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Foreword: Building Your Legacy as a Director

hy do directors agree to serve

in such a complex, challenging

industry as healthcare? There are

many reasons people volunteer
their time. Although it is hard to generalize
motivations, it is safe to say that people who
are willing to volunteer their time and energy
want to do so in a way that makes use of their
talents and permits them to contribute in a
meaningful way to an enterprise they view as
important.

That being said, hospitals are in fierce competition
with other worthy endeavors for a limited volunteer
pool. Yet the demands put on those who are willing to
consider service on a hospital board are perhaps the
most strenuous of all volunteer opportunities. Much
has been written with regard to the complexity of
issues facing hospital and health system volunteer
boards of directors. The healthcare industry
is complex, the liability exposure on directors
is real, and the financial and competitive
forces facing healthcare providers

can be overwhelming. Directors with

little or no healthcare experience are
expected to lead the organization through
these complex times while receiving little

or no financial remuneration for doing

so. (The Governance Institute’s biennial
survey data shows no significant increase in
the prevalence of board compensation despite much
speculation that this trend will increase, which remains
to be seen.!) The time commitment and preparation

for meetings is significant; some boards require their
members to go through their state hospital association’s
(or other) certification program, requiring additional
time commitment. The appropriateness of the volunteer
model of governance is being questioned with increased
frequency as the industry becomes more regulated

and competitive.

Nonetheless, the volunteer hospital board is here
to stay for the foreseeable future. With continuous
attacks on the ACA, ongoing questions about how
best to increase value and reform healthcare payment
models, global pandemics halting elective procedures,
and hospital closures in the front-page news, hospital
and health system boards are expected to move faster
and smarter than ever before to respond to change. The
challenges of the environment have put unprecedented
pressure on hospital leadership—both management
and board—as they work to maintain the viability of
the organization. Ironically, it is just when the need
for leadership is at its most acute that the pool for
willing volunteers with the requisite skills seems to be
decreasing. As the task of recruiting, engaging, and
retaining the right talent becomes more critical than ever,
successful organizations must position themselves in a
way to attract and retain quality directors.
The task of recruiting and retaining quality talent
begins, in part, with an understanding of what
motivates a potential director to serve on
a hospital board. This aspect of board
recruitment has traditionally not gotten
much attention or focus. Rather, board
recruitment typically starts with identifying
what skillsets the board needs and
putting the wheels in motion to identify
the people with those skills. This is, of
course, a very important aspect of board
recruitment. However, knowing more about the
expectations of potential or current directors with
regard to their board participation will help a board
design a culture that will result in a more satisfying board
experience. The following questions serve as a good
starting point when interviewing prospective directors as
well as assessing current directors:
e What motivates an individual to consider servingon a
hospital board given all its demands?
e What is a particular individual hoping to get out of the
experience of serving on a hospital board?
e What talents or resources does a person believe he/she
brings to the table?

1 Seee.g., K. Peisert and K. Wagner, Transform Governance to Transform Healthcare: Boards Need to Move Faster to Facilitate Change,
2019 Biennial Survey of Hospitals and Healthcare Systems, The Governance Institute.
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These sorts of questions also help the board determine if
the person is a good fit for the organization. Mutuality of
goals and expectations is a critical component of long-
term success.

Most people who volunteer do so with the hope
that their service will have a positive impact on
the organization— that their
service will in some way
leave a legacy. Directors
wonder how the organization
will have benefited from
their service after they leave
the board. If time and effort
contributed by the director
does not result in tangible
benefit, why bother?

Recognizing that board
members have legacy goals
is an important step in
creating an intentional board
(which is the focus of this
publication). The more board leadership understands
what a director wants and expects out of his/her board
participation, the better the chance the relationship will be
a successful one and that the director will stay committed,
particularly in trying times. Likewise, the more a director
knows what is expected of him/her, the more effective
his/her service will be. Boards that can monitor and
assess the satisfaction of directors in “real time” have a
better chance of keeping them interested and productive.

For the first edition of this publication, we conducted
interviews with many current hospital and health system
board members, which revealed a number of common
themes relating to what draws directors to hospital
service as compared to other potential volunteer
opportunities or civic involvement. We believe these
themes are still relevant and strongly resonate with
board members today. Most of these themes are lofty
in nature—aspirational. None of them are particularly
surprising. But all reflect a desire to “help,” as defined
by the director. Boards committed to understanding the
goals or motivations of a specific director will of course
have to identify their concrete expectations, but these
aspirational goals are instructive and a good starting
place to understand director motivations.

Better Patient Care

Not surprisingly, the number-one reason given by
directors for their willingness to serve on a hospital or
health system board was that they were motivated by
the hope and belief that their participation on the board
would result in the hospital providing better patient

care. They viewed the mission of their hospital or health
system to be a worthy one. They clearly had the desire to

Intentional Governance—2nd Edition

work hard to improve the delivery of care and to support
those caregivers who were committed to serving the
health needs of the people in the relevant service area,
although they questioned whether their skill sets really
had a direct effect on care directly. Although fairly new,
the sharing of quality data and the increasing involvement
of boards in quality improvement is viewed positively by
directors and gives many directors the reassurance that
their oversight efforts do make a difference.

Efficient, Accessible, Affordable

A second factor frequently identified as a legacy goal is to
have an impact on making the health services offered by
the hospital or health system more efficient, accessible,
and affordable. Business owners and leaders alike

cited the concern that the cost of healthcare is choking
businesses and potentially affecting the competitiveness
of the economy—Ilocally, nationally, and globally. They
indicated that they were interested in understanding
better the dynamics of the healthcare delivery system
and using their business skills to affect the delivery

of care in a way that makes it more efficient from a
business perspective.

Vitality of the Region

A third common aspiration is the desire to work to ensure

that good healthcare is available in the region; to protect

and improve the health status of the community. It is

widely recognized that a hospital or health system is

a regional asset that directly affects the vitality of the

region, and that this asset

needs to be preserved.

As community leaders, board

members felt that they could

exert positive influence

over decisions affecting

the healthcare system in

the region. Similarly, many

expressed a belief that, due

to the expertise they had

amassed over the years

- in other industries, they

could help shape a viable
strategic plan that could help
position the organization

to deal with competitive forces in the long term

and help the organization respond appropriately to

market pressures.

Major Regional Employer
The final legacy goal commonly expressed related to
the hospital or health system as a major employer in the

Governancelnstitute.com



region and the desire to help keep the hospital viable in
order to keep good jobs in the community. Many directors
expressed their belief that their expertise in human
resource and personnel issues was or could be a valuable
contribution to the hospital.

Understanding the motivation and legacy goals of
current and/or prospective board members can help board
leadership craft a board experience that is more fulfilling
for the individual directors and more productive for
the organization. The reason a prospective director is asked
to join the board is usually clear—he or she has the desired
skillsets or social network. What is not always clear,
however, is the reason the prospective director accepts
the invitation to serve. Perhaps boards make assumptions
as to why a person agrees to join or remain on the board.
Traditionally, board participation was viewed an honor. It
still may be, but it is more complex and multi-dimensional
now. In any event, helping the individual director express
answers to the questions, “Why am | here?” and, “What
do | want to get out of this experience?” will help shape
the culture of the board. Boards that are able to translate
these aspirational goals into concrete goals will have more
success in recruiting and retaining good directors.

Ask any healthcare CEO and/or board leader and
they can likely cite numerous examples of highly skilled
individuals with great potential for being an effective
director, who just did not “work out.” Dig deeper and the
reasons for the failure can usually be identified. Most
directors complete at least their first term and do not
actually resign from the board, but many do not perform
to their full capacity. Directors who have not found the
healthcare board experience to be worthwhile can be
instructive in building a better board going forward.
The impediments to good experiences seem to fall
into two general categories: culture and process. By
better understanding how the culture and the processes
of the board influence the performance of directors,
continual improvement can be realized. In a sense, this
board discernment process is akin to exit interviews for
employees who leave the employ of the hospital. By
knowing the specific impediments to a good employment
experience, improvements can be made. Boards should
consider adopting a similar process as part of its self-
evaluation. Boards can only improve if they can identify
areas of weakness and commit to improvement in a
focused and intentional way.

\
e

How to Use This Publication and the
Intentional Governance Library of Resources

This publication serves as an overview of our Intentional Governance
concept and framework: what it is, and why it is important. It provides
background in the appendices as to why boards need to perform at their
highest and what is at stake for boards that don't.

Each pillar of the Intentional Governance Framework has its own resource
guide, that provides a short assessment for your board to conduct pertaining
to that single pillar, and actionable solutions for a deeper dive for boards
that need to improve any areas of performance related to each pillar. When
applicable, we make separate recommendations for boards that are part of

systems vs. freestanding organizations.

Visit and bookmark www.Governancelnstitute.com/page/IntentionalGov so

you can regularly access all of our Intentional Governance Guides. To take it
further, call us or email MemberServices@Governancelnstitute.com to ask us

to develop a customized Intentional Governance curriculum for your board(s).
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Introduction

ospitals and health systems are

challenged on every front. The industry

has been turned on its head, and

the past 20 years of slow and steady
incremental change have proven ineffective to
increase access, quality, and experience while
making care more equitable and affordable.
Strategic plans and future visions must look
completely different than they ever have before,
and dynamic leadership is required to ignite a
faster pace of change. Prior efforts to move the
needle have only made minute progress. This
new era will test the ability of healthcare boards
to achieve what has never been achieved in
this industry’s history. Are hospital and health
system boards prepared?

If good governance truly is more than a haphazard (or
at best, disparate) collection of governance practices;

if “high-performing boards” are truly culture-driven
teams—"robust, effective social systems” that are more
than the sum of their parts—then they need to do what
every good team and athlete does: learn, grow, and
improve. A governing board’s primary responsibility

is one of oversight; that is, reviewing and analyzing

the organization’s processes and performance. But in
order to conduct this important job of oversight, the board
must also look critically at itself—it’s own culture and
performance—and ensure the board is functioning at its
peak, so it can truly focus on the real work of governing.

Governing boards must put stock not
only in the organizations they govern,
but also in themselves.

What are the additional, necessary components
that take boards beyond mediocrity into excellence?
Board structure and practices are key components in
driving board performance, but there is a third, equally
important component to consider in driving board
performance: board culture.

This publication focuses on a framework we call
intentional governance, which involves deliberate and

Intentional Governance—2nd Edition

intentional processes that enable the board to realize its
highest potential. This publication will include structure
and practice components relating to the core responsibility
of board self-assessment and development—director
education, a board effectiveness program, processes
for board recruitment, and doing more with the board
self-assessment, for example—as well as ways to formulate
an intentional process that has, as its outcome, full board
engagement in its own development and improvement,
and a healthy board culture that allows for dynamic,
future-focused discussions and sound decision making that
will truly move the needle. The process involves a critical
analysis of what works and what does not work for a board,
and the individual directors who make up the board, in
carrying out its oversight responsibility. It addresses the
following questions (not an exhaustive list):

e What do we want to be?

e How do we get there?

e What works in our meetings?

e What information do we need?

e What plans do we have to improve?

e What are our collective and individual goals to reach

optimal performance?

Intentional governance: deliberate and
intentional processes addressing board
structure, dynamics, and culture that enable
the board to realize its highest potential.

The Foreword addresses “legacy”—the individual
director’s imprint on the organization. “Will my actions as
a board member help bring the organization to a better
place?” and, “Why am | here and what do | want to do to
make this organization stronger?” Part of the discussion of
legacy includes outlining a process to actualize that legacy;
for example, what is the organization’s strategic direction
and how does it fit with the individual board member’s
priorities? What are the obstacles to remove and steps and
actions the director can take to contribute to his/her legacy?
Combining board structure, practices, and culture into
the framework of “intentional governance” will bring
all of us closer to the elusive components of high-
performing governance.

Governancelnstitute.com



Background

The U.S. healthcare industry is (still) in midst of
fundamental change. We have watched as elected
officials debate the merits of health reform and
struggle to come to an agreement on how best to fund
and organize our healthcare system. The stakes are
high, with 2020 bringing the most significant global
pandemic in over a century, healthcare representing

18 percent of the gross national product, and the cost
of healthcare continuing to be blamed as a major
contributor to our country’s economic woes. Hospitals
and health systems are looking for new ways to deliver
healthcare services more efficiently, and the decade
between the first and second editions of this
publication has shown considerable increases
in hospital consolidations and mergers

(a trend that is expected to continue to

rise given the financial damage from the
coronavirus pandemic). Outside industry
disruptors are gaining momentum, forcing
healthcare organizations to continuously
innovate in order to remain competitive.

The focus on paying for outcomes continues,
although much disagreement remains on how to
design a system that successfully produces positive
outcomes at a lower cost.

The examination is about who is on the board
and why; it is about how directors interact
with each other and how they interact with
management; it is about how the board

uses its time, how it establishes its priorities/

agenda, and how it measures its effectiveness.

It is about governing with intention.

Clearly, these profound changes to the status quo
require proactive responses from hospitals and health
systems—organizations that are critical to the delivery
of care. The issues are more complex and the challenges
more intense than ever. The status quo is no longer
enough for hospital management and governing bodies;
these times require innovative leadership. Organizations
that rise to the challenge and respond creatively and
effectively to the pressures of the day will surely fare
better than those that continue with “business as usual.”

The challenge lies in optimizing the skills of the
directors in a way that truly adds value—that is, the
creation of a highly effective governing body whose
leadership makes a lasting impact on all aspects of
the organization (and not by accident). This has always
been the goal, at least from a theoretical perspective,
but given the times, the imperative for boards to
perform effectively and exclusively for the good of
the organization is intense and immediate. Great
boards will respond with intent, examining the needs of
the organization and restructuring themselves to respond
to those needs. This intent will be required in both culture

and process design.

Recognizing the fact that volunteer directors
often come to the table with little or no
knowledge about or experience with the
business of healthcare, a focus on board
development through ongoing education
and creating a culture of continuous
performance improvement is imperative
to boards’ ability to govern with intention.
The Governance Institute’s biennial surveys
in 2017 and 2019 show a positive correlation
between how much boards invest in board
member education and their performance.?

Further, several studies over the past decade have
found statistically significant correlations between board
practices and care outcomes, providing strong evidence
of the increasing importance of an effective board. A
2012 study? identified benchmarks of effective boards,
which included the fact that effective boards insist on the
following, all of which are included in our principles of
intentional governance:

e Governance policies and structures that facilitate
efforts to perform the board'’s functions and fulfill
its responsibilities

e Well-organized meetings that allow the board to focus
on strategy and key priorities

e Purposeful creation of a culture that nurtures enlivened
engagement, mutual trust, willingness to act, and high
standards of performance

A 2010 study revealed differences in board activities
between high-performing and low-performing hospitals,
with high-performing hospitals being more likely to
provide formal training to board members in clinical
quality.4

2 K. Peisert and K. Wagner, The Governance Evolution: Meeting New Industry Demands, 2017 Biennial Survey of Hospitals and Healthcare Systems; and
Transform Governance to Transform Healthcare: Boards Need to Move Faster to Facilitate Change, 2019 Biennial Survey of Hospitals and Healthcare

Systems, The Governance Institute.

3 L. Prybil, S. Levey, R. Killian, D. Fardo, R. Chait, D. R. Bardach, and W. Roach, Governance in Large Nonprofit Health Systems: Current Profile and

Emerging Patterns, Commonwealth Center for Governance Studies, 2012.

4 A.Jhaand A. Epstein, “Hospital Governance and the Quality of Care,” Health Affairs, Vol. 29, No. 1 (2010); pp. 182-187.
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The Governance Institute’s own study in 2014 on the
effects of board performance on quality of care® have
shown strong correlations with a number of board
practices that are not directly related to quality of care
but rather reflect that high-performing boards govern
with intent across all areas of oversight responsibility.
Practices of note from this study that are directly related
to intentional governance include:

e The board uses competency-based criteria when
selecting new members.

e The board assesses its own bylaws and structure at
least every three years.

e The board receives important background materials
within sufficient time to prepare for meetings.

What is needed for true change is a sincere and honest
assessment by the board of its strengths and its
weaknesses, a realistic analysis of the type of board
needed in this strange and complex world of 21st century
healthcare, a plan to transform “what is” into “what
needs to be,” and a commitment to pursue excellence.
The starting point for this analysis is a blank slate. What
should the board look like? How should it function? This
is true with respect to both process and culture. The
examination is about who is on the board and why; it is
about how directors interact with each other and how
they interact with management; it is about how the board
uses its time, how it establishes its priorities/agenda, and
how it measures its effectiveness. It is about governing
with intention.

We are convinced that an effectively constituted board
is essential to the success of a healthcare organization; it
is not to simply fulfill the legal requirement that non-profit

hospitals have a fiduciary board made up of members
from the community. Many healthcare CEOs struggle
to see significant value from their board. Many see their
board as another aspect of the operation that needs
to be “managed.” The path to becoming an essential,
intentional board is not an easy one, but maintaining
the status quo is just not an option. It is a process of
self-awareness, of self-definition, and of self-assessment;
that the sum of the whole is greater than its individual
parts. It is not only about overseeing the activities of
management, it is about taking the actual act of governing
with extreme care; of understanding and embracing the
concept that if the board is excellent and accountable,
the institution benefits. The governing process must be
structured in a way that the board holds itself accountable
for what it does and how well it does it, just as it holds
management accountable for how well it manages
the organization. (Similarly, the board holds the medical
staff accountable for providing quality patient care.) Gone
are the days when boards can simply assume they are
doing a good job. The responsibilities of boards are just
too great to continue on with business as usual.

In the pages that follow, we will focus on
“intentional governance”—what it means and why it
includes board culture as well as board processes. We
will present an actionable framework to guide boards
on their journey towards becoming intentional and
reaching their highest potential. Obviously, boards are
human organizations and there are no quick fixes. Only
by being intentional, committed to becoming even more
relevant, more accountable, and more effective, will
hospital and health system boards truly add value to
the organizations they govern.

5 L. Stepnick, Making a Difference in the Boardroom: Updated Research Findings on Best Practices to Promote Quality at Top Hospitals and Health

Systems, The Governance Institute, 2014.
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Building a Better Board: Intentional Governance

ll We have met the enemy....” We know

all too well how this famous quote ends.

Unfortunately, things are no different

within the confines of the boardroom,
where often efforts to change fail at the door,
even if directors know what should be done.
There are many factors at play in facilitating
change within an organization, any one of which
can be powerful enough to derail even the most
pressing initiatives. For a board to move from
its present state to a high-performing board, it
must focus on intentional governance—that is,
adopting a series of deliberate processes that
help the board avoid these issues altogether.

Put simply, if a board is to provide effective leadership to
the organization it governs, it must go about its job with
the same focus and “intentionality” as it would require
of management. Although this proposition may seem
somewhat self-evident, it has not historically been the
practice of boards to be diligent about their own work. A
board must be disciplined about the processes it puts in
place to carry out its work, and measure and assess the
effectiveness of its efforts on a periodic basis.

Ironically, proof of excellence is demanded from
every facet of the healthcare organization, other than
from the governing body. Management is judged in any
number of ways ranging from the financial performance
of the institution to the quality of care rendered to
patients. Physicians on the medical staff are routinely
measured, monitored, and peer reviewed. The board
must do the same for itself.

This section focuses on some common governance
challenges related to board structure, dynamics, and
culture, and provides some intentional governance
solutions to alleviating these challenges and/or avoiding
them in the first place. Addressing these issues will
help individual board members develop their legacies
for board service, as discussed in the Foreword. Once
the board can overcome these challenges and become
accustomed to approaching governance with intention,
it can move beyond the conventional and become a
highly effective, efficient organism that is essential to the
performance of the organization it governs.

How does a board begin the process of focusing on
itself and the way it goes about its business as a means
to achieve excellence in governance? How does a board
learn to operate as a high-performing team rather
than a collective group of individuals? This important

Intentional Governance Framework

Board Board
Recruit- Structure

ment

Leadership
Succession Planning

Board Culture

Education &
Development
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Board Recruitment Evaluation & Performance

e QOrganizational needs e Board assessment

e Board needs e Committee assessment

e Requirements: training/ e Director assessment/
education, experience peer review

e Stakeholder analysis e Commitment to making changes

e Community representation e Appointment/reappointment

Board Structure qualifications

e Proper size Continuous Governance

e Committee structure Improvement

e Board role: clear definition, e Board mission statement
responsibilities/accountabilities e Track board performance

e Distinction between e Evaluate efficiency/

managing and governing
e Effective meetings

Board Culture

e Clear behavior expectations

e Encourage robust engagement Leadership Succession

e Mutual trust and willingness to Planning
take action e Written policy statement

e Commitment to high standards e Leadership position
descriptions

e Selection criteria

e |dentification and
development

e Performance evaluation

e Connection to recruitment

effectiveness beyond annual
assessment
e Continuous process analysis
e Challenge and change culture

Education & Development

e Formal orientation

e Formal board education plan

e Education goals and process to
meet goals

* Resource allocation
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transformation can only happen by putting in place
processes—nuts-and-bolts mechanisms—that guide the
work of a board, force it to focus on itself and its own
effectiveness, and ultimately impose upon itself true
accountability. This takes discipline and diligence. It is
intentional governance.

The difference between this hospital and [the
previous hospital where | served as CEO]
is the way the board approaches its work.
At my previous hospital, the directors were
informed about a problem or issue and went
about solving it on the spot. There was no
attention paid to or respect for process. The
‘solutions’ were always knee-jerk. And it
showed. The organization was in shambles.
In my current institution, the board is driven
by process. When an issue arises, the board
refers the issue to the appropriate committee
to be analyzed and dealt with. Data replaces
emotion. Process trumps intuition. Sometimes
it seems cumbersome, but the final outcome is
almost always the right one. And it has led to
better governance.”

—CEQ, hospital in Upstate New York

The ultimate goal of intentional governance
is to find a way for the board to accomplish
more, in more effective ways, in the same

amount of time—to work better, not harder.

Board Recruitment

The Challenge

Ten years ago, for the first edition of this publication, The

Governance Institute conducted surveys of conference

attendees and follow-up interviews with board chairs and

CEOs who responded to the survey.® The findings are still

relevant today: a majority of respondents found board

recruitment to be a challenge, and for many it was their
single greatest challenge, especially when attempting

to recruit younger and more diverse directors. Board

recruitment is increasingly becoming a challenge; not only

in healthcare, but for public and private companies alike.
This is significant for many reasons. Most

importantly, recruiting new directors for any governing

board is essential if we expect hospital and health

system governance (as we know it) to exist. Yet, board

service (especially for non-profits) is not for everybody,
and everybody cannot serve on a board. Focus interviews
cited many reasons for this challenge, including

concerns about:

1. Time commitments (personal and professional)

2. Liability

3. Conflicts of interest and related issues

4. Service restrictions/limitations (i.e., corporations
limiting the number of external boards on which
executives may serve)

5. Mission/community benefit/corporatization of
healthcare (i.e., concerns that the “modern healthcare
system” is becoming more of a business than
a community-based, philanthropic organization)

“It’s getting harder and harder to recruit
directors—especially younger directors.
Young people just don’t want to serve.
They're too busy or not interested; they have
families, both spouses working, demanding
Jjobs and careers, children—and often times
elderly parents they have to care for.”

—CEQO, hospital in Northern New Jersey

6 The Governance Institute conducted surveys of conference attendees during 2009. Most of the 317 respondents were board members (75 percent), and the
rest were a mix of CEOs, executive management, and physician leaders. The authors conducted follow-up interviews with about 50 survey respondents

(board chairs and CEOs).
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Problem People/People Problems

impediment to effective governance is, of
course, the people. An organization cannot
live without the people inside, and the board,
as a smaller structure representative of a larg-
er organization, is also very much an image
of the directors comprising the board. Simply
because they are elevated to the position of
board member does not mean that di-
rectors cease to behave in the var-
ious ways, positive or negative,
that usually characterize them.
Specifically, directors can devel-
op behaviors and attitudes in

I n the context of board recruitment, the first

their personal and professional

lives that function as adaptive
measures, which can be easi-
ly integrated or overlooked in
alarger organization. However,

these behaviors and attitudes

reveal themselves with resound-
ing clarity in a much smaller group
(i.e.,in the boardroom), where they
can become disruptive.

How boards handle such people is-
sues, in the small, intimate, and sheltered
environment of the boardroom remains a
difficult yet critical task. Waiting for the end-
of-year member evaluation, if it happens, and
ifitis timely, still means that the board will be
dealing with personality issues for the better
part of a year. The primary concern lies in the

Focus interviews also revealed that the challenge
of board recruitment is further complicated by the
following related and deeply interconnected concepts:

1.

Personal skills: whether the person is a “good match”
for the board (e.g., whether director candidates
possess requisite personal and human skills to
enhance board performance)

. Board composition: boards do not necessarily have the

time, resources, or available talent pool to thoroughly
examine/assess whether the people on the board are
the right/best people to govern

Board culture: whether the person is a “good match”
for the board

disparate impact that one individual has on
the organization as a whole, by virtue of being
“at the top of the organizational chart”” The
“wrong” member, in the “wrong” position,

can easily derail a year’s worth of success.
Conversely, lack of assertiveness is as much
of anissue as a lack of adherence to social con-
ventions. And if aggressive/disruptive/unpro-
ductive behavior is easier to notice and
hopefully address, rubber-stamping
is a much harder issue that is just
as threatening to the success of

the board.?

The first step in governance
evaluation is to determine if
the right people are at the
table. One way boards can
preempt potential people
problems is by looking closely
at some general qualifications

of the members: willingness to

serve, time availability, commit-

ment and engagement, ability to

step out of their own self-interest,

objectivity, intelligence, communication

skills, integrity, and values.® On this “founda-

tional framework” of social criteria, boards

can then overlay a skill-based filter, and a gen-

der/diversity filter, to ensure that they do not

re-create a microcosm of their social circle,

and end up with a board fraught with people
problems due to problem people.

Hildy Gottlieb, “Ongoing Board Education: Ensuring Board Members Have the Knowledge they Need,” Community Driven Institute/ReSolve, Inc.,

2005 (www.help4nonprofits.com/NPLibrary/NP Bd OngoingBoardEducation Art.htm, accessed July 14, 2008).

8 Arkansas Trustee, The Board'’s Fiduciary Responsibility, Fall 2008.
Washington State Hospital Association, 20 Questions Every Washington Hospital Board Needs to Answer (https://bit.ly/2T Xe9k7, accessed

November 5, 2020).
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In 2020, board recruitment gained an even
larger meaning and deeper intensity due

to ongoing healthcare inequities made

worse from the coronavirus pandemic. In

the past decade, we have learned about

the importance of social determinants of
health, and the hospital and health system’s
increasingly essential role in addressing those
determinants as part of a larger population
health strategy. Ethnic minority populations
struggle the most with such determinants

of health, and were disproportionately
affected by the coronavirus, whether being
more likely to be infected or losing jobs

or enduring the stress of being essential
workers, often in unsafe environments. A
diverse board that represents the community/
ies served has now become a critical

need, rather than a “nice to have.”

Intentional Governance Solutions

On the one hand, industry pressures and forces are
migrating to “higher standards” of governance: that
boards be prepared to prove that they are competent and
qualified. On the other hand, most hospital and health
system directors are uncompensated, often overworked
(“under-paid”) community volunteers doing the best they
can. This is further complicated by the fact that, for many
reasons, there appear to be fewer and fewer people who
appear interested and willing to volunteer.

However, there is a more compelling argument for the
board to be “intentional” with respect to its composition.
We believe boards that are deliberate with regard to
identifying and acquiring directors with “desired and
needed” skill sets will be able to ask better questions.
They will be able to provide management with better
advice, guidance, and expertise. They will be better able
to anticipate problems, future needs, and opportunities
that might otherwise go unnoticed—or noticed too

Intentional Governance—2nd Edition

late. Finally, they will be better equipped to engage in
the essential robust strategic discussions that move
the organization forward in accordance with its vision
and mission.

The first step in a formal board recruitment process
is to identify the organization’s needs as a whole
(considering the mission, vision, and strategic plan,
how the organization is performing against goals,
areas of weakness, etc.); then evaluate and monitor its
own composition and communicate with directors about
retirement and/or other issues (e.g., business or family)
that might cause the board to experience a sudden,
unexpected shift in composition. Through this analysis,
the board can identify the kinds of expertise needed to
help the organization meet its goals.

The board should not be looking at a generic
“prescription” or list of board member skills
and competencies and then attempt to fill the board
with those who fit the prescription. Every organization is
different and the needs of each organization are unique.
The board should take care to focus its recruitment
and development efforts by looking at the needs of
the organization first.

Next, a high-level stakeholder analysis will help the
board identify community members who have the
potential to be board members, and determine how to
maintain communication with these potential directors.
Remember to take into account during this analysis
that community hospital boards should represent
the communities they serve.

The next step of the process is to overlay the board
needs and requirements over the board/director
skills and qualifications. This will help drive the twin
objectives of board recruitment and board education
and development by revealing areas of weakness or
“expertise holes” in the board. The board can then
assess the best way to fill those holes—through director
education and development, and/or bringing in new board
members with different skills, depending on the nature
and complexity of the issue.

Governancelnstitute.com



Board Structure: Ownership,
Organization, and Control

The Challenge

The structure of the boards should fit the needs of

the organization’s corporate structure, while giving
appropriate weight and credence to governance functions
such as succession planning, board education, and so
forth. The right structure will allow a board to focus

on governing the institution. All too often, however,
boards hold on to traditional structures and practices.
Yet, putting in the hard work to streamline governance
will allow boards to accomplish more, faster—to work
better, not harder. In some ways, failing to ensure that
the governance structure is ideal is parallel a failure to
fulfill the board'’s responsibilities to the organization and
its mission, because the wrong structure serves as a
significant barrier to this fulfillment.

Intentional Governance Solutions

In order to keep an eye on the end goal, a board must
structure itself so that it can delegate the focused and
tactical operations that could otherwise distract from the
broader picture. It must be the right size, and research
shows that board size for high-performing hospitals

is between 10-15 members, and for health systems,
between 15-20 board members."?

The optimal board structure is one where the board
operates through committees, task forces, or advisory
councils. This is not an area where one model fits all,
however. Every board is unique. This means, mostly,
that boards should not be structured along “accepted”
lines of accountability, but along what makes specific
sense for a specific institution at a specific time. It also
means that boards may choose to operate nimbly
through ad hoc committees or through task forces, or
through quasi-individual smaller groups. Flexibility is the
key word.
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One pitfall in particular that boards must

be mindful to avoid is to carry committees
beyond the temporal needs that led to

their creation. Too often, committees get

set up to address a specific need, and end

up staying as formed, with somewhat
amorphous agendas, because members like
to chair committees, and committee members
treasure the close relationships and routine
tasks to which they have become accustomed.
Instead, committees must come and go

as they acquire or lose relevancy. Letting
unneccessary committees remain in place can
actually hinder the progress of the board.

For individual hospitals, the board structure assessment
involves a critical look at the board’s size, composition,
and job description, and most importantly, a critical look
the committees: which ones are still relevant/necessary,
which ones are not, whether their charters require
updating, whether they are staffed with the right level of
expertise, and if their reporting processes to the board
and management are functioning properly. Many boards
may find that they can get rid of several committees and
perform their work more efficiently and effectively.

The wave of hospital consolidations over the past
decade have resulted in many health systems with a
patchwork governance structure, with multiple boards
across the system lacking a clear delineation of their role
versus that of the system board. Systems, in particular,
need to ensure that all boards in the organization
have a clear role and purpose to enable system-wide
standardization of processes, care delivery, and strategic
plan implementation.

The Governance Institute has created a series
of complementary toolbooks that focus
in-depth on each pillar of the framework,
known as Intentional Governance Guides.
For in-depth information on considerations
and recommendations on board structure

for both individual hospitals and systems,
refer to the guide on Board Structure.

10 Note: The Governance Institute is not recommending one particular board size; organizations must consider their own unique circumstances. The median board
size mentioned here is shown in Governance Institute biennial survey data. See, for example, Transform Governance to Transform Healthcare: Boards Need to
Move Faster to Facilitate Change, 2019 Biennial Survey of Hospitals and Healthcare Systems, The Governance Institute.
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Managing or Governing?

The Challenge
Whatever form of governance structure they choose,
boards must define their role clearly. Are they in the
business of leading the organization forward, or are they
in the business of ensuring the organization does what it
is supposed to do? The difference is momentous in terms
of its consequences.

Boards are at the top of the organization, and they
know it. But, then what?

Too many boards and board members are engaged
in overseeing the details of the programs they put
in place—managing—rather than keeping their gaze
focused on the big picture and looking at the collective
direction and future vision that their efforts contribute
to—governing. Ineffective boards carry a myopic vision
from the committee sub-meetings to the boardrooms,
checking all the right boxes but still missing the fact that
the train is off the tracks. That is how boards can end
up in situations where financial committee reports are
presented month after month, showing good control
of historical trends and good financial management,
but missing the fact that the operating account is
empty until there is no choice but to put employees
on furlough.

Non-profit healthcare organizations are
different from for-profit businesses,

and traditional business experience can
carry directors only so far. Directors can
easily succumb to the temptation to

focus on—and meddle in—matters that
are familiar to them, and neglect the
imperatives of the organization as a whole.

Intentional Governance Solutions

Effective boards conduct their responsibilities within
specific parameters of board responsibility and
accountability. Regularly reviewing a checklist of
responsibilities will help keep the board on track,
and will enhance board—-management interactions
during board meetings. A checklist may be used as
a starting point for discussion. (See Appendix 2 for a
sample checklist of management versus governance

responsibilities. Remember, every board is unique, so
adjustments may have to be made to the checklist for
any particular board.)

Key points to consider:

e The very nature of governance “roles” helps
boards take strategic approaches to issues
rather than focus on operational matters.

e Boards stray into operations and away
from policy for two main reasons: 1) they
pursue what is most familiar to them, and
2) they lose faith in the CEO.

e |deally, the board and the CEO have
a symbiotic relationship, each being
accountable to the other and pursuing
the same goals. Optimal organizational
performance is a joint endeavor.”

Effective Meetings

The Challenge

Governing boards are often ostracized for “spend[ing]
more meeting time in passive mode, listening to reports
and conducting routine business, than they do actively
discussing substantive matters of policy or organizational
strategy.”'2 With the external pressures being placed on
board accountability and expectation, it is imperative that
boards reassess their current status quo with an eye for
efficiency and aspirations to govern well.

Intentional Governance Solutions

It may be time to scrap the traditional monthly, two-hour
board meeting and consider longer but less frequent
board meetings. The point is not to allow for more
reporting from management, but rather to allow more
time for discussion and strategic questioning—with each
board member participating to his or her fullest in the
give-and-take on key issues.

Some object that with the increase in board work,
boards should meet more frequently, not less frequently.
However, focused work is better than possibly rushed and
interrupted work, and an efficient committee structure
and schedule, as well as routine communication from
the organization’s CEO and board chair, ensure that issues
aren’t “lost” between meetings.

11 Elements of Governance®: The Distinction between Management and Governance, Second Edition, The Governance Institute, 2018.
12 Barry Bader, “The right stuff, the right way: 10 ways to improve board meetings,” Great Boards, Winter 2005
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Effective Board Meetings

effective governance relates to the in-
creasing time demands placed on di-

rectors. It’s just difficult for board members
to devote the time needed to fulfill their re-
sponsibilities as directors. But time is not
the sole issue. Often, board meetings them-
selves lack the requisite structure, or mean-
ingful purpose, to provide for productive
outcomes. As discussed above, board
meetings are often highly consumed
by monotonous tasks, unworthy of
such intelligent conglomerations.
Such confining influences often in-
hibit discussions of pertinent and/
or unforeseen events.

Since the board’s meetings
may very well be the only means
of communication between its
members, it is critical that all mem-
bers are well informed and prepared
for the same. Each meeting must be
driven by an appropriately structured
agenda so directors can assess the areas
for discussion, the order of relevance, and
the predicted time allotments.'s

Members should also be provided with com-
prehensive information packets on all areas of
discussion prior to the meeting. These pack-
ets should be read and digested prior to all
gatherings, with some even suggesting that
“at a minimum, board members should re-
ceive the following prior to a board meeting:
agenda, minutes from the previous meeting,
topic reports or information summaries, addi-
tional background reading, and concise sum-
maries with clear recommendations and that
specify clearly the board action required.”'*

Possibly the most basic constraint for

13 Bader, 2005.

This is because informed members are more
likely to be interactive participants.

This allows for the meeting agenda to be
structured in such a way that frees up most of
the board’s time for active discussion, delib-
eration, and debate about the organization’s
strategic priorities. The Governance Insti-
tute’s 2017 and 2019 biennial surveys have
revealed that for boards that generally spend

more than half of meeting time discuss-
ing strategic issues, there is a great-
er tendency to indicate that overall
board performance is excellent.
“Strategic discussions” include
issues around finance, quality,
and all other mission-critical is-
sues that require decision mak-
ing of a strategic nature. It goes
beyond simply discussing the

strategic plan itself.’™
To encourage member atten-
dance, meetings should be at con-
venient times and locations, of which
members are notified well in advance. The
meetings may be mapped out and distrib-
uted each calendar year to most effectively
ensure total attendance (a board member at-
tendance policy is important to put in place
as well). As stated earlier, attendance is an
important aspect of keeping all members up-

to-date, informed and involved.

Finally, boards should set aside time at
the conclusion of meetings to evaluate the
productivity, and discuss the potential for
improvement and change. Such recommen-
dations will effectuate a continuous pro-
cess of critique and growth, essential to the
board’s future productivity.'®

14 Healthcare Trustees of New York State, Boardroom Basics: What Every Healthcare Trustee Needs to Know, 2008 (https://bit.ly/366s5xG, accessed

November 5, 2020).
15 K. Peisert and K. Wagner, 2019.
16 Bader, 2005.
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Culture: It's Larger than Life

The Challenge

Perhaps the most critical aspect of governance is also the
most elusive to define, measure, and create. It is culture,
variously defined as “the way we do things around here,”
or “the way people behave when no one is looking.”
Organizational culture is a mix of an organization’s
formal rules and rituals, its espoused values (behaviors

it professes), and its values in practice (behaviors it
demonstrates and rewards). Like their organizations,
boards have a culture too."”

How does one define a board culture that promotes
success, and distinguish it from the culture that
prevents success?

It is important to emphasize that having effective
processes does not ensure the board has an effective
culture. For example, keeping track of attendance at
meetings, conducting board self-assessment retreats,
focusing on governance as a separate line item at each
meeting—all these steps might convey the message
that governance is real and here to stay. Assuming
the organization has recruited the right people for the board,
various board and personal dynamics also may be seen
as a proxy for an effective culture.'® These processes are

necessary but do not sufficiently address the issue of culture.

Here are a few examples of a dysfunctional board
culture:'®

o The board is dominated by an individual. When a board
is dominated by the chair, CEO, or a board member,
chances are:

» Board members may be reluctant, or worse yet,
discouraged from actively participating.
» Board members effectively abdicate their

fiduciary responsibilities.

Cliques form and meetings take place outside

the boardroom.

The checks and balances needed for

effective governance are eliminated.

e Board members do not feel qualified to offer their
perspective. Board members lacking healthcare
experience may not feel qualified or are intimidated
from offering their perspective. Some suggest that not
only are there no dumb questions, but that all board
members should be required to ask at least one
question. The board, board chair, and CEO want and
need each member’s perspective.

M

M

e Board chair and CEO are buddies. If the chair and CEO

are too friendly, chances are:

» The board sees itself as a rubber stamp for decisions
already made.

» Open and candid discussions may be stifled.

» The roles of the CEOQ, board chair, and individual board
members are blurred.

» Board members may withdraw from participation.

Intentional Governance Solutions

Intentional governance necessitates intense
examination of the board’s culture and practical steps
to rectify problems and/or consolidate gains. Much is
covered in this publication about the working of the
board and the effectiveness of board processes, but
unless you have a culture that supports the active and
independent participation of every member, nothing
else matters.

Intentional governance necessitates
intense examination of the board’s
culture and practical steps to rectify
problems and/or consolidate gains.

Lawrence D. Prybil, Ph.D., a University of Kentucky
professor and healthcare governance expert,

compared governance structures, practices, and aspects
of culture in high- and low-performing health systems.2?
Prybil found that boards in high-performing systems
exhibit “three dimensions of board culture” and nine
specific behaviors under these dimensions:

Robust engagement

e Board meetings are characterized by high enthusiasm.

e Constructive deliberation is encouraged at
board meetings.

e Respectful disagreement and dissent are welcome at
board meetings.

e The board is actively and consistently engaged in
discourse and decision-making processes. Most board
members are willing to express their views and
constructively challenge each other and the manage-
ment team.

17 Barry Bader, “Culture: The Critical but Elusive Component of Great Governance,” Special Commentary in Governance Structure and Practices,

The Governance Institute, 2009.

18 Rex P. Killian, J.D., “Health System Governance: Board Culture,” BoardRoom Press, December 2007, The Governance Institute.

19 Ibid.

20 Lawrence Prybil, Ph.D., et al., Governance in High-Performing Community Health Systems: A Report on Trustee and CEO Views, 2009.
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Mutual trust and willingness to take action

e The board’s actions demonstrate commitment to
our organization’s mission.

e The board tracks our organization’s performance
(financial and clinical) and actions are taken when
performance does not meet our targets.

e There is an atmosphere of mutual trust among the
board members.

Commitment to high standards

e The board systematically defines its needs for expertise
and recruits new members to meet these needs.

® Board leadership holds board members to high
standards of performance.

A follow-up study by Prybil and colleagues in 2012 found
that effective boards intentionally create a culture that
nurtures enlivened engagement, mutual trust, willingness
to act, and high standards of performance. Further,
effective boards expect their CEOs to demonstrate
exceptional leadership and management skills, high
personal and professional standards, and strong support
for the role of governance.?’

“Assessing and improving a board'’s culture
is not nearly as straightforward as making
changes to board size, committee structure,
written policies, or meeting frequency, but
without a commitment to the development of
an active and responsible governance culture,
changes in the rules and rituals of governance
are likely to have a minimal effect on board
performance. On the other hand, talking first
about the kind of culture the board wants to
create and then designing structures, policies,
and practices that will facilitate development
of that culture can be a much more effective
way for a board to continually improve itself.”
(From Barry Bader, “Culture: The Critical but
Elusive Component of Great Governance,”

Special Commentary in Governance Structure
and Practices, The Governance Institute, 2009.)

Shaping and changing board culture is difficult but
worth the effort. Sometimes the board needs to get rid
of directors who do not reflect the values the governing
body wishes to reflect. Board leadership can shape

the culture by demanding that the behavior of all
directors conform to the board’s values. Leaders must
stimulate discussion by encouraging participation and

21 L. Prybil, et al., 2012.
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by soliciting different points of view. The atmosphere in
the boardroom must be one that encourages directors to
ask the tough questions without fear that the questions
they ask are “dumb” questions. This is particularly true
with new directors. Directors must be encouraged to be
persistent and ask their questions a second or third time if
they are not satisfied with the answer.

The culture must encourage dissent and avoid false
consensus. Rather, true consensus must be forged.

Board Education and Development

“l know some states are requiring board
education for hospital trustees and that
other states have board certification
programs. Maryland has nothing! I'm
concerned that we're not doing enough.
That’s why I've decided to start our own
board education program. This way we
can show our community that we’re doing
this, even though it’s not required.”

—Board Chair, Maryland Hospital

The Challenge

Many CEOs and boards are currently spending countless

hours learning about healthcare, hospitals and health

systems, and governance. Yet, the complexity and
demands of the industry are unending. Specific
challenges with respect to board education include

the following:

1. Model: thereis no single standard (educational model)
or curriculum for board education. This is not to
suggest that there should be; however, there appear to
be wide variations of practice with respect to board
education, and concern by some board members that
they not only need “adequate training and education,”
but that it should be documented.

2. Budget: again, there are wide variations in board
education budgets, ranging from zero to more than
$75,000 a year.

3. Time: education takes time, a precious commodity for
many board members. For some, the real challenge is
trying to “juggle” their oversight function and
obligations with education.

4. Culture: whether the hospital (management and the
board) respects the importance of education—an
informed board, a board in the dark, or a
“rubber stamp.”
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Intentional Governance Solutions

Board education needs to start the very first day a
member joins the board. Board members should learn
about and be oriented to the industry, the hospital/health
system, the community, and the other board members.

Again, The Governance Institute’s biennial survey
analysis has shown a significant positive correlation
between the amount of money spent on board education
and board performance (e.g., the more money spent on
education, the higher the board performance).??

For a board to govern with intention, board education
must be more than a periodic event. It must be an integral
part of the board’s mission, purpose, and agenda; not an
idea or plan that gets dusted off annually. This will not be
easy, especially when one considers the many pressing
industry and operational issues that boards and directors
face on a daily basis. And like any other agenda item, board
education and development must be measurable, and
measured. This is part of the overall evaluation that boards
need to conduct, of their members and of themselves.

As a part of intentional governance, board education
needs to be deliberate, planned, and appropriate. The
board should be committed to a formal board education
plan that includes everything on the education spectrum
from orientation, certifications, seminars, and board
retreats to inclusion on and integration with the board
meeting agenda. The complexity and demands of this
industry require nothing less.

Evaluation and Performance

“We conduct an annual board assessment,
but that’s where it ends. | would have a
very hard time doing much more than
that—at least now. These guys devote a lot
of time to this place and they’re not paid

a dime. It’s not easy asking someone to
volunteer their time only to turn around and
criticize them. On the other hand, things
have to change. If we don’t dig deeper

and start giving each other meaningful
feedback about our performance, we’re
going to wind up losing our best directors.”

—Chairman of the Board,
health system in Pennsylvania

22 K. Peisert and K. Wagner, 2019.

The Challenge

Performance evaluation (both individual board member

assessment and conducting a full-board self-assessment)

is a fundamental governance responsibility. Research
from The Governance Institute showed that it is
consistently a low-scoring area for most boards as

far as adoption of and performance in recommended

practices for board evaluation.23 Performance evaluation

needs to timely, meaningful, and include an action plan
for improving areas of weakness identified through the
evaluation process. The Intentional Governance Survey
shows that a staggering 83.9 percent of respondents felt
that “the board would be more effective if members were
given feedback about their performance, either annually
or upon reappointment.”

Effective board and director evaluation is one of the
great challenges of high-performing governance. Specific
issues include:

1. Culture/internal resistance: for a board member,
there is a tension inherent in being an unpaid
volunteer and having to go through the process of
performance evaluation.

2. Standards: There are no standards or requirements
forindividual director assessment; though there are
accreditation standards and third-party tools for the
full board assessment.

3. Implementation: Much of the most important
feedback that directors can receive is “subjective”
(i.e., related to behaviors). It takes leadership and skill
to implement processes that enable the board to give
meaningful feedback that will result in
meaningful change.

Intentional Governance Solutions

Board evaluations can be effective tools that shed light
on the collective performance of the board as a whole.
Board assessment needs to be methodical, balanced, and
fair. Intentional governance requires that this examination
be done on an ongoing basis, and that there be “real
commitment to making appropriate changes as a result.”
(See the sidebar on self-awareness for more information
on individual board member assessment.)

First, board assessments must be formal, in writing,
with clear and neutral evaluation of the different
dimensions of governance, of management, and of
effectiveness. Preferably, a committee should be charged
with structuring the evaluation process and selecting an
evaluation tool that is statistically valid and reliable.2*

23 The 2019 biennial survey listed board development as last in overall performance out of nine areas of fiduciary duty and core responsibilities.
Furthermore, formal assessment of individual board member performance remains extremely rare, which should be a key component of reappointment

criteria (see K. Peisert and K. Wagner, 2019, pp. 46 and 62).

24 1t is highly recommended that boards use a third-party evaluation tool that has been tested and verified for effectiveness, such as The Governance

Institute’s BoardCompass®.
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Likewise, the committee should help to evaluate the
data and integrate it into the “continuous governance
improvement” loop (discussed below).

Board self-assessment is the baseline—the
point at which the board must begin. It must
feed forward into continuous governance
improvement, standards, and structure, and
planning for the future of the board itself.

Second, and most importantly, the assessment must
lead to action. Action should include not only feedback,
but essentially it should also include opportunities for
director and board improvement (e.g., board education
and development). Most importantly, a best practice
identified by The Governance Institute is “the board
uses agreed-upon performance requirements for
board member and officer reappointment.” Without
individual assessment, this practice cannot be

properly implemented.

Self-Awareness

The popular initiative in governance today is
performance measurement—especially individual
board member performance measurement. Yet, for
many members, such performance measurement
does not belong in an environment of volunteerism.
“l should give up my family time, my money, and
my best efforts, and on top of it, be judged?”

Such are the unspoken thoughts that the specter

of individual performance evaluation raises. The
feeling that measurement should be strictly reserved
for the people getting paid is subtly emphasized

by governance literature on this issue.

Individual board member performance evaluation
can be used effectively to highlight areas of strength
and weakness—both of which the individual may be
unaware. Like the peer review process for physicians,
individual director performance evaluation should be
considered a routine component of board service, and
should be spearheaded by the governance committee
or, in the absence of this committee, by the board
chair. (See Appendix 3 for a sample individual board
member assessment.)
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Continuous Governance Improvement

“l went to a governance seminar that talked
about restructuring meeting designs to

allow for more education and more time to
talk about vision, goals, performance, and

the industry itself. So | brought this up at a
meeting. Specifically, | suggested that we hear
fewer committee reports and that we rely more
on our dashboards. Several committee chairs
became defensive and aggravated—especially
the chair of the finance committee, who
responded, ‘Do you mean to tell me that

we should not be spending time looking

at our financial statements with the shape
we're in?’ | tried to convey that most of the
important financial information is already

on our dashboard and that there is no need

to duplicate the process. We could use

a ‘special finance report’ to address any
serious financial concerns. The finance

chair became increasingly irate at these
suggestions. In the end, nothing changed.

I'll tell you in confidence—I'm resigning from
the board at the end of the year. I'm just

going to say that | am too busy with other
obligations. | don’t have time for this.”

—Board Member, hospital in Ohio

The Challenge

Continuous governance improvement assumes that

the board is mindful of itself, its governance function.
Yet, governance process and practice is rarely a board
agenda matter. Many boards assume that governance is
an outcome. Hence, many boards seem to focus more on
their oversight functions and outcomes than their own
functions and processes.

Is it time to do things differently? Fifty-seven (57)
percent of respondents to the Intentional Governance
Survey agreed their meetings would be more productive
if they concluded with a meeting evaluation.

Likewise, another 83 percent thought that documenta-
tion or tracking of board performance would help

Governancelnstitute.com



their organization “respond to increasing attention,
scrutiny, and the demand for accountability.” Yet, are
boards ready to add to their responsibilities? Change
what they are doing? Stop doing “what has worked” for
many years?

Boards need to evaluate their own processes in the
same manner and with the same vigor that they evaluate
the hospitals and health systems that they are charged
to govern. Challenges include:

1. Inertia: Gravity has a way of keeping us from doing
things differently, from taking on the challenge of change.

2. Lack of model or mandate: Boards have neither a

systemic model nor mandate to perform regular and

ongoing governance improvement.

Metrics: No uniform method of measurement.

4. Culture: Boards that are change-averse will find this
very unsettling.

w

Intentional Governance Solutions

Boards need a process that will enable them to regularly

evaluate their effectiveness—beyond the annual

self-assessment. Intentional governance means the

governing board takes time to assess everything it does.

The board regularly asks questions that are critical to its

performance:

e Are our meetings effective?

e Do we have the right information that we need to govern?

e |s our board organized and structured properly?

e Are our committees organized and operating effectively?

e Are we accountable stewards of our community assets?
Can we prove it?

Fortunately, healthcare boards already have experience in
this area. Continuous process analysis and improvement is
not a foreign concept to hospitals and health systems; nota-
bly, it's a common component of the hospital’s quality pro-
gram. Likewise, board members who work in business and
industry are also familiar with the many varied continuous
quality improvement programs and initiatives that exist.

In this era of increasing accountability and transparency,
boards must incorporate this concept into their own
culture: the ability to validate its practices and processes,
using objective and subjective tools. If the board has
evidence or otherwise believes that its processes are
less than effective, it needs to evaluate, construct (or
de-construct, as the case may be), and change.

In order to do this, the board must be cognizant, mindful,
and aware of its essential purpose. It can do this by
establishing its own board mission statement—a concise
description of the board’s essential purpose in protecting
and benefiting the organization it governs. After that, it
should describe and define the necessary functions it must
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perform to achieve its underlying mission. Finally, the
board needs to implement processes to carry them out.

Board Leadership Succession Planning

“He had been a long-time board
member—he served over twenty years.
He was a successful businessman and a
large donor. He believed in the hospital
and his heart was in the right place. But
he was narrow-minded, argumentative,
talkative, and he lacked necessary
leadership skills—people skills—that were
needed to build consensus or recruit [new
directors]. He wanted to be the chairman
and the board felt it had no choice. No
one stood up to him. These were five

of the worst years of my life. Now he’s
gone, and I’'m stuck trying to rebuild my
board. The entire thing...was a disaster.”

—CEO, hospital in Montana

The Challenge

Now that all of the previous governance challenges
have been tackled with intention and your board is
functioning at its peak potential, the final challenge of
securing new board leaders—Ilong before the current
leaders rotate off the board or out of leadership
positions—must be added to the intentional governance
spectrum to close the loop.

Most hospitals and health systems have a medical staff
development plan—a process to evaluate the number
of physicians, specialist mix, and ages of physicians to
ensure that “major clinical gaps” are filled and that there
is an orderly, planned approach to manage “physician
succession planning” (i.e., hospital/health system plans to
recruit and replace older, retiring physicians).

It has also become an accepted practice for large
corporations to engage in CEO and management
succession planning; however, board leadership
succession planning has largely been ignored.
Meanwhile, the Intentional Governance Survey
indicated that 81 percent of respondents believed their
hospital or health system would benefit by having
formal policies and procedures for board leadership
succession planning. Thus, The Governance Institute
identified a related best practice, “The board uses an
explicit process of board leadership succession planning

Governancelnstitute.com



to recruit, develop, and choose future board officers

and committee chairs.”
Challenges include:

1. Time and resources: proper succession planning
requires the identification of a selectable pool of
potential candidates, and the screening of those
candidates in terms of skills and organizational fit.
Recruiting for both new board members and board
leaders is not the same as recruiting for a job.
Therefore the “interview process,” for lack of a better
phrase, cannot be conveniently compressed into a
matter of hours and weeks. It must be an ongoing
process, led by all board members, through meetings,
conversations, social interactions, and complemented
by an active search for people presenting the right skill
mix and/or diversity mix—people who may not even
know yet that they are candidates. The investmentin
time and resources is significant.

2. Mandate and culture: of course, there can be no
investment in the time and resources from the board
without a mandate from the current leadership. The
fact that board leaders are already in place can instill a
sense of complacency where replacing them is
concerned. Thus, succession planning may be difficult
unless there are clear guidelines from the board as to
the length of time each individual member can serve
in a leadership position.

3. Governance: as mentioned above, a strong
succession planning function is the outcome
of all preceding governance functions.

Success in this area is unlikely if there are other
significant gaps in the intentional governance
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spectrum (e.g., lack of intentional plans for
board recruitment, board development, board
assessment/performance measurement, and
continuous governance improvement).

Intentional Governance Solutions
Board leadership succession planning is essential to
protect the corporation from potential upheaval in the
event a key board member leaves, either suddenly or
through the normal process of retirement and attrition.
Moreover, leadership succession planning is the final link
on the chain of proper governance; hence any deficiencies
in the other internal governance functions discussed
in this chapter only exacerbate issues of leadership
succession planning.
Essential elements of board leadership succession
planning include:
e Awritten policy statement
e Leadership position descriptions with specified terms
Selection criteria
e Leadership identification and development (partnering/
mentoring programs, etc.)
e |Leadership performance evaluation

Governing boards need to be intentional throughout the
spectrum: from board recruiting to leadership succession
planning. The governing board should have an idea
about when board leaders contemplate (or may be
contemplating) leaving the board (for whatever reason)
so that the board can effectively identify new members
in advance of their departure, in order to continue the
vital governance leadership continuity loop.



Conclusion

he importance of overcoming the
governance challenges described in
this publication point directly to the

increased public attention and emphasis

being placed on not-for-profit hospital and
health system boards. Healthcare is at the
forefront of the minds of the American public
and has been for years. Studies on the effects
of the board’s oversight on quality of care are
showing not only improved quality of care,
but also stronger connections between the
performance of the governing body and the
overall performance of the organization. The
research on governance effectiveness will
continue, and through the search for these
connections, leaders will continue to seek
concrete pieces to complete the elusive, high-
performing governance puzzle.

We are convinced that an effectively constituted board
is essential to the success of a healthcare organization.
This publication has attempted to provide boards with
a strong, solid foundation to clear the way for them to
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deal with what truly matters for their organizations: the
delivery of high-quality, high-value patient care to the
communities and people they serve.

The intentional governance spectrum is a starting
point, so the board can “get its own house in order” and
therefore govern the institution more effectively. Boards
should carefully review the processes and solutions
included in this spectrum, and compare those with the
board’s current processes and practices, to see where
there is room for change and improvement. By doing
so, boards have the opportunity to overcome countless,
significant barriers.

The healthcare industry continues to increase
in complexity and thus the responsibilities and challenges
of the governing body continue to grow. We hope
that through intentional governance—deliberate and
intentional processes addressing board structure,
dynamics, and culture that enable the board to realize
its highest potential —boards will see that they have
more time to govern more effectively. That they can
work better, not harder, and build a legacy of continued
success for their organizations, which are vital to
their communities and to our society as a whole.
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Appendix 1.
A Brief History of the Changing Environment in Healthcare

n the wake of the Enron and AHERF scandals
(among others), the Sarbanes-Oxley Act
was signed into law in 2002, in efforts to
hold public companies accountable to a
host of new governance and financial rules to
foster an ethical organizational culture. Though
Sarbanes-Oxley did not apply to not-for-profit
organizations, many non-profit hospitals and
health systems voluntarily took on these new
regulations, predicting the future scrutiny of
non-profits that has now become reality.

In 2005, Senator Charles Grassley (R-1A) and the Senate
Finance Committee pressed further by questioning
not-for-profit hospitals’ tax-exempt status. Committee
concerns included “lack of effective enforcement vehicles
available to the IRS to police tax-exempt organizations;
perceived lax oversight exercised by governing boards
of non-profit organizations; concerns with
respect to excessive compensation paid to
executives of tax-exempt organizations;
deficiencies in Form 990 reporting by
tax-exempt organizations; and perceived
excess in travel, entertainment, and
other related expenses of tax-exempt
organizations.”?°

Later, Grassley put forth an attempt
to include more stringent charity care
provisions in the economic stimulus
package (American Recovery and
Reinvestment Act of 2009). Although the
charity care provisions were not included in
the final stimulus bill compromise, there were more
stringent provisions in the 2010 Affordable Care Act,
including publicizing financial assistance plans and new
requirements for community health needs assessments.

Finally, the rating agencies are also looking
at governance as a factor in determining
an organization’s bond rating. Moody’s Investors

Service singled out the importance of governance
in a Special Comment in 2005, Governance of Not-
for-Profit Healthcare Organizations, reinforcing its
position that governance is, and will continue to be, an
important dimension of credit quality in the not-for-profit
healthcare sector. Moody’s continues to emphasize the
importance of governance for bond ratings, especially
during the financial crisis of 2008-2009. Lisa Goldstein,
Associate Managing Director of Moody’s Investors
Service, provided the following statement to The
Governance Institute in 2020: “Strong governance is
integral to leading a healthcare system through any
challenges and greatly influences the organization’s
operating and financial performance. Good governance
also values the importance of transparency with
customers, community, and stakeholders.”
The highly published corporate scandals over the
last two decades have resulted in a diminution of public
trust when it comes to corporate boards. The public
is questioning the practices and effectiveness
of boards with increased frequency and
veracity. Transparency is being mandated.
Payers and bond rating agencies are
recognizing the important role of the
board. The demand for excellence
in governance is now front and center.

IRS Form 990:

Unprecedented Transparency
In response to these calls to increase
transparency and accountability of
governing boards in both the for-profit and

not-for-profit sectors, the IRS began requiring
increased transparency via the redesigned IRS Form
990. Prior to redesign, the Form 990 was a rather simple
document that tracked how non-profit organizations
receive and spend their money. In contrast, the new Form
990, with its 11-part “core” and 16 disclosure schedules
inquires not only about non-profit organizations’ financial

25 Michael Peregrine, “Sweeping Legislative Changes for Non-Profits Move Closer to Reality,” BoardRoom Press, June 2005, The Governance Institute.
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transactions and executive compensation, but also their The Transiorming Delivery System:

governance processes and managerial policies. The goal The Road to Accountable Care
of the IRS is to acquire information relating to all facets of The turmoil existing in our healthcare industry has
the inner-workings of non-profit boards. prompted many theories and ideas relating to how orga-
The Form 990 centers its transparency nizations should best care for their communities and how
efforts on three key areas: conflict of interest, these efforts should be funded. Our system of healthcare
executive compensation, and community delivery is being “re-thought” at its most fundamental
benefit. For conflicts of interest, the Form 990 levels. By recognizing the inadequacies of the fee-for-
seeks to expose the “disconnect” between service system, novel approaches have been presented and
conflict-of-interest policies and practice: tested over the past decade, which, in many ways,
the relationship between policies » <4 p « challenge the most fundamental tenets of the
and effective managing of conflicts. relationship between healthcare quality, cost,
Specifically, the Form 990 inquires not ‘ and accessibility.

only whether the filing organization
has a written conflict-of-interest policy,

Responses to the question of
how organizations can deliver quality,

but also whether the organization ’ ‘ accessible healthcare, while maintaining low
regularly and consistently monitors and . g costs, include accountable care organizations,
enforces compliance with the policy. disease/care management programs, reducing
Likewise, organizations filing the avoidable readmissions, medical homes, bundled
Form 990 must disclose whether they have a written payments, and other initiatives that are fundamentally
executive compensation policy and whether its policy changing the ways in which providers deliver care.
includes a systematic review of compensation and These concepts have demanded the full attention and
expense reimbursement practices. Finally and perhaps support of the hospital/health system board. Boards have
most significantly, the 990 contains a disclosure schedule also had to examine their own organizations to determine
(added in 2009) devoted entirely to collecting information whether they have the organizational structure(s) and
specific to non-profit hospitals. This schedule, labeled human capital in place to provide the levels of structural
Schedule H, includes a number of detailed inquiries and clinical integration necessary. These issues have
relating to community benefit, charity care policies, brought about more questions than answers, and boards
means-tested government programs, and community need to be well positioned to deal with continuing
needs assessments. uncertainty and sweeping industry changes.

Intentional Governance—2nd Edition 19 Governancelnstitute.com



Appendix 2.
Management vs. Governance Sample Checklist

Overall Direction (Mission, Vision, Values) Governance Management Both Recommended*

@

Revise mission, vision, values
Determine annual goals
Monitor progress on goals

Determine strategies to achieve goals

Recommend policy
Approve policy
Implement policy
Change bylaws

Employ outside consultants (counsel,
financial, etc.)

w w OO < W oo

Ensure compliance with regulations
Develop strategic plan

Approve strategic plan

Approve strategic plan budget
Approve deviations from strategic plan

(«pIep B ep I v o]

Approve annual operating budget G
Approve capital budget G
Approve deviations from operating budget G
Approve deviations from capital budget G
Approve senior management travel budget M
Board Effectiveness

Prepare and administer a board self- G
assessment program

Prepare and approve a board orientation B
program

Recommend changes in board composition G
Recruit new board members B
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Quality of Care

Recommend criteria for credentialing M
Approve criteria for credentialing G
Recommend quality indicators M
Approve quality indicators G
Establish standards for quality of care G
Monitor quality improvement program B

Management Governance Management Recommended*
Hire CEQ G
Specify CEO performance expectations
Develop CEO annual goals

Prepare CEO transition/succession plan
Evaluate CEOQ

Assess organizational problems and suggest
solutions

O w2 o

Hire Director of Nursing

Approve a raise for Director of the Emergency
Room

Approve revisions in nursing career ladder

Terminate contract with health insurance
carrier

Approve professional recruitment strategy

== Z

Secure a strategic alliance/merger

Approve expansion of a program B

Source: Elements of Governance®: The Distinction Between Management and Governance, 2nd Edition, The Governance Institute, 2018.
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Appendix 3.
Sample Individual Board Member Assessment Questionnaire

1. Sample Peer-to-Peer Assessment of Board Member Performance

Complete this questionnaire by indicating how much you agree with the following statements regarding the following
board member.

Board Member’s Name: Scale (circle one)
: Strongl : Strongl NA
Expectations of all board members Disag!r’e)é Disagree Neutral Agree Agregey (F:‘altl't
ate
1. Demonstrates commitment and passion for the mission, 1 2 3 4 5 NA
purposes, goals, and values of the organization.
2. Demonstrates knowledge of the organization’s policies, 1 2 3 4 5 NA

programs, services, history, strengths, and needs.

3. Understands the fiduciary duties of care, loyalty, and
obedience, and performs duties of board membership 1 2 3 4 5 NA
according to them.

4.  Exhibits strong integrity...is trustworthy, honest, and
open. 1 2 3 4 5 NA
5. Understands the difference between governing and
managing a complex organization. 1 2 3 4 5 NA
Comes to board and committee meetings well prepared. 1 2 3 4 5 NA
Contributes the time necessary to be an effective
member. 1 2 3 4 5 NA
8. Participates actively but not to excess and makes 1 2 3 4 5 NA

comments at the appropriate times.

9. Articulates his or her views clearly and succinctly in
positive ways. L 2 3 4 5 NA

10. Contributes to the CEQ’s and the board’s perspective

and wisdom by freely sharing pertinent experience and 1 2 3 4 5 NA
knowledge.
11. Brings new thinking and creative ideas. 1 2 3 4 5 NA
12. Raises constructive questions and is willing to challenge 1 9 3 4 5 NA

prevailing assumptions when necessary.

13. Suggests agenda items periodically for board and
committee meetings to ensure that significant, policy- 1 2 3 4 5 NA
related matters are addressed.

14. Avoids asking for special favors of the staff, including
special requests for extensive information, without 1 9 3 4 5 NA
prior consultation with the CEQ, board, or appropriate
committee chairperson.

15. Draws out others to make contributions. 1 2 3 4 5 NA
16. Helps move discussions along toward closure. 1 2 & 4 5 NA
17. Listens to others and is willing to change his or her

T 1 2 3 4 5 NA
18. Accepts challenges without becoming defensive. 1 2 3 4 5 NA
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Expectations of all board members

19.

20.

21.
22.
23.
24,
25.

26.

21.
28.
29.
30.
31.

Peer Assessment of Board Member Performance: Open-Ended Questions

Displays independence, developing his or her positions
based on objective information, not only based on
management’s recommendations.

Maintains confidentiality of the board’s executive
sezsmns, and speaks for the board only when authorized
to do so.

Serves the organization as a whole rather than any
special interest group or constituency.

Discloses any possible conflicts to the board in a timely
fashion and according to board policy.

Never offers or accepts favors or gifts to or from anyone
who does business with the organization.

Is wiIIinEto take on leadership responsibilities and
undertakes special assignments enthusiastically.

Helps to open doors and communicate effectively to key
external constituencies.

Is willing to participate in educational opportunities and
remains current on changing trends and issues affecting
governance.

Competencies specific to board member:

Board Member’s Name:

1.

Strongly
Disagree

Disagree

N N NN DN

Neutral

W W W w w

What are the strongest ways that this member contributes to the work of the board?

Agree

S~ B B BB B

NA
S}\rongly Can't

gree  Rate
5 NA
5 NA
5 NA
5 NA
5 NA
5 NA
5 NA
5 NA
5 NA
5 NA
5 NA
5 NA
5 NA

2.

Where is this individual weakest as it relates to contributing to the work of the board?
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3. How could this member improve his or her contribution to the work of the board?

4. Do yourecommend this board member be nominated for a new three-year term?

2. Sample Self-Evaluation for Individual Board Members

The tool provided below is for individual self-evaluation. Board members are asked to evaluate themselves on each item
(ideally via an online survey tool). The evaluation can be anonymous if you are simply seeking a general idea of how board
members perceive their own performance in total; if your board wants to be able to perform self-evaluations with follow
up review and discussion with the board chair or board mentor, the survey should not be anonymous. However, the board
member evaluating him- or herself should be assured that the survey responses will go only to the agreed upon person
(board chair or mentor).

Board Member’s Name: Scale (circle one)
Expectations of all board members Slt;g;!r'ga Disagree Neutral  Agree StA';,’:'eg.:" NA
1. | am committed to and passionate for the mission,

purposes, goals, and values of the organization. 1 2 3 4 5 NA
2. I know and understand the organization’s policies, 1 9 3 4 5 NA

programs, services, history, strengths, and needs.

3. lunderstand the fiduciary duties of care, loyalty, and
obedience, and perform duties of board membership 1 2 3 4 5 NA
according to them.

4. | exhibit strong integrity...| am trustworthy, honest, and

open. 1 2 3 4 5 NA
5. lunderstand the difference between governing and

managing a complex organization. 1 2 3 4 5 NA

| come to board and committee meetings well prepared. 1 2 3 4 5 NA

| contribute the time necessary to be an effective

member. 1 2 3 4 5 NA
8. | helpthe board to quickly grasp the strategic context

and critical aspects of new and complex issues. 1 2 3 4 5 NA
9. | participate actively but not to excess and make

comments at the appropriate times. 1 2 3 4 5 NA
10. Iarticulate my views clearly and succinctly in positive 1 9 3 4 5 NA

ways.
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Expectations of all board members Sggg?‘:‘é Disagree Neutral Agree Slt\r;:legely NA
11. | contribute to the CEQ’s and the board’s perspective
and wisdom by freely sharing pertinent experience and 1 2 3 4 5 NA
knowledge.
12. | bring new thinking and creative ideas. 1 2 3 4 5 NA
13. | raise constructive questions, encourage others to
face realities, and am willing to challenge prevailing 1 2 3 4 5 NA
assumptions when necessary.
14. | suggest agenda items periodically for board and
committee meetings to ensure that significant, policy- 1 2 3 4 5 NA
related matters are addressed.
15. | avoid asking for special favors of the staff, including
special requests for extensive information, without 1 9 3 4 5 NA
prior consultation with the CEO, board, or appropriate
committee chairperson.
16. | draw out others to make contributions. 1 2 3 4 5 NA
17. | help move discussions along toward closure. 1 2 3 4 5 NA
18. | listen to others and am willing to change my own
N 1 2 3 4 5 NA
19. laccept challenges without becoming defensive. 1 2 8 4 5 NA
20. | exercise sound judgment, applying pertinent principles
and benchmarks to board deliberations and decision 1 2 3 4 5 NA
making.
21. lam independent and develop my positions based on
objective information, not only based on management'’s 1 2 3 4 5 NA
recommendations.
22. | maintain confidentiality of the board’s executive
sessions, and speak for the board only when authorized 1 2 3 4 5 NA
to do so.
23. |serve the organization as a whole rather than any 1 9 3 4 5 NA
special interest group or constituency.
24. |disclose any possible conflicts to the board in a timely
fashion and according to board policy. 1 2 3 4 5 NA
25. | never offer or accept favors or gifts to or from anyone
who does business with the organization. 1 2 3 4 5 NA
26. | am willing to take on leadership responsibilities and
undertake special assignments enthusiastically. 1 2 3 4 5 NA
27. |helpto open doors and communicate effectively to key
external constituencies. 1 2 3 4 5 NA
28. |am willing to participate in educational opportunities
and remain current on changing trends and issues 1 2 3 4 5 NA
affecting governance.
Competencies specific to board member:
29. 1 2 3 4 5 NA
30. 1 2 3 4 5 NA
31. 1 2 3 4 5 NA
32. 1 2 3 4 5 NA
33. 1 2 3 4 5 NA
Please comment on any of the above:
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Board Member Satisfaction:

1. Do you feel that your service on the board has contributed to the organization’s services/programs, image, or
future prospects?

4. How has the service differed from expectations prior to serving?

5. Isthere any one thing you would like to change about your board service? If so, what would that be and how would you
change it?

Note: You may choose to use a different method of rating such as “does well” or “excellent, good, fair, and poor.” Choose
the method that best suits your needs, especially if you customize the template. Provide a section for comments as well.

Source: Elements of Governance®: Individual Board Member Assessment (3rd Edition), The Governance Institute, 2015.
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