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Executive Summary

Background

Large health systems today lead change in an increasingly
complex healthcare environment, and they also have been
quick to respond to challenges imposed on them from both
internal and external forces, according to a recent survey
conducted by The Governance Institute. The survey, com-
pleted by over 50% of the large health systems in the U.S.,
showed that over the last five years these systems have
been shifting their governance structures along a continu-
um from a holding company model to more of a corporate
enterprise model. Some health industry experts attribute
this shift to a natural “evolutionary” response to increasing-
ly complex organizational dynamics as well as a necessity
to keep up with increasingly restrictive regulations from
external sources. However, the authors conclude there’s
more—they see a fundamental change in the DNA of health
system governance.

When The Governance Institute first started to examine the
evolution of large healthcare system governance, we
observed that many systems were streamlining their struc-
tures through reduction in the number, size, and levels of
governing bodies. Several years later, we reported that sys-
tems seemed to undertake major restructuring efforts every
few years, as their systems matured and trust grew among
previously separate entities.

In 2000 we reported that many systems were moving
toward a “value-added” governance model, wherein sub-
sidiary boards were maintained only if they could make a
distinct, non-duplicative, and positive contribution to the
mission and performance of the system. Unnecessary
boards were eliminated or consolidated. The mission focus
of not-for-profit health systems remained a constant
throughout these earlier reports. Health systems were not
just health delivery corporations, they were social enter-
prises, adopting business tactics and pursuing financial
margins to improve health and meet community needs.

In early 2004, a number of The Governance Institute’s larg-
er, multi-hospital system members began reporting another
wave of change affecting both systems’ management and
governance models. Facing powerful financial and competi-
tive threats to their financial viability and mission sustain-
ability, systems were adopting structures and practices
familiar in the corporate world. Some said they had insti-
tuted a single fiduciary board over all major facilities,
tighter parent control of subsidiaries, and a “no excuses”
approach to achieving financial operating targets. Some
went so far as to say they were moving from a social enter-
prise model to a corporate enterprise model of governance.

This white paper outlines the results of a study we con-
ducted to either confirm or refute this anecdotal evidence.
We tested the following hypothesis with approximately 100
large multi-hospital health systems: governing boards of
large health systems are adopting structures and practices,
either by choice or forced by circumstances, that are consis-
tent with those of public corporations. Governance
Institute Advisors Barry S. Bader, Edward A. Kazemek, and
Roger W. Witalis formulated the study, analyzed the results,
and discussed the findings with seven large system CEOs,
looking at forces driving change as well as changes actually
seen in governance structure. They discuss their findings
and offer their analysis in this white paper.

Findings

The survey results offer compelling evidence that signifi-
cant changes are occurring not only in health system man-
agement, but also in governance. Further, these changes are
not cosmetic or a natural evolution of a maturing, multi-
faceted organization seeking tighter alignment among sub-
sidiaries. The survey suggests fundamental changes are
occurring in the DNA of health system governance.

Many of the changes occurring on boards represent the
adaptation of the species to powerful and often threatening
external forces. For example, the Sarbanes Oxley Act does
not currently apply to not-for-profits, but the specter of
financial penalties has driven tax-exempt hospital execu-
tives and boards to adopt new oversight practices and bol-
ster board independence as if the law did apply.

In addition, unforgiving economics and relentless competi-
tion of the marketplace are driving system boards to focus
on financial results much like the board of a Fortune 500
company facing Wall Street’s expectations. The overwhelm-
ing majority of survey respondents said they are deliberate-
ly operating “more along the lines of a corporate enterprise
board by focusing on strategy, results, and financial integri-
ty.” To do their jobs well, they are deliberately placing
“increasing emphasis on corporate experience and/or busi-
ness-related acumen when selecting new board members.”

While the data strongly suggest that health system manage-
ment is looking and acting more like its private industry
counterparts, the survey findings, our interviews, and our
experience do not support the emergence of a new model of
governance. They do, however, indicate that fundamental
changes are underway in health system governance at a quick
pace, and in the direction of more influence and control by
the parent organization. However, labeling them a new
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“corporate” model is premature at best and gives insuffi-
cient weight to the board’s accountability for the mission of
not-for-profit organizations.

It may be that governance practices are converging among
various sectors of society. As convergence intensifies, the
distinction between not-for-profit and for-profit governance
becomes moot, with one set of standards emerging for
defining “good governance.”

As a result of this study, we are now able to describe more
clearly elements of a new “corporate governance model”
that appears to be emerging for not-for-profit profit health
systems. While we do not find the corporate, operating
company model emerging everywhere in every aspect,
health systems can use the model to ask several important
questions about their system governance:

e Where are we on the continuum from a holding compa-
ny model to an operating company of management and
governance? Are we where we need to be?

e Have we addressed the hard questions of whether to
have subsidiary boards and, if so, what do we expect of
them?

¢ Are we demanding enough of governance at all levels to

discharge our responsibilities as directors and to help the
organization thrive?

Are we maintaining the right balance between finances
and mission—remembering the board is accountable for
both in equal measure? Failing the test for either one
means the organization fails.

As system management moves toward the operating
model, with greater standardization and centralization of
core processes and decision making, does it follow that
governance must move in parallel, and just as much on
the continuum? Or—if healthcare truly has important
local elements—does local governance, through the
shared governance model, provide a check and balance
to corporate power as well as a valuable connection to
local stakeholders?

THE GOVERNANCE INSTITUTE



Introduction

Over the past decade, The Governance Institute has con-
ducted a series of research studies examining the structure
and practices of governance in not-for-profit, multi-hospital
health systems. The studies show not a static governance
design but a work in progress.

Most health systems were formed through mergers, acquisi-
tions, and strategic affiliations of previously autonomous
hospitals. In systems’ early years, subsidiary boards not
only remained, but they enjoyed substantial autonomy and
often had a number of seats on the parent board—a model
called “representational governance.”

In the early 1990s, we observed that many systems were
streamlining overly bureaucratic structures through reduc-
tion in the number, size, and levels of governing bodies.
Several years later, we reported that systems seemed to
undertake major restructuring efforts every few years, as
their systems matured and trust grew among previously
separate entities. Systems began to emphasize the impor-
tance of the parent board having sufficient authority over
subsidiaries to achieve system synergies—but many main-
tained a subsidiary board structure.

In our 2000 study, we found that many systems were mov-
ing away from representational governance and toward a
“value-added” governance model, wherein subsidiary
boards were maintained only if they could make a distinct,
non-duplicative, and positive contribution to the mission
and performance of the system. Unnecessary boards were
eliminated or consolidated. The mission focus of not-for-
profit health systems remained a constant throughout the
studies. Health systems were not just health delivery corpo-
rations, they were social enterprises, adopting business tac-
tics and pursuing financial margins to improve health and
meet community needs.

In early 2004, a number of The Governance Institute’s larg-
er, multi-hospital system members began reporting another
wave of change affecting both systems management and
their governance model. Facing powerful financial and
competitive threats to their financial viability and mission
sustainability, systems were adopting structures and prac-
tices familiar in the corporate world. Some said they had
instituted a single fiduciary board over all major facilities,
tighter parent control of subsidiaries, and a “no excuses”
approach to achieving financial operating targets. Some
went so far as to say they were moving from a social enter-
prise model to a corporate enterprise model of governance.

To determine whether these anecdotal reports represented a
trend, The Governance Institute engaged its three
Governance Advisors, Barry S. Bader, Edward A. Kazemek,

and Roger W. Witalis, to lead a new study of health system
governance. Carlin Lockee, managing editor of The
Governance Institute, directed the study.

We framed a hypothesis:

The governing boards of large, not-for-profit, multi-hospital
health systems are adopting structures and practices (by
choice or forced by circumstances) normally associated
with boards of publicly traded corporations.

To test the hypothesis, we identified a number of possible
characteristics of a more “corporate” model of governance,
and we administered a mail survey to approximately 100
large, multi-hospital health systems. The Advisors also con-
ducted telephone interviews with a subset of system CEOs
to explore the findings. Our survey looked at both the
forces stimulating change and well as the types of changes
underway in health systems’ governance. Board governance
cannot be examined in isolation from an organization’s
management structure and practices. So, in addition to
examining the relationship between the parent and sub-
sidiary board levels, we also considered whether systems
were centralizing or standardizing certain core management
processes across all subsidiaries.

This white paper presents the study’s findings and an analy-
sis by our Governance Advisors. We found, in short, clear
evidence of a transformation in system management and
governance, but neither the emergence of a single new
model nor a full acceptance of the so-called “corporate
model.” We consider this study a snapshot, and plan to fol-
low up with detailed examinations in the future.

The Governance Institute thanks all those who responded
to the survey and, in particular, the following CEOs for
their contributions to the study:

e Joel T. Allison, FACHE, President & CEO,
Baylor Health Care System, Dallas, TX

e Barry S. Arbuckle, Ph.D., President & CEO,
Memorial Health Services, Long Beach, CA

e David P. Blom, President & CEO, OhioHealth,
Columbus, OH

¢ Michael D. Connelly, M.A., J.D., President & CEO,
Catholic Healthcare Partners, Cincinnati, OH

e Peter Fine, President & CEQO, Banner Health,
Phoenix, AZ

e Robert V. Stanek, CHE, President & CEO, Catholic
Health East, Newtown Square, PA

e Richard J. Umbdenstock, President & CEO,
Providence Services, Spokane, WA
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Forces Driving Change

In the fall of 2004, The Governance Institute published
Environmental Scan: Trends and Responses for Great
Governance 2005-2010. This comprehensive document
describes in detail the complexity and enormity of forces
converging on healthcare organizations throughout the
United States. Never before in its history has U.S. health-
care been presented with such a menu of challenges.

Caught in the vortex of change are the large, multi-hospi-
tal, not-for-profit health systems that serve broad and
diverse geographic, demographic, economic, and political
communities and constituencies. As a result, large systems
are especially positioned to feel the pressures of a dispro-
portionately larger array of forces than smaller, local market
systems or stand-alone institutions.

In preparation for this white paper, we selected 10 specific
forces we consider to hold high potential for stimulating
change in governance and management in larger systems.
These include:

e Sarbanes-Oxley Act of 2002: Perhaps the single most
important piece of legislation affecting corporate gover-
nance, financial disclosure, and the practice of public
accounting in for-profit corporations since the U.S. secu-
rities laws of the early 1930s.

e Executive Compensation: The spillover effect of the fail-
ure and in some cases corruption of publicly traded cor-
porate boards to halt runaway CEO compensation and
IRS interest in the issue of not-for-profit organizations.

* Performance Targets: The continued pressure placed on
operating units to strengthen operating margins in light
of growing demands for capital.

* Divestiture/Closure: The necessity of eliminating under-
performing assets or services from system operating
portfolios to free up capital for more productive uses.

* Quality Reporting: The disclosure of information relative
to quality and safety indicators by health systems volun-
tarily, by contract, or by law to payers, employers, regu-
lators, or the public at large.

e Labor Relations: The extent of unionization activity
experienced or anticipated at operating units in a variety
of professions and employee categories.

e Pricing: Similar to quality reporting, the disclosure of
information relative to pricing by health systems volun-
tarily, by contract, or by law to a variety of organizations
and agencies.

¢ Physician Competition: The growing issue of physician-
owned single-service facilities coming into direct compe-
tition with operating units of health systems.

¢ Tax-Exempt Status: The powerful challenges to tax
exemption of not-for-profit systems coming from federal,
state, and regional legislative bodies, special interests,
and advocacy groups.

¢ Disaffiliation: The decision by an operating unit (e.g.,
hospital) to legally separate from a system and/or the
decision of the system to release the operating unit from
system connectivity and responsibility.

Respondents to the survey noted their boards’ actual expe-
riences with these 10 forces; that is, whether their board
had addressed or whether they anticipate it will address
each force directly (See ExHiBrT 1, next page). Of the 10
forces listed, four stand out as areas of significant activity—
nearly 75 percent or more of the respondents have
addressed these factors, and up to 12 percent anticipate
their organizations will have to address these in the future.

Adopting Sarbanes-Oxley requirements that may be rele-
vant to not-for-profit organizations. Eighty-six percent (86
percent) of the survey respondents have already adopted
changes consistent with provisions of the Sarbanes-Oxley
Act of 2002 that may be relevant to or could be required of
not-for-profit organizations in the future.

Strengthening the process and documentation for executive
compensation decision-making. Eighty-six percent (86 per-
cent) said they have strengthened their processes and docu-
mentation for executive compensation decision making.
Although the issue of executive compensation has assumed
varying levels of importance over the last few decades, this
time it is being presented within the context of charity care
and tax exemption.

Requiring subsidiaries to meet more aggressive financial
targets. Seventy-nine percent (79 percent) of the respon-
dents require their subsidiaries to meet more aggressive
financial targets, and another 12 percent anticipate doing so
in the near future.

Closing an under-performing asset or service. Nearly 80
percent of the respondents said they have had to or antici-
pate having to close an under-performing asset or service,
and some experts predict the frequency of closures will
increase as access to capital continues to tighten.
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ExHIBIT 1

ForceEs DriviNG CHANGE

Sarbanes-Oxley Requirements: Our system board has adopted
changes consistent with provisions of the Sarbanes-Oxley Act that

may be relevant to not-for-profit organizations.

Executive Compensation: Our system board has strengthened the
process and documentation for executive compensation decision

making.

Performance Targets: Due to continuing economic pressure
and/or need for capital, our system board has required subsidiaries

to meet more aggressive financial targets.

Divestiture/Closure: Our system board has had to close an

underperforming asset or service.

Quality Reporting: Our system board has had to demonstrate to
payers, employers, regulators, or the public our level of quality

and/or patient safety.

Labor Relations: Our system board has had to address aggressive
efforts by unions to organize employees at one or more of our

subsidiaries.

Pricing: Our system board has had to demonstrate to payers,
employees, regulators, or the public the appropriateness of its

pricing schedule, strategy, or practices.

Physician Competition: Our system board has articulated a policy
on the question of whether physicians who compete with the sys-
tem or with the system’s subsidiaries may maintain medical staff
privileges and/or hold leadership positions within the system.

Tax-Exempt Status: Our system board has had to defend chal-
lenges to the tax-exempt status of the system or a subsidiary.

Disaffiliation: One or more of our subsidiary organizations has
left our system, or attempted to (as opposed to a planned divesti-

ture/closure).

B yss [] AnTrcipate

0% 20% 40% 60%

PERCENTAGE OF RESPONDENTS

80%

100%
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Two additional areas of significance—quality reporting and
pricing disclosure—stand out due to the magnitude of cur-
rent experience and because of their significant anticipated
experience. With respect to disclosure and transparency,
fewer respondents have undertaken steps to demonstrate
the appropriateness of their pricing strategy or practices
(27 percent) or their level of quality and/or patient safety
(44 percent). However, in both of these areas, 38 percent of
the respondents said they anticipate they will have to
demonstrate their practices and results to payers, employ-
ees, regulators, or the public at some point in the future.
We expect the number of systems anticipating board atten-
tion to public disclosure of quality and pricing is likely to
hold up because of strong external pressures from Medicare,
state agencies, large purchasers, and empowered con-
sumers.

External forces that appear to have generated board activity
for significantly fewer respondents include:

e Articulating a policy on physician competition,
specifically with respect to medical staff privileges and/or
leadership positions within the system

e Defending challenges to the tax-exempt status of the
system or a subsidiary

e Unplanned disaffiliation with the system by one or more
subsidiaries

Here, between 8 and 16 percent have already addressed
these issues. However, nearly 28 percent said they antici-
pate they will work on a policy with respect to physician
competition, and 33 percent expect they will have to
defend challenges to their tax-exempt status. Only 2 per-
cent anticipate disaffiliation activity.

Finally, 35 percent said they have had to address aggressive
unionization efforts at one or more of their subsidiaries,
and only an additional 6 percent said they expect they will
have to deal with this in the future.

Paul Gilbert
Waller Lansden Dortch & Davis

ot surprisingly, this study has again demonstrated that the selection and implementation of appropriate

governance practices by not-for-profit hospitals and health systems is a dynamic process influenced by

external factors (such as, for example, the Sarbanes-Oxley Act of 2002) but grounded in a longstanding
and fundamental understanding that governance practices are most effective when they enhance an organization’s
ability to best fulfill its mission. The pace of change in best governance practices considered and adopted by not-
for-profit hospitals and systems will, we think, continue to be brisk for the foreseeable future. In fact, we believe
that the evolution of governance practices will likely be accelerated as leading systems respond to various internal
and external forces. These forces may include, among others, the changing demands of the capital markets (at a
time when most hospitals and systems have increasingly significant capital needs), the desire for financial and
operational transparency, a desire to demonstrate the absence of self-dealing in an increasingly skeptical post-
Enron world, pressure exerted by donors and other key constituencies or enhanced state or Federal oversight.
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Health Systems in Transition

The survey findings and follow-up interviews with system
CEOs confirm that the changes buffeting large health sys-
tems have reached the boardroom and executive suites.
“These are the forces we are dealing with,” said Banner
Health System CEO Peter Fine. What’s more, system execu-
tives believe these forces will gain momentum over the
next several years.

Quality reporting and meeting performance targets will
take center stage as a governance issue. “The quest for the
‘clinical enterprise’ and its seamless standards of clinical
excellence will be a top priority and driver of change,” pre-
dicted Joel Allison of Baylor Health System. Richard
Umbdenstock of Providence Services added that, “quality
and payment will be linked in some form and fashion,
crudely at first and refined over time.”

“As consumers have more information and choice, the abil-
ity to demonstrate quality will be critical,” said Robert
Stanek of Catholic Health East. “The next wave will have to
be the electronic medical record because it allows measure-
ment and management of all aspects of care.” Information
technology investments pose critical questions for gover-
nance about allocating resources and transforming the cul-
ture.

The push to improve financial performance and expand
access to capital also will continue to be prominently dis-
played on boards” “radar screens.” Allison noted that con-
tinued demand for and access to capital will subject organi-
zations to rigorous pressure for reimbursement and operat-
ing income performance. “The demand for performance is
being driven by the markets, especially the capital markets

and the rating agencies, as well as the payers,” said
Umbdenstock. “The need for capital has never been high-
er,” agreed Stanek. “Consequently, financial performance
has to be superb, and systems need a very robust process of
capital planning, allocation, and spending.”

The greater focus by boards on governance accountability
driven by Sarbanes-Oxley, according to Michael Connelly of
Catholic Healthcare Partners, shows that “we need to be
more conscientious about how we do things, such as han-
dling conflicts of interest and confidentiality.” Barry
Arbuckle, Memorial Health Services, predicted that
Sarbanes-Oxley will continue to drive boards of not-for-
profit systems to adopt and monitor compliance policies
and practices.

Several CEOs agreed that systems will have to be more
transparent in demonstrating how they meet the needs of
communities, price their services fairly, and “earn” their
tax-exempt status. Dave Blom of OhioHealth called this
“the value equation,” clearly communicating to business,
government, and the community at large the tangible bene-
fits the system provides.

As noted earlier, we did not expect the 10 forces driving
change in the survey to be an exhaustive list and, in fact,
the CEOs we interviewed identified other issues they
believe will have a major impact on governance and man-
agement for their organizations. For example, Dave Blom
noted continued and varied challenges to public accounta-
bility and emphasized the need for advocacy. Peter Fine
said he worries about the consequences of intervention and
regulation at the federal level in areas such as class action
lawsuits, claims disputes, investigations, and executive
compensation.
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Changes in Governance Authority and
Management Practices: A Look at “Systemness”

The survey data reported in this section strongly support
the proposition that large health systems are moving fairly
quickly away from a holding company governance and
management model and in the direction of functioning
more like a corporate enterprise, with greater influence and
outright control over system assets, governance, manage-
ment, and quality at the top. What is also clear from the
data is that health systems are finding their own paths
toward “systemness.”

What does systemness mean? Although definitions are
evolving and vary among systems, leaders generally use the
term to define looking and acting more like a single inte-
grated organization rather than a collection of independent-
ly functioning pieces. Systemness means being more tight-
ly-knit, shifting decision-making responsibility and authori-
ty away from the subsidiary operating units to the corpo-
rate level, and centralizing or standardizing key manage-
ment systems and processes. Systemness is consistent with
the corporate enterprise model of governance.

Because systemness involves both governance and manage-
ment, our survey looked at both of these areas.

Decision-Making Authority:
Who Decides—Corporate or Subsidiary?

The survey identified seven areas of authority that could be
assigned to either the parent board or subsidiary boards, or
could be shared by both. We looked to see if authority was
in fact shifting to the corporate level for these responsibilities:

¢ Setting subsidiary strategic goals

e Setting subsidiary financial goals

e Setting subsidiary quality and safety goals

¢ Setting subsidiary customer service goals

 Approving subsidiary hospital medical staff
appointments

e Selecting the subsidiary chief executive

e Evaluating the subsidiary chief executive

Based on responses, it appears that, overall, fewer systems
delegate decision-making responsibility to subsidiary hospi-
tals today than they did five years ago. In each of the seven
specific activities, the percentage of subsidiaries with sole
rights to make decisions decreased. With the exception of
the responsibility for selecting the subsidiary chief execu-
tive, what subsidiaries lost in responsibility was picked up
relatively equally in the “shared responsibility” category
and the system category. It appears that more of the
responding systems have shifted the responsibility for
selecting the CEO to the system than have decided to share
this responsibility between system and subsidiary. (See
ExHIBIT 2, next page).

In only two areas did 50 percent or more respondents say
the system has sole responsibility today: setting subsidiary
financial goals (50 percent) and selecting the subsidiary
CEO (52.1 percent). And in only one area did 50 percent
or more say the responsibility today is shared by the system
and the subsidiary: setting subsidiary strategic goals (54.2
percent). Subsidiaries have, however, retained control over
decisions about hospital medical staff appointments—60.4
percent of the respondents today said the subsidiary has
this responsibility. Even here, fewer respondents place that
responsibility with the subsidiary today than they did five
years ago.

Two areas indicate a dramatic decrease of subsidiary
responsibility: setting subsidiary quality and patient safety
goals (from 53.2 percent five years ago to 16.7 percent
today) and setting subsidiary customer service goals (from
55.3 percent five years ago to 22.9 percent today). Both of
these areas are related to quality of services, and both have
moved along the spectrum to more of a shared responsibili-
ty, as systems work toward a consistent and higher level of
excellence wherever the organization’s flag flies. (A caution:
the survey asked about authority to establish goals for qual-
ity, patient safety and customer service. It did not ask about
responsibility for monitoring performance and overseeing
implementation. These responsibilities remain important for
many subsidiary boards.)
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Exuisit 2| SYSTEM—SUBSIDIARY HosriTaL RESPONSIBILITY DISTRIBUTIONS

B system [ ] Suarep ] Sussipiary

39.6% 54.2% 6.3% Today

Setting subsidiary strategic goals
31.9% 36.2% 31.9% Five Years Ago

Today

Setting subsidiary financial goals

Five Years Ago

Today

Setting subsidiary quality and safety goals

Five Years Ago

31.3% Today

0 Setting subsidiary customer service goals

21.3% - Five Years Ago

22.9% ] . Today
Approving subsidiary hospital

medical staff appointments .
Five Years Ago

52.1% 41.7% 6.3%] Today
Selecting subsidiary chief executive T T
42.6% s AN/ Five Years Ago
41.7% 47.9% (o)) Today
Evaluating subsidiary chief executive T T
38.3% 44.7% LA/ Five Years Ago
0% 20% 40% 60% 80% 100%

PERCENTAGE OF RESPONDENTS
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Systemwide Strategies and Resources: o o
Beefi U Add Val indicate a move toward centralization, then based on the
eering up to alue responses, the majority of organizations are, in practice,

becoming more centralized.
Governance experts have identified a number of strategies

and resource commitments that signal the shift from a System Branding and Identity

decentralized model of system operations and governance A majority of respondents (62.7 percent) said their system
to a more centralized model. In the survey, CEOs were name is dominant in the names of their subsidiaries, an
asked about their organization’s activities in three of these increase of nearly 20 percentage points over this strategy
specific areas: system branding and identity, centralized five years ago. Only 2 percent said they do not have a sys-
information systems, and standardized patient care man- tem branding and identity strategy. (See ExHIBIT 3.)

agement systems. If one accepts that these three strategies

STRATEGIES AND RESOURCE COMMITMENTS
System Branding and Identity

B Topav [ ] Five Years Aco
0 0
Our system name is dominant in the
names of all subsidiaries.
43.1%
I1
0 0
Our system name is secondary
to the subsidiary name.
29.4%
8%
Our system name appears only
selectively and in a low-key manner.
11.8%
2.0%
We do not have a system branding
and identity strategy.
15.7%
0% 10% 20% 30% 40% 50% 60% 70% 80%
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and clinical information sys-

Centralized Information System Function

More than 80 percent of the respondents said that in the
last five years their system centralized all or most business
and clinical information system functions. Five years ago,
37 percent had centralized all or most of these functions.
Again, only 4 percent do not have a centralized information
system strategy today, but this is significantly fewer than
five years ago (27.5 percent). (See EXHIBIT 4.)

STRATEGIES AND RESOURCE COMMITMENTS
Centralized Information System Function

[l Topav

[ ] Five Years Aco

Our system has 40.470
centralized all business
and clinical information
system functions.

11.8%

Our system has 40.4%
centralized most business

tem functions.

Our system has
centralized only a select few
business and clinical
information system
functions.

35.3%

0
We do not have a 3.8%

centralized information
system strategy.

27.5%

0% 10% 20% 30% 40%

Standardized Patient Care Management System
Although the numbers here are not as dramatic, the differ-
ences between practice today versus five years ago are sig-
nificant. Nearly 35 percent of the respondents said their
system has adopted a systemwide patient care management
system in the last five years—only 14.3 percent said they
had done this five years ago. Another 33 percent said they
have standardized most (but not all) elements of sys-
temwide patient care management. Very few (2 percent)
said they do not have a standardized system. (See ExHiBIT §5.)

STRATEGIES AND RESOURCE COMMITMENTS
Standardized Patient Care Management Function

B Tobay [ ] Five Years Aco

Our system has adopted a
systemwide patient care
management system.

14.3%

Our system has standardized 0
most but not all elements of
a systemwide, patient care
management system.

16.3%

Our system has standardized 0.8%
a select few of the elements of
a systemwide, patient care
management system.

0
We do not have a 1.9%
standardized patient care

management system.

34.7%

0% 10% 20% 30%
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The Shift to “Systemness”

For over 20 years, larger not-for-profit healthcare organiza-
tions have been on a journey to become systems. Un-
fortunately, there is no “yellow brick road” for them to fol-
low. And, to make the quest even more challenging, what it
means to be a system means different things to different
people and is dependent on the history and local circum-
stances of each system. Hence, today’s larger healthcare sys-
tems are in a constant state of “becoming,” without a clear
end state shared by all. As Joel Allison put it, “the results
[of the survey], while not surprising, validate that it takes
significant time to evolve to ‘systemness,” especially when
there is uncertainty about what ‘systemness’ really means.”

The system movement gained traction as a response to
legal, competitive, and economic forces. Today, the forces
described in the previous section, combined with even
more intense financial, governmental, and societal pres-
sures, have accelerated the pace on the journey to system-
ness. Enabling a group of healthcare entities to work
together for greater effectiveness
and efficiency, and requiring more
influence and control at the sys-
tem or corporate level have gradu-
ally become accepted as common
features of being a system. For
many, it has become a question of
greater or lesser centralization of
power and authority.

Most not-for-profit health systems began using a holding
company model of governance and management. In a rela-
tively short time span, many shifted to a shared gover-
nance/influence model. Robert Stanek sees “clear evidence
of a shift away from the holding company model, with
minimal parent authority, to more of a shared governance
model where the parent sets the expectations for sub-
sidiaries, but shares with local governance responsibility for
customizing how the expectations will be met in plans and
budgets, according to local needs.”

More recently, a number of systems have made the transi-
tion to functioning more as an operating company. Peter
Fine views large health systems as “moving from the hold-
ing and shared governance models to becoming operating
companies of large businesses.”

Clearly, health systems today are on varying points on this
continuum from holding company to operating company.
(See TABLE 1 on page 14 for a typology of models.) The
same is true in the private sector of the economy. All of the
models have proven to be successful in the private sector.

ecisions to centralize or integrate

are based on performance

considerations and whether they
add value for the people served.

Berkshire Hathaway is a classic holding company that has
achieved outstanding results for decades. The disparate
array of businesses that make up Berkshire Hathaway
would receive little benefit from a centralized decision-
making process dominated by a corporate headquarters.
Thus, the holding company model is ideal for ensuring that
control and authority is at the right level and that corporate
bureaucracy does not get in the way.

Starbucks and Barnes & Noble are on the other end of the
continuum and epitomize successful operating companies.
Their focus on standardization, efficiency, and consistently
high-quality customer service, requires strong direction and
control over systems, purchasing, policies, and operating
decisions.

Somewhere in between these extremes is a company like
Gap, Inc., which has chosen to centralize those functions
that add value for the various brands that comprise Gap,
Inc. but with a fair amount of control and influence over
strategic and operating decisions at the brand level.

Large health systems’ movement
away from the holding company
approach seems to belie the popu-
lar adage that “all healthcare is
local.” While healthcare is deliv-
ered locally, larger systems have
recognized the benefits of greater
standardization, coordination, and
centralization of various functions with more control and
authority shifting to the corporate headquarters. This is
especially true with regard to eliminating duplication
among administrative support functions, developing a com-
mon information systems platform, leveraging economies
of scale, enhancing access to capital, and achieving consis-
tent levels of clinical quality and customer service.

What appears to differentiate the evolution of not-for-profit
health systems from large private companies is that mission
is one of the motivations behind the shift to systemness.
Most of the CEOs interviewed for this publication empha-
sized their commitment to a common mission to better
meet the needs of the communities they serve; they say the
decisions to centralize or integrate are based on perform-
ance considerations and whether they add value for the
people served. There is also growing awareness that large
systems are serving more than a single local community
and have to elevate their perspective beyond individual
facilities and constituencies.

PursuiNG SYSTEMNESs: THE EvoLuTiON OF LARGE HEALTH SYSTEMS
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TABLE 1

THREE MoODELS OF HEALTH SYSTEM GOVERNANCE AND MANAGEMENT

Holding Company

Shared Governance

Operating Company

Goal setting, oversight, and decision
making are decentralized

Local boards retain significant fiduciary
authority and responsibility

Parent has limited reserved powers or
rarely exercises them

Parent board composition often based
on representation governance

Local executives have considerable
power

Little standardization or centralization
of key business functions; few or no
platforms to share best practices

Very lean corporate staff

Common to have large and multiple
boards composed of stakeholders

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

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

Goal setting, oversight, and decision
making are shared with local fiduciary
boards

Premium placed on local input into
systemwide decision making

Parent applies influence in key strategic
areas and uses reserved powers sparingly

Standardization, centralization and
sharing of best practices implemented
where they add value

Alignment promoted by enterprise-wide
strategic planning, capital planning,
systemwide policies, and accountability
for performance targets

Moderate sized corporate staff

Parent board composition not based on
representational formula

Local executives are evaluated by
parent CEO with local board input

Governance structures and processes
are streamlined

Mission and meeting local/market needs
is balanced with financial requirements

Goal setting, oversight, and decision
making are centralized at corporate level

Authority shift from subsidiary to parent
level

Elimination of local boards or
conversion to advisory status

Business functions centralized, intense
standardization, mandatory use of best

practices

Strategic planning and capital planning
are driven from the top

Large corporate staff to manage key
functions

Local executives are evaluated by parent

Flatter governance and management
structures

Corporate financial performance takes
priority over subsidiary considerations

Lean board size and committee structure

Corporate Control, Capability, Coordination, and Centralization

Less ==

» More
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Changes in Governance Structure and Practice

When our survey and interviews drilled down further into
changes in health system governance, we found the shift
toward systemness and a more corporate way of governing
was evident in many ways. Specifically, we examined
changes in system-subsidiary board relationships, adoption
of specific system policies, changes in board structure, and
selected governance practices often associated with
stronger corporate control.

Changes in system-subsidiary board relationships. Quite a
few health systems have reexamined their approach to gov-
ernance following large financial losses in one or more hos-
pital subsidiaries. A frequent contributor in these situations
was passive local governance—boards of committed volun-
teers who thought somebody else was minding the store. It
turned out nobody was. As a result—or to avoid the sce-
nario—systems have taken various steps to tighten up their
structures and alignment with subsidiaries. We wanted to
see if systems were redesigning subsidiary boards out of
existence.

The study looked at three specific changes in the relation-
ship between system and subsidiary boards over the past
five years. As shown in ExHiBiT 6 (next page):

e More than a third (38.5 percent) have changed or are
considering changing their subsidiary hospital boards
from fiduciary to advisory.

e More than half (52 percent) of the respondents said they
have consolidated or are considering consolidating two
or more subsidiary boards into one board, and/or merg-
ing the system and hospital boards. (The consolidation
of system and hospital boards into one is especially com-
mon when a system serves a single geographic market
and has trimmed back its strategic plan of the ‘90 to
become a regional, integrated delivery system with mul-
tiple subsidiaries along the continuum of care.)

e Some (39.2 percent) have eliminated or are considering
eliminating overlapping board membership between the
system and subsidiary boards.

At the same time, subsidiary boards are not going away
everywhere. Half the systems responding have subsidiary
boards and have no plans to change their responsibilities to
advisory. (See ExHiBIT 6.)

Adoption of System Policies. Another way a corporation
keeps subsidiaries aligned with system goals and priorities
is through systemwide policies. Earlier in their history,
many health systems were reluctant to remove local boards’
authority over key policy areas, but the survey suggests this
hesitance is evaporating.

As ExHIBIT 7 (next page) shows, more than 80 percent of
the respondents said they have adopted systemwide poli-
cies for external audit, quality of care standards, and con-
flict of interest, and adding those who are considering these
policies, the percentage increases to more than 90 percent.

Nearly two-thirds of respondents have system policies in
place for evaluation and improvement of governance struc-
ture and practice and quantifiable measures of community
benefit—65.4 percent and 61.5 percent respectively. Com-
bined with those who are considering these policies, the
percentage jumps to more than 82 percent. (See ExnisIr 7.)

Changes in System Governance Structure. We also looked
at changes on system boards themselves—were they follow-
ing the “corporate model” of smaller boards and a lean
committee structure? Evidence is sketchy.

ExuisrT 8 (page 17) shows that 25 percent of respondents
have reduced the size of their system board or reduced the
number of system board committees (23.1 percent). An
additional 12 percent are considering whether they will
reduce board size, and nearly 6 percent are considering cut-
ting the number of committees. However, these findings
have limited analytic value because the survey did not ask
about the actual size of parent boards nor about the num-
ber of board committees. These elements are worthy of
attention in subsequent research.

Governance Practices. It is in the area of board governance
practices where evidence emerges of a shift toward a more
corporate model. As ExaiBrr 9 (page 17) shows, more
than 92 percent of health systems responding now purpose-
fully try to function more like a corporate enterprise board.
More than 80 percent of the respondents said they are plac-
ing increased emphasis on corporate experience/business-
related acumen when selecting board members, and they
have assigned oversight of key business functions sys-
temwide to system-level board committees.

Fifty-two percent (52 percent) have adopted a succession
plan for the CEO of the health system, and nearly 33 per-
cent currently are considering this. However, a succession
plan for the system board chair did not fare as well—52
percent currently have a plan, but only about 10 percent of
those that don’t are considering it. A significantly lower
percentage of respondents (11.5 percent) have an evalua-
tion mechanism for individual board members’ perform-
ance, and only an additional 25 percent are considering
this. (See ExHiBIT 9.)

PursuiNG SYSTEMNESs: THE EvoLuTiON OF LARGE HEALTH SYSTEMS
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. YEs |:| CONSIDERING |:| No

We have consolidated two or more subsidiary hospital
boards into one board and/or merged the system and
hospital boards.

We have changed the responsibilities of subsidiary
hospital board(s) from fiduciary to advisory.

We have eliminated overlapping board membership
between the system and subsidiary boards.

. YEs |:| CONSIDERING

We have adopted a system policy regarding external
audit using the Sarbanes-Oxley Act as a guideline.

We have adopted a system policy regarding quality of
care standards, measurement, and improvement.

We have adopted a system policy regarding conflict of
interest for the system and its subsidiaries.

We have adopted a system policy regarding evaluation
and continuous improvement of governance structure
and practice.

We have adopted a system policy regarding
quantifiable measures of community benefit activities.

. NEVER HAVE HAD
SUBSIDIARY BOARDS

Exuisir 6| CHANGES IN SYSTEM/SUBSIDIARY BOoARD RELATIONSHIP

|:| DiIp THIS MORE THAN
5 YEARS AGO

3.8%

3.8%

33.3% 5:9%
20% 40% 60% 80% 100%

20%

Exuisit 7| ADOPTION OF SYSTEM POLICIES

|:|N0

. Dip THIS MORE THAN
5§ YEARS AGO

86.5%

80.8%

88.2%

61.5%

40%

3.8%' 9.6%
9.6% [HE)
z.o%I 7 2.0%

17.3% 17.3%

23.1% 15.4%

60% 80% 100%
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Exuisit 8| CHANGES IN GOVERNANCE STRUCTURE

. YEs |:| CONSIDERING . No . DID THIS MORE THAN

5 YEARS AGO

We have reduced the size of the system board 25.0% 11.5% 1.9%

We have reduced the number of system board
committees

1.9%

0% 20% 40% 60% 80% 100%

ExHiBiT 9| CHANGE IN GOVERNANCE PRACTICE

[l Yes [ ] Consiperineg ] No [ Dio tHIS MORE THAN
S YEARS AGO

We have purposefully tried to function more along
the lines of a corporate enterprise board by focusing
on strategy, results, and financial integrity.

We have placed increasing emphasis on corporate
experience and/or business-related acumen when
selecting new board members.

We have initiated a leadership development process
for senior-level leaders throughout our system.

We have assigned oversight of key business functions
(finance, audit, strategy, etc.) for the entire system to
system-level board committees.

We have adopted a succession plan for the CEO of
the health system.

We have adopted a succession plan for the board
chair of the health system.

We have instituted a mechanism for peer or 360
degree assessment of individual board members’ 11.5% 25.0%
performance.

0% 20% 40% 60% 80% 100%
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Subsidiary Boards in the Hot Seat

Taken as a whole, the results document that health system
governance is paying closer attention to subsidiaries’ oper-
ating performance: system board committees are overseeing
key business functions systemwide at more than 80 percent
of the health systems responding. While some system
boards have taken control of oversight functions them-
selves—eliminating local boards or reducing their responsi-
bilities—other systems have taken the opposite tact,
launching board development programs to strengthen local
governance and hold local directors accountable. As previ-
ously noted, Exaisrr 2 (page 10) shows an increase in the
number of system boards that set strategic goals, financial
goals, and even quality, patient safety, and customer service
goals for subsidiaries. More than 80 percent of system
boards have adopted policies setting forth expectations for
external audit, quality of care, and conflict of interest for
the system and subsidiary boards. Even in the area of com-
munity benefit, traditionally light on quantitative measures,
60 percent of boards have adopted policies and another 24
percent are considering it, probably driven by both mission
and the looming presence of IRS and other external agen-
cies demanding evidence that tax-exempt status is being
earned.

Some health systems that were formed through mergers
and co-sponsorships were initially reluctant to impose
highly centralized, corporate control over once-
autonomous operating units. But when red ink at a few
operating units drains resources from other system facili-
ties, local autonomy is an unaffordable luxury.

Catholic Health East’s Robert Stanek says such situations
mandate that the corporate parent exercise its accountabili-
ty—but he doesn'’t think that requires eliminating local
boards. Instead, he envisions a shared governance model in
which parent boards will set higher expectations and stan-
dards than local boards traditionally have, and parents will
also institute strong oversight processes to hold subsidiaries
accountable for results.

Although leaders like to debate whether local boards are
worthwhile or a historical hangover, the right structure is
likely to depend less on philosophy than on the geographic
makeup of the organization. A case in point is OhioHealth.
Dave Blom said that in the Columbus market, OhioHealth
reorganized into one board instead of individual facility
boards, but outside the Columbus area, it maintains sepa-
rate hospital boards that are still subject to OhioHealth
reserved powers. However, one thing is common and para-
mount: “We have the same performance expectations for all
boards,” said Blom.

In fact, OhioHealth recently subjected itself voluntarily to a
corporate responsibility audit of its governance practices.
An outside law firm evaluated the board against relevant
parts of the Sarbanes-Oxley Act and other “good gover-
nance” practices, such as having executive sessions without
the CEO present to promote board independence. Even a
law that doesn’t apply to not-for-profit health systems is
driving the renewed focus on governance accountability.

Evolution of Better Boards

Nonetheless, Darwinian evolution is not the sole driver of
changes in health system governance. Many of the changes
are proactive and come out of the belief that better boards
help build better organizations. According to the survey, 80
percent of the respondents have initiated a leadership
development program for senior-level leaders throughout
the system. At least some of these systems also are invest-
ing in long-term development of directors. For example,
Catholic Healthcare Partners offer both a Governance
Academy and a Governance Retreat annually to board
members. The retreat provides nationally known speakers
in a spiritual retreat format while the academy offers educa-
tional modules tailored to subject area needs and strategic
issues. “The retreat feeds the soul and the academy feeds
the mind,” said Michael Connelly.

Following Jim Collins’ advice to “get the right people on
the bus,” (from his book Good to Great), many health sys-
tems are adopting explicit, criteria-based approaches to
board member selection. “We use a very disciplined
approach to ensure that we have the right blend of skills,”
said Blom. Using a matrix, board members are analyzed
against 16 specific criteria to identify gaps that are then
filled with appropriate people.

Similarly, more than half of the health systems have adopt-
ed formal succession plans for the CEO and for board lead-
ers, and another 31 percent are thinking about formalizing
CEO succession planning.

On the other hand, the survey shows that more than one-
third of health systems have no succession planning
process in place for the board chair, and don’t contemplate
adopting one. What are they thinking? The chair is the
leader of the board, the CEO’s strategic partner, and his or
her chief evaluator. It is difficult to fathom why a large
health system would lack such a basic board process.
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Another forward-looking governance practice, peer or 360
degree evaluation, has gained surprising traction. Just a few
years ago, corporate management and governance expert
Ram Charan wrote that few corporate boards had adopted
this practice, which he advocated but likened to “walking
on eggshells.” Corporate board members are not eager to
expose their ego’s to peer criticism, he said. We believe that
is even more the case on a board of volunteers serving out
of a sense of mission.

Yet, some 12 percent of system boards have instituted peer
evaluation, and another 25 percent are considering it.
That’s a clear reflection of a sense of increased accountabili-
ty for boards and individual directors. Catholic Healthcare
Partners, for instance, implemented a peer assessment

process in which the board first identified key competen-
cies of individual directors. Then, the board engaged a
third party to design and administer a peer assessment sur-
vey and share the results confidentially with each director.
The response was positive, and the board plans to repeat
the process every two years.

Many boards have adopted less structured but still impor-
tant approaches to individual accountability, such as atten-
dance policies, written performance expectations, codes of
conduct, and formal reviews of director performance by the
Governance Committee prior to reappointment. OhioHealth,
for instance, recently removed two board members for not
performing up to agreed upon standards.

the local board level.

Paul Gilbert
Waller Lansden Dortch & Davis

iven the proactive efforts of large systems to adopt governance practices consistent with the requirements

of the Sarbanes-Oxley Act of 2002, and the resulting convergence of the governance practices of large not- 19

for-profit systems and publicly traded companies (which are, of course, required to comply with the
Sarbanes-Oxley Act of 2002), boards that fail to adopt similar practices may be more vulnerable to allegations that
they have not met their fiduciary obligations. With respect to the duty of care, directors are expected to act, of
course, in good faith, in a manner reasonably believed to be in the best interests of the organization and its mis-
sion, and as an ordinarily prudent person would act in similar circumstances. We think the mere recitation of this
standard begs an important question: given that 86% of survey respondents have adopted governance practices
consistent with the Sarbanes-Oxley Act of 2002, is it reasonable (or prudent) not to adopt the most important
governance practices that have developed following the Sarbanes-Oxley Act of 2002? We also think that the con-
vergence of the governance practices of large not-for-profit systems and publicly traded companies, together with
enhanced expectations of financial performance and transparency, will likely hasten the move to “systemness” and
could cause many boards to consider further limiting the decision-making and oversight functions that remain at
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Conclusion: Is a New, Corporate Enterprise Model Emerging?

Clearly, the survey shows that large health systems are
adopting the management practices of well-run, successful
private enterprises. They are implementing centralized and
standardized business and information systems to drive
increased efficiency and productivity. They're applying
branding strategies and measurement systems to define
their value and measure their performance. In so doing,
they’re convinced they’ll do a better job of fulfilling their
mission.

The survey offers compelling evidence that significant
changes are occurring not only in management, but also in
governance. Further, these changes are not cosmetic or a
natural evolution of a maturing, multi-faceted organization
seeking tighter alignment among subsidiaries. The survey
suggests fundamental changes are occurring in the DNA of
health system governance.

“Clearly our system and hospital boards are responsible for
responding to changes in the environment. These changes,
while not revolutionary, are evolving in a common direc-
tion, the corporate/enterprise model of governance,” said
Barry Arbuckle.

“It’s inevitable that systems will organize themselves and
adopt more disciplined, business-like practices to better
serve the community,” agreed Dave Blom.

Many of the changes occurring on boards represent the
adaptation of the species to powerful and often threatening
external forces. The Sarbanes-Oxley Act doesn't currently
apply to not-for-profits, but the specter of financial penal-
ties and orange jumpsuits has driven tax-exempt hospital
executives and boards to adopt new oversight practices and
bolster board independence as if the law did apply.

In addition, unforgiving economics and relentless competi-
tion of the marketplace are driving system boards to focus
on financial results much like the board of a Fortune 500
company facing Wall Street’s expectations. The overwhelm-
ing majority of survey respondents say they are deliberately
operating “more on the lines of a corporate enterprise
board by focusing on strategy, results, and financial integri-
ty.” To do their jobs well, they are deliberately placing
“increased emphasis on corporate experience and/or busi-
ness-related acumen when selecting new board members.”
Richard Umbdenstock noted an “increased focus on per-
formance and accountability—the market and availability
of information are leading the changes.”

“The responsibility shift apparent in the data supports the
hypothesis you are testing,” namely, the emergence of the
corporate or enterprise board, said Peter Fine. In fact, Fine
was surprised that subsidiaries still have as much responsi-
bility as reported. He said he views systems as “moving
from the holding company mindset to becoming operating
companies of large businesses.” Banner has eliminated local
boards, and he questions the cherished notion that a local
board is necessary to interpret healthcare needs and con-
nect with local communities.

“Can a local board truly represent the whole community
where a particular hospital is located?” he asked. Fine said
he believes that a single board like Banners, if equipped
with the right information about population needs, cus-
tomer perceptions, and health trends, is better able to
objectively look out for the interests of the diverse array of
communities they serve than local community hospital boards.

Robert Stanek agreed that the holding company model is

fading fast, but he doesn’t buy the argument that local

boards ought to join the junk heap. “I do not believe the

corporate model is a good model for a geographically dis-

persed, multi-organizational, not-for-profit health system,”

said Stanek. “If you're serving a close knit area, it works

well, but not when you serve communities up and down 21
the East Coast the way Catholic Health East does. Healthcare

is truly local. I may be a dinosaur, but I think local boards

are still important.”

While the data strongly suggest that health system manage-
ment is looking and acting more like its private industry
counterparts, the survey findings, our interviews, and our
experience do not support the emergence of a new model
of governance. They do, however, indicate that fundamen-
tal changes are underway in health system governance at a
quick pace, and in the direction of more influence and con-
trol by the parent organization. However, labeling them a
new “corporate” model is premature at best and gives
insufficient weight to the board’s accountability for the mis-
sion of not-for-profit organizations.

“The word model makes it sound like a major change or
new direction. I see something less dramatic,” Richard
Umbdenstock said.

It is worth noting that governance in the private sector is
also changing quickly to enhance corporate accountability
and transparency, but private corporations are incorporat-
ing some of the age old practices used by the not-for-profit
sector, such as separation of the chair and CEO roles, board
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self-evaluation, term limits, conflict-of-interest policy
enforcement, and a majority of the board composed of
independent directors.

“The increase in accountability and discipline is happening
to all governance, not just non-profit or healthcare non-
profits,” said Michael Connelly. “Independence, transparen-
cy, and the other mechanics of increased accountability are
happening with all types of boards.”

It may be that governance practices are converging among
various sectors of society. As convergence intensifies, the
distinction between not-for-profit and for-profit governance
becomes moot, with one set of standards emerging for
defining “good governance.”

“I always chuckle when people say, ‘hospital boards have to
be more like corporate boards,” Umbdenstock said. “If cor-
porate boards had done some of the things non-profit hos-

pitals have done for years, like board self-evaluation, many
would be better off.”

“But,” he quickly added, “our governance is changing.
There’s definitely less tolerance, less acceptance of so-so
results by saying, ‘but [in non-profit healthcare] we're dif-
ferent, we have a mission.” If that means health system
boards are more like corporate boards, that’s probably
right.”

“The trick is to keep in touch with who you really are, your
mission, and also not to accept inadequate performance,”
he said.

Utility of the model. We began this study with a hypothesis
that a new “corporate governance model” was emerging
among not-for-profit health systems. In the course of the
study, we have been able to describe the elements of that
model more clearly, and particularly in TABLE 1 (page 14),
showing the differences among the holding company,
shared governance, and operating company models.

The expression, “All models are wrong, some models are
useful,” comes to mind. In this case, while we do not find
the corporate, operating company model emerging every-
where in every aspect, health systems can use the model to
ask several important questions about their system gover-
nance:

¢ Where are we on the continuum from a holding compa-
ny model to an operating company of management and
governance? Are we where we need to be?

¢ Have we addressed the hard questions of whether to
have subsidiary boards and, if so, what do we expect of
them?

¢ Are we demanding enough of governance at all levels to
discharge our responsibilities as directors and to help the
organization thrive?

e Are we maintaining the right balance between finances
and mission—remembering the board is accountable for
both in equal measure? Failing the test for either one
means the organization fails.

¢ As system management moves toward the operating
model, with greater standardization and centralization of
core processes and decision making, does it follow that
governance must move in parallel, and just as much on
the continuum? Or, if healthcare truly has important
local elements, does local governance, through the
shared governance model, provide a check and balance
to corporate power as well as a valuable connection to
local stakeholders?

The Governance Institute will continue to track the evolu-
tion of health system governance in future research and
publications.
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Appendix

Study Design

The Governance Institute mailed a 4-page survey to 101
CEOs of large, not-for-profit U.S. health systems in late July
2004. The survey focused on four specific areas:

1. Forces Driving Change

CEOs responded to 10 forces driving governance change by
noting their actual experience; that is, whether their board
has addressed each force directly, or whether they antici-
pate having to address each force.

2. System-Subsidiary Hospital Responsibility Distributions
Specific responsibilities for decision making were listed,
and respondents were asked to designate whether these
responsibilities were reserved to the system board, shared
between the system and subsidiary hospital boards, or dele-
gated to the subsidiary hospital board. They noted the divi-
sion of responsibilities five years ago and who holds those
responsibilities today.

3. System Strategies and Resource Commitments

A number of strategies and resource commitments have
been connected with the reported shift to a corporate/enter-
prise governance model—system branding and identity, a
centralized information system, and a standardized patient
care management system. Respondents described their
approach five years ago as well as their approach today.

4. Changes in Governance Structure and Practice

CEOs were asked to indicate whether their system has
implemented in the last five years, or is considering imple-
menting, a number of changes in governance structures,
policies, and practices.

Who Responded

Fifty-two organizations (51 percent) responded to the sur-

vey. Secular, non-governmental systems represented 50 per-
cent of the responses; Catholic systems were 30 percent of

the respondents; and 12 percent were other church-affiliat-
ed systems.

More than half of the responding systems (58 percent) have
hospitals in one state only. Twenty-five percent (25 percent)
have hospitals in 2-3 contiguous states, and 17 percent
have hospitals in more than three states.

ExHiBiT A

SYSTEM SPONSORSHIP

CATHOLIC

30%

OTHER
NoN-GOVERNMENTAL
50%

OTHER CHURCH
NON-GOVERNMENTAL

23

ExHiBiT B

GEOGRAPHIC DISPERSION OF
SystEM HospriTALs

MurrirLE REGIONS
(>3 STATES)

17%

SiNGLE REGION
(2—3 coNTIGUOUS
STATES)

25%
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Follow-Up Interviews

Seven CEOs who responded to the survey were interviewed
to determine their reaction to the survey findings. The
Advisors specifically asked:

1. What key findings caught their attention? Did any
results surprise them? Did any results prompt major
insights?

2. Did they accept or reject the basic hypothesis of the
survey? Do they believe the trend is real, a passing fad,
or non-existent?

3. What are the two or three driving forces that have and
will continue to have the greatest impact on large, multi-
hospital system governance over the next five years?

Two CEOs interviewed represented single-state systems
with “other” church sponsorship. An additional CEO from
a single-region system with Catholic sponsorship was inter-
viewed, and another CEO from a single-state system with
secular sponsorship. Finally, a secular multiple-region sys-
tem CEO was interviewed, as well as two Catholic multi-
ple-region system CEOs.
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