BoardBrief

Maximizing Board and Management Leadership Effectiveness
Understanding the Difference Between

Governance and Management Responsibilities

The hospital’s board and management each play a unique and critical role in the organization'’s
ability to fulfill its critical mission and vision. When working together in their correct roles, the
partnership between the board and management can help hospitals excel in meeting the
community’s needs in the best and most efficient way possible. But when the board and
management step out of bounds of their respective responsibilities, the result can be disastrous
for the organization'’s leadership, and ultimately for the long-term success of the hospital.

rustee orientation and ongoing education programs

often focus on the board’s important individual

functional responsibilities, such as strategic planning,
CEO oversight and compensation evaluation, quality and
patient safety, medical staff credentialing, ensuring financial
strength and sustainability, and more. All of these areas are
essential components of the board's roles and responsibilities.
However, equally important is clarity and agreement on
respective roles and responsibilities.

First and foremost, the board must understand its fiduciary
responsibility. The fiduciary responsibility is integral to
everything the board does, and should always guide trustee
actions, dialogue and decisions.

Once the fiduciary responsibility is clear and strongly
embraced, the board and management must both understand
and adhere to their respective roles in each functional area of
organizational operations. Their leadership actions should
complement one another, with the board guiding, directing
and overseeing strategic thinking and decision making, while
the management team addresses operational details. While
the board sets the long-term direction for the organization, the
details of how to achieve the board-approved direction is the
job of the senior management team.
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The Board’s Fiduciary Responsibility

For hospital governing boards, fiduciary responsibilities and
their related issues of accountability and trust can be complex.
Boards have a two-way responsibility: they must act in the best
interests of both the hospital and the communities their
hospital serves.

In these days of economic insecurity, it is particularly important
for hospital governing boards to earn and keep the public’s
trust and confidence. In the handling of hospital finances, the
oversight of hospital quality, patient care and safety, and the
assessment of hospital programs and services, governing
boards can and must be held accountable to the people of the
communities they serve. There can be no room for question of
integrity or credibility of board members. Especially now, trust
is an asset no board can do without.

What are the “Fiduciary Responsibilities?”
Legally, board members must take particular care to become
thoroughly informed before making any business decision;
they must put the needs of the hospital mission first when
making decisions; and they must abide by laws, regulations
and standards of hospital operations.

These three main responsibilities are usually referred to as the
Duty of Care, the Duty of Loyalty, and the Duty of Obedience.
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Each of these duties may be applied in a court of law to
determine whether or not a trustee, or the board as a whole,
has acted improperly. They should be taken seriously by every
person accepting a position on a hospital board of directors.

Duty of Care. When engaging in hospital business, trustees
must use the same level of judgment they would use in their
own personal business activities. The tenets are mostly
common sense:

9 Obtain necessary and adequate information before
making any decisions;

1 Actin good faith;
1 Make decisions in the best interest of the hospital; and

9 Setaside personal interests in favor of those of the
hospital.

Individual state courts often further define board members’
fiduciary duties, as does the U.S. Internal Revenue Service (IRS).
The IRS, in recommendations for trustees, encourages putting
policies and procedures in place to ensure that each trustee is
totally familiar with the hospital’s activities, that every activity
promotes the mission of the hospital and helps it achieve its
goals, and that each trustee should be fully informed about the
organization'’s financial performance.

Duty of Loyalty. The duty of loyalty bars trustees from using
their board positions to serve their interests or those of their
businesses, friends or others. It requires that when acting in
their fiduciary capacity, trustees place the interest of the
hospital before all else. It demands that board members be:

1 Objective and unbiased in their thinking and decision-
making;

I Free from external control and without ulterior motives;

9 Free of any conflict of interest when discussing issues and
making decisions; and

1  Able to observe total confidentiality when dealing with
hospital matters.

To identify potential conflicts of interest, trustees and staff
should annually disclose, in writing, any known financial or
other interest with any entity that transacts business with the
hospital or its subsidiary businesses.

The IRS recommends creating written procedures for
determining whether a relationship, financial interest or
business affiliation results in a conflict of interest, and outlining
a course of action in the event that a conflict of interest is
identified.
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Duty of Obedience. The duty of obedience requires board
members to be faithful to the hospital’s mission, and to follow
all state and national laws, corporate bylaws, rules and
regulations when representing the interests of the hospital.

Board members, in carrying out their duty of obedience, will
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