a visible reminder of the local entity’s role
within the larger system. Many systems also invite local leaders
to attend system board meetings.

o Letlocal boards decide their own outcome: Several pioneer-
ing systems have adopted the explicit strategy of not forcing local
boards out of existence, but rather letting them come to the con-
clusion over time to do so, if appropriate. Aslong as relative respon-
sibilities and authorities have been clearly and appropriately
spelled out, there is likely no benefit for a system-level board to
decide unilaterally to terminate alocal board, as such a decision
could create significant animosity and anxiety at the local level.

+ Consider forcing an “in-or-out” vote at the appropriate time:
While systems need to give local board members and leaders ade-
quate time to recognize and appreciate the benefits of system-
ness, at some point there may be a need to force an “in-or-out”
vote. Despite a system’s best efforts, alocal board may not be will-
ing to make the concessions necessary to allow the system-level
board to doits job effectively. If aboard is not willing to do that, it
may be best at some point to make them hold an “in-or-out” vote,
effectively forcing them to “play ball” or leave the system.

o Look for and cultivate “system thinking” in new directors and
administrators: Many systems inherit and/or initially embrace
the idea of having “representative” boards at the system level, with
designated slots for representatives of particular entities, includ-
ing hospitals and physician groups. Such an approach, however,
runs counter to operating like a system, causing forward-think-
ing organizations to abandon the representational approach.
Instead, these organizations look for explicit competencies and
skills when replacing directors, including but not limited to the
ability to think at a systems level. Effective systems also put in
place orientation and training programs that reinforce system
thinking, with the goal of ensuring alignment between boards’
responsibilities and the knowledge and skills of directors.

2 E. Lister, “Creating Clarity in System Governance,” Trustee, November
2010.
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« Standardize board structure and processes: One of the most
effective strategies for promoting systemness and ensuring smooth
system-subsidiary board relationships is to standardize as much
as possible across all levels of governance, including board size
and term length; board bylaws; director nomination and induc-
tion processes; director training; meeting agendas and the struc-
ture of meeting minutes; committee structures (including char-
ters and operating processes); compliance and risk management
policies and processes; reporting on quality/safety, financial, and
strategic planning issues; board self-evaluation processes; and the
role of the board in evaluating local CEOs.**

Develop and regularly use multiple communication vehicles:
Maintaining good system-subsidiary board relations and keep-
inglocal board members engaged and enthusiastic requires con-
stant attention. In addition to the regular, formal retreats outlined
earlier, the best systems use a variety of communication vehicles
to keep directors from throughout the organization informed,
with communications focusing on system-wide issues and

3 E. Lister, 2010.
4 B.Bader, E. Kazemek, P. Knecht, E. Lister, D. Seymour, and R. Witalis,

“The System-Subsidiary Relationship in Hospital Governance,’
BoardRoom Press, The Governance Institute, October 2008.
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emphasizing both the benefits of systemness and the important
role that local entities play in achieving those benefits.

Evaluate system-subsidiary relations as part of the annual
assessment: Virtually all systems have a regular process in place
to evaluate the performance of its various boards and individual
directors. These assessments should include an evaluation of the
relationships between boards, including how well respective roles
and responsibilities have been clarified, how “connected” thelocal
board feels to the overall system, and the effectiveness of commu-
nication across boards.

Constantly reevaluate and confirm structure: As with most
quality improvement processes, maintaining and improving sys-
tem-subsidiary board relations requires constant reevaluation.
To that end, system leaders should periodically review and ques-
tion the structure of governance to ensure that it remains clearly
defined, continues to support the organization’s mission, and
avoids unnecessary redundancies and complexities.®

5 E. Lister, 2010.
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Introduction

PN

he leaders of health systems need

to react quickly to the many pres-

sures facing their organizations,

including those created not only

by federal healthcare reform legis-
lation, but also by market-driven and other
pressures to rein in costs and improve qual-
ity of care and population health status.
While these pressures may not be new,
their intensity has markedly accelerated
in recent years, due in large part to the tre-
mendous budget pressures facing federal,
state, and local governments and the need for corporations to
further streamline cost structures in the face of a tepid economic
recovery. With payrolls already cut to the bone, health benefit
costs represent a logical place for cost-cutting today and for the
foreseeable future.

Health system success in such an environment will not be pos-
sible without a governance structure that allows for quick deci-
sions and action, even if such decisions prove controversial in cer-
tain parts of the organization (e.g., consolidating clinical service

lines across subsidiary hospitals). In 2005,
The Governance Institute released a white
paper entitled Pursuing Systemness: The
Evolution of Large Health Systems. The
paper described a gradual evolution taking
place within the governance structures of
large health systems, with general move-
ment away from the traditional “holding
company” model characterized by largely
autonomous local boards, with relatively
little control, capabilities, and coordination
at the system or “corporate” level. The first
step in the evolution typically involves a shared governance model
where the system and local boards divide authority and responsi-
bility. Some systems stick with this model, while others continue
along the continuum toward the “operating company” model
characterized by much more power and authority at the system or
corporate level (see Table 1).

In April 2011, The Governance Institute hosted a health system
invitational in Scottsdale, Arizona, during which the leaders of
pioneering health systems from around the country discussed a

Table 1: Three Models of Health System Governance and Management

Holding Company

- Goal-setting, oversight, and decision making
are decentralized

+ Local boards retain significant fiduciary
authority and responsibility

+ Parent has limited reserved powers or rarely
exercises them

+ Parent board composition often based on

representational governance
-+ Local executives have considerable power

- Little standardization of or centralization of

key business functions; few or no platforms
to share best practices

+ Very lean corporate staff

+ Common to have large and multiple boards
composed of stakeholders

- Governance processes can be cumbersome
because of desire to involve many
stakeholders and achieve consensus

+ High priority placed on fulfilling mission and
meeting local/market needs

Shared Governance

- Goal-setting, oversight, and decision making

are shared with local fiduciary boards

+ Premium placed on local input into system-

wide decision making

- Parent applies influence in key strategic

areas and uses reserved powers sparingly

- Standardization, centralization, and sharing

of best practices implemented where they
add value

+ Alignment promoted by enterprise-wide

strategic planning, capital planning,
system-wide policies, and accountability for
performance targets

+ Moderate-sized corporate staff
+ Parent board composition not based on

representational formula

-+ Local executives are evaluated by parent

CEO with local board input

- Governance structures and processes are

streamlined

- Mission and meeting local/market needs is

balanced with financial requirements

Operating Company

- Goal-setting, oversight, and decision making

are centralized at corporate level

+ Authority shift from subsidiary to parent

level

+ Reduction or elimination of local boards, or

conversion to advisory status

- Business functions centralized, intense

standardization, mandatory use of best
practices

- Strategic planning and capital planning are

driven from the top

- Large corporate staff to manage key

functions

+ Local executives are evaluated by parent
+ Flatter governance and management

structures

- Corporate financial and quality performance

takes priority over subsidiary considerations

+ Lean board size and committee structure

Corporate Control, Capability, Coordination, and Centralization

Less ﬁ More

Governancelnstitute.com « Call Toll Free (877) 712-8778
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variety of critical issues facing their organizations in today’s tur-
bulent environment, including appropriate governance structures
and challenges related to system-subsidiary board relations. Gen-
eral consensus seemed to exist on the need to move away from
the traditional “confederacy” approach, in which local subsidiary
boards wield much of the power and authority, to a more unified
approach with greater control at the system level. While different

organizations are executing this transition to varying degrees (e.g.,

some may stop with shared governance) and/or at varying speeds,

the direction of the movement seems clear.

A recent Governance Institute survey (conducted during June-
July 2011) suggests that this evolution is well underway, as evi-
denced by the following actions taken by a sizable proportion of
the 46 respondents:

o Consolidating subsidiaryboards: Among respondents with sub-
sidiary boards, 54 percent have consolidated two or more of these
boards into one and/or merged the system and hospital boards.
Another 14 percent are considering this strategy.

o Reducing subsidiary board power: Among respondents with
subsidiary boards, just over a third (34 percent) have changed their
responsibilities from fiduciary to advisory in nature, with another
12 percent considering this strategy. Similarly, 45 percent of
respondents with subsidiary boards have changed their respon-
sibilities to primarily include oversight and monitoring of system-
wide goals set by the system board. Another 7 percent are consid-
ering this strategy.

o Centralizing oversight of key business functions: Over 85 per-
cent of respondents have assigned oversight of key business func-
tions (such as finance, audit, and strategy) for the organization to
asystem-level board committee.

o Setting system-wide policies: Over three-quarters of respon-
dents have set or are considering developing system-wide poli-
cies regarding quality standards and measurement, evaluation,
and continuous improvement of governance structure and
practice.

 Eliminating membership overlap: Roughly one in four respon-
dents with subsidiary boards have eliminated overlapping mem-
bership between system and subsidiary boards.

The net result is that for most organizations, the system board is
either responsible for or shares responsibility for many key issues
that in alot of cases used to be in the domain of subsidiary boards.
For example, the survey found that for over 90 percent of respon-
dents with subsidiary boards, the system board is either respon-
sible or shares responsibility for the following:

o Setting subsidiary strategic, financial, quality/safety, and customer

service goals
o Selecting and evaluating the subsidiary chief executive officer

The survey showed that many subsidiary boards maintain sub-

stantial responsibility relating to the approval of medical staff
appointments and physician employment contracts, with nearly

System-Subsidiary Board Relations in an Era of Reform e FALL 2011

Done well, the transition to centralized governance will prove
popular with and be supported by all major stakeholders in the
organization (including those at the local level), thus positioning
the organization to make and successfully execute the difficult
decisions needed to succeed today and into the future. Done
poorly (or not at all), the transition may breed animosity and
gridlock, rendering the organization incapable of making needed
decisions or taking needed actions.

Local boards do need to retain authority over certain areas, as
discussed in more detail in various sections of this white paper.
Additionally, local boards will not be effective or engaged if they
do not feel they have enough responsibility/authority to make a
difference. The key is finding the right balance and having clear,
designated responsibilities for local boards that are separate from
the system board.

Itis important to note that The Governance Institute does not
advocate for the complete removal of local/subsidiary fiduciary
boards, or shifting local boards to a purely advisory nature in

all cases. Organizations working through a system-subsidiary
restructure must keep in mind the specific needs of the local
communities, as well as state and federal laws (especially new
provisions in the healthcare reform bill pertaining to community
health needs and the ability to manage/improve population
health status), and ensure that all fiduciary duties are being
fulfilled at all levels of the system. In some cases, having no local
boards (or only advisory boards) is appropriate; in other cases, this
kind of structure is not appropriate. Examples to this effect are
provided throughout the white paper.

half (47 percent) of subsidiary boards being primarily responsible
for these areas.

These data make clear that the transition away from the holding
company model is well underway. Successfully executing the tran-
sition, however, can be quite difficult, and in some ways the job is
never done. Many systems’ governance structures came together
without careful planning, with the end result being a structure
that has a “life of its own” and that has grown to “unmanageable
proportions”® The problem tends to be worse for systems that
have formed or grown by acquiring or merging with other estab-
lished entities rather than growing organically (many systems do
both). For example, the roots of Eastern Maine Healthcare Sys-
tems (EMHS) began many years ago with the establishment of a
flagship hospital and referral center in Bangor, Maine. Through
the 1980s, the organization grew organically, spinning off its own
for-profit division, creating a separate foundation, opening a 100-
bed psychiatric facility, and formalizing relationships with visiting
nurses associations. During this organic growth period, keeping

6 Health Research and Educational Trust, Building an Exceptional Board:
Effective Practices for Health Care Governance, Report of the Blue Ribbon
Panel on Health Care Governance, Health Research and Educational
Trust/Center for Healthcare Governance, 2007.
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governance centralized proved to be fairly easy, as the “child” orga-
nizations adopted consistent bylaws and the organization con-
tinued to serve a very local market (in and around Bangor). With
the pressures to become a larger system, however, EMHS began
bringing in other hospitals from very different markets, each with
its own history and culture. Integrating these “adult children” (i.e.,
already established organizations) into system-wide governance
takes much longer and requires greater flexibility. Not surprisingly,
many of the local boards remained quite steadfast about the need
to maintain their autonomy. Convincing them to yield authority to
the system takes substantial time and effort.

Many systems throughout the country have come together in
a manner similar to EMHS, with some being very reliant on inte-
grating “adult children” into their existing governance structures.
And while moving away from decentralized governance structures
remains critical to long-term organizational performance (and
potentially even survival), doing so can create conflict and disil-
lusionment among those losing autonomy and power.

This white paper, which builds on Pursuing Systemness, attempts
to help organizations with this transition, with a focus on how to
move effectively along the continuum without creating resent-
ment and undermining effectiveness at the local or system level.

Governancelnstitute.com « Call Toll Free (877) 712-8778

The information and analysis is based on a review of the literature,
interviews with system executives and board members conducted
in May-June 2011, The Governance Institute survey on evolving
system governance described on the previous page, and presenta-
tions and discussion that took place during the April 2011 health
system invitational. Footnotes have been provided for content
derived from the published literature. Other facts and figures pre-
sented in the paper come from the interviews, survey, or system
invitational. To that end, it is organized as follows:

« Areview of environmental pressures for greater systemness:
This section briefly reviews the many pressures pushing organi-
zations toward greater systemness. It includes examples of the
kinds of difficult decisions that system-level boards and CEOs
likely need to make in response to these pressures.

» Factors that determine the appropriate place on the contin-
uum (and how quickly to get there): This section describes var-
ious factors that influence where on the continuum the system
ultimately should go, and the pace at which the transformation
should proceed.

o Strategies to make the transition work: This section describes
specific, practical strategies and tactics that organizations have
used to make the transition work well.

FALL 2011 e System-Subsidiary Board Relations in an Era of Reform
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Environmental Pressures for Systemness

PN

egardless of whether some or all of the elements of

healthcare reform remain in place after the legal chal-

lenges to the legislation have been resolved, health

ystems still face a variety of external pressures that

require “nimble” responses. Many of these pressures

were clearly delineated at the aforementioned system invitational,

where speakers highlighted the following pressures and strategic
imperatives for health systems.

1. Relentless Pressure on Cost Structure

Due to pressures on the federal and state governments, health
system leaders should expect continued downward pressure on
Medicare and Medicaid reimbursement (at the same time that
enrollment in both programs grows significantly under reform
legislation). With a sluggish economy and rapidly rising health
benefit costs, private employers and their insurers will no longer
accept cost-shifting, suggesting pressure on private payer reim-
bursement as well. Speakers emphasized the need for hospitals
and health systems to bring costs down consistently over time
(with some advocating for 5 percent reductions year after year),
with the goal of being able to achieve a positive margin at Medi-
care reimbursement levels while still offering high-quality ser-
vices. Meeting this goal will require meaningful consolidation of
clinical services (e.g., closing subscale programs in one facility),
much more so than most hospitals/health systems have done to
date. Success will also require a relentless focus on standardizing
care management based on evidence-based protocols, with ongo-
ing performance monitoring and reporting, along with mentoring
of poor-performing doctors (and dismissals of such physicians if
they fail to improve over time). Systems governed as loose confed-
erations (closer to the “holding company” model end of the con-
tinuum) will find it much more difficult to take the steps necessary
to aggressively manage costs.

The recent Governance Institute survey makes it clear that
health system leaders share this view. This survey found that
roughly two-thirds of respondents had set an aggressive overall
goal to reduce costs so as to operate profitably at Medicare reim-
bursement rates, with another 22 percent contemplating such
action. Among those that have taken or are contemplating this
strategy, three-quarters consider having centralized governance
(rather than a loose confederation) “extremely” important to their
ultimate success (as indicated by a ranking of four or five on a five-
point scale, with one being “not at all important” and five being
“extremely important”).

2. At-Risk Revenues Dependent on
Cost and Quality Performance

Health systems will increasingly be held accountable for the qual-
ity and cost of care delivered to a population, with quality being
judged based on adherence to evidence-based protocols and
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patient satisfaction, mortality, infection, and readmission rates.
The failure to perform well in these areas could affect the ability of
the organization to survive, as systems should expect to get paid
no more than 80 percent of their current fees based on volume,
with the remaining 20 percent being dependent on performance.
To get full reimbursement, hospitals and health systems will have
to produce positive outcomes (e.g., few readmissions and hospi-
tal-acquired infections) and high levels of patient satisfaction at
a consistently low cost. If history is any guide, meeting this hurdle
could prove quite difficult. For example, the vast majority of par-
ticipants in the Medicare group practice demonstration project
received no bonus payments. Success will depend in no small part
on actions taken by the board of directors; a recent Health Affairs
study found board characteristics and activities to be major distin-
guishing features separating high- and low-performing hospitals
on a variety of quality metrics.” The recent Governance Institute
survey yielded similar findings, with the vast majority of respon-
dents viewing centralized governance as critical to execution of
three strategies related to this market dynamic:

o Setting aggressive subsidiary targets: Nearly 80 percent of
respondents have set aggressive cost and quality targets for sub-
sidiaries, and 79 percent of the leaders of these organizations view
centralized governance at the corporate level as critical to suc-
cessful execution of this task (as indicated by a score of four or five
on the previously described five-point scale).

o Revampingincentives: Over half (56 percent) of respondents are
working with payers and physicians to adjust payment incentives
and to standardize care so as to maintain financial viability in
preparation for bundled and value-based payments; another 22
percent are contemplating such a strategy. Roughly 82 percent of
the leaders of organizations following or considering this strat-
egy view centralized governance at the corporate level as critical
to successful execution.

o Becoming an accountable care organization (ACO): Roughly
a third of respondents are actively working toward applying for
and becoming an ACO, with a similar percentage contemplating
this strategy. Of these, nearly 83 percent view centralized gover-
nance as central to success.

3. Increased Demand for Physician Integration

To succeed, health systems will need to integrate more closely
with physicians, many of whom face their own issues, including
compensation that does not keep pace with inflation. Significant
physician shortages will continue and may even get worse, par-
ticularly for primary care providers. As is already occurring, many
physicians will seek employment within hospitals and health
systems. To avoid massive financial losses due to practice acqui-
sition and employment (as occurred in the 1990s), hospitals and
health systems will have to develop and execute a well-conceived

7 J. Ashish and A. Epstein, “Hospital Governance and the Quality of Care,’
Health Affairs, Vol. 29, No. 1 (January 2010), pp.182-187.
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strategy for integrating with physicians, including having good
management and measurement systems so as to minimize stand-
alone losses. Some speakers suggested establishing a goal to lose
‘only” $35,000 per acquired physician, well below the $150,000 to
$200,000 losses that occurred in years past. Part of this strategy
might involve letting low-performing doctors go after a period of
time. As with the other challenges, success will require making dif-
ficult, system-wide decisions related to integrating physicians into
the organization and evaluating and acting on their performance
over time.

As with the other market forces facing health systems, physi-
cian integration works best with a more centralized governance
structure. The survey results confirm this view, with leaders view-
ing the success of various physician integration strategies as highly
dependent on having a more centralized governance structure:

o Clinical integration: The survey found that 86 percent of respon-
dents are working on various models of integrating physicians
and clinical services across the system so as to standardize care
and produce better outcomes and lower costs. Another 6 percent
are contemplating such a strategy. Over three-quarters of the lead-
ers of these organizations view centralized governance at the cor-
porate level to be critical to their success in this area.

 Standardized patient care management: Similarly, 44 percent
of respondents have standardized most or all elements of patient
care management across their organizations through use of stan-
dardized algorithms, protocols, and information technology (IT),
with a similar percentage considering doing the same. Of these,

82 percent view having centralized governance as central to their

success.

4. Significant Investments in Information Technology
Hospitals and health systems have to make significant invest-
ments in IT, both to facilitate quality improvement and cost
reduction throughout the system, and to allow aligned physicians
to meet the federal government’s meaningful use criteria. For a
large organization with many physicians, an investment of at least
$500,000 to $1 million will likely be required. Clearly, decision mak-
ing and oversight related to the purchase and implementation of
any major IT system will need to occur at the system level, suggest-
ing the need for centralized governance. The Governance Institute
survey found that three-quarters of respondents have already
centralized most or all business and clinical information system
functions, with another 17 percent considering this strategy. Once
again, more than three-quarters of the leaders of these organiza-
tions view centralized governance at the corporate level as critical
to successful execution of this strategy.

5. Increased Public Scrutiny

Hospitals and health systems face intense scrutiny related to their
not-for-profit status, including a review of whether they provide
adequate levels of community benefit to justify their tax-exempt
status. Payments to medical directors and other physicians will
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also be scrutinized as part of fraud detection efforts. Centralized
oversight will again be critical to making sure that the system can
withstand such scrutiny.

6. Pressures to Consolidate

Asreimbursementlevels fall and access to capital becomes increas-
ingly limited to the best performers, smaller hospitals may close
or seek to become part of larger systems. Bringing these facilities
into the organization will require careful planning. The leaders of
those entities joining the organization must understand what it
means to operate as a system, including the fiduciary power and
authority that will rest at the system level. The recent Governance
Institute survey demonstrates this point. Roughly a quarter of
respondents have recently changed their makeup or ownership
by joining another system, closing underperforming hospitals or
services, or acquiring another hospital or system, with another 11
percent contemplating such strategies. Of these, 71 percent view
centralized governance at the corporate level as being very impor-
tant to successful execution of this strategy.

7. Pressure to Build System-Wide Brand Awareness
A health system’s “brand” can be its most valuable asset, as it
can create loyalty among consumers. To maximize effectiveness,
branding needs to become more consistent across all sites of care
within the system. The system CEO and board of directors play a
critical role in this process by articulating very clearly the benefits
of a single brand to key stakeholders (including physicians and
employees, who become “ambassadors” for the brand) and by set-
ting the expectation that branding will migrate to a system-wide
approach over time (rather than individual sites maintaining their
brand identities). System CEOs and boards often need to help
local boards assimilate into the system brand. For example, one
system acquired a smaller affiliate with the intention of renam-
ing the facility with the system’s name. However, the local board
resisted this move, creating tension within the organization and
confusion among consumers, and ultimately diluting the value of
the transaction.

The importance of centralized governance to branding can also
be seen in the survey results, which found that over 85 percent of
respondents are working toward creation of a single brand identity
in the marketplace, with the system name dominant in most or all
marketing and advertising. Another 6 percent are contemplating
such a move. Among those either doing or considering this strat-
egy, 78 percent view centralized governance at the corporate level
as critical to their success.

The push to system-wide branding, however, should not mean
the complete elimination of local brands. In fact, for the many situ-
ations where a local brand has significant awareness and meaning
in a community, system-wide branding efforts often retain the old
brand name while adding additional verbiage intended to make
the public aware of the local entity’s affiliation with the larger
system.
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Positioning on the Systemness Continuum

PN

hile the days of systems operating
as a loose confederation of inde-
pendent entities has largely passed,
not every system needs to move to
the opposite end of the continuum

(an operating company with virtually all control

centralized). Those that do, moreover, need not

necessarily get there right away, but rather should

do so over time as dictated by the environment.

The key, however, is to create the expectation that

the organization will operate as a unified system,

thus allowing the governance structure and asso-

ciated decision-making authority to evolve as necessary over time.
Whatever system leaders decide with respect to where on the

continuum to lie, certain principles should guide the resulting

governance structure. The Center for Healthcare Governance and

Health Research and Educational Trust laid out the following prin-

ciples in their 2007 Blue Ribbon Panel Report:®

 Base the governance structure on conscious choices, not circum-
stance or history.

o Strive for as few boards and committees across the system as
practical.

o Ifconstituency or stakeholder representation is desirable or nec-
essary, focus such representation on subsidiary board(s) rather
than the system board. Choose system board members (includ-
ing physician representatives) based on needed competencies and
their ability to provide systems-level thinking and perspective.

« Tothe extent possible, centralize authority and decentralize deci-
sion making. For example, have the system board set system-wide
policies with respect to quality and strategic direction, then let
subsidiary boards make specific decisions consistent with those
policies. The system board can play an oversight role to ensure
adherence to parameters established in the system-wide
policies.

o Use the same philosophy and design for governance structure as
is done for administrative and clinical management. For exam-
ple, systems with centralized governance should also employ a
centralized approach in these other areas.

With these principles in mind, system leaders need to consider a
variety of factors when determining where to reside on the con-
tinuum, as outlined below.

Factor 1. Geographical Spread and

Market Distinctiveness

Some systems are geographically spread out and hence operate in
different natural markets that each have their own local dynam-
ics and characteristics. The most obvious examples are large,
national systems that operate in multiple (sometimes 10 or more)

8 Health Research and Educational Trust/Center for Healthcare
Governance, 2007.
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states. These organizations often need to main-
tain local boards that retain some autonomy, thus
giving them the flexibility to react and adapt to
local market conditions. For example, Providence
Health & Services operates in five states—Wash-
ington, Alaska, California, Montana, and Oregon.
With such a diversity of markets, the system main-
tains subsidiary boards that have substantial
responsibility for oversight (e.g., for medical staff
credentialing) at the local level.® At Ascension,
which operates in 20 states, the system board sets
overall policy for the system, including expecta-
tions related to performance, and performs oversight with respect
to strategy, management, and local governance. Local boards
maintain fiduciary responsibility for medical staff privileging and
credentialing, and also approve the mission statement for the local
ministry and collaborate with the system board on the hiring of
local/regional CEOs.

Even less geographically spread out systems will often operate
in somewhat distinct markets, creating the need for retention of
local boards with some degree of autonomy and control. For exam-
ple, Sutter Health, a non-profit system with roughly 25 hospitals
and many affiliated physician organizations, has executed a tran-
sition from having many local boards (one for each hospital and
affiliated medical foundation) to having five operating corpora-
tions at the regional level, each with its own governing board that
retains responsibility for Sutter-affiliated hospitals in the region.
Each region also has a separate regional medical foundation that
contracts with physician groups, with a board for the foundations
as well. In essence, Sutter has moved from having dozens of boards
at the local level to having parallel hospital and foundation boards
at the regional level, with each region being a distinct geographic
market. The process took time and communication (something
discussed in detail in the next section), with local board mem-
bers ultimately voting themselves out of existence to create more
streamlined decision-making structures.'® The Sutter example is
representative of a larger trend to streamline governance layers by

Some systems are geographically spread out and hence

operate in different natural markets that each have their own
local dynamics and characteristics. These organizations often
need to maintain local boards that retain some autonomy, thus
giving them the flexibility to react and adapt to local market
conditions. Even less geographically spread out systems will
often operate in somewhat distinct markets, creating the need
for retention of local boards with some degree of autonomy and
control.

9 S. Mycek, “Division of Labor,” Trustee, April 2008.
10 E. Lister, 2010.
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moving towards boards that govern multiple facilities in a natural

geographic market.*

Less geographically spread out systems that serve only one mar-
ket often move further and/or faster along the continuum, transi-
tioning relatively quickly to a single system board and few if any
subsidiary boards. For example: '?

o Community Health Partners, a two-hospital system in Lorain,
Ohio, began with separate boards for each of the hospitals (which
were only four miles apart), with some overlap in members. Later
system leaders decided to switch to a single board at the system
level, with responsibility for the hospital, medical office building,
and for-profit subsidiary.

o Bronson Healthcare Group in Kalamazoo consolidated from 20
boards with 130 members to a single, 22-member system board
(later reduced to 15-20 members). Bronson relies heavily on work-
ing committees.

o Crozer Keystone Health System in Philadelphia replaced individ-
ual facility boards with a two-tiered governance structure consist-
ing of a parent board that oversees the whole system and a sepa-
rate health services board that oversees the system’s five hospi-
tals and other delivery enterprises. Policy committees made up of
administrative and clinical leaders from the larger facilities pro-
vide a forum for attention to local issues and an avenue to make
recommendations to the parent and health services board.

o Northeast Health in Troy, New York, a two-hospital system with a
geriatric services organization, streamlined its governance struc-
ture, initially having three boards (one for the system, one for the
two hospitals, and one for the elder services organization). Over
time, it became clear that this approach did not foster system-
thinking, leading the parent board to approve a transition to a sin-
gle board, members of which were nominated by a committee
composed of the chairs of the three former subsidiary boards.

Not all local systems, however,
find it necessary or even use-
ful to eliminate local boards.
Sometimes they keep the local
boards but consolidate com-
mittee-level activities at the
system level. For example,
WellSpan Health, which serves
two counties in Pennsylva-
nia, formed with the coming
together of two acute care hos-
pitals, a home health/rehabili-
tation company, and a medical
group, each of which had its own hierarchy of boards and board
committees. After coming together, system leaders decided to
maintain the subsidiary boards but eliminate most committees
at the subsidiary level, replacing them with system-level commit-
tees. They now have system-level finance, executive, strategic plan-
ning, and quality committees. These committees, which include
representatives from the parent and subsidiary boards, have
been tremendously effective in ensuring a system-wide focus for

11 B.Bader, “When Hospital Boards Merge: 5 Lessons Learned,” Great
Boards, Vol. 1V, No. 1, Winter 2004. Available at www.greatboards.org,.
12 B. Bader, 2004.
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governance. System leaders also narrowed the scope for the sub-
sidiary boards, focusing their meeting agendas on performance
and performance improvement in the areas of quality and finance.
To support this approach, WellSpan put in place organization-
wide clinical performance standards across service lines.

Another example comes from Eastern Maine Healthcare Sys-
tems. While operating in a single state, the system serves a very
broad geographic area (the northern two-thirds of Maine, cover-
ing 50,000 square miles) through seven hospitals, long-term care
facilities, home care, a research institute, and a for-profit division
with various entities. Collectively, the organization spans the full
continuum of care. Over time, the system has been moving along
the continuum from a holding company to a truly integrated gov-
ernance model, with the system now being roughly halfway to
the end point. It remains unclear, however, whether and when
the organization will complete the transition and if so, how soon.
At present, the system has 11 subsidiary boards plus the parent
board. Each of the seven hospitals has a board, with subsidiary
boards also overseeing long-term care, home care, the for-profit
division, and the foundation. The system board has final author-
ity over budgets, bylaws, new director/director appointments, and
hiring and firing of local CEOs. The system also does budgeting
and strategic planning at the corporate level, with the subsidiaries
using system-level plans as a basis for local budgeting and strate-
gic planning processes.

Systems that centralize most or all authority at the system board
level may find that, over time, the ability to attract and retain
talented board members at the local level declines markedly.
Accomplished individuals do not want to serve on a board that
has no real authority or purpose.

Factor 2. Need for Local Directors

to Remain Engaged

Health systems, particularly those operating in diverse geogra-
phies, can benefit from having talented individuals at the local
level who provide guidance and leadership. As a result, they may
want to maintain subsidiary-level boards.

Systems that centralize most or all authority at the system
board level may find that, over time, the ability to attract and
retain talented board members at the local level declines mark-
edly. Accomplished individuals do not want to serve on a board
that has no real authority or purpose. And while there are strate-
gies for keeping these individuals engaged and involved (see next
section), sometimes it might make sense to alter the “balance of
power” as well, maintaining (or yielding) some degree of author-
ity at the local level. For example, Atlantic Health System in New
Jersey enhanced the responsibilities of its local boards. These
boards originally served only in an advisory capacity, identifying
and monitoring local needs and serving as liaisons between the
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community and system board. However, system leaders found it
difficult to attract and retain talent at the local board level (and
they needed such local talent to help in overseeing the very diverse
communities served by the system). As a result, they decided to
shift more responsibility for quality oversight and capital budget
expenditures to the local level. While local boards remain advisory
in nature, their ability to assess needs and make recommenda-
tions has been enhanced, and local board members feel they have
a greater purpose.'®

Factor 3. State Law

Some states require the existence of local boards that retain cer-
tain fiduciary responsibilities, such as medical staff credential-
ing. Consequently, large systems operating in these states need to
strike a balance between legislative requirements and the desire
for a governance structure that supports systemness. For exam-
ple, Scott & White Healthcare—a system with nine owned, jointly
owned, and managed hospitals—historically had many separate
local boards, making it difficult for the system board to engage
in discussions and make the decisions needed to succeed in the
future. Texas law prohibited Scott & White from eliminating these
local boards. Consequently, the system CEO and board chose an
alternative approach, deciding to more tightly align and coordi-
nate the subsidiary boards by creating standardized committee
structures, agendas, compliance plans, and self-evaluation pro-
cesses. Scott & White also created a separate foundation board

13 S. Mycek, 2008.
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charged with fundraising, but system leaders took great care to
map out the foundation board’s charter and accountability.**

In addition, multi-state systems such as Providence and Ascen-
sion must maintain local boards in order to comply with state
mandates that certain functions, such as medical staff credential-
ing oversight, occur at the local level.

Factor 4. Diversity and Complexity

of Entities within the System

Some systems include very different types of organizations. For
example, an academic medical center that serves as a regional
referral center and provides tertiary/quaternary care operates
very differently than a small community hospital or a network
of community clinics in a suburban or rural area. Yet these orga-
nizations may well co-exist within a single system. Effectively
overseeing this complexity may prove too difficult for a single sys-
tem board. In some cases, therefore, system leaders may decide
to “buck the trend” by adding a subsidiary board. For example,
leaders of Mountain States Health Alliance in Tennessee decided
to add a subsidiary board when it became clear that the system
board could not effectively oversee both the large regional system
and the Johnson City Medical Center, a large teaching facility. Cre-
ating the subsidiary board freed up the system board to focus on
organization-wide issues (e.g., finance and strategy) while ensur-
ing that the medical center had appropriate oversight of local
quality, medical staff, and operational issues.'®

14 E. Lister, 2010.
15 B. Bader, 2004.
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Strategies and Tactics to Manage
the Transition along the Continuum

Q>

or many system leaders, deciding where to reside on the
continuum from a holding company to operating com-
pany likely represents the “easy” aspect of creating an
effective governance structure. As noted, there is general
consensus on the need to move along the continuum
toward an operating company model. The appropriate “resting
place” will vary by organization (based on some of the factors
laid out in the previous section) and may even evolve over time as
market circumstances dictate. In fact, many systems remain in an
evolutionary migration toward the operating company approach.
What likely matters more are the specific strategies and tactics
that systems use to facilitate and manage the transition over time.
These practical steps will determine how successful the organiza-
tion is in creating a “system culture” with governance structures
that can better facilitate the necessary but difficult decisions
outlined in the first section of this white paper. The best systems
plan the transition carefully, with the groundwork being laid even
before the system forms. This section describes a variety of practi-
cal steps that pioneering health systems have taken to allow for a
smooth transition, and to position the organization to continue to
evolve as needed over time. The steps can be taken during differ-
ent time periods within the evolution, beginning with before the
system even forms.

Strategies before and during System Formation

As noted above, the most effective systems began talking about
the need for systemness even before they came into being. As a
result, the leaders of entities that become part of the organization
are not surprised when governance structures within the system
tend to concentrate power at the system level. Specific strategies
and tactics for this stage are discussed below.

1. Emphasize Benefits of Systemness and
Make Expectations Clear Upfront
A local entity and its board should never be surprised to discover
that becoming part of a system means that control will shift from
the local entity to the system. The most successful, nimble systems
came together with a clear expectation that this transition would
occur. Consequently, discussions about systemness should take
place as a precursor to forming the system (or bringing another
entity into the system). Institutional leaders who are contemplat-
ing forming or joining a system need to buy into the benefits of
being a part of the larger organization, and understand and accept
what that step will mean from a governance perspective. Coming
in with this expectation serves to reduce any friction or resistance
that may occur after joining the system.

The process of creating systems thinking and managing expec-
tations begins with creation of a compelling system vision, ide-
ally before the organization even becomes a system. To the extent
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possible, moreover, this vision should lay out the “end game” with
respect to organizational governance structure. As one CEO said,
there should be “no apologies” about the need to act like a system
and shift control, and there is no sense in “tiptoeing” around the
issue in an effort to woo organizations into the system. The bank-
ing industry has used this approach for many years as banks have
consolidated. While local bank board members are always treated
with dignity and respect, the acquiring bank also always makes
clear that the local bank boards will be phased out over time, and
that the acquiring bank’s brand will ultimately be used.

A number of systems have successfully used this approach and
experienced relatively little pushback as they created strong sys-
tem-level boards that wield substantial power. Examples include:
o Community Health Partners (Lorain, Ohio): This organization

formed in 1994 as the result of the merger of two hospitals four

miles apart, senior leaders laid out a vision of one organization
with one board, medical staff, and management team, thus pav-
ing the way for reallocation of clinical services at a later date.*®

o Texas Health Resources (THR): THR formed in 1997, first with
the formation of a new organization from two major health sys-
tems in North Texas (Presbyterian and Harris Methodist), and
then with the addition of a single hospital (Arlington Memorial)
amonth later. The driving force behind the consolidation was the
need to operate as a system, and hence all pre-transaction discus-
sions emphasized the need to govern and manage the new entity
as asingle system. The leaders of the individual entities that made
up THR came into the organization fully aware of the impact that
creating the system would have on local governance, including
the creation of a strong system-level board with ultimate author-
ity for key decisions (including placement and removal of board
members from throughout the organization). Consequently, sys-
tem leaders later faced relatively little pushback at the local level
as THR established a system-wide board, along with system-level
committees (e.g., governance, finance, audit/compliance, people/
culture, quality/performance improvement, strategic planning)
that maintain significant fiduciary authority.

o St.Charles Health System: This sole community provider in Cen-
tral Oregon formed with the merger of two hospitals (one in Red-
mond and one in Bend). From the beginning, those involved made
it clear that the ultimate goal was to have a single system board
with total fiduciary responsibilities. Hence relatively little push-
back occurred when system leaders decided to take that step two
years after the merger. St. Charles also leases a small facility in an
outlying area; leaders of this small hospital felt they could not sur-
vive without being part of a larger entity. Nevertheless, they still
feared being “gobbled up” by the system and worried about the
impact on local services. To ease the transition, the system CEO
and board chair spent alot of time communicating with the local

16 B. Bader, 2004.
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board, and St. Charles agreed to maintain the local board in an
advisory capacity, but also made it clear that the board would have
no fiduciary responsibilities.

o WellSpan Health (York, Pennsylvania): As noted earlier, this sys-
tem formed with the coming together of two acute care hospitals,
ahome health/rehabilitation company, and a medical group, each
with a governance structure that lost significant authority after
the merger. Managing this transition successfully required ongo-
ing communication, beginning with pre-merger discussions where
expectations and philosophies were made clear.

2. Consider a “Trial Period” before Finalizing the Deal

Even with open, honest pre-merger dialogue among leaders who
believe in the value of systems and more centralized governance
authority, some resistance is likely to remain at the entity level
even after the system forms. Local leaders may remain rightly
concerned that joining a larger system could have negative impli-
cations for the local entity and the communities it serves. Con-
sequently, these leaders may resist
giving up local authority and control
right away. For this reason, some
newly formed systems have explic-
itly created a “trial period” during
which the individual entities get to
know and learn to trust each other.
During this period, any entity can

As one CEO said, there should be “no apologies” about the need
to act like a system and shift control, and there is no sense in
"tiptoeing” around the issue in an effort to woo organizations into
the system.

chairman and CEO of ACCORD LIMITED, have identified a contin-
uum of local hospital board roles, ranging from an advisory board
with no formal authority to an operating board with significant
fiduciary responsibilities related to oversight and decision mak-
ing. (See Table 2.) Most subsidiary boards will be somewhere in the
middle, with fiduciary responsibility for quality/safety and medi-
cal staff credentialing, along with an advisory role with respect to
strategic planning, budgeting, and other decisions (with authority
for these areas resting with the system board). **

Table 2. Continuum of Local Hospital Board Roles

Authority of Local Hospital Board

Less ﬁ More

relatively easily exit the organization. Type I: Type II: Type ll: Tyoe IV:
For example, St. Charles originall Responsibilities  Purely Advisory  Quality-Focused Shared-Authority ype f¥:
ple, St g y Board Board Board Operating Board
formed as a “two-member” corpora- oar oar oar
tion with both a system board and Makes ) Approves decisions
.1 . ) ) recommendations )
member (subsidiary) boards. During Finance None Advisory and monitors subject to reserved
the first two years, either member powers
> performance
could pull out of the organization. In Pr—
reality, however, this period served . Approves decisions
. recommendations )
as a way to alleviate any initial hesi- Strategy None Advisory and monitors subject to reserved
tancy or resistance that may have performance powers
remained. After experiencing Fhe Quality and None Fiduciary Fiduciary Fiduciary
benefits of systemness and seeing patient safety responsibility responsibility responsibility
the power of the combined entity, the Medical staff
leaders of both entities readily agreed credentialing and None Fiduciary Fiduciary Fiduciary
t . . . > responsibility responsibility responsibility
o reincorporate as a s1ngle—member relationships
corporation under a single system Has final authority
f he trial - CEO selection, . )
board after the trial period. } ) Has input and a subject to system
evaluation, and None Has input ) . N
. major voice guidelines and
. compensation
3. Establish Very Clear, approval
Written Lines of Authority Chooses and
Early on, system and local leaders Audit oversight None None Informed ovsrsees auditor
need to work together to clarify the Szl o stz
specific authority and responsibility approval
that will reside at the system and sub- Advises and Advises and Provides leadership  Has final authority
sidiary level. The goal is to give sys- Philanthropy participates in participates in for fundraising subject to system
) efforts efforts efforts reserved powers

tem leaders the authority they need
to run the organization as an inte-
grated system while simultaneously
leaving meaningful and valuable
responsibilities at the local level that
are of value to the system as a whole.
Barry S. Bader, president of Bader &
Associates, and Edward Kazemek,

Source: B. Bader and E. Kazemek, Great Boards, Vol. VII, No. 3, Fall 2007.
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17 B. Bader and E. Kazemek, “Subsidiary Boards: Window Dressing or
Opportunity?” Great Boards, Vol. VII, No. 3, Fall 2007.
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To aid in this process, systems should create written docu-
ments that clearly describe the roles and responsibilities of the
various levels of governance, using as clear and accurate language
as possible. These roles should also be communicated during new
director orientations and reinforced through board education and
evaluation processes.'® Often this process will involve clarifying
responsibilities within a specific area, such as quality improve-
ment. For example, the system board will likely take responsibil-
ity for overseeing organization-wide quality improvement efforts.
If so, then the document must specify the role of local boards
in overseeing clinical quality within their institution in a man-
ner consistent with system-level policy, including their role with
respect to medical staff credentialing, approving investments in
quality-enhancing technology, and monitoring quality/safety
performance versus established benchmarks.'® Failure to clarify
these roles can create significant confusion, and potentially create
legal issues if litigation were ever to occur. Language will be criti-
cal in these instances—for example, use of the term “board” can
create an assumption of authority where none actually exists (if
the local “board” only has advisory duties).>®

System boards should create formal written charters for all
boards/advisory bodies that clearly spell out what they are and
are not responsible for overseeing, including any formal fiduciary
duties.

To assist with this process, pioneering systems often create formal
written charters for all boards/advisory bodies that clearly spell
out what they are and are not responsible for overseeing, includ-
ing any formal fiduciary duties.>' Ascension used this approach,
developing an “authority matrix” in 2002-2003 (several years
after its creation through the merger of two systems) that clearly
defines which authorities reside at each level of governance. THR
has also successfully used this approach since 1997. Immediately
after the system’s formation, a multidisciplinary group of experts
developed an authority matrix that clearly describes in detail the
decision-making responsibilities of the various boards and com-
mittees within the system. The document provides clear guidance
not only on governance-related issues, but also on operational
issues such as contracting. System and subsidiary leaders refer
to it on a regular basis to clarify issues related to where authority
lies within the organization. The document is regularly reviewed
and revised, although relatively few changes have been made with
respect to governance structure and authority since 2002. The
matrix has proven invaluable to the organization. For example,
since 2008, it has been instrumental in allowing THR to integrate a
large physician organization that has grown to over 600 employed
doctors, including helping to ensure the smooth integration of 250
physicians at one time at the end 0of 2010. Going forward, the docu-
ment will continue to benefit THR as it transitions to span the full

18 B. Bader and E. Kazemek, 2007.

19 R.Killian, “Health System Governance: The Work of the Board,’
Boardroom Press, The Governance Institute, February 2008.

20 E. Lister, 2010.

21 E. Lister, 2010.
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continuum of care by integrating outpatient centers, rehabilita-
tion facilities, long-term care facilities, home care agencies, and
other organizations.

The recent Governance Institute survey suggests that many sys-
tems have attempted to clarify the responsibilities of system and
subsidiary boards. In fact, roughly three-quarters of respondents
with subsidiary boards indicated that they have given these boards
clear responsibilities that differ from those of the system board.
Another 13 percent are considering doing the same.

Ongoing Strategies to Promote Systemness and
Maintain Strong System-Subsidiary Board Relations
Setting appropriate upfront expectations and clearly defining the
various roles and responsibilities goes a long way in positioning
an organization to operate as a true system with good relations
between system and subsidiary boards. Maintaining this momen-
tum over time, however, requires the adoption of additional strat-
egies designed to ensure that appropriate communication takes
place on a regular basis. This section reviews nine specific strate-
gies being used by pioneering systems to maintain strong system-
subsidiary board relations over time.

1. Regularly Bring Local and System Boards Together
Most pioneering health systems bring the members of their vari-
ous boards together regularly to build and maintain personal
relationships and to review and clarify the respective responsi-
bilities of the boards.?? These gatherings can be an effective means
of building systemness and ensuring smooth system-subsidiary
board relations. Often CEOs, other administrative leaders, and
physician leaders at the system and subsidiary level attend these
sessions as well. The need for such regular gatherings becomes
particularly important in the early stages of system development.
In many instances, members of the various boards may not have
spent much time with one another (and in some cases may not
have even met) before formation of the system. Hence these gath-
erings serve as a way for the various levels of governance and
senior leadership to get to know and trust one another, and to dis-
cuss issues and challenges related to operating and acting more
like a system. Examples of how various systems periodically bring
their boards together include:

o EMHS: Eastern Maine Healthcare Systems developed a “council
of chairs” made up of board chairs, vice chairs, and chief execu-
tives from each of the organizations within the system. This coun-
cil meets four times a year to discuss governance strategy through-
out the system. The CEO and system board chair also host an
annual summit for directors from throughout the system where
the CEO gives a “state of the system” address and the chair leads
a day-long program featuring both EMHS and national present-
ers. At the operational level, EMHS has set up a parallel structure,
using “affinity” groups to aid with system-wide planning. For exam-
ple, CFOs from all subsidiary organizations come together as the
finance affinity group to drive the budgeting process.

o THR: At THR, 340 directors from across the system come together
every September to focus on strategic, quality, and national issues;
this three-day forum gives local board members an opportunity
to provide input to system leaders, including clinical leaders and

22 E. Lister, 2010.
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senior executives. In March, the system-level board gets together
with senior executives, entity presidents, and the local entity board
chairs for one-and-a-half days to focus on strategy, with the goal
of creating local ownership for system-level issues and
priorities.

o WellSpan: WellSpan hosts an annual several-day retreat that
brings together board members from every level, along with phy-
sicianleaders and management. At thelocal level, CEOs hold con-
fidential meetings with the local board’s officers each month, giv-
ing them an opportunity to talk about sensitive issues not appro-
priate for a full board meeting.

» Ascension: Every two years, Ascension holds a convocation in
which 800 individuals—including system board members, system
leaders, local board members, and corporate members—spend
several days together reviewing the organization’s progress and
celebrating successes. During this gathering, local board mem-
bers, system board members, and the system CEO come together
to discuss specific issues. Ascension also hosts regional gover-
nance meetings twice a year in each of five different cities, with
local board members in the region coming together to discuss
strategic and other important issues. At least one system board
member attends each regional meeting. These meetings proved
to be very effective in the system’s early years by providing an open
forum to discuss controversial issues and decisions, and by allow-
ing members of various boards to get to know one another. Finally,
once a year local board chairs and local CEOs meet with the sys-
tem CEO and board chair to discuss governance and other issues.

For some health systems, the bringing together of various board
members over a period of time becomes the primary vehicle for
hastening the transition from a “federation” model to more cen-
tralized governance. For example, in 2005, Conemaugh Health
System in Pennsylvania completed its last acquisition of a hospi-
tal, making it a four-hospital system. At the time, Conemaugh’s
governance structure followed a classic holding company model,
with each subsidiary (the four hospitals plus several other organi-
zations) having a board and each board having veto power from
a finance and strategy perspective. As the CEO noted, “six to one
represented a tie vote, as any individual organization could hold
the entire system back” To address this situation, Conemaugh
brought in an outside consultant to help transition the organi-
zation to more centralized governance. This process required a
series of retreats, with discussions focused on the benefits of being
a system and what it means from a governance and operational
perspective to act like a system. At the first meeting (attended by
120 different board members), a resounding majority expressed
concerns that the organization acted more like a federation than
a system. At subsequent retreats, board members got to know
each other (many had not met before, even though the system
had existed for a number of years), with members breaking into
groups to discuss where the organization was today and where it
should go in the future. To facilitate the process, an ad hoc gover-
nance committee reviewed bylaws and got buy-in from key stake-
holders. As part of this process, the consultant also established
principles for system-wide governance as a vehicle to promote
organizational strength, synergy, and growth. The entire process
took nearly two years, with the CEO and system board members
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spending a tremendous amount of time and effort communicating
the benefits of systemness.

The need for communication and regular retreats did not end
after the transition to centralized authority had been executed. In
fact, the three local hospital boards continued to come together on
aquarterly basis to get a sense of what it meant to work together on
system-wide issues. As confidence grew, attendance at these ses-
sions dropped off. To this day, however, Conemaugh continues to
use regular retreats as a vehicle for promoting systemness. While
control over strategic planning and budgeting now clearly resides
with the system board, Conemaugh’s strategic planning process
relies on a series of retreats over a three-month period (January
to March) to gather input from strategic management teams at
the local level. The system’s senior leadership team also holds a
monthly off-site retreat where board members and local manage-
ment teams discuss how system-wide planning issues affect local
entities, with adjustments made to these plans as needed.

“Holding a few more meetings and taking

a little more time won't matter in the long

run. You need to give local leaders the

latitude they need, and let them see how the

system works over time. Don't take away

this crutch on the journey to systemness.”
—S8cott A. Becker, FACHE, CEO, Conemaugh Health System

2. Have System Leaders Attend Subsidiary

Board Meetings (and Vice Versa)

One common strategy used by pioneering systems is to have

system-level administrative and board leaders regularly attend

subsidiary board meetings, thus providing a visible reminder of
the local entity’s role within the larger system. Many systems also
invite local leaders to attend system board meetings. For example:

o THR: The senior executive vice president for system alignment
and performance and at least one representative from the system
governance team attend all board meetings of each entity. In addi-
tion, the system board chair and CEO attend at least one board
meeting of each subsidiary organization during the year.

o EMHS: While local organizations approve their own strategic
plans, the system CEO attends all local board meetings and has
voting rights on most of the subsidiary boards, allowing her to
influence the process if the local board’s strategic plan seems to
be deviating from system-wide goals.

o St. Charles: The system CEO attends every local board meeting.
In addition, the CEO and medical staff president of each hospital
prepare a regular report for the system board and attend all sys-
tem board meetings.

o WellSpan: To keep physicians engaged, the system board invites
the chairperson of the medical group board to attend its meet-
ings, and invites private practice and employed physicians to be
members of the board-level committees. The goal is to assure phy-
sicians that their point of view will be represented at the table.
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o Ascension: As noted, system board members always attend
regional meetings that bring together the local boards within a
geographic region. In addition, system leaders and board mem-
bers regularly attend as many local board meetings and retreats
as they can.

3. Let Local Boards Decide Their Own Outcome

Several pioneering systems have adopted the explicit strategy of
not actively removing local boards, but rather letting them come
to the conclusion, over time, to remove themselves if appropri-
ate. As long as relative responsibilities and authorities have been
clearly and appropriately spelled out, there is likely no benefit for
a system-level board to decide unilaterally to terminate a local
board, as such a decision could create significant animosity and
anxiety at the local level.

For example, at the completion of the lengthy process described
earlier, the boards of three of the four hospitals and the physician
board took a formal vote where they relinquished complete eco-
nomic and strategic control to the system, essentially voting them-
selves out of existence. (As of July 1, 2011, Conemaugh now has
only a system-level board and a single hospital board overseeing
the three facilities.) They did this because they now clearly under-
stood the benefits of being part of a centralized system, and recog-
nized that they no longer needed to operate as a board with fidu-
ciary responsibilities. Letting them come to this realization over
time made for a very smooth transition.

Several systems continue to rely on this strategy, believing that,
over time, local boards will begin to recognize the need for some
consolidation. THR’s leaders expect that this may play out as the
organization seeks to become an integrated system that spans the
full continuum of care. Leaders hope to move away from entity-
centric local boards and instead evolve into regional boards that
oversee an integrated provider system serving natural geographic
markets.

4. Consider Forcing an “In-or-Out”

Vote at the Appropriate Time

While systems need to give local board members and leaders ade-
quate time to recognize and appreciate the benefits of systemness,
at some point there may be a need to force an “in-or-out” vote. As
noted earlier, St. Charles set up an explicit two-year trial period
after which the two hospitals had to decide whether to remain
with the system and reincorporate as a single entity. The two-year
period made the decision uneventful, as both hospitals readily
agreed to do so.

Sometimes, however, despite the best efforts, a local board may
not be willing to make the concessions necessary to allow the
system-level board to do its job effectively. If a board is not will-
ing to do that, it may be best at some point to make them hold
an “in-or-out” vote. For example, as noted earlier, three of the four
hospitals that made up Conemaugh Health System readily agreed
to give complete economic and strategic control to the system
board. However, the board of the fourth hospital did not, voting to
leave the system and remain an independent entity. System lead-
ers decided to force the vote once they realized that no amount of
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additional time or effort would change the minds of local board
members. They knew the outcome before the vote occurred, but
felt the system would be better off letting the hospital go than fac-
ing continued local resistance to the difficult system-level deci-
sions that needed to be made to ensure the organization’s future.
The decision appears to be the right one, as Conemaugh recently
turned in its most prosperous year ever, while the hospital that left
the system seems to be struggling.

5. Look for and Cultivate “System Thinking”

in New Directors and Administrators

Many systems inherit and/or initially embrace the idea of having
“representative” boards at the system level, with designated slots
for representatives of particular entities, including hospitals and
physician groups. Such an approach, however, runs counter to
operating like a system, causing forward-thinking organizations to
relatively quickly abandon the representational approach. Instead,
these organizations look for explicit competencies and skills when
replacing directors, including but not limited to the ability to think
at a systems level. For example, EMHS changed its model in choos-
ing system board members. Subsidiaries no longer have a desig-
nated number of seats on the system board, which is increasingly
made up of individuals with no current affiliate board appoint-
ment. System board seats are now filled based on needed compe-
tencies and skill sets, consistent with the strategic plan. Because
the system covers such a wide geographic area, the system board
tends to have natural geographic diversity that prevents excessive
focus on the market around the system’s headquarters. However,
no explicit formula exists to ensure a certain number of seats from
each geographic area. Similarly, at St. Charles, system board mem-
bers are chosen based not on the entity they represent, but rather
on their talent.

The same approach is often used to replace administrators at
the local level. For example, the EMHS system board has explicitly
targeted individuals with system-level experience and perspec-
tives when searching to fill local CEO openings that have come
about due to natural turnover.

In addition to looking for the right people, effective systems
also put in place orientation and training programs that reinforce
system thinking, with the goal of ensuring alignment between
boards’ responsibilities and the knowledge and skills of directors.
For example, all new St. Charles board members tour each of the
system’s facilities, which helps them understand these entities
and how decisions made at the system level might affect them.
At Ascension, every new system-level and local director spends
two half days at the system’s headquarters in St. Louis, where they
meet the senior leadership team and get indoctrinated into Ascen-
sion Health, with the goal of providing a clear understanding of
how they and their local facilities fit into the system.

6. Standardize Board Structure and Processes

One of the most effective strategies for promoting systemness and
ensuring smooth system-subsidiary board relationships is to stan-
dardize as much as possible across all levels of governance, includ-
ing board size and term length; board bylaws; director nomination
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and induction processes; director training; meeting agendas and

the structure of meeting minutes; committee structures (including

charters and operating processes); compliance and risk manage-
ment policies and processes; reporting on quality/safety, financial,
and strategic planning issues; board self-evaluation processes; and

the role of the board in evaluating local CEQs.?? 24
The Governance Institute survey suggests that some organiza-

tions have standardized key processes, as outlined below:

o Committee structures: Half of respondents with subsidiary board
committees have standardized their structures, with another 15
percent contemplating this action.

« Bylaws: Nearly six in 10 respondents (58 percent) have standard-
ized hospital and medical staff bylaws across the system, with
another 19 percent considering such action.

» Board agendas and minutes: Just over 60 percent of respondents
with subsidiaryboards have standardized their meeting agendas
and processes for writing board minutes, with an additional 7 per-
cent considering such action.

For example, at THR, every board within the organization is the
same size (11 members); has the same bylaws and articles of incor-
poration; uses the same agenda, annual self-assessment process,
and planning processes; and undergoes the same robust orien-
tation program that focuses on system-level issues. Similarly, at
Ascension, all boards have the same set of model bylaws and must
have between nine and 15 members. At EMHS, boards evaluate
senior executives from across the organization using a standard-
ized performance management process and tools. EMHS has
also begun to use the same reporting formats across all boards,
including the same balanced scorecard, financial reports, and
strategic formats. Local entity performance and strategic plans
are shown side-by-side with those of the entire system. Another
example comes from Community Health Partners, which presents
all budgets in rolled-up formats; frames individual facility strate-
gies within the context of the larger, system-wide strategy; and
sets goals and performance targets at the individual facility level
in accordance with those system-wide goals.?®

7. Develop and Regularly Use Multiple

Communication Vehicles

Maintaining good system-subsidiary board relations and keeping
local board members engaged and enthusiastic requires constant
attention. In addition to the regular, formal retreats outlined ear-
lier, the best systems use a variety of communication vehicles to
keep directors from throughout the organization informed, with
communications focusing on system-wide issues and emphasiz-
ing both the benefits of systemness and the important role that
local entities play in achieving those benefits. Communications
often emphasize benefits that local board members may not fully
appreciate, including potential economies of scale, branding
advantages, enhanced access to capital, better negotiating lever-
age with payers, etc. They also remind subsidiaries why they may

23 E. Lister, 2010.
24 B. Bader et al., October 2008.
25 B. Bader, 2004.
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need to relinquish authority to achieve such benefits, including
the need to eliminate clinical and operational redundancies and
competition across facilities. At the same time, these communica-
tions also need to emphasize the importance of those responsi-
bilities that remain at the local level, such as oversight of quality
and patient safety and meeting local community needs.?® Several
examples of the ongoing communication strategies used by pio-
neering systems include:

o EMHS: EMHS created a system-wide board portal, which pro-
vides a vehicle for electronic communications that go out to all
board members at every level on issues of interest to the entire
system.

o THR: THR developed a Web portal for directors, along with a
monthly electronic and quarterly paper-based newsletter that
goes out to all directors. These communications focus on system-
level strategies and other relevant information for the system as
awhole. THR also uses email and fax messages to communicate
time-sensitive information that requires transmission within 24
to 48 hours to directors.

» Ascension: Ascension sends out synopses of every system board
meeting to all local ministries to be shared with the local board.
Ascension also uses The Governance Institute’s board portal to
facilitate communication across its various boards.

The respective responsibilities of system and local boards should
not be fixed. Instead, they can and should change based on
changes in the environment.

8. Make Evaluating System-Subsidiary Relations

Part of the Annual Assessment Process

Virtually all systems have a regular process in place to evaluate the
performance of its various boards and individual directors. Often
this process relies on self-assessments, with directors using any of
a number of tools to assess their own performance and that of the
overall board on which they serve. Historically, these assessments
have not focused much on relationships between boards, includ-
ing how well respective roles and responsibilities have been clari-
fied, how “connected” the local board feels to the overall system,
and the effectiveness of communication across boards. During the
aforementioned health system invitational in April 2011, a small
group of system CEOs and directors came together to discuss The
Governance Institute’s board self-assessment tool. Based on that
conversation, The Governance Institute developed and tested
questions that were ultimately used to create a new, system-spe-
cific assessment tool as a way to make subsidiary-board relations
a formal part of the annual self-assessment process. This informa-
tion will assist system leaders in identifying and addressing prob-
lems in a timely manner.

26 B. Bader and E. Kazemek, 2007.

Call Toll Free (877) 712-8778 « Governancelnstitute.com



9. Never Rest: Constantly Reevaluate and Confirm Structure
As with most quality improvement processes, maintaining and
improving system-subsidiary board relations requires constant
reevaluation. To that end, system leaders should periodically
review and question the structure of governance to ensure that it
remains clearly defined, continues to support the organization’s
mission, and avoids unnecessary redundancies and complexi-
ties.>” They should also regularly confirm that every board under-
stands its responsibilities and duties.?® However, the respective
responsibilities of system and local boards should not be fixed.
Instead, they can and should change based on changes in the envi-
ronment.?® As the previous case examples make clear, systems sel-
dom reach their desired “end game” with respect to governance
structure right away—in fact, the appropriate end game may not

27 E. Lister, 2010.
28 E. Lister, 2010.
29 R. Killian, 2008.
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even be clear. The leaders of every organization interviewed for
this paper periodically review their governance structure and
assess the need for change. While few see a need to radically alter
things, they do expect to “fine-tune” their governance structures
on a periodic basis as changes in the healthcare landscape dictate.

“You can’t remain stagnant with your

governance; you can't do the same thing

year after year. Rather, governance needs to

be flexible, pliable, and forward-thinking.
—Douglas D. Hawthorne, FACHE, CEO, Texas Health Resources
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Conclusion

PN

ealth system leaders need to react quickly to the

many pressures facing their organizations, includ-

ing federal healthcare reform legislation and mar-

ket-driven pressures to rein in costs and improve

quality of care and population health status. Such
external pressures are not new to healthcare leaders, but their
intensity has accelerated in recent years, and created an acute
need to streamline processes and procedures through all levels of
the organization. Health system success in such an environment
will not be possible without a governance structure that allows for
quick decisions and action.

The transition from a holding company to an operating com-
pany model of governance will be an important step for many sys-
tems to gain, maintain, or enhance their ability to respond to such
external pressures. Health systems must take care to move effec-
tively along the systemness continuum without creating resent-
ment or undermining effectiveness, especially at the local level.

Not every system needs to move to the opposite end of the con-
tinuum (an operating company with virtually all control central-
ized). Additionally, those that do should do so over time as dictated
by the environment. System leaders need to consider a variety of
factors when determining where to reside on the continuum and
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how quickly to move towards this goal, including geographical
spread and market distinctiveness, the need for local directors
to remain engaged, state law, and the diversity and complexity of
entities within the system.

Ideally, the transition is planned early, with the groundwork
being laid even before the system forms and continuing over time.
Organizations in this position can employ specific strategies and
tactics at this stage, including emphasizing the benefits of system-
ness and making expectations clear upfront, considering a “trial
period” before finalizing the deal, and establishing clear, written
lines of authority.

Maintaining this momentum as the system is transitioning
over time requires additional strategies designed to ensure that
appropriate communication takes place on a regular basis, includ-
ing regular meetings of the local and system boards together,
cross-attendance at board meetings, cultivating “system” think-
ing in new directors and administrators, and developing multiple
communication vehicles. Finally, the most important strategies
include evaluating system-subsidiary board relations on a regular
basis, and continuously reevaluating and confirming that the sys-
tem and subsidiary governance structure is appropriate and effec-
tive (and changes as the organization’s needs change over time).
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