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Multi-State Non-Profit Health Systems: Why There Are Not More, but Soon Will Be  
 

By Barry Sagraves, Juniper Advisory, LLC 
 

fter several years of enthusiastic merging 
and acquiring, multi-hospital systems now 
own approximately 70 percent of all U.S. 

hospitals not owned by a government entity. There 
are more than 400 systems, of which over two-
thirds are secular non-profit systems (see Exhibit 
1). However, unlike their religious and investor-
owned counterparts, almost all of these systems 
have remained small and local. In an era where 
scale seems to be more important than ever, these 
284 secular non-profit systems average only five 
hospitals per system, and boast only five systems 

that can be argued to be significantly active in 
more than one state. 
 
Are these small, local non-profit systems 
anomalous dinosaurs, destined to be swallowed up 
by larger systems, or simply to wither away? Or 
are they financially and (maybe more importantly) 
culturally able to change their focus and join the 
game everyone else is playing? Will they be able 
to form larger, financially strong systems to rival 
those already extant, and which are themselves 
increasingly merging into ever-larger competitors? 

Exhibit 1: Number of Systems 
 

                
 

Source: American Hospital Association.
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Exhibit 2: Hospitals by System Type 
 

 
 
Source: American Hospital Association. 

 
The hospital industry is uniquely structured among 
U.S. industries, particularly in its complete lack of 
dominant players.1 HCA, the largest system, has 
less than a 4 percent market share by number of 
hospitals. Typically, large industries have three or 
so dominant players and several niche ones; the 
hospital industry has nothing but niche players.  
 
A big reason for this is that a large segment of the 
industry is made up of individual community non-
profit hospitals that have not historically wanted or 
needed to either form or join a system. The 
historical roots of these organizations largely 
explain why they have not banded together into 
large, efficient multi-state systems, and those who 
have combined have typically done so locally. 
 
Whether these small, local systems will 
aggressively seek to combine into larger, multi-
state systems has major implications for the future 
shape of the hospital industry, the viability of 
population health as envisioned by the Affordable 
Care Act (ACA), the $3.7 trillion municipal bond 
industry, and, of course, the strategies and ultimate 
success or failure of the individual systems 
themselves. 
 

 

                                                 
1 Juniper Advisory, LLC, discussed this in more detail in 
a past white paper; James Burgdorfer et al., Hospital 
Consolidation Trends in Today’s Healthcare 
Environment, The Governance Institute, Summer 2010.   

Past Obstacles to Multi-State Non-Profit 
Systems 
 
It is relatively straightforward to explain the lack of 
multi-state non-profit systems, yet worth recounting 
in order to assess the likelihood of them becoming 
a significant feature of the industry in the future. 
The main reasons for the local nature of these 
systems include:  

 Local mission. The vast majority of 
independent non-profit hospitals were founded 
by members of the local community, often with 
a bequest from a prominent family. The 
purpose of such hospitals—often required by 
the founding gifts—was local care. Even when 
some such hospitals evolved into multi-hospital 
systems, their focuses have remained on their 
local region rather than expanding into other 
states—this just hasn't been seen as part of 
their mission. 

 Municipal finance. Municipal bonds have 
been by far the dominant means of financing 
non-profit hospitals’ capital needs. 
Traditionally, bonds were issued by conduit 
agencies in each state, and bought largely by 
local individuals. Financing capital projects 
through a number of different issuers in 
different states was relatively costly and 
inefficient.  

 Complexity. Each state has its own programs 
(notably Medicaid), legal regime, payer 
landscape, and politics; it is simply more 
complicated to operate in multiple states. 
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Lacking size and influence, many 
organizations have found it better to remain in 
their own home area.  

 Charitable trust law. States’ charitable trust 
laws governing non-profit assets have inhibited 
some interstate transactions and movement of 
assets, even among non-profit partners.  

 
Out of these obstacles, the most significant one 
has probably been the organizations’ sense of their 
own missions; some of the other obstacles have 
diminished significantly over recent years. 
 
Both religious and investor-owned systems, by 
contrast, have had compelling reasons to spread 
across wide geographies. Many religious systems 
were laid out, literally, along wagon train and 
railroad routes, often as congregations of religious 
sisters were asked to provide care in newly settled 
parts of the West. These institutions often predated 
the founding of secular non-profit hospitals as 
described above, resulting in many of today’s 
remaining two-hospital towns. 
 

The growth of investor-owned systems has been 
no less intentional. All investor-owned companies 
have an imperative to grow, and many have 
sought geographic diversification in order to 
mitigate risks of Medicaid funding and structure, 
economic base, and political attitudes toward for-
profit healthcare. 

 
Current Multi-State Non-profit Health 
Systems  
 
In our survey of non-profit systems, we identified 
only five secular non-profit systems in the country 
that could be considered truly multi-state systems 
(and even these five could be debated). These 
comprise 119, or 7.5 percent, of all secular non-
profit system hospitals (see Table 1). In an 
industry that, as described above, already has a 
highly unusual structure, this lack of aggregation 
by even successful secular non-profit systems is 
perhaps the most extraordinary aspect of that 
structure. 

Table 1: Five Multi-State Health Systems 

 
System Location Revenue Hospitals 

(Owned) 
States Formation 

Banner 
Health 

Phoenix, 
AZ 

$4.7b 23(22) AK=1, AZ=12, 
CA=1,  
CO=4,  
NE=1,  
NV=1, WY=3  

1999 merger, Samaritan 
Health Services and 
Lutheran Health System 

Carolinas 
HealthCare 
System 

Charlotte, 
NC 

$4.4b 23(12) NC=19, SC=4  Organic, founded 1940 

Essentia 
Health 

Duluth, 
MN 

$1.6b 15(15) MN=10, 
WI=1,  
ND=1,  
ID=3  

2004 Benedictine HS 
and SMDC HS; 2008 
Innovis; 2010 Brainerd 
Lakes HS 

Mayo Clinic 
Health 
System 

Rochester, 
MN 

$8.8b 25(23) AZ=1,  
FL=1,  
GA=1, 
 IA=2, 
MN=13, WI=7 

Organic, clinic founded 
1892. System formed 
1992 

Sanford 
Health 

Sioux 
Falls, SD 

$2.5b 33(23) IA=3, MN=16, 
ND=5,  
SD=9 

2009 merger, MeritCare 
Health System and 
Sanford Health 

 
Source: American Hospital Association. 
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There are a number of other systems that have 
made incursions across state lines, such as 
UnityPoint Health and ProMedica, but such 
systems so far are not major players in their 
secondary state markets. 
 
So, what features do these five systems possess 
that have provided the basis for their unique 
geographic presence? And what lessons can other 
systems learn from them that may lead to further 
combinations of secular non-profit systems? 
 
First, and most obviously, all but Carolinas (which 
serves primarily Charlotte and its referral 
catchment area) serve rural areas to a significant 
degree rather than major metro markets. Indeed, 
Essentia, Mayo, and Sanford all serve the same 
region, the Dakotas and Minnesota. While Banner 
is tilted heavily toward the Phoenix market, the 
legacy Lutheran markets are rural and widely 
scattered.  
 
Second, Banner, Essentia, and Sanford were the 
result of mergers between existing systems in 
different states. Two of the three systems forming 
Essentia are Catholic, but the inclusion of the 
secular Innovis Health in 2008 makes it worthy of 
consideration as a multi-state system. 
 
Carolinas and Mayo appear to have taken similar 
paths to their present configurations. Each has 
absorbed smaller, stand-alone rural hospitals to 
create referral networks to their tertiary hubs. 
Indeed, Carolinas has “absorbed” its four South 
Carolina hospitals by contract-managing, rather 
than acquiring, them. 
 
So, the common attributes of current multi-state 
secular non-profit systems would appear to be: 

 Result from mergers of relatively similar-sized 
systems 

 Serve a largely rural population 

 Employ a range of transaction structures 
(purchase, lease, manage) 

 Are relatively static once formed (i.e., don’t 
then spin off markets that don’t “fit”) 

 
But are these systems models or outliers? Most 
systems do not have the brand name of Mayo. 
Many do not serve primarily rural populations. 
Almost none have received major gifts from a 
wealthy benefactor, as Sanford has.  
 

Why More Are Coming 
 
The dynamics set in motion by the ACA will likely 
result in a dramatic increase in the number and 

size of secular multi-state non-profit systems over 
the next 10 years. Like most trends, this will begin 
slowly, then accelerate until a number of these 
organizations rival in scale those in the investor-
owned and Catholic sectors. 
 
Chief among these drivers are the desire for scale 
and the need to serve ever-larger populations. As 
investor-owned companies accelerate their 
consolidation (CHS and HMA, Tenet and 
Vanguard), mergers such as Catholic Health East 
with Trinity Health are also dramatically reshaping 
the landscape and increasing the minimum size 
considered necessary for long-term success. While 
most population health efforts to date are within 
individual states, these will broaden out, and direct-
contracted, narrow network products with large 
employers will require coverage wherever the 
employer is. 
 
Growth across state lines is also being facilitated 
by changes in the financing of capital projects. Not 
only are more municipal bond conduits able to 
issue bonds across state lines, the ever-increasing 
presence of institutional investors has created a 
preference for larger, more-diverse issues. The 
days of the local, stand-alone $50 million muni 
issue are not gone, but they are surely numbered. 
Additionally, increasing use of taxable and non-
asset-based financing will further lessen the ties to 
locality. 
 
While the ACA is changing many aspects of 
healthcare funding, there remain benefits to 
diversification across multiple states. The range of 
exchanges and insurance markets across states 
will achieve varying degrees of success, and for 
many states Medicaid funding remains a 
challenge. Many systems in Illinois, for example, 
gaze fondly and rather jealously at their neighbors 
in Indiana and Wisconsin, whose Medicaid 
systems are much more generous to providers.  
 
New organizational and transaction structures are 
enabling non-profit systems to expand across state 
lines more effectively than they have previously. 
Chief among these is the recent penchant of non-
profit systems to joint venture with investor-owned 
companies to facilitate expansion as well as add 
management or clinical expertise.2 Duke LifePoint, 
Aurora IASIS, and the Cleveland Clinic’s affiliation 
with Community Health Systems are examples of 
non-profits partnering to expand beyond their 

                                                 
2 James E. Burgdorfer, “Hospital Joint Ventures between 

Non-Profit and Investor-Owned Companies: Uses and 
Future Applications,” E-Briefings, The Governance 
Institute, November 2012. 
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traditional local bases. While these have so far 
resulted in one-off acquisitions, it would be a small 
step to expand the structure to facilitate system-to-
system mergers. 
 
Finally, there are increasing numbers of systems 
banding together for specific purposes, which may 
foretell a future merger. For example, there are a 
number of instances of non-profit systems in 
adjoining states collaborating on a unified 
managed care/population health strategy. If they 
partner effectively on the payer side, logic would 
suggest that a merger among the providers might 
be in the cards at some point. 
 
Will this happen? The imperatives of growth and 
diversification are compelling in favor of a 
significant increase in large non-profit systems. 
Previous barriers, particularly relating to financing, 
are rapidly declining in importance. Attorneys 
general continue to play a key, and varied, role in 
transactions of all types (witness the opposition to 
Sanford’s merger with Fairview in Minnesota this 

past spring), but law and policy are likely to evolve 
over time. 
 
Probably the largest remaining obstacle is the 
continuing sense of local mission. Having been 
founded locally, and usually still with local leaders 
on the boards, expansion within the home region is 
typically as much as seems appropriate for these 
systems. This is not a lack of vision, just a vision 
that has evolved in a sensible, linear path over 
time. Yet the discontinuities and challenges of the 
current environment may render this linear path 
ineffective, if not dangerous.   
 
The trajectory of the hospital industry will 
encourage further consolidation. As independent 
community hospitals are joining systems in the 
current phase of this process, systems themselves 
will amalgamate in the next. Catholic and investor-
owned systems are well attuned to this and are 
actively engaged in the process. Forward-thinking 
secular non-profit systems would be well advised 
to take out their atlases and see if there isn’t an 
appealing partner in an adjoining state. 

 
 
The Governance Institute thanks Barry Sagraves, managing director at Juniper Advisory, LLC, for contributing 
this article. He can be reached at bsagraves@juniperadvisory.com. 

 
 

■■■ 

 
 

Toward a More Effective Board Support Process 
 
By Michael W. Peregrine, Esq., McDermott Will & Emery, LLP 
 
This is the fifth article in a series examining the role of the board following the wave of industry consolidation. 
 
 

ealth system general counsel and 
governance support personnel (GSP) can 
combine to provide enhanced assistance to 

the board of directors in the exercise of their 
fiduciary duties. The combination of operational, 
regulatory, and competitive forces is creating board 
agendas of previously unanticipated complexity 
and challenge. The expectations of, and demands 
upon, health system directors are evolving 
dramatically with the rapid pace of industry 
evolution and consolidation. A premium will be 
placed on management’s ability to develop an 
accessible and practical platform from which board 
members can more efficiently act in compliance 
with their fiduciary responsibilities. The general 
counsel, acting in coordination with the GSP, can 
“team up” to implement a series of non-disruptive 

actions that can increase information flow 
efficiency, enhance documentation, and reduce 
individual liability exposure. This is especially 
important given the increasing reliance on digital 
technology in the governance process. 
 
The underlying premise is that both the general 
counsel and GSP have substantial, if differing, 
roles to play in how the board receives information, 
processes that information through oversight and 
decision making, and documents the actions that 
the board ultimately takes. To the extent that the 
general counsel and GSP can more effectively 
team up in pursuit of these shared roles, it will 
become materially easier for the organization to 
demonstrate that, on any particular issue, the 

H 
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board acted in a manner consistent with applicable 
fiduciary duties.  
 
Neither the general counsel nor GSP can, of 
course, ensure that board members will always act 
in a manner consistent with the standard of 
conduct. But, by jointly focusing on the facilitation 
and documentation of such conduct, they can 
significantly increase the likelihood that the 
appropriate standard is achieved. Conduct to be 
emphasized includes loyalty to charitable mission, 
constructive skepticism, attentive oversight, 
informed business judgment, good faith, 
disinterest, legal compliance, and adherence to 
corporate/board policies. 
 
The “model” board support platform for today’s 
health system would be built on at least eight 
separate “planks”:  
1. Effective board education. Targeted, 

frequent board education contributes 
significantly to the exercise of the requisite 
good faith, oversight, and business judgment, 
and is typically recognized as “best practice.” 
The general counsel and GSP can team up to 
support satisfaction of this best practice by 
developing an organized schedule of 
educational sessions that are designed to 
address the developing issues of interest to 
board and committee members. The sessions 
can be either in-person or Web-based, with 
supporting reading materials. Education is at 
the core of informed decision making and the 
board’s agenda should reflect a commitment to 
organized, periodic education programs 
through a variety of presentation modes. 

2. Proper information flow. A key method for 
empowering the board to satisfy its fiduciary 
obligations is to ensure the delivery of relevant 
information on a timely basis and in a format 
and context that is useful to the board. The 
specific type (e.g., electronic or written), 
format, timing, and source of information will 
depend upon the composition, mix, and 
sophistication of the board and of the nature 
and scope of the system’s business and 
operations. The general counsel and GSP can 
work together to actively engage the board in a 
dialogue as to what manner of information 
delivery works best for their needs and 
oversight/decision-making obligations. They 
can work jointly to organize the material in a 
reader-friendly manner that will better guide 
board members to the most important and 
time-sensitive issues. This dialogue can also 
help confirm the sources from which 
information is authorized to be sent to the 
board (e.g., senior executives, other members 

of the management team, and external 
advisors). Such dialogue frequently serves as 
the catalyst for moving from the traditional 
written “board book” approach to a digital 
technology method of providing information to 
the board. 

3. Instructive board agenda. The meeting 
agenda is often one of the most underutilized 
board communication and documentation 
tools. A properly prepared agenda will reflect 
input not only from the chair and CEO, but also 
from the general counsel and GSP. This 
“team” can help the agenda achieve important 
governance support benefits, for example, 
preparing the board for the issues to be 
addressed at the meeting, facilitating advance 
information requests from directors, assisting 
in the identification and disclosure of potential 
conflicts of interest, identifying documents 
provided in advance of the meeting, combining 
with the meeting minutes to serve as a 
historical reference of matters discussed (and 
documents provided) at the board meeting, 
and serving as supportive evidence of the 
board’s advance preparation and diligence. 
The GSP and general counsel can work 
together to help ensure the most effective use 
of the meeting agenda. 

4. Effective minute-taking practice. We could 
spend several hours on this topic, but the main 
point here is that the general counsel and GSP 
can collaborate to ensure a proper, efficient, 
and accurate minute-taking practice that 
memorializes (hopefully) good faith board 
conduct. Areas of general counsel/GSP 
collaboration include the style of minutes (e.g., 
length and context, taping minutes, and the 
use of board member notes), increased ability 
to document the genuine exercise of desired 
conduct and satisfaction of elements of safe 
harbors and best practices, appropriately 
addressing sensitive agenda items that are 
presented in the context of privileged 
discussion or executive session, appropriately 
documenting the key items from any consent 
agenda process, and protecting against 
excessive editing of the draft minutes by 
multiple parties. 

5. Preservation of legal privileges. Substantial 
documentation benefits can be obtained from a 
coordinated general counsel/GSP effort to 
ensure that processes are in place to preserve 
the attorney–client and related legal privileges 
when intended to apply to board presentations 
and distribution of supporting documents. The 
GSP can rely on the general counsel’s 
familiarity with the relevant privileges to ensure 
that, where appropriate, communications are 
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recognized as privileged, the control group is 
properly maintained, protections are in place to 
prevent inadvertent waiver, and privileged 
material is stored in a discrete manner. The 
GSP should not need to “guess” in connection 
with privilege issues but should have the ability 
to regularly consult with the general counsel to 
help ensure preservation of the privilege. 

6. Board records retention. The GSP and 
general counsel should work together to 
design a records retention protocol for board 
documents. The goal would be to ensure 
storage in safe, secure, and redundant files—
both paper and electronic. The goal is to allow 
for ready access by officers and directors for 
their own needs and to facilitate prompt 
response to record requests made by 
regulatory/judicial authorities, as well as in the 
context of third-party due diligence. Examples 
of governance documents that should be 
subject to special retention protocols include 
(but are not limited to) organizational 
documents; board, committee, and executive 
session agenda minutes; privileged 
information; resolutions; committee charters; 
conflict disclosures (and their resolution); 
conflict management plans; waivers of notice 
and of quorum; and correspondence and 
agreements to which the board itself (or a 
committee) is a party. The general counsel and 
GSP should coordinate efforts to ensure that 
all board and committee document retention 
practices are consistent with applicable law 
and corporate policy. 

7. Meeting “shortcuts.” The general counsel 
plays a vital role in guiding the GSP, chair, and 
CEO in effectively applying the various 
corporate governance “shortcuts” available 
under non-profit corporate law and best 
practices. These “shortcuts” include the use of 
consent agendas, action by “informed written 
consent,” meetings held by telephone or video 
conference, and proxies and voting 
agreements (where applicable). The GSP 
should reach out to the general counsel to 
ensure that the intended use of the “shortcut” 

is consistent with relevant law, that appropriate 
notices and advance distribution of materials 
are made, and that the board’s satisfaction of 
the statutory requirements for the shortcut are 
appropriately reflected in minutes. 

8. Digital technology issues. Again, this is 
another broad and involved topic. In sum, the 
GSP and general counsel should work very 
closely together across a broad array of 
matters relating to the board’s use of digital 
technology in the governance process. This is 
especially the case with respect to popular 
items like board portals and dedicated iPads 
for board members. Key areas for 
collaboration include the intended primary use 
of the technology (e.g., posting meeting 
materials, in-between meeting 
communications, distributing minutes, and 
storing board policies), and possible secondary 
usage (e.g., self-evaluation and board 
evaluation processes, conflict disclosures, and 
surveys and questionnaires). Other digital-
related topics for general counsel/GSP 
collaboration include director training, ensuring 
dedicated IT support, whether printing is 
allowed, the use of such technology under 
state corporate law (e.g., for voting), user 
limitation/vendor access, role-based access 
use, and, of course, security and 
authentication. 

 
There is great benefit to be achieved for the health 
system governance process in the consistent 
collaboration between the general counsel and 
GSP. Teaming regularly, they can implement a 
series of low-cost and non-disruptive measures 
that will improve the board information and 
communication process and enhance the value of 
related digital governance practices. Working 
together, these two critical health system leaders 
can create an enhanced platform for effective 
board conduct, which in term can be appropriately 
documented. Such collaboration can produce 
meaningful benefits in terms of increasing the 
efficiency of board processes and reducing the 
individual liability profile of board members. 

 
 
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. 
 
 

■■■ 
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Boards Need to Know What They Don’t Know  
 
By Peter J. Betts, LFACHE, Peter J. Betts & Associates, Inc. 

 
 

onsider the following scenario: management 
told the board they made a profit in the last 
fiscal year. A few months later, the auditors 

reported they had really lost over $14 million. 
Boards generally engage an external auditor to 
help ensure financial matters are properly handled 
and reported. However, they rely upon 
management for most other reports. Can you 
imagine this board’s surprise when they learned 
through an external assessment that most of the 
hospital’s equipment had been sold and leased 
back at exorbitant rates on evergreen contracts 
that never expire nor could be terminated, 
including the air conditioning chillers, ducts, and 
wires in the walls? For example, a piece of 
equipment was sold for $10,000 and leased back 
for $20,000 per year.  
 
I thought I had seen just about everything during 
my years as a hospital administrator, but providing 
interim and turnaround management over the past 
10 years has opened my eyes. Interestingly, most 
problems I have found in troubled hospitals are 
about the same—it is just the number of zeros after 
the comma that is different. When a hospital 
realizes it is in trouble, too often the only action 
taken is to cut staff. This may well be necessary, 
but it is a “slash and burn” approach, and the 
organization will be back where it started a couple 
years later if there is no meaningful position control 
program supporting a realistic staffing plan as part 
of a comprehensive turnaround strategy. The root 
causes of all the problems need to be ferreted out 
by a thorough and independent assessment, and 
solutions hardwired. A financially challenged 
hospital (or any business for that matter) cannot 
cut its way to success. Finances, quality, 
satisfaction, information systems, governance, 
medical staff, and employee relations are all 
mission-critical and can contribute to the malaise.  
 
It is important to learn from both positive and 
negative experiences. This article provides some 
examples and lessons from my own professional 
experience. The problems described below were 
not recognized where or when they were found 
until an independent assessment by a professional 
from outside the organization uncovered and 
reported them. The board simply did not know 
what they did not know. 

 
 

The Board’s Role  
 
The board needs to ensure it is getting all 
necessary information to make fully informed 
decisions by abiding by rigorous policies and 
procedures, establishing clear expectations, asking 
probing questions, and holding management, the 
medical staff, and itself accountable. The following 
are some examples of when this did not happen:  

 One CEO did not permit the board to interact 
with members of the medical staff. When I 
suggested they have dinner with the medical 
executive committee to get to know them, one 
board member of 20-plus years asked, “Can 
we actually do that?”   

 The same CEO did not routinely bring his 
executive team to board meetings, meaning 
the board only heard from him. 

 Another board was unaware of the 47 quality 
deficiencies found by the Department of Health 
and they were two weeks away from losing 
their provisional license. 

 One hospital was paying physicians, including 
a board member, for admissions and wanted 
to increase volume by expanding this illegal 
practice. 

 A board member fell asleep during a midday 
interview of a turnaround firm. 

 A hospital in financial distress purchased 
another troubled hospital, presumably to build 
a flagship out of two losers. It is currently 
losing $3 million per month. 

 The hospital’s losses were pushed into the 
employed physician practice subsidiary to 
make it look better. The financials of the 
subsidiary were not shared with the board.  

 A board member was selling services to the 
hospital and the conflict of interest was not 
examined.  

 Boards approved expensive construction 
contracts believing “if we build it, they will 
come” and year after year approved annual 
budgets projecting a loss. 

 
These events indicate concerning, systemic 
problems with the way in which a board should be 
conducting its own business, protecting the 
organization (and the board) from legal risk, and 
fulfilling the mission. In contrast, high-performing 
hospital boards strictly abide by their policy manual 
(which is updated regularly), conduct meaningful 

C 
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evaluations, and put in place goals for 
improvement (both for the management team and 
the board itself). They support continuing 
education programs for board members. Rather 
than allowing board members to serve indefinitely, 
they establish term limits and performance criteria 
for reappointment, allowing the opportunity to 
periodically bring on new board members and thus 
new ideas and perspectives. Quality reports are 
discussed at the beginning of the board agenda, 
rather than at the end, ensuring that proper 
emphasis is placed on the very product the 
organization was created to deliver. 

 

The Medical Staff’s Role  
 
Physicians and hospitals need to partner, have a 
shared vision, and be mutually supportive. 
Consider the following issues and examples in 
which these key elements were not in place or 
broke down: 

 One chief of staff lost $50,000 as the staff 
withdrew referrals to punish him for his 
leadership in dealing with a difficult situation.  

 One chief of staff refused to come to the 
hospital when The Joint Commission arrived 
because, “They should have made an 
appointment! Don’t they know I am busy?” 

 One hospital had a wonderful ethnic milieu, 
speaking 33 different languages and dialects. 
However, physicians were hesitant to refer to 
or consult with a physician with a different 
ethnic background due to prejudice.  

 The clinical protocols in an academic medical 
center were 10 years old and different from 
what the insurance companies 
wanted/required (with no plans to address or 
update them).  

 One medical staff was largely comprised of 
physicians who were not wanted on the staffs 
of its competitors. 

 An adversarial relationship and lack of trust 
between management and the medical staff at 
one organization contributed to poor 
organizational performance.  

 
The president of the medical staff has a conflict of 
interest if he is also a board member, as he was 
elected to represent the medical staff and not the 
community at large. Physicians on the board who 
do not hold policy-making positions within the 
medical staff organization do not have such a 
conflict. The board–medical staff-management 
relationship is important to develop and support, 
through excellent two-way communication and 
involvement. Most importantly, having the proper 
level of clinical perspective at the board level is key 

for the board to understand the quality of care 
being delivered and how to address quality issues. 
Physicians can and should be involved in creating 
the strategic plan, which includes a clinical vision, 
during board retreats. A joint quality improvement 
committee comprised of board, medical staff, and 
management members is an excellent way to 
promote communication and enhance the 
importance of quality goals.   
 

Management’s Role  
 
It is the management team’s job to provide 
leadership and support to the board, medical staff, 
and employees. The following are some examples 
I have observed from non-accountable 
organizations: 

 Troubled hospitals lack a culture of 
accountability as in one where the CEO gave 
merit increases to his executives for years in 
spite of his complaints about their poor 
performance. 

 Every insurance contract paid the hospital less 
than cost. Other contracts appeared to be 
signed as presented and not negotiated. 

 Directors were not involved in hiring 
employees for their department. 

 Surgeons struggled to improve operating room 
efficiency, only to have the CEO undermine 
them whenever a surgeon complained that 
they were trying to hold him accountable. 

 A CEO gave himself and his executive team 
compensation and benefits not approved by 
the board. 

 Management hired 126 new employees as 
volume was going down; the organization had 
no staffing plan or position control in place. 

 A director of surgery took an annual trip to the 
Caribbean, with all expenses paid by a vendor 
who enjoyed a large contract.  

 A CEO filled his family vehicles at the 
hospital’s fuel pump and used hospital 
materials and employees to improve his home. 

 The CEO seldom left her office and did not 
attend medical staff meetings. 

 A not-for-profit hospital was targeted by the 
attorney general for selling drugs to a 
subsidiary for-profit clinic.  

 The charge master had not been updated in 10 
years. 

 
These kinds of egregious activities simply do not 
occur at hospitals that have a culture of 
accountability. Performance goals are specific and 
measurable. Employees, physicians, and the board 
are required to abide by ethical codes of conduct 
and know that not doing so will result in losing their 
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job. Management meetings foster active 
discussion, and while the board is adept at asking 
the management team probing questions, the 
accountable management team is open and 
transparent with the board.  
 

Accountability for Quality  
 
The medical staff and management are 
accountable to the board for the quality of care and 
services provided. Again, below is a list of 
concerning issues related to quality that I have 
observed: 

 Physicians ordered mammograms on patients 
in psychiatry because, “As long as you are 
here you might as well get one.”   

 Providing MRIs and other outpatient 
procedures on inpatients and sustaining long 
lengths of stay carried a huge financial cost. 

 One surgeon, recognized as a “quality 
problem” for 20 years, was finally ejected from 
the medical staff. 

 One OR always prepared another room when 
a surgeon finished surgery because they knew 
the patient would be coming back due to 
internal bleeding. 

 The hospital’s lab had never been accredited. 
Another hospital’s lab was closed by the 
Department of Health for being unsafe. 

 Patients were referred for cardiac care 
unnecessarily because imaging equipment 
was so old it produced false positives. 
 

If there is one area in which the board needs to 
know as much as possible about what is going on 
in the organization, it is quality of care. The board 
needs to take an active role in looking at carefully 
selected clinical indicators, serious events, and 
“near-misses,” and demand quality improvement. 
Clinical results need to be trended over time and 
benchmarked. The board-level quality committee 
should meet monthly and develop clear 
improvement goals for the management team and 
medical staff. This is one area in which the board 
needs to be relentless. 

 
 

Doing the Right Thing Takes Diligence  
 
A hospital may be the most complex organization 
in the world to manage due, in part, to the 
organization’s relationship with the independent 
medical staff, reimbursement structures, and the 
uniqueness of the final product (patient outcomes). 
Most of the executives in the troubled hospitals in 
the examples above are dedicated people who 
thought they were making decisions in the best 
interest of the organization. However, sometimes 
management is “too close to the forest to see the 
trees” and fails to make necessary changes 
because they do not recognize the need or protect 
“sacred cows.” The board has the fiduciary duty to 
assure itself the organization is being well 
managed and needs to trust management. 
However, trust should not be blind and needs to be 
continually earned.  
 
Boards that have rigorous policies and procedures 
in place to ensure proper oversight at all levels 
generally discover these kinds of problems and 
can address them before they have serious 
adverse effects on the organization and, ultimately, 
patients. Boards are required to engage 
independent auditors to review financial 
management/reporting processes. It stands to 
reason that if there is ever any question on the part 
of the board regarding its ability to ferret out 
problems or ask the right questions, it is entirely 
appropriate to conduct an independent/third-party 
assessment of other mission-critical aspects. Even 
high-performing hospitals can benefit from a 
“second opinion,” and a positive report validates 
both board and management efforts. 
 
The best board chair I have worked with over the 
past 40 years was at a community hospital that 
was driven into bankruptcy because of many of the 
issues described above. The board performed 
beautifully once it received an independent 
assessment and implemented a corrective action 
plan. However, if the assessment had been 
conducted earlier, the trauma of a bankruptcy 
could have been avoided and their reputations 
untarnished.

 
 
The Governance Institute thanks Peter J. Betts, LFACHE, president, Peter J. Betts & Associates, Inc., for 
contributing this article. He can be reached at peter@peterjbetts.com. 
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New Publications and Resources  
 
Considering the Customer: Understanding & Influencing Healthcare’s Newest Change Agent  

(White Paper, Summer 2013) 

 

Now It’s Real: The ACA, New Financial Realities, and the Evolving Role of the Board in Health 

Systems 

(System Invitational Proceedings, Summer 2013) 

 

Moving Forward Together: Challenging Discussion, Courageous Decisions 

(Conference Proceedings, Summer 2013)  

 

PopCity Episode 2: The Financial Implications of Transitioning to Population Health  

(DVDs/Videos, July 2013)  
 
 
To see more Governance Institute resources and publications, visit our Web site. 

 
 

Special Governance Quality & Safety Training Program 
 
Before the Leadership Conference, we will also be holding a Governance Quality & Safety Training 
Program in partnership with the Jefferson School of Population Health at Thomas Jefferson University. 
The interactive program will focus on both the strategic and tactical issues involved in creating a cutting-
edge quality and safety governance program. Training will include practical examples of the board’s role 
and the role of the quality committee in quality and patient safety efforts, and incorporate the perspectives 
of all affected stakeholders in the healthcare system.  

 
  

 
 

 

 

 

 
 
 
 
 
 
 
 
 
 
The Governance Institute Conferences        
 
Leadership Conference at The Greenbrier  

 
 
Join us October 20–23 for our Leadership Conference at The 
Greenbrier in White Sulphur Springs, West Virginia. This 
conference will provide board chairs, board members, healthcare 
executives, physicians, and governance support staff an 
opportunity to gain invaluable knowledge and tools to respond to 
the important issues facing healthcare leadership today.  
 
 
 

 

Presenters at this conference include:  

 David B. Nash, M.D., M.B.A., FACP: Population Health: The Key to Quality  

 Todd Sagin, M.D., J.D.: Hospital Employment of Physicians: Common Mistakes & Best Practices 

 Michael W. Peregrine, Esq.: Fiduciary Dos & Don’t in Today’s Healthcare Environment 

 Timothy Cotter: Aligning Physician & Executive Compensation with the New Environment 

 Ryan Donohue: Considering the Consumer: Building & Positioning Value with Healthcare’s Newest 
Change Agent  
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Fall System Invitational: Balancing Mission & Margin in an Era of Accountable Care 
 
 
The Fall System invitational is November 10–12 at The Ritz-
Carlton, St. Louis. The System Invitational brings together 
health system executives, physician leaders, and board 
members to interact and engage in roundtable discussions to 
enhance the learning experience through peer collaboration. 
The System Invitational features a robust lineup of speakers 
who will focus on balancing the health system’s core purpose—
the mission—with the need to generate revenues in excess of 
expenses—the margin. 
 

 
Presenters at this conference include:  

 Howard Putnam: Leading with Vision  

 Stuart Altman: Making the Toughest Choices in the Era of Accountable Care  

 Robert Wachter, M.D.: Changing Physician Behavior & Practice in a Value-Driven World: What Will It 
Take?  

 Mark Grube: New Scale & Margin Realities as Healthcare Consolidates  
 
 
 
Click here to view the complete programs and register for these and other 2013 and 2014 conferences.  
 
 

■■■ 
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