
When healthcare execu-
tives talk candidly about 
the state of  the industry, 

they confide that transformation 
driven by changing legislation, de-
mographics and costs is going to 
take considerable time and resourc-
es.

Many of  the major changes are al-
ready in play, for example the shift 
from fee-for-service payments to an 
industry model that rewards quali-
ty standards, patient outcomes, and 
overall population health.

To drive such dramatic shifts effec-
tively, the boards and C-Suites of  
healthcare organizations must ex-
pand their leadership teams to en-
compass new skills and those teams 
must develop and execute new long-
term strategies.

These changes may be realized in 
part by borrowing a tool from the 
Fortune 500: carefully-designed ex-
ecutive compensation plans, which 
can help attract the right talent and 
then incentivize the achievement 
of  well-planned transformational 
goals.

Attracting and Retaining the 
Right Physicians and Manage-
ment

In this new era, healthcare organi-
zations are looking for leaders with 
skills beyond their medical exper-
tise—such as operational and strate-
gic focus—and may find physicians 
have generally higher pay expecta-
tions than administrators and have 
largely been disengaged from busi-
ness goals.

The New Physician Leader

David Line, a business executive 
who served as chair of  the board of  
Renown Health in Reno, Nev., re-
ported a significant shakeup of  the 
management team several years ago 
and the creation of  a Physician Col-
laboration Committee to increase 
physician engagement in the busi-
ness side of  the equation. “It’s been 
a tremendous help in understanding 
how to transform from a volume to 
a value proposition,” Mr. Line stat-
ed in a presentation to the American 
College of  Healthcare Executives in 
Houston.

Robert Earley, President and CEO 
of  JPS Health Network, a public 
health system in North Texas, says 
they are instituting a new, uniform 
pay structure for a 501(a) physician 
group that works within the net-
work to address performance-relat-
ed issues such as readmission rates 
and surgery cancellations. The mod-
el helps the provider move away 
from fee-for-service to greater ac-
countability for patient outcomes, 
tracking to the overall direction of  
the industry.

Board and Management Leaders from 
Healthcare and Beyond

The business of  healthcare faces im-
mense challenges from competing 
mandates to provide better care to 
more of  the population while reign-
ing in costs. Many industries such 
as retail, professional services, hos-
pitality, and insurance have already 
faced these barriers and provide a 
pool of  transition expertise from 
which health networks can pull sea-
soned talent. With retail giants like 
Walgreens and CVS offering clinic 
services and health providers com-
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peting with insurers to provide in-
surance plans, boards are actively 
seeking crossover capabilities to 
handle the complexities of  the new 
healthcare landscape and to gain a 
competitive edge.

As a former politician, Mr. Earley 
sees advantages to bringing in ex-
ecutives and board members from 
other industries. After he joined JPS 
as CEO, he found a public system 
that was operating on a philosophy 
that he describes as “good enough.” 
He wanted to raise the bar of  pa-
tient service to focus on excellence 
and better outcomes for all, in-
cluding the uninsured and indigent 
population the system serves. He 
implemented a significant reorgani-
zation and recruiting effort on the 
executive team as a way to bring in 
fresh perspectives that could quick-
ly adapt to the needed changes. “We 
needed fundamental change and 
a balance of  heart and mind,” Mr. 
Earley observes.

On both the management side and 
the medical side, pay discrepancies 
between the healthcare industry and 
traditional business markets—as 
well as between executives at public, 
private, not-for-profit and for-profit 
hospitals—is a complex puzzle to 
solve. While there is no one easy an-
swer for the industry overall or for 
an individual organization, compen-
sation that mimics the broader busi-
ness world with a mix of  base pay, 
short-term and long-term incentives 
that are based on some lead instead 
of  only lag measures, provides a 
structure that may be more familiar 
to incoming talent and could offer 
the best chance at transformation 
and success.

Achieving Strategic Change 
through Performance-Driven 
Compensation

Annual and Long-Term Incentives

Healthcare providers of  all sizes and 
structures can benefit by adopting a 
few best practices from outside the 
industry and deploying annual and 
long-term incentive plans to spur 
cultural shifts and strategic changes 
in an entrenched organization. To 
promote the value of  strategic per-
formance goals, base salary may be 
set at or below mid-range for com-
parable institutions, with incentive 
opportunities set higher.

In tailoring long-term incentives, it 
is important to consider the unique 
challenges that each type of  health 
system presents.

For-Profit Providers - For publicly trad-
ed hospital systems, share price is an 
indicator of  long-term enterprise 
value, and restricted stock grants are 
often used as a tool for rewarding 
hospital leaders for performance. 
Relative Total Shareholder Return 
(rTSR) is a prevalent measure used 
to evaluate public company per-
formance to influence the granting 
and vesting of  equity-based awards. 
Healthcare provider organizations 
must also assess performance on fi-
nancial measures and a number of  
healthcare-specific metrics such as 
clinical quality, patient and physician 
satisfaction, and more recently pop-
ulation health. Much like TSR, many 
of  these allow comparisons against 
a peer group of  other providers 
which is highly desirable among 
boards to moderate risk. Determi-
nation of  the right measurements 
for the organization is key when a 

long-term incentive plan is devel-
oped.

Not-for-Profit Providers - The “share 
price”-driven enterprise value of  a 
not-for-profit hospital isn’t straight-
forward, but may encompass such 
strategic objectives as population 
health, quality outcomes, patient 
satisfaction, and various measures 
of  efficiency. In a not-for-profit set-
ting, incentive plans can reward par-
ticipants for achieving goals such as 
access to care, growth in number of  
patients treated under pre-specified 
insurance plans, reduced member 
costs, and quality of  care improve-
ments.

Public Providers - Public, tax-support-
ed provider systems face greater 
scrutiny over executive compen-
sation, as hospital executives may 
make two to three times the salary of  
the next highest paid city or county 
official. Here, too, short- and long-
term incentive programs can make 
total compensation packages more 
attractive to candidates, while help-
ing answer public concerns about 
the responsible long-term steward-
ship of  taxpayer dollars.

Measuring and Rewarding Success

A key challenge for healthcare pro-
viders is to transform from a vol-
ume to a value proposition while 
improving clinical quality, financial 
performance, and patient satisfac-
tion. Another is to determine the 
best metrics to track performance 
and to link strategic initiatives to ex-
ecutive rewards. Unless these met-
rics can be well defined, executives 
and physicians are likely to resist 
being held accountable for quantifi-
able results when so many variables 



are in play.

George Santos, M.D. is leading the 
opening of  four psychiatric hos-
pitals in Texas and serves on the 
board of  the Harris Health System, 
a county health network. He ob-
serves that changing healthcare cul-
ture is very difficult, which gives new 
hospitals “starting from scratch” an 
advantage in training physician lead-
ers and others to manage different-
ly, although that scenario is not the 
norm.

He points out the importance of  
financial sustainability in any health 
network, whether public or private, 
new or established. “If  there is 
no profit, there is no mission,” he 
states. Although improving health 
outcomes in the community is the 
basic mission of  a public hospital, 
he notes, “You still have to look at 
the cost of  operations. You can’t 
continue to operate in the red year 
after year.” He points to initiatives 
in health systems to decrease hos-
pitalization levels and to increase 
community access to care in low-
er cost settings such as outpatient 
clinics and home care, while better 
managing chronic care patients and 
providing preventive services.

At county health system JPS, key 
managers formed a compensation 
design team to develop a balanced 
short- and long-term incentive pro-
gram, allowing focus on ongoing 
sustainability and driving to change. 
With the goal of  improving patient 
care, the annual incentive plan mea-
sures the ease with which patients 
can access care at JPS, clinical quali-
ty, patient service quality, and finan-
cial performance.

JPS’ long-term incentive plan 
awards are opportunities that will 
gain or lose value based on the net-
work’s ability to increase the number 
of  people treated in their commu-
nity and the aggregate health level 
of  those treated. These multi-year 
awards are granted on an ongoing, 
annual basis as a way to foster con-
tinuity and retain core leaders. Spe-
cific financial performance hurdles 
must often be exceeded each year in 
order for these programs to operate. 
Consistent with the public funding 
model, reasonable market values for 
individual base salaries are targeted, 
while annual and long-term incen-
tive award opportunity levels offer 
larger motivation to meet or exceed 
difficult strategic challenges.

Motivating Long-Term Change

Any system of  reward must be fo-
cused on measurable performance 
goals, which, in turn, should link 
directly to strategic organizational 
goals. The most effective compensa-
tion programs are designed to moti-
vate both individual action and col-
lective efforts to achieve goals—not 
just in year one, but in a sustained 
manner year after year. In this rap-
idly evolving marketplace, defining 
and prioritizing strategic goals may 
be one of  the biggest challenges, 
but leaders consistently say that the 
patient must remain at the center.

According to Nikki Sumpter, Se-
nior Vice President of  Human Re-
sources at JPS Health Network and 
a member of  the compensation de-
sign team, “JPS is very mission-fo-
cused. We live our mission every 
day. Whether we are developing a 
program for our leadership team 

or for our front-line employees, it 
is to benefit the patient. Our work 
on this executive and management 
compensation program generat-
ed some great metrics designed to 
help us transform the health of  our 
community. Our goal is to focus the 
entire organization on improving 
the health of  the people of  Tarrant 
County.”

Steve Sullivan, a Principal with Pearl 
Meyer & Partners’ Houston office, has 
over 20 years of  consulting and industry 
experience assisting clients in executing 
their strategic human resources and com-
pensation initiatives. His focus has been in 
the areas of  executive compensation pro-
gram benchmarking, design and oversight 
in the health care industry. Mr. Sullivan 
also advises clients in the areas of  sales 
and performance incentives, recruitment, 
motivation and retention, strategic compen-
sation program design and implementation, 
and organizational change. Additionally, 
he has experience in the financial services, 
manufacturing and information technology 
industries. He is a member of  the Amer-
ican College of  Health Care Executives, 
National Association of  Stock Plan Pro-
fessionals (NASPP), Society of  Human 
Resource Management (SHRM) and 
WorldatWork.
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