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you are a Governance Institute member or expressed interest at one of our conferences.  
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Top 10 Ways the Board Can Support the Implementation of an Electronic Health 
Record  

 

By Anthony C. Stanowski, M.S., M.B.A., FACHE, Bon Secours Baltimore Health System, and Karen A. Wager, 
D.B.A., Medical University of South Carolina 

riven by the influx of federal electronic 
health record (EHR) system incentive 
dollars and healthcare reform, healthcare 

organizations are implementing EHRs with 
significant installation costs. Boards are challenged 
with an implementation process that, at best, will 
help to transform care delivered in their hospital 
and, at worst, could grind operations to a halt, 
impact clinical quality, and result in wasted capital 
and human resources. 
 
What should the board expect? How hands-on 
should the board be in the implementation of this 
high-profile, high-cost project? How can boards 
support operational actions during inevitable 
disruptions, remaining cognizant of crucible 
moments that may require inquiry? What does the 
board’s partnership with administration and the 
medical staff look like? What new roles, if any, 
should a board have in the implementation of an 
EHR? 
 
EHR implementation is a clinical and operational 
initiative that fundamentally changes the way 
patients experience the hospital system, as well as 
the way employees, clinicians, and physicians 
work. In 2012, Laishy Williams-Carlson, Bon 
Secours Health System’s (MD) regional CIO, made 
the following statement in a letter to physicians at 
Bon Secours Richmond Health System:1  

“Successful implementation has required 
physicians, nurses, and ancillary clinicians to 

                                                 
1 Laishy Williams-Carlson, CIO’s Page, 2012 

(www.bonsecours.com/physicians-other-informational-
resources-cios-page.html). 

be ‘engaged’ as change leaders in the project 
in order to achieve clinical process 
improvement. It is important to remember that 
this is the largest project Bon Secours has ever 
undertaken in terms of human capital, cultural 
transformation, and costs. It is not for the faint 
of heart and it has changed every clinical work 
process.” 

 
Arguably, no single investment has as widespread, 
long-term, and pervasive impacts on the operations 
and success of a healthcare organization as an 
EHR. It will impact quality; alter the culture; revise 
the way employees and physicians work; change 
the way that payers, affiliated organizations, 
vendors, patients, and the public interface with the 
hospital; and impact community health. Clearly, 
this is an initiative within the board’s purview. 
 
The following are our “top 10” best practices culled 
from thought leader discussions, a literature 
review, and our experiences on a board and as an 
IT researcher. 

 
Top Ten Best Practices  
 
1. Formulate and fund strategy. As a steward of 
the community’s assets, the board formulates 
strategy and provides guidance. The board should 
ensure that an appropriate culture exists and 
sufficient resources are allocated to realize the 
EHR’s benefits. Management needs to monitor and 
enforce day-to-day implementation standards and 
the board should hold management accountable to 
meeting implementation goals and deadlines. 
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According to Jack Lynch, president and CEO of 
Main Line Health (PA), the board should ensure 
that the technology is an enabler of the mission, 
monitor staff adoption to confirm that the tool is 
used, and be a mechanism to enhance patient 
safety.  
 
2. Recruit/develop board expertise. Healthcare 
boards traditionally consist of community leaders; 
major hospital contributors; physicians; nurses; 
professionals with specialized skills in finance, 
religion/ethics, architecture, or the law; and 
government officials. Although board members with 
IT skills could improve the success of an EHR 
implementation, the difficulty in recruiting board 
members with IT expertise has led to this not being 
a skill set on most healthcare boards. To account 
for this, boards should be well informed of the 
implementation process, expectations, and 
implications. 
 
Joe Wilkins, board chair for Covenant Health 
Network (CA), cautioned against individual board 
members taking an operational role. He recounted 
how one board member who donated funds for the 
EHR implementation got involved in the operations, 
which led to unnecessary changes in the system to 
meet the requests of the board member, and 
eventual system disruptions. The system 
implementation process was changed and 
implementation proceeded more smoothly. 
 
3. Evaluate staff and board capabilities before 
forming a board IT committee. Opinions are split 
on creating a board IT committee. Most hospitals 
do not have separate board IT committees; instead 
IT issues are addressed at meetings of the full 
board or within the board finance committee once 
or twice a year. Board IT committees struggle with 
their purpose because technology and strategies 
are ubiquitous and not limited to a subcommittee 
discussion. Suzanna Hoppszallern found that while 
only 35 percent of all hospitals have a board 
technology subcommittee, 49 percent of “Most 
Wired Hospitals” do.2  
 
Chris Van Gorder, president and CEO of Scripps 
Health (CA), reported that the Scripps Health board 
did not form a separate EHR committee. Because 
of the strategic importance of the EHR, the board 
approved and managed the project through the 
strategic planning committee and the full board. 
The Scripps board relied on management 
expertise, maintaining the separation of 

                                                 
2 Suzanna Hoppszallern, “Keeping Tabs on IT Projects,” 

Hospitals & Health Networks, May 2012. 

governance and oversight from management. The 
board retains its focus on strategy and meeting 
community needs.  
 
A separate board IT committee may not be needed 
if sufficient staff resources and expertise are 
available, particularly with larger systems. In this 
case, IT staff can regularly present to the full board 
and board committees (e.g., audit, quality) before, 
during, and after implementation.  
 
4. Ensure regulatory compliance. The focus on 
governance of large non-profit organizations 
occurred after the high-profile non-profit bankruptcy 
of the Allegheny Health Education and Research 
Foundation in the 1990s which was caused, in 
large part, by a governance lapse. As a 
consequence, laws and regulations focused on 
organizational governance, security, controls, and 
transparency. Furthermore, the Sarbanes-Oxley 
Act of 2002, enacted as a reaction to accounting 
scandals in the 1990s, made IT a top governance 
priority.  
 
EHR installations must meet “meaningful use” 
(MU) standards to qualify for HITECH Act funds. 
Boards need to ensure that MU is not only a 
financial incentive program; it must also be a 
community resource that improves the safety, 
quality, and cost effectiveness of the healthcare 
system.  
 
5. Evaluate the extent to which the EHR affects 
dashboard measures. Boards typically monitor 
strategic quality goals through a dashboard that 
measures clinical, financial, engagement, and 
community measures. The EHR implementation 
may impact data quality not necessarily because of 
improvements in patient care but because of better 
measurement and documentation tools.  
 
Quinton Friesen, former executive vice president 
and COO of Greenwich Hospital (CT), speculated 
that with managers off the unit during training at 
Greenwich, supervision of staff may have suffered, 
and patient satisfaction scores may have declined 
temporarily. The board should stay apprised of the 
overall dashboard results including financial, 
quality, and patient satisfaction metrics and should 
hold administration and the medical staff 
accountable. Friesen cautioned that care should be 
taken in substituting new measures that may mask 
the EHR impact.  
 
6. Redefine EHR return on investment. The 
board is a steward of community resources, and is 
accountable for financial and clinical performance 
of the healthcare organization. The EHR links 
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clinical quality, service delivery, business literacy, 
and community value goals.  
 
Costs are not the sole measure, but need to be 
viewed in concert with the benefits in efficiency and 
quality. By broadening the concept of return on 
investment (ROI) to include quality improvements, 
the board can evaluate the EHR’s impact on 
reducing readmissions, duplicate tests/services, 
supplies, and cost per occupied bed. 
 
Tom Royer, president emeritus of CHRISTUS 
Health (TX), described how the CHISTUS board 
expanded their ROI to include improvements in 
patient care and patient safety. For example, 
CHRISTUS launched a health information 
exchange in partnership with Medicity that enables 
interoperability and sharing of health information 
across a large network of non-affiliated facilities 
connecting patients, physicians, and registries 
across seven state boundaries. The board 
recognized that this investment in community 
health reflected the CHRISTUS Health mission, 
and could not be measured in financial ROI. 
 
7. Minimize risk of failure. By concentrating 
governance resources on the EHR implementation, 
boards can minimize the risk of failure. Boards 
should consider calling a halt to all new projects 
during the implementation, and inviting the CIO to 
regular board meetings for updates. 
 
The CIO can be part of formal board education 
including 1) vendor fairs to educate the board, the 
community, staff, and physicians; 2) EHR experts 

speaking at board meetings; and 3) direct 
physician reporting to the board on the 
implementation of the EHR.  
 
8. Board communications. The average director 
has little knowledge of IT, and may lack the 
confidence to lead strategic discussions. 
Management may err by discounting the need to 
inform the board during the EHR implementation. 
Regular management updates on the 
implementation status, including board retreats, 
increases board-level support to provide for a more 
effective installation and decreases enterprise risk.  
 
9. Support training standards. The board needs 
to support management’s enforcement of physician 
and staff training standards. At Greenwich 
Hospital, physicians were required to have eight 
hours of training before they would be certified for 
a log-on password to treat patients. A top admitter 
had a patient scheduled on the Monday following 
the weekend “go-live,” and did not complete his 
training. This physician was not allowed to practice 
until he completed his training, and the board 
supported this despite political pressure. 
 
10. Encourage innovation and celebrate. An 
EHR is costly and complex. The board needs to 
play a “cheerleader” role to secure commitment 
from a wide array of stakeholders to promote 
participation. On completion of key milestones, the 
board should celebrate the success of the 
management team, staff, and physicians, and 
communicate its success to the community served.  

 
The Governance Institute thanks Anthony C. Stanowski, M.S., M.B.A., FACHE, board member at Bon Secours 
Baltimore Health System, and Karen A. Wager, D.B.A., professor and associate dean for student affairs, 
College of Health Professions, at Medical University of South Carolina, for contributing this article. They can be 
reached at astanowski@appliedmedicalsoftware.com and wagerka@musc.edu.  
 
The authors wish to acknowledge the input received from the following healthcare executives: Quinton Friesen, 
former executive vice president and COO, Greenwich Hospital; Skip Hubbard, senior vice president and chief 
information officer, Bon Secours Health System, Inc.; John J. Lynch III, president and CEO, Main Line Health; 
Sam Ross, M.D., president, Bon Secours Baltimore Health System; Thomas C. Royer, M.D., president 
emeritus CHRISTUS Health; Chris D. Van Gorder, FACHE, president and CEO, Scripps Health; Joseph D. 
Wilkins, board chair, Covenant Health Network; and Laishy Williams-Carlson, regional chief information officer, 
Bon Secours Health System, Inc. 
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Director Compensation: A Fresh Look  
 

By Michael W. Peregrine, Esq., McDermott Will & Emery, LLP, and Timothy J. Cotter, Sullivan, Cotter and 
Associates, Inc. 
 

This is the sixth article in a series examining the role of the board following the wave of industry consolidation. 
 

he rapid and comprehensive evolution of the 
healthcare industry provides a compelling 
reason to revisit the value and 

appropriateness of compensating directors of non-
profit hospitals and health systems. 
 

What’s Changed  
 

The operational, economic, and regulatory forces 
unleashed by the Affordable Care Act are working 
to drastically reshape the contours by which 
healthcare is provided in a non-profit corporate 
model. The rapid pace of provider 
mergers/acquisitions is fostering both the growth of 
large national and regional non-profit health 
systems, and the related decline of the 
independent community/local hospital and health 
center. There is a dramatic shift towards physician 
integration and population health strategies, and 
away from those that are patient tower-specific. 
Creative business arrangements are being pursued 
with a broad array of venture partners. Substantial 
emphasis from both regulators and payers is being 
placed on quality of care. Information technology is 
playing a profound role in both the delivery of care 
and the communication of health information. The 
typical non-profit health system is a larger and 
more sophisticated business enterprise, with 
substantially more assets under ownership and 
control than ever before. 
 
This change is seismic, foundational, and all 
encompassing. It reaches every corner of the non-
profit healthcare sector, and it is resulting in board 
agendas of unprecedented complexity and 
challenge. The expectations for, and 
responsibilities of, the non-profit healthcare director 
will increase to a degree consistent with the extent 
of change. Attentive non-profit health systems are 
evaluating whether their existing governance 
structures will be sufficient to support long-term 
sustainability given the evolutionary nature of 
change. 
 

Why Reevaluate  
 

It is within this context that health systems 
previously reluctant to compensate their directors 
may choose to reevaluate that position. There are 
at least four reasons supporting the wisdom of 
such a reevaluation. 

It’s a different job now: Given the magnitude of 
industry change, the portfolio of the health system 
director is likely to become substantially more 
involved. More will be expected from health system 
boards in terms of commitment to the 
responsibilities of governance, from all 
constituencies—regulators, medical staff members, 
consumers, donors, bondholders—and the media. 
This increased commitment will be reflected in a 
number of ways: heightened attentiveness to the 
board’s agenda, greater preparation for particular 
issues coming before the board, sharper degree of 
oversight over corporate affairs, and an enhanced 
willingness to exercise constructive skepticism for 
management initiatives. To a significant degree, 
directors will be working longer, harder, and faster. 
It’s not that the applicable fiduciary standard of 
care will have changed. Rather, it is the prism 
through which regulators and the courts will apply 
that standard of care will have changed—the 
industry circumstances will have changed 
materially. In that context—where the director’s job 
is becoming a significantly more substantial 
commitment—compensation may be increasingly 
appropriate. The “job description” has certainly 
changed. 
 

It’s a seller’s market: An important governance 
feature of this changed environment is the 
movement towards competency-based boards (i.e., 
a board that includes members with subject matter 
expertise in the emerging areas of the system’s 
investment, commitment, and models of patient 
care). The premise of this shift is that effective 
oversight and informed decision making will be 
supported by including within board membership 
individuals with atypical skills and backgrounds 
reflective of the health system’s increasingly 
diversified business portfolio. Areas of expertise 
most likely to be in demand include quality of care, 
information technology, insurance and assumption 
of risk, corporate consolidation, and retail 
operations. 
 

This is not to suggest that traditional sources of 
board membership cannot continue to generate 
highly competent and qualified candidates; rather, 
it is to suggest that the nominating process can no 
longer rely on traditional sources alone. The 
particular challenge is that candidates with unique 
or atypical expertise are likely to be very popular 

T 
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with boards. For example, some larger non-profit 
health systems have begun to apply the “fly in 
director” concept (i.e., going outside the service 
area to identify the most qualified candidates, and 
then bringing them to the board). This practice is 
further enhanced through state laws that allow 
greater flexibility in terms of meeting through 
various forms of technology. The problem is that 
these specially qualified directors are increasingly 
in great demand by health systems; there is 
substantial competition for their services from both 
the non-profit and for-profit sectors. In such a 
situation, one (but certainly not the only) factor in 
the decision to accept a board position is whether 
the position is compensated. 
  

Liability profile: Compensation may also serve to 
reduce any lingering concern board members may 
have with respect to their individual exposure to 
breach of fiduciary duty liability. There is absolutely 
no evidence of any major regulatory movement 
towards holding non-profit healthcare directors 
personally responsible for violations of the 
standard of care. There continues to be, however, 
incidents in which state charity officials have taken 
high-profile positions against non-profit board 
members (e.g., the South Carolina attorney 
general’s recent opinion in connection with Tuomey 
Health Care System). In addition, it is increasingly 
clear that most state laws that serve to provide 
non-profit directors with immunity from personal 
liability arise primarily in the tort context and do not 
apply to allegations of gross negligence. Finally, 
there is anecdotal evidence of some D&O carriers 
increasing their exceptions to coverage. The 
payment of reasonable compensation may serve to 
offset the otherwise legitimate concerns a director 
may have with respect to his/her individual liability 
profile and the ability of the corporation to provide 
insurance and indemnification against such risks. 
 

Public policy: In the past, many non-profit health 
system boards have refrained from implementing 
director compensation systems out of concern that 
it would appear inconsistent with charitable, tax-
exempt status to provide compensation to board 
members, no matter how reasonable or modest 
such compensation may be. In this regard, it 
should be noted that many state non-profit 
corporation laws specifically authorize the payment 
of reasonable compensation to directors for their 
services as such. Some state laws are silent on the 
issue, and other state laws (not a majority) don’t 
allow compensation. But there has been no 
legislative ground swell in recent years to prohibit 
the practice—despite the expectations of some 
observers. Indeed, the American Bar Association’s 
Model Nonprofit Corporation Act specifically 

authorizes the practice of paying reasonable 
compensation to directors for their services. So, it 
is a leap of logic to conclude that director 
compensation arrangements in the non-profit 
sector are presumptively contrary to public policy. 
Indeed, it would appear consistent with public 
policy to support practices (e.g., director 
compensation) that are intended to facilitate the 
ability of large healthcare companies to continue to 
operate within the construct of a non-profit 
corporate model. 
 

Frame of Reference  
 

Designing a director compensation program for the 
evolving non-profit healthcare system is no easy 
task. The published data available on board 
compensation practices in not-for-profit health 
systems and hospitals is extremely limited. The 
most recent survey conducted by The Governance 
Institute regarding board compensation is the 2013 
Biennial Survey of Hospitals and Healthcare 
Systems.3 It reported that 12% of the respondents 
(hospitals and systems) compensate the board 
chair and 16% compensate all or some other board 
members. Approximately 63% of respondents 
reported board chair compensation is less than 
$5,000 per year and 74% reported that board 
member compensation is less than $5,000. 
 
This year, there was a significant drop in the 
percentage of health systems that compensate 
board members (18% vs. 25% in 2011, although 
this is still higher than the 2009 level of 14%). 
Approximately 18% of health system respondents 
compensate the board chair (down from 21% in 
2011). 
 
The likelihood is that it will be several years before 
any increase in non-profit director compensation 
plans prompted by Affordable Care Act-based 
changes will be reflected in the empirical data. This 
may require boards, and their ultimate approval 
body, to rely more heavily on their own business 
judgment, and on the advice of their independent 
compensation consultant. 
 

Traditional Decision Factors  
 

It should be emphasized that while the rationale for 
board compensation may have been broadened by 
the evolutionary nature of the healthcare sector, 

                                                 
3 Kathryn C. Peisert, Governing the Value Journey: A 
Profile of Structure, Culture, and Practices of Boards in 
Transition (2013 Biennial Survey of Hospitals and 

Healthcare Systems), The Governance Institute, 
November 2013.   
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the process by which compensation decisions are 
to be structured, reviewed, approved, and 
implemented remains fundamentally the same: 

 Application of state law: This is an analysis of 
state non-profit corporation law and whether 
director compensation is authorized or 
prohibited by state law—or whether the law is 
silent (which may prompt a discussion with the 
attorney general’s office). This may also involve 
a review of the implications of a compensation 
plan on state liability shield protections and on 
existing director insurance and indemnification 
benefits. It also involves the confirmation of the 
reasonableness of the compensation plan, and 
the associated state and federal tax implications 
for the individual director and for the health 
system. 

 Approval process: This is the identification of a 
process by which the issue of director 
compensation, the manner in which it might be 
structured, and the ultimate approval of a 
compensation plan is fully reviewed and 
evaluated—with final authority in an approval 
body with no conflicts of interest or other “stake” 
in the compensation proposal. Oftentimes, this 
is a highly critical component of a director 
compensation plan (at least from the 
perspective of charity regulators). 

 Structuring the proposal: The independent 
compensation consultant may provide a 
substantial benefit by offering advice on 
compensation structures that are designed to 
balance organizational mission with the specific 
governance needs and challenges imposed on 
the system by the reconfigured healthcare 

system. There should be no expectation that 
traditional methods of providing compensation 
will automatically be effective in the current 
environment. For example: 
o Combination of an annual retainer and per-

meeting fees for both full board and 
committee meetings 

o Additional compensation for board chair and 
committee chair responsibilities, as these 
typically involve significantly larger time 
commitments 

o Reimbursement of travel expenses 
o Liability coverage for board activities 
 

The process of program development must assess 
if pressing and long-term governance needs can 
be addressed through those traditional 
components, or whether more creative means 
should be considered. 
 

Conclusion  
 

Non-profit health systems are currently struggling 
with the important question of whether their current 
governance structure will work effectively given the 
dynamic forces reshaping the healthcare industry. 
Many such systems may ultimately choose to 
make changes to those structures that are 
designed to enhance the board’s ability to provide 
effective oversight and informed decision making 
under new and more complex circumstances. An 
important part of the board’s deliberations in that 
regard may focus on the benefits of a targeted 
program of director compensation. 

 

The Governance Institute thanks Michael W. Peregrine, Esq., partner, McDermott Will & Emery, LLP, and 
Timothy Cotter, managing director, Sullivan, Cotter and Associates, Inc., for contributing this article. They can 
be reached at mperegrine@mwe.com and timcotter@sullivancotter.com. 

 

■■■ 

 

The Board’s Responsibility for Advocacy: The Legislative Challenge of the Century 
(The Michigan Auto No-Fault Insurance System)  
 

By Karen Lopez, Esq. 
 

mong the most important fiduciary oversight 
responsibilities possessed by a governing 
board of any charitable or governmental 

healthcare entity are ethical financial stewardship 
in the financial operations of its organization and 
advocacy in furtherance of its strategic plan in 
order to maintain financial stability. Without this 
stability, an organization is without the necessary 
means to effectively achieve its strategic goals and 
objectives and consequently fulfill its mission on 
behalf of the community it serves. 

This article will discuss how an effective and 
compliant advocacy plan can enable boards to 
effectively address legislative challenges that 
threaten the financial security of the organization it 
governs. It is presented in the context of one of the 
greatest legislative challenges of the century facing 
healthcare entities throughout the state of 
Michigan: proposed amendments to the state’s 40-
year-old, privately funded auto no-fault insurance 
system, which some healthcare advocates 

A 
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consider to be a model for the nation.4 Current 
proposed changes that impose significant 
limitations and caps on personal injury and 
rehabilitation benefits could cost some healthcare 
organizations upwards of $15–20 million annually, 
resulting from limitations on personal injury 
protection coverages under auto insurance 
policies.5 These proposed changes have been 
viewed as a well-funded assault by Michigan's 
insurance industry, which wishes to achieve a long-
standing goal of shifting the cost of care onto auto 
accident victims and ultimately their healthcare 
providers.6  
 

Overview of the Advocacy Challenge 
Posed to Michigan Healthcare Providers  
 
Since the introduction of H.B. 4612,7 Michigan 
citizens have witnessed a debate involving intense 
advocacy efforts, aggressive paid advertising, and 
statewide media attention. Never has participating 
in an advocacy coalition on behalf of one’s 
organization been so important for two key 
reasons: 1) to preserve personal injury protection 
for auto accident victims so they can enjoy the 
highest quality of life possible, and 2) to ensure 
reimbursement to healthcare providers for the 
actual costs incurred in rendering emergency room 
treatment, providing care during prolonged hospital 
stays, and for rehabilitation care for as long as 
needed.  
 

An Organization’s First Step  
 
Foremost, an organization is well served to ensure 
its board has approved a comprehensive 
governance plan that sets forth its fiduciary duties 
in detail. The key fundamental areas of 
responsibility for any non-profit healthcare board 
include strategic planning oversight, transparency, 
stakeholder accountability, financial oversight, 
quality and patient safety, ongoing board 
development, regularly scheduled self-assessment, 
and advocacy.8 Establishment of a board 
committee charged with direct oversight of 
advocacy efforts is essential (whether via a 

                                                 
4 The Michigan No-Fault Automobile Insurance Act (MCL 
500.3101, et seq) was adopted by the Michigan 
Legislature in 1972 and went into effect in October of 
1973. 
5 See CPAN Web site at 
http://www.cpan.us/about_cpan.php. 
6 Michigan Hospital Association 
(http://www.mha.org/mha/index.htm). 
7 Michigan H.B. 4612 introduced 4/23/13, primary 
sponsor State Representative Peter Lund. 
8 National Association of Public Hospitals (NAPH) Issue 
Brief. 

dedicated advocacy committee or charging this 
responsibility to an existing board committee). The 
committee responsible for advocacy should be well 
educated, briefed, and in possession of “talking 
points” that contain key facts relative to the issue at 
hand. This will enable the committee to assist the 
full board in participating as effective advocates 
along with other members of the advocacy coalition 
as determined by the administration.  
 

Collaborate with a Coalition as Broad as 
Possible for a More Effective United Front 
 

There is strength in numbers who share 
information, resources, theories, witnesses, and an 
overall united front for a common cause. In the 
instance of the no-fault challenge, board members, 
physicians, and employees from Michigan 
hospitals and health systems across the state such 
as Hurley Medical Center in Flint, Spectrum Health 
System in western Michigan, and Beaumont Health 
System in the Detroit Metropolitan area joined the 
voices of medical groups and consumer groups 
statewide, representing constituencies of divergent 
political views across the state. These 
constituencies were united by the common 
objective to protect the rights of patients and 
providers under the Michigan no-fault system. The 
hospital and health system boards united with 
medical groups such as the Michigan Health and 
Hospital Association (MHA), the Michigan 
Association of Rehabilitation Organizations, 
Michigan Nurses Association, the Michigan State 
Medical Society, and the Brain Injury Association of 
Michigan consumer group, to name a few. The 
Coalition Protecting Auto No-Fault (CPAN) consists 
of 24 organizations working cooperatively together 
to vigorously oppose repeated efforts of the 
Michigan auto insurance industry to dramatically 
weaken the Michigan No-Fault Law and 
substantially diminish the rights of accident victims 
and their medical providers.9 The MHA has 
numerous efforts underway to assist members in 
their advocacy activities, including a social media 
campaign on Google, Facebook, and YouTube. 
Individual organizations can employ the same 
measures to rally their shareholders and 
supporters to a “call to action”10 to share the 
essentiality of the services they provide to the 
community and to “lobby” legislators to reject the 
proposed amendments. (It is important for 
charitable organizations to distinguish between 
regulated lobbying activity and impermissible, 

                                                 
9 See CPAN Web site at 
http://www.cpan.us/about_cpan.php 
10 See http://www.mha.org/protectnofault/no_fault.htm for 
more information. 
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prohibited political activity, discussed further 
below.) 
 

Maintain Institutional Integrity by 
Distinguishing between Political and 
Legislative Activities  
 
Political activities involve things such as 
encouraging a vote for a particular candidate for 
office; legislative activities are sometimes also 
referred to as “lobbying” (i.e., specific to a 
particular social issue rather than supporting a 
political candidate). While an organization’s 
corporate compliance policies may well allow for 
issue advocacy on the part of board members, 
physicians, nurses, and other employees who may 
serve as extremely effective spokespersons for the 
organization, federal laws restrict the use of 
charitable or public funds for political activities on 
behalf of political candidates. The importance of 
adhering to corporate compliance rules and 
policies as well as individual state laws in this 
regard cannot be overemphasized in this 
environment of increased governmental and public 
scrutiny. 
 

How Much Lobbying Is Too Much?  
 

Executive leadership must clearly distinguish for 
members of its organization, including the board, 
the difference between what are considered 
political activities and legislative 
activities (commonly referred to as lobbying). 
These are two different things and are subject to 
two different sets of rules with different 
consequences when the limitations are exceeded. 
The rules applied in a given situation depend on 
several factors:11 

 The type of tax-exempt organization (different 
rules apply to private foundations than to other 
section 501(c)(3) organizations) 

 The type of activity (political or lobbying) at issue 

 The scope or amount of the activity conducted 
 

Generally, states require employers who 
compensate or reimburse their employees or other 
agents to lobby public officials to register as a 
“lobbyist”.12 In Michigan, typically a corporation, 
association, or any other type of organization that 
compensates or reimburses an employee or other 
agent to lobby public officials is classified as a 
“lobbyist.” Individuals usually meet the definition of 

                                                 
11 Internal Revenue Service, “Lobbying” 
(http://www.irs.gov/Charities-%26-Non-Profits/Lobbying). 
12 See, for example, The Michigan Lobby Registration 
Act.(www.michigan.gov/documents/sos/2011Thresholds
_343839_7.pdf). 

a “lobbyist agent” rather than a lobbyist and may 
include an employee such as an organization’s 
government relations executive. A person whose 
expenditures are more than $2,325 during any 12-
month period for lobbying, or who expends more 
than $575 during any 12-month period to lobby a 
single public official, must register within 15 
calendar days as a lobbyist under the Michigan 
Act. The state, or a political subdivision of the 
state, such as a public hospital that is a unit of local 
government, becomes a lobbyist immediately upon 
contracting for a lobbyist agent regardless of the 
amount spent for lobbying. Any person entering 
into a contract to exceed these thresholds during 
any 12-month period immediately becomes a 
lobbyist.13 
 

The IRS regulations provide that, in general, no 
organization may qualify for section 501(c)(3) 
status if a substantial part of its activities involve 
attempting to influence legislation (commonly 
known as lobbying). A 501(c)(3) organization may 
engage in some lobbying, but too much lobbying 
activity risks loss of tax-exempt status. 
Organizations must report their political and 
lobbying activities on the Form 990. IRS 
regulations further define “legislation” to include 
action by Congress, any state legislature, any local 
council, or similar governing body, with respect to 
acts, bills, resolutions, or similar items (such as 
legislative confirmation of appointive office), or by 
the public in referendum, ballot initiative, 
constitutional amendment, or similar procedure. It 
does not include actions by executive, judicial, or 
administrative bodies. An organization will be 
regarded as attempting to influence legislation if it 
contacts, or urges the public to contact, members 
or employees of a legislative body for the purpose 
of proposing, supporting, or opposing legislation, or 
if the organization advocates the adoption or 
rejection of legislation.14 Organizations may, 
however, involve themselves in issues of public 
policy without the activity being considered as 
lobbying. For example, organizations may conduct 
educational meetings, prepare and distribute 
educational materials, or otherwise consider public 
policy issues in an educational manner without 
jeopardizing their tax-exempt status.15  
 
Violation of these regulations may result in loss of 
tax-exempt status or excise tax equal to 5 percent 
of their lobbying expenditures for the year in which 
they cease to qualify for exemption. The IRS will 

                                                 
13 Ibid.  
14 IRS regulations, www.irs.gov/Charities-&-Non-
Profits/Lobbying. 
15 Ibid. 
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(Webinar, November 2013) 

 
Governing the 21st Century Health System: Creating the Right  

Structures, Policies, and Processes to Meet the Current and  
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(White Paper, Fall 2013) 

 

Committee Optimization: A Critical Component of World-Class Governance 

(Webinar, October 2013) 

 

BoardRoom Press, Volume 24, No. 5  

(BoardRoom Press, October 2013)  
 
 
To see more Governance Institute resources and publications, visit our Web site. 

 
 

apply either the substantial part test, which is a 
determination of whether an organization’s 
attempts to influence legislation (i.e., lobbying) 
constitute a substantial part of its overall activities, 
or it may apply the expenditure test under section 
501(h) as an alternative method for measuring 
lobbying activity. Under the expenditure test, the 
extent of an organization’s lobbying activity will not 
jeopardize its tax-exempt status, provided its 
expenditures related to such activity do not 
normally exceed an amount specified in section 
4911.  
 
In conclusion, the board should make every effort 
to become effective advocates for the organization 
it serves. It should exercise its fiduciary duties in 
this regard in a transparent and ethical manner 

with in-depth knowledge of the organizational 
needs and the needs of the community it serves. 
 

 
 
Source: CPAN. 

 

The Governance Institute thanks Karen Lopez, Esq., a practicing attorney licensed in Michigan, District of 
Columbia, and Maryland, for contributing this article. Ms. Lopez also serves as board governance counsel to 
non-profit organizations. She was formerly vice president for external affairs and governance at Hurley Medical 
Center in Flint, Michigan. Ms. Lopez was a backseat passenger in the car in the photo that was involved in a 
high-speed rollover accident on the expressway in 2000. All of her personal injury protection benefits were 
provided under Michigan's current No-Fault Auto Accident system, the focus of this article. She can be 
reached at attorney@attorneykarenlopez.com or visit her Web site at www.attorneykarenlopez.com. 
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The Governance Institute Conferences        
 
Join Us for Our Upcoming Leadership Conferences in Florida 

 
 
Our first Leadership Conference of 2014 is January 19–22, at The 
Ritz-Carlton, Naples in Florida. Healthcare leaders from across 
the country will come together to hear industry experts. For this 
conference we have teamed up with the Association for Healthcare 
Philanthropy to create a special focus on philanthropy so we will 
cover topics such as innovative approaches to fundraising and 
measures for philanthropic success, in addition to discussing 
current healthcare trends. 
 
 

Presenters at this conference include:  
 

 Robert M. Wachter, M.D.: If Every Instinct That Healthcare Has Is Wrong, Then the Opposite 
Would Have to Be Right. Or Would It? 

 John K. Lloyd, FACHE: An Innovative & Successful Approach to Fundraising 

 Brian J. Silverstein, M.D.: The Art & Science of Population Health Management 

 Simone P. Joyaux, ACFRE: Even Tougher Talk about Philanthropy 

 Don Seymour: Governance Structure & Practices: Results, Analysis, & Evaluation: The 
Governance Institute’s 2013 Biennial Survey of Hospitals & Healthcare Systems 

 
 
Our February Leadership Conference is February 9–12, at The 
Breakers in Palm Beach, Florida. Leading healthcare experts will 
present current trends in healthcare and give their predictions for 
the future. This conference will offer healthcare leaders the 
opportunity to gain new perspective on the current healthcare 
landscape and walk away with fresh insight on ways to better 
prepare for the governance challenges and industry changes 
ahead. 
 

Presenters at this conference include:  
 

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

 Michael W. Peregrine, Esq.: Leading Governance Pitfalls: What the Law Sees 

 Kenneth Kaufman: Healthcare Inflection 2.0 

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

 Ryan Donohue: The Outsiders: Creating & Demonstrating Value to the Healthcare Customer 
 
 
 
Click here to view the complete programs and register for these and other 2014 conferences.  
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