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Welcome to The Governance Institute’s E-Briefings! 

 

This newsletter is designed to inform you about new research and expert opinions in the area of hospital and health system governance, as 
well as to update you on services and events at The Governance Institute. Please note that you are receiving this newsletter because you 
are a Governance Institute member or expressed interest at one of our conferences.  
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For Board Members Only: 10 Trends That Will Drive Healthcare in 2013 (and Beyond)  

 

 

 
1. Economy/Government Policy Watch: 

Follow the Money  
 

With state budgets still reeling from the recession 
and a disappointingly slow economic recovery, 
state governments will need to find solutions to their 
problems, which include Medicaid 
expansion/flexibility, insurance exchanges, state 
employee costs (health and retirement), and 
infrastructure costs to manage all of the changes 
underway. Like the states, the federal government 
must deal with Medicaid expansion, federal 
employee costs, healthcare costs, insurance 
exchanges, as well as healthcare reform 
implementation and subsidies, Medicare beneficiary 
growth, and new care delivery models. The current 
economy is still fragile and the fiscal cliff issues 
must be revisited again on March 1, 2013 (as well 
as addressing the Sustainable Growth Rate 
Medicare payment model for physicians by the end 
of the year). The potential for “recession part two” is 
real, and our economic equilibrium is impacted as 

much by European and other global economies as 
by our own domestic weaknesses. Capital access 
issues still loom for many hospitals; portfolio value 
will be at further risk, and pressure on balance 
sheets will increase.  

 
In the boardroom:  

 Be vigilant about impacts and changes to cash 
flow and the balance sheet. Monitor payer mix 
changes, bad debt, contractual allowances, and 
uncompensated care levels. These indicators 
as well as debt capacity will impact your 
thinking about affiliation, merger, and 
acquisition, if they haven’t already done so.  

 Unemployment is still a good barometer of 
economic direction; expect little change in 
2013. 

 Virtually every independent hospital board is 
asking these two questions: 1) Can we remain 
independent? 2) Should we remain 
independent? Timing is a key element of 
answering these questions. Make time to 

The new year of 2013 has just begun and our vision is 
already squarely on 2014. Will 12 months be sufficient time 
to prepare our organizations, communities, states, and the 
nation for the changes required by the Affordable Care Act 
(ACA), the American Taxpayer Relief Act of 2012, and other 
regulatory and economic trends? The next 24 months will 
create significant disruption for many healthcare providers 
and organizations, and extraordinary opportunities for 
others. Will your governance and leadership teams be equal 
to the challenges that are emerging now? Following are our 
best recommendations to guide your strategic thinking and 
priorities for 2013 and beyond.  
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The number of employed physicians 
will continue to increase as 

reimbursement to physicians stays 
flat or declines and as operating 

costs for physician practices continue 
to increase. 

objectively evaluate potential scenarios and 
their benefits and drawbacks for your 
organization. 

 

2. Physician Engagement/Alignment  
 

Is your answer to increased physician alignment, 
“employ them?” Effective physician engagement 
and alignment for 2013 will require more change in 
culture, structure, economic linkage and incentives, 
and leadership philosophy. The number of 
employed physicians will continue to increase as 
reimbursement to physicians stays flat or declines 
and as operating costs for physician practices 
continue to increase. The shift from fee-for-service 
(FFS) to fee-for-value (FFV) payment tied to quality, 
patient satisfaction, wellness, and population health 
management inherently drives closer alignment 
between physicians and hospitals, as well as 
physicians with health plans and insurers. Further 
alignment will accelerate as a result of these 
providers and payers pursuing patient-centered 
medical homes (PCMHs), bundled payments 
(global payment), ACOs, clinical integration, co-
management arrangements, employment, and joint 
ventures.  
 
In the boardroom:  

 Losses on employed physician practices 
continue to be a quandary for many hospitals. 
Take steps to configure new compensation 
models so that they incentivize appropriate 
productive behavior, meet quality guidelines, 
and engage physicians as “owners” of the 
enterprise.  

 Involve physicians appropriately in governance 
at key levels of the organization. Ensure that 
employed physicians have a stake in governing 
the performance and outcomes of the physician 
enterprise as well as supporting the 
achievement of system-wide strategies.  

 Assess the current state of physician 
engagement and alignment in your 
hospital/system by using a systematic checklist 
using best practices to benchmark your current 
status and trends over time.  

 Address key questions such as: does our 
culture and structure have the capability to 
attract and further align and integrate 
independent as well as employed physicians? 
Can we accommodate additional physicians in 
a compressed timeframe? Is our physician 
engagement strategy effective enough to 
attract and support essential physicians in key 
specialties needed to accept risk, manage the 
health of defined populations, achieve 
extraordinary quality, and coordinate care 
seamlessly across the continuum of services? 

 Evaluate physician contracts to ensure that 
compensation structures are resilient to 
accommodate risk-sharing models and 
economic incentives that reward improved 
quality, reduced costs, and top patient 
experience. This is a “must do” initiative for any 
health system/hospital given greater 
transparency, and payment tied to performance 
scores (e.g., HCAHPS surveys).  

 Compensation models must be able to adjust to 
the shift from fee-for-service to fee-for-value. 

 

3. Clinical Integration/Care Delivery 
Redesign  
 

This is a good-news/bad-news trend area. With 
healthcare reform in full ramp-up mode, clinicians 
will accelerate the development and adoption of 
new care models. This will occur sometimes as a 
group or in conjunction with a hospital partner. 
When done with a hospital partner, this is a 
tremendous opportunity to ramp-up physician 
engagement levels with both employed as well as 
independent clinicians. The new models will either 
target managing a population or treating episodes 
of care (focusing on resource consumption per 
case). Expect greater use of information technology 
(IT), including telemedicine, wireless devices, and 
population and utilization analytics. New models 
include global payments and mini-PCMHs targeted 
to specific major chronic diseases. The downside of 
clinical care delivery redesign is that it has the 
potential to erode traditional hospital demand. 

 
In the boardroom:  

 Explore ACO and bundled payment models to 
reduce costs and add value. 

 Pilot initiatives for “no regret” populations (e.g., 
“frequent flyers” in the emergency department, 
chronic disease populations with high readmit 
rates) to gain organizational experience before 
broad provider adoption. 
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 Sequence care delivery initiatives so that timing 
aligns with new payment models, payer risk 
contracting, and shared savings arrangements 
to ensure hospital profitability is maintained. 

 
4. Changing Tides: The “Push–Pull” on 

Volume  
 

How quickly do you expect to see impacts on 
patient volume and revenues from the shift from 
fee-for-service to fee-for-value, and health 
insurance exchanges (2014)? Just as efforts to 
reduce readmissions and length-of-stay are 
achieving the desired results to succeed in new 
payment models, there will be a need to replace 
this “unwanted” volume with “new” volume (expand 
your population). In the meantime, get ready for a 
tough fight for market share. Providers will 
immediately work on capturing the population base 
to support their “sunk cost” in facilities and 
resources. There will be an all-out effort to 
consolidate markets (hospital to hospital, medical 
group to medical group, medical groups/physicians 
to hospitals, and health plan to health plan) to 
capture more population to increase throughput, 
reduce costs, and restructure assets in a market 
with excess capacity. Quality and cost (value) will 
increasingly become an essential differentiator. Key 
service lines will remain an intense focus for 
traditional volume as the tides shift from FFS to 
FFV. The rate and magnitude of change will be 
market specific, requiring your best efforts to 
monitor this to get it right. 

 
In the boardroom:  

 Ensure that access points are broad and deep 
geographically and demographically. 

 Enhance service line positioning strategies for 
key clinical services (e.g., cardiac, orthopedics, 
neuroscience, and oncology) to drive market 
leadership in quality, efficiency, and patient 
experience. We’re increasingly seeing that for 
surgical specialties, physician training and 
competency is essential to capture expected 
growth in certain subspecialties (e.g., mitral 
valve repair).  

 Evaluate opportunities to fill gaps in clinical 
service offerings. 

 Develop ACO, risk-taking (e.g., capitation, 
global payment, shared savings), and 
population health management capabilities. 

 Prepare networks, services, and products for 
insurance exchanges (be ready for 2014). 

 
 
 
 

5. Revenues and Operating Expenses 
 

Expect that without concerted effort, cost per unit 
will rise and revenue per unit will not keep pace for 
the next 12 months. To mitigate these trends, focus 
on increasing throughput in key service lines, 
accelerating clinical integration, and reducing 
resource consumption. Labor will be the single 
biggest cost followed by supplies. Utility costs will 
outpace inflation. Health system strategy must 
focus on attracting/capturing a larger population. 
This means increasing market share in an 
environment of no per capita growth in inpatient 
volume. 
 
In the boardroom:  

 Request that management periodically provide 
best-practice benchmarking information on 
revenue and cost comparisons to other similar 
well-performing hospitals and over time. 

 Monitor results from revenue cycle 
improvement activities. 

 Monitor the effectiveness of ongoing process 
improvement and cost reduction activities (e.g., 
Lean, Six Sigma). Target cost reductions of 10 
percent as quickly as possible. 

 Assess closing or selling negative contribution 
services if they cannot achieve breakeven. 

 Focus on access points such as primary care, 
urgent care, federally qualified health centers 
(FQHCs), community clinics, rural health clinics 
(RHCs), retail clinics, and freestanding 
emergency departments.  

 Evaluate the potential to drive volume through 
payer relationships such as participating in 
health plan narrow networks and exploring 
direct contracts with self-funded employers.  

 Ensure that any growth strategy results in 
volumes that are profitable as appropriate. 

 
6. Health Plan Strategies/Emerging Models  

 
Health plans will be very active and assertive in 
their strategic positioning initiatives as they prepare 
for the health insurance exchanges. Health plans 
will use their tremendous reserves to buy other 
health plans, targeting those with Medicare and/or 
Medicaid lives. They will diversify into other related 
businesses, including support services for 
population health management, acquiring provider 
systems, and even the retail healthcare business 
(hearing aids, DME, eyewear). They will also 
continue to partner with high “foot traffic” chains to 
offer their products and enroll/insure more people 
(e.g., Walmart, Costco, Rite Aid, others). A small 
but growing opportunity for health plans is to pursue 
partnerships with health systems on private label 
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Consolidation of providers will 
continue at current levels in 2013 as 
hospitals seek to gain scale, reduce 
costs, and capture a greater portion 

of the healthcare continuum. 

health plans. The system can then use the private 
label product to enroll its self-funded employees, 
create and offer narrow network products, 
potentially participate in health insurance 
exchanges, and market to other employers’ self-
funded plans. 
 
In the boardroom:  

 Focus on care delivery network and provider 
access points to meet payer membership 
needs. Does your organization have enough 
access points, in the right places, to meet 
patient needs? 

 Assess private label health plan opportunities 
to take risk for hospital employee populations 
(another “no-regret” population), as well as to 
offer to local self-funded employers.  

 

7. Information Technology  
 

Health systems must invest in order to be ready for 
healthcare reform’s new delivery models and 
payment systems. The necessary investment 
includes those that should have already been 
completed such as picture archiving and 
communications systems (PACS), results reporting, 
electronic medical records (EMRs) for the inpatient 
and outpatient setting, and computerized physician 
order entry (CPOE). In 2013 and 2014, the focus 
will be on data warehouse and health information 
exchanges in which to participate or interface, 
telemedicine technology, and moving to population 
analytics and Web portals for patients and 
physicians. 
 
In the boardroom:  

 Have you consistently achieved meaningful use 
thresholds? Are you on track to receive 
maximum future payments? What will it take 
(cost) to do so? What is the ROI? 

 Does your board have a clear vision and grasp 
of current IT capabilities and future needs? 
Make sure that leadership is measuring the 
effectiveness of IT strategies and expenditures. 
Can you identify a surrogate return on 
investment for your IT investments? 

 How connected are you with physicians 
(especially with independent clinicians)? 

 Does your IT vision and strategy accelerate 
your ability to participate in ACOs, bundled 
payment, and population health management? 

 Is your IT strategy effectively providing data 
that results in reduced costs, quality 
improvement, streamlined care delivery 
processes, reduced financial risk, and higher 
provider and patient satisfaction levels? What 

will it take to make this happen to a much 
greater degree? 

 Do you have a robust social media strategy? 
 

8. Labor/Workforce Headwinds  
 

Difficult employer–employee relations are coming. 
As healthcare employers experience greater 
revenue pressure on their businesses, employees 
will see smaller salary increases and will pay a 
greater portion of their healthcare insurance 
premiums and co-pays. Staffing reductions will 
continue, especially in non-clinical areas. Expect 
labor strife, layoffs, reduced hours, outsourcing 
departments or services, more of management’s 
compensation at risk, and more incentive 
compensation for management employees, which 
will be targeted to metrics in cost, quality, and 
customer service. 
 
In the boardroom:  

 Perform a compensation and succession plan 
assessment (if you haven’t done so in the past 
year) to ensure that your strategies will 
withstand the pressures expected in the near 
future. 

 Measure and monitor the effectiveness of 
senior leadership’s approaches to succession 

planning and leadership development. It is 
essential to create leadership depth, 
contingency plans, and development tracks 
across all levels of the organization.  

 Ensure that physician leadership development 
strategies are robust and effective. 

 Be prepared to reduce staff, and to share a 
greater cost of benefits with employees.  

 

9. Consolidation, Closures, Alliances, and 
Mergers  

 
Consolidation of providers will continue at current 
levels in 2013 as hospitals seek to gain scale, 
reduce costs, and capture a greater portion of the 
healthcare continuum. Health systems will focus on 
geographic markets where they can concentrate 
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resources and better utilize assets. This may mean 
that in larger markets, a system may consolidate 
four acute care providers into three sites and 
convert the fourth to post-acute care services. We 
still expect to see more closures/conversions of 
acute care hospitals in the next five years, 
especially in rural areas, and in metropolitan areas 
with acute care overcapacity. (We still stand by our 
2012 estimate that five to 10 percent of acute care 
beds nationwide could be closed/converted by the 
year 2020 or before.) Medical groups and IPAs will 
consolidate as well, given that many physician 
organizations will not have the capital to invest in 
the necessary infrastructure (e.g., IT, care models, 
protocols, human resources to manage the “new” 
delivery system). Many physician organizations are 
populated by baby boomers who are beginning to 
consider retirement and may be looking for a sale 
to monetize their lifelong investment in their 
practice. 
 
In the boardroom:  

 What is the organization’s vision? Have a 
robust discussion around vision relative to 
capabilities, resources, and capital needed to 
achieve it in the future. 

 Create a list of essential organizational needs 
for a five to 10 year horizon. Use the list to 
discuss essential criteria to evaluate potential 
partnerships and alliances as part of future 
scenario planning. 

 What is your board’s current view regarding 
alliances, mergers, consolidation, and other 
joint ventures? 

 Timing is everything in the transaction arena. If 
you wait too long, your preferred eventual 
partner may be “tapped out” financially, 
operationally, or competitively (i.e., sized into 
anti-trust territory). Be flexible and willing to 
proactively consider scenarios and 
opportunities that may not be available in the 
near or distant future.  

 If you are a rural provider, can you align with 
others of similar size and/or strategic mind-set 
to create a mini-ACO or contracting network 
that represents your interests with a larger ACO 
or provider with more clout than you could 
achieve independently? 

 
10. Employers Forced to Respond  

 
Employers have seen double-digit premium costs 
over the past few years. They have and will 
continue to pass this cost on to employees in the 
form of high deductibles. Expect employers and 
employees to demand more information about 

pricing and quality metrics (transparency). The days 
of high deductible PPO narrow network health 
plans are here to stay. Most hospitals are using 
their employees and dependents as the “new 
narrow network” delivery system, where the patient 
incurs lower out-of-pocket costs if they use their 
hospital and physician network. Expect employers 
to aggressively use plans with tiered providers and 
narrow networks to provide higher value to their 
employees. During labor negotiations, hospitals and 
non-hospital employers will trade wage increases 
for new creative health benefit design by dropping 
low-value providers. 
 
In the boardroom:  

 Assess your ability to enter into direct contracts 
with local self-funded employers. Your 
credibility will be solid as you propose to take 
the management of care for someone else’s 
employees if you have proven experience in 
managing the cost and quality of your own 
healthcare savvy workforce.  

 Ensure that you can quantitatively demonstrate 
higher quality and lower costs to be attractive to 
health plans, employers, employees, and 
individual consumers who are very capable 
about researching and discovering high-value 
providers and services. 

 Profile the employers in your service area just 
as you would if you were creating your own 
health plan to market to them. Know what 
products they have, what benefit options their 
employees choose, and what providers they 
use.  

 Discover which employers are likely to 
incentivize their employees into insurance 
exchanges in 2014. What ramifications does 
this have for your contracting strategy, network 
development? What impacts could this have on 
patient volume, costs, and reimbursement 
levels in 2014? 

 

Final Word  
 
2013 will require that we reinvent, redesign, and 
rejuvenate our organizations while remaining in 
rapid motion. Effective boards in uncertain times 
will articulate clear visions and policies based on a 
rigorous review of facts, and their strategic and 
business implications. In spite of the current 
uncertainty, be bold in setting a well-planned 
strategic direction, with an eye for success in 2014 
and beyond.

 



The Governance Institute’s E-Briefings • Volume 10, No. 1 • January 2013 

 

If the board becomes out of touch 
with significant medical practices in 
its community, the result can be 

catastrophic loss of market share to 
a competitor or failure to gain 
cooperation in efforts to enhance 
integration and coordination of 

services. 

The Governance Institute thanks Steven T. Valentine, M.P.A., president, and Guy M. Masters, M.P.A., senior 
vice president, of The Camden Group, a national healthcare consulting firm, for contributing this article. Both are 
strategic and business advisors to hospitals, health systems, medical groups, ACOs, and integrated delivery 
systems nationwide. They are frequent speakers at industry conferences, board retreats, and other strategy 
advisory meetings. They can be reached at (310) 320-3990, or at SValentine@TheCamdenGroup.com and 
GMasters@TheCamdenGroup.com.  

■■■ 
 
 

Boards Benefit from the Expertise of Physician Members 

By Todd Sagin, M.D., J.D., Sagin Healthcare Consulting 
 

 

irectors who have been long-term board 
members will have noticed in many 
institutions an increasing number of 

physicians joining their ranks. It is reasonable, 
therefore, to ask what added value is brought to the 
table by these new participants. While long-
standing custom has brought the medical staff 
president to board meetings or seen a few retired 
community physicians providing board service, the 
changing demands of the healthcare environment 
have motivated many boards to ask more of 
physician members. In particular, boards have 
begun to look toward their physician members for 
expertise in areas that have only recently become 
of significant import to the success of their 
institutions.  
 

Improved Understanding of Medical Staff 
Needs  
 
The board tradition has been to rely on physician 
board members for insights into the views of the 
medical staff on relevant issues and to facilitate 
communication with doctors across the community. 
This need is arguably more important today than 
ever before as hospitals and physicians become 
more bound at the hip for mutual success. If the 
board becomes out of touch with significant medical 
practices in its community, the result can be 
catastrophic loss of market share to a competitor or 
failure to gain cooperation in efforts to enhance 
integration and coordination of services. The board 
should continue to expect its physician members to 
help in monitoring the perspectives of the broader 
practice community and providing early warning if 
an ethos of partnership and collaboration is going 
astray. But much more can be gained from having 
the right medical personnel serve as board 
members. 
 
Physicians on the board should be expected to 
serve as ambassadors from the institution to 
potential new physician partners. These 

partnerships might vary from simple cooperation to 
achieve quality goals to true joint ventures, co-
management arrangements, participation in 

accountable care arrangements, or explorations 
leading to employment. Overtures from physician 
board members may be less threatening to private 
practice doctors than those from management. As 
the 21st century business model of healthcare 
continues to take shape, it is clear that hospitals 
and health systems will need robust networks of 
doctors in order to provide “accountable care.” 
Physician board members can provide unique 
insight into the willingness of colleagues to 
collaborate. They may also open doors that would 
otherwise be closed to hospital outreach. 
 
The medical staff at most hospitals is undergoing 
dramatic transformation. Baby boomer doctors are 
nearing retirement, younger generations of 
physicians are stepping into leadership roles, there 
are more women in the ranks, and vastly more 
practitioners are employees of the institution. Some 
of these changes put new oversight demands on 
the hospital board. For example, the board must 
ensure that employed doctors are working under a 
viable compensation scheme. The compensation 

D Steven T. Valentine, M.P.A. 
President 
The Camden Group 
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Appointing physicians to the board 
who have knowledge of population 

health can ensure the board has the 
expertise to provide oversight and 
guidance in this area of critical 
growth for hospitals and health 

systems. 

model must fit within legal constraints while also 
motivating productivity, quality, patient satisfaction, 
regulatory compliance, and good “citizenship.” 
Compensation oversight for highly compensated 
doctors falls to the hospital board. Directors might 
look to appoint physicians to their board who have 
experience with physician pay models or who have 
exercised oversight of large group practices. 
Hospitals that don’t effectively manage physician 
employment can find themselves in serious 
difficulty, challenged by physician dissatisfaction 
and defection, poor performance results, and 
financial disaster. Board members who come from 
community businesses or other professions may 
lack the insights necessary to “herd cats” (a 
disparaging but not totally inaccurate 
characterization of the difficulties of managing 
doctors). Well-chosen physician board members 
can provide valuable insights to their board 
colleagues regarding physician behavior when the 
myriad issues relating to physician employment 
arise. 
 

Providing High-Quality, Accountable Care  
 
Healthcare institutions are increasingly faced with 
the need to participate in various forms of 
“accountable care.” While Medicare expands its 

activity in this arena, commercial payers have also 
forged ahead with new insurance products that 
demand “value” in exchange for reimbursement. 
This puts new emphasis on hospitals to excel in 
achieving quality and safety targets and create 
more reliable systems to develop true cultures of 
excellence. There is a growing cadre of physicians 
specifically trained, or with extensive experience, in 
the techniques and tactics necessary to accomplish 
these ends. These doctors can help fellow board 
members interpret the growing jargon surrounding 
performance improvement, identify the meaningful 
tactics from the flood of recommendations in the 

literature, and provide insight into the occasional 
difficulties in achieving medical staff buy-in when 
implementing new approaches.  
 
One of the new capabilities becoming increasingly 
important to health systems is population health 
management. There is an inevitable trend to hold 
integrated delivery systems responsible for the 
health of discrete populations. This responsibility 
will be enforced through risk contracts that tie 
payment to health systems to population health 
statistics. Population health is a field that has 
historically been the domain of public health 
officials; expertise among hospital managers and 
medical staff members is limited. However, a 
growing number of physicians are pursuing 
interests in this field and many are gaining 
experience through efforts to expand patient-
centered medical homes (PCMHs). Indeed, there 
has been explosive growth in efforts to implement 
the “medical home” concept. Board members must 
become adept at distinguishing meaningful efforts 
from sloppy initiatives that co-opt the name medical 
home without providing substantive new 
approaches to care coordination and delivery. 
Appointing physicians to the board who have 
knowledge of population health can ensure the 
board has the expertise to provide oversight and 
guidance in this area of critical growth for hospitals 
and health systems.  
 
Whether we are talking about population health, 
implementing stronger quality and safety practices, 
or better-coordinated care, success in these areas 
increasingly depends on analyzing data. Most 
systems have improved their data collection in 
recent years and moved toward significantly greater 
use of electronic health records. A widespread 
observation is that many organizations are awash 
in data but lack good information. That is, they have 
difficulty interpreting their data with accuracy and 
then putting the data to good use. Failure to use 
data carefully has undermined medical staff 
confidence at many hospitals and often breeds 
paranoia and distrust between doctors and hospital 
management. Doctors see inaccurate or poorly 
deployed data as pretext for hospital efforts to 
punish them when desired financial results aren’t 
achieved. Board credibility with doctors may hinge 
on whether the board makes appropriate and 
validated assumptions from data provided to it by 
management. Here again, physician expertise on 
the board can be extremely valuable. Physicians 
are trained medical scientists whose antennae 
should be attuned to the misuse of data when 
applied to clinical matters. They can help the board 
distinguish medical staff members who complain 
about hospital data in a self-serving manner from 
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those who have valid concerns about the data’s 
accuracy and utility.  
 

Knowledge of Clinical Specialties and 
Trends  
 
Medical staff development planning is a traditional 
responsibility of the hospital board that has 
increased in complexity in recent years. This 
activity becomes more difficult as a very real 
physician shortage grows exponentially. The 
hospital board must be more discerning than ever 
regarding what specialties the community truly 
needs. One reason is that recruitment has 
increasingly become a matter of employment. Few 
young doctors want to be recruited into a private 
practice “opportunity.” However, many hospitals do 
not have the financial strength to employ every 
doctor on their recruitment wish list. Physician 
expertise on the board can inform discussions 
about what specialties are truly essential from those 
that are merely desired. These doctors can help 
fellow board members understand where non-
physician providers might help fill needs and where 
such practitioners might find acceptance or face 
resistance from the medical staff. Physician board 
members can also help the board evaluate future 
clinical trends that impact staff planning (e.g., will 
the hospital need as many cardiothoracic surgeons 
in its future if advances in non-invasive procedures 
continue at the current pace?).  
 
Some traditional insights that physician board 
members bring to the table are becoming more 
important under the changing business model of 
healthcare. Having medical staff members on the 
board has always provided the board with critical 
insider perspectives into the reality of hospital 
operations. Today, having employed physicians on 
the board can bring insight into the satisfaction of 
this vital cadre of medical staff members. They can 
help answer questions such as: Are the institution’s 
employed doctors professionally satisfied? Content 
with their working relationships with management? 

Comfortable with the level of operational support 
their practices receive? Accepting of current 
compensation models?  
 

Finding Physicians with the Right Expertise  
 
While it is clear there is a wealth of expertise 
physician board members can share with their 
board colleagues, it is not always clear how to 
ensure that doctors on the board actually have the 
expertise desired. Many boards should consider 
reaching outside their communities to find physician 
members with skills in needed areas such as 
performance improvement, population 
management, data management, running large 
group practices, and so forth. Physicians who 
emerge from the medical staff with demonstrated 
leadership skills may seem like good board 
additions, but may or may not have additional areas 
of expertise needed to complement skills already 
represented on the board. Physician board 
members recruited from outside the community 
may avoid the problem of having “insiders” 
providing oversight in areas where this is not 
permissible (e.g., compensation matters). However, 
outsiders don’t bring the knowledge of internal 
operations nor do they bring relationships with or 
insights into the local community of practitioners.  
 
The bottom line is that hospital and health system 
boards now require the expertise of physician 
members more than any time in history. When 
adding physicians to the board, organizations 
should be thoughtful about exactly which skill sets 
they want these additions to bring. Lastly, board 
members must be aggressive about mining this 
expertise from physicians who participate regularly 
in their deliberations. If the expertise of physician 
board members is untapped, then the board is 
failing in its fiduciary duty of care. In healthcare 
today, no organization can afford board members 
who are simply symbolic representatives of 
important constituencies—even if that constituency 
is comprised of doctors. 

 
The Governance Institute thanks Todd Sagin, M.D., J.D., president and national medical director of Sagin 
Healthcare Consulting, for contributing this article. He can be reached at tsagin@saginhealthcare.com. 
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The quality of board diligence must 
improve if it is to keep pace with the 
governance demands of the more 

operationally and financially 
sophisticated health system. 

The Move Toward an Activist Board 

 
This is the first article in a series examining the role of the board following the wave of industry consolidation. 
 
By Michael W. Peregrine, McDermott Will & Emery, LLP 
 

 

combination of developments may be 
pushing healthcare boards toward a more 
active role in corporate affairs. These 
include the fundamental change in the 

healthcare financing system, the rapid consolidation 
of the non-profit healthcare sector, dramatically 
increased physician integration, service line 
diversification beyond traditional care delivery 
models, and the recruitment of new board members 
with specialized competencies and unique 
expertise. These are seminal matters that can 
prompt a heightened level of board attentiveness. 
 
Add to all of this an increased willingness of 
regulators (and the media) to raise the “where was 
the board?” question in times of corporate 
controversy—prompting subtle new concerns with 
the appropriate standard of fiduciary conduct and, 
indirectly, with individual liability exposure. The 
cumulative effect of these developments is, 
increasingly, a board that is less passive, less 
reflexively deferential, and more motivated to 
become actively engaged in corporate affairs. 
 
This goes beyond enhanced boardroom 
attentiveness, toward a more pronounced 
assertiveness with respect to the broader corporate 
agenda: a tighter leash on senior leadership, a 
“hands-on” approach to strategic challenges, more 
direct involvement in care and risk management, a 
sharpened boardroom culture of constructive 
skepticism, and a willingness to intervene to resolve 
ethical lapses, compliance exposure, and 
reputational harm. 
 
This is not necessarily a bad thing, if managed 
properly. Indeed, a major emphasis of the post-

Sarbanes-Oxley “corporate responsibility” 

environment has been to ensure an enhanced role 
for governance in the oversight of corporate affairs 
and of management's conduct. The regulatory 
emphasis on compliance is built on a “tone-at-the-
top”-based foundation. Governance best practices 
are the focus of renewed boardroom attention. Rare 
is the non-profit health system board that has not 
embraced these core principles. The days of the 
“imperial CEO” have mostly passed. 
 

This trend appears consistent with the increased 
oversight requirements of a more diverse business 
portfolio. The quality of board diligence must 
improve if it is to keep pace with the governance 
demands of the more operationally and financially 
sophisticated health system. In many respects, the 

more active, assertive, and aware a board is, the 
more responsive it is to the governance needs of an 
evolving healthcare sector.  
 
But this type of board can also be a very bad thing, 
if not handled properly. Certainly, these new 
developments help foster an impression that boards 
must be much "closer to the action" in order to be 
truly effective—that greater engagement is a 
reliable prophylactic for personal liability—but it is a 
perception that is not entirely accurate. The shift 
toward a more active governance model carries 
with it the potential for altering, in a negative 
way, the traditional governance/executive dynamic. 
When the lines between governance and 
management are blurred, operational 
professionalism may suffer and critical checks and 
balances may weaken. 
 
The warning signs of excessive activism by the 
board (or by its leadership) may include the 
following: taking the predominant role in developing 
the board meeting agenda; increasing the board 
reporting obligations of corporate officers; 
becoming directly involved in transaction 
negotiations; directing major components of the 
strategic plan; engaging advisors to represent the 
interests of the board on a regular basis; 
maintaining direct contact with corporate vendors, 
constituents, consultants, and strategic partners; 
serving as primary organizational spokespersons; 

A 
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and assuming an executive role on an interim basis 
(e.g., upon the departure of the CEO or CFO).  
 
Rather than reacting to management 
recommendations on strategic or policy matters, the 
board is proactively participating in the formation of 
those recommendations. Rather than exercising 
oversight of management's pursuit of individual 
initiatives, the board is directly involved in the 
identification and implementation of those 
initiatives. Rather than utilizing the expertise of 
advisors recommended in good faith by 
management, the board retains a parallel set of 
advisors. 
 
Yet, there is a very fine line between conduct that 
suggests excessive activism and that which can be 
fairly characterized as attentive governance. 
Oftentimes, the risk arises not from individual 
actions but rather from a pattern of conduct by 
which the board, acting in good faith, interjects itself 
more directly and consistently in executive-level 
tasks. When it does so, it can undermine the 
effectiveness and credibility of senior management, 
decrease the quality and effectiveness of the 
management function, erode governance checks 
and balances, and increase board members’ 
exposure to personal liability. 
 
There’s no question that expectations of healthcare 
governance will increase with the dramatic 
consolidation of the sector. The pronounced 
concentration of control in larger community, 
regional, and national systems and the shift toward 
greater operational diversity will by necessity 
increase expectations of boardroom conduct. The 
board that is sensitive to this and similar trends will 
naturally feel a gravitational pull toward more 
active, hands-on leadership.  
 
Identifying the appropriate level of board 
engagement in a changing and consolidating 
healthcare sector requires the conscious and 
committed discernment of both the board and 
management. They have to talk it through. Acting 
with the support of qualified facilitation and on the 
legal advice of the general counsel, these 
organizational leaders should carefully reevaluate 
their respective roles in the context of industry 
realities, organizational mission, and governance 
law. Such an evaluation process should include a 
review of the following: 
 

 Traditional roles: The starting point of any 
evaluation is to revisit the traditional role 
descriptions of the board and the senior 
leadership team, and the fundamental 
distinction between governance and 

management. Basic to this is the statutory 
concept that the business of the non-profit 
corporation is managed under the direction of 
the board. However, directors aren't well 
positioned to manage the corporation directly 
and comprehensively. For that reason, they 
are authorized to delegate day-to-day 
management responsibilities to qualified 
executive management. The board must then 
exercise oversight of executive leadership. 
Implicit in this delegation is the board’s ability to 
rely on the advice of its leadership team. 

 
Law and best practice specify particular duties 
for the board in its oversight role. These include 
the following core principles: 1) selection, 
compensation, and evaluation of the CEO and 
related succession planning; 2) overseeing the 
strategic planning process; 3) comprehension 
and approval of annual budgets; 4) confirming 
accuracy/clarity of financial statements; 5) 
ensuring consistency of operations with non-
profit mission and tax-exempt status; 6) 
advising executive leadership on important 
issues confronting the corporation; 7) rendering 
informed decisions on major corporate actions; 
8) ensuring operation of an effective corporate 
compliance and ethics plan; 9) nominating 
qualified candidates for board and committee 
positions and ensuring comprehensive director 
education and self-evaluation protocols; and 
10) authorizing the exercise of reserved powers 
over corporate affiliates as may be established 
in governing documents or statute. Note that 
none of these responsibilities directly involve 
the board in day-to-day management. 
 

 New pressures: There must be a shared 
sense of the challenges confronting the board, 
and executive management, respectively. Only 
from that basis can there be a true sense of 
appreciation and understanding of the 
perspectives that each brings to their roles. For 
example, senior management should be 
sensitive to board concerns arising from the 
responsibilities of oversight, the exercise of 
business judgment, specific community health 
needs, keeping pace with the rapid rate of 
change in the healthcare sector, and the risk 
(however attenuated) of personal liability 
exposure. On the other hand, governance must 
be sensitive to the pressures on management 
to operate a very sophisticated business 
enterprise in a highly regulated industry that is 
in the throes of a monumental change in the 
manner in which the organization is paid for its 
services. 
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New Publications and Resources  
 
 

Board Self-Assessment: A Core Responsibility, Second Edition 

(Elements of Governance®, January 2013) 

 

Healthcare Acronyms & Terms, Seventh Edition (General Publication, January 2013)  

 

Physicians on the Board (Elements of Governance®, Fall 2012)  

 

Board Orientation Manual, Fourth Edition (Orientation Materials, 2012) 

 
 
To see more Governance Institute resources and publications, visit our Web site. 

Certain challenges have the potential to create 
particular board/management conflict; e.g., 
strategic planning (including major corporate 
transactions), physician integration strategies, 
executive-level performance and 
compensation, compliance plan effectiveness, 
and risk management strategies and 
investment management practices. Perceived 
new fiduciary and compliance pressures could 
(and maybe should) prompt the board to 
exercise levels of diligence and inquiry to which 
management may object, as an encroachment 
on their authority. 

 

 Reporting requirements: There should be a 
general agreement of the nature and frequency 
of reporting relationships between senior 
leadership and the board. Fundamental to such 
an agreement is an understanding of what is 
required by law, best practice, and professional 
ethics. Also important is an understanding that, 
with respect to certain key positions (e.g., the 
chief financial officer, chief compliance officer, 
and general counsel), the law expects a dual 
reporting relationship—to both the CEO and the 
board. At the same time though, there should 
be an understanding of how to structure 
governance reporting requests so that they are 
not burdensome to management, a distraction 
from core responsibilities, or do not work to 
circumvent the basic authority of the CEO. 

 

 Information and approvals: There should also 
be agreement on the quality of information the 
board receives from management, and the 
frequency with which it is received. Again, this 
requires a delicate balance between that which 
is reasonably necessary to support informed 
board oversight and action, and that which is 
excessive and more consistent with a 
management-level role. Along the same lines, 
there should be agreement on matters that the 
CEO may pursue without board involvement, 
matters that the CEO can pursue with 
notification to the board, and matters that the 
CEO can pursue only with board approval. 

 
A thoughtful, substantive dialogue between the 
board and the executive leadership team offers the 
opportunity to clarify the proper roles of governance 
and management in the context of a rapidly 
evolving non-profit healthcare sector and the 
operational and fiduciary demands of a 
sophisticated healthcare system. The guess here is 
that these circumstances will lead to greater board 
engagement on all aspects of the corporate 
agenda, as a new standard of conduct. But greater 
engagement must be coupled with guidelines 
designed to protect against unwarranted intrusion 
into the executive suite. If the “property line” 
between governance and management requires a 
new “survey,” great care should be given to the 
location of the “boundary stakes.”

 
The Governance Institute thanks Michael W. Peregrine, Esq., partner, McDermott Will & Emery, LLP, for 
contributing this article. He can be reached at mperegrine@mwe.com. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.governanceinstitute.com/?page=EOG
http://www.governanceinstitute.com/?page=EOG
http://www.governanceinstitute.com/?page=AcronymsTerms
http://www.governanceinstitute.com/?page=EOG
http://www.governanceinstitute.com/?page=OnBoardKit
http://www.governanceinstitute.com/
mailto:mperegrine@mwe.com


The Governance Institute’s E-Briefings • Volume 10, No. 1 • January 2013 

 

The Governance Institute Conferences        
 
Join Us for Our Upcoming Leadership Conferences  
 

 
 
 
Our April Leadership Conference is at The Ritz-Carlton, San 
Francisco from April 7–10. Healthcare executives, board 
members, and physicians will be coming from across the country to 
hear expert speakers discuss current trends in healthcare. Topics at 
this conference will include everything from board basics to 
improving quality scores to diversity in healthcare.  
 
 
 

Presenters at this conference include:  
 

 Robert M. Wachter, M.D.: The Quality, Safety, & Value Revolutions: The New Era Begins 

 Wright L. Lassiter III: The Journey to Excellence: The Alameda County Medical Center Story   

 Steven Z. Pantilat, M.D.: A Better Way: Dealing with Serious Illness & End of Life Care 

 Linda Galindo: Diversity in Healthcare: What You See Is Not What You Get 
 
 
 
In May, we are having a three-day Leadership Conference at The 
Ritz-Carlton, St Louis in Missouri. From May 5–7, healthcare 
leaders can hear expert speakers and meet others with a similar 
commitment to improving governance and achieving optimal board 
performance. This conference will provide health leaders with 
valuable information they can take back and use to lead their 
organizations. 
 
 
Presenters at this conference include:  
 

 Kenneth Kaufman: Hospitals Succeeding in the New Era 

 Ryan Donohue: Considering the Consumer: Building & Positioning Value with Healthcare’s Newest 
Change Agent 

 Nathan Kaufman: Redefining the Role of the General Contractor in Healthcare 

 Bernice J. Washington: Delivering Results in a High-Performance Environment 
 
 
 

Click here to view the complete programs and register for these and other 2013 conferences.  
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