Sooner Rather Than Later: The Benefits of
L eader ship Transition Planning

By Barry S. Bader
and Danid J. Fairley

Jack Gilroy was worried. Every
morning, the youthful-looking 61-
year-old hospital CEO gazed at the
photo of his spacious Montana re-
tirement home, and he agonized how
to tell his board he longed to be
there.

For thepast 19 years, Gilroy had
built a premier, regional health sys-
temwith services spanning the con-
tinuumof care, fulfillingavisionfew
dreamed possible. But now, he'd
tired of the endless battleswith regu-
lators, HMOs and doctors.

Each time he broached the sub-
ject of retirement, though, hisboard
chair brushed himoff. “ We're keep-
ing you locked up 'til you're 65,”
he'd say. “ The board can’'t imagine
anyone elsein thejob.”

What could Gilroy do to get the
board to confront reality?

Jack Gilroy ign't red; he'sacom-
posite based on severa CEOs, and his
gory illustrateshow hard atime board
members and CEOs have talking
about leadership trangtion.

CEO sectionistheultimate board
respongbility. No other decison hasa
more profound impact on the
organization's fortunes and the fulfill-
ment of its misson.

Yet, hospita and health system
boardstypicaly spend littletime plan-
ning for aforeseeable changein lead-
ership.

Asgovemnanceauthority William G.

Bowen writesin his book, Inside the
Boardroom: “Too often non-profits,
especialy those founded or run for
many years by charismatic leaders,
devote little thought to the eventual
need for a new presdent. When is-
Sues associated with succession are
ignored until the search for a new
leader must be launched, the search
process itsdlf may not go wel.”

When planning is deferred until the
last moment, the board missesthe op-
portunity to address criticad questions
that should precede a sound selection
decison.

One community hospitd, for ex-
ample, had atradition of long-tenured
and effective executives, just Sx CEOs
in its 120-year history. When its re-
vered, 60-year-old CEO announced
his plansto retire within ayear, he ex-
pected the board to accept his choice
for a replacement, the 50-year-old
chief operating officer he'd hired five
years before.

But the board’ s executive commit-
tee barely knew the COO. Soiit hired
anationd search firm and indicated its
preference for an outsider. The board
choseadynamic young executivefrom
outside and was shocked when the
popular COO resigned and staff mo-
raleplummeted. Had theboard known
the result in advance, it could have
giventhe COO afarer evduation. If it
still selected an outsider, the board
could have handled the announcement
differently, with fewer negative reper-
cussons.

L eader ship Trangtion Planning

Leadership trandtion planning is a
well-organized process by which the
board anticipatesaleadership change,
identifies and addresses critical issues
in advance and cregtes a deliberate,
well-communicated and well under-
stood transition plan. The process
gives the board a chance to consider
themultiple ramificationson the execu-
tive team, medicd gaff, financid sup-
portersand other important stakehol d-
ers.

While a CEO search process usu-
aly begins several months before a
retirement, leadership trangtion is of-
ten amulti-year process sarted when
CEOsreachtheir late 50sor early 60s.
For example, when the Board of Di-
rectors of Houston’s Memorial
Hermann Healthcare System an-
nounced in January 2002 that long-time
CEO Dan S. Wilford would retire in
November, the announcement culmi-
nated severa years of preparation.

At Bay State Hedlth Systems, Inc.
in Springfield, Mass,, the leadership
trangtion process began when CEO
Mike Daly let his board know severa
years out that retirement was on his
radar screen. One board member,
Thomas Whedler, a former president
of MassMutud, said athoughtful leed-
ership transition planning process
helped solidify theboard' sthinking and
understanding about the organization’s
future and the kind of executive it
needed. “We were not prepared to
addressMike stranstion sincehehad
served so successfully for along pe-
riod of time,” he said. “Facinga CEO
trangition required athoughtful process,
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and trangtion planning helped us
achieve avery good plan.”

“Not every CEO isperfectly pos-
tioned to retire,” says Jack Schlosser
of the executive search firm Spencer
Stuart. “ Starting atrangtion processa
few yearsbefore retirement givesboth
the CEO and the organization time to
work out asuccession that's comfort-
able for the governing board, CEO,
and internal or external successors, as
wel| as the organization and the com-
munity.”

“Good succession planning and
leadership trangtion planning are im-
portant, but they’ ve been less attended
to in hedthcare than in other indus-
tries,” says Schlosser. “We |l ssemore
of both.”

Key Questions

A leedership trandtion planning pro-
cess is most appropriate for CEOs
who are within afew years of retiring.

Moreand more CEOscan opt for early
retirement because they’ ve achieved
financid security. Somewant to spend
more time with family or have other
priorities, and some have health con-
cerns unknown to the board.

Another timewhen leadership tran-
gtion planning could be gppropriateis
whenthe CEOisa“risngsa” whois
unlikely to spend hisor her career with
this organization. For example, con-
sider the CEO of a 150-bed hospital
that is part of anationwide hedth sys-
tem. The CEO may be tapped for a
post a one of the system’ slarger hos-
pitalsin the next few years. A leader-
ship trangtion planning processwould
alow the board to plan with its parent
organization for this eventudity.

Every leadership trangtion presents
issues unique to the organization, its
executive and potential successors
within the organization. Among the
guestionsthat may be addressedinthe
process are these:

- Planning dlowsfor thoughtful de-
liberation, stakeholder under-
standing and collaboration.

- Planning dearly communicatesthe
complexity of leadership trandtion
and indicates that the board rec-
ognizes that complexity. Most
Stakeholdersdon’t understand the
complexity and Smply want their
particular voice or point of view
to be heard and followed.

- Planning reinforces the board's
commitment to the organization,
confidenceinthefutureand full ca:
pability to handle the task of ex-
ecutive sdlection.

The Benefits of Transition Planning

- Planning showsthe board iskeenly
interested in being fully account-
ablefor thetrangtion decisonand
meaking sure that the organization
and community arerewarded with
the best possble individud.

- Planning ensures that the
organization’ s values about tregat-
ing employees fairly and reward-
ing excdlence are followed in the
evauation and trestment of mem-
bers of the executive team.

- Planning ensures that the
organization's srategic impera-
tives and needs for the future are
objectively considered.

1. What isthetimeframe for executing
the trangtion plan?

- When does the incumbent want
to leave?

Isan overlgp period with the suc-
cessor desirable? For how long?

- How long will a search process
take? When should it begin?

2. Have appropriate steps been taken
to providefor theincumbent’ sfinan-
cia security after retirement?

Isthe CEO remaining longer than
desirable because of the
organization's failure to provide
appropriate financia security?

3. Besdeschoosing agreat successor,
does the board seek to achieve
other important outcomes, such as.

- Maintaining momentum of new
strategic initiatives, such as a
merger or new cardiac care cen-
ter, during and after the trans-
tion.

- Retaining key vice presidentsdur-
ing thetrangtion and after asuc-
Cessor is named.

- Communicating organizational

drength and stability to stake-
holders worried about the
organization's future after the
CEO leaves.
Providing the medicd staff and
other important stakeholderswith
gopropriate incluson in the ex-
ecutive salection process.

4. What is management’s bench
Srength?

How will the board obtainan ob-
jective assessment of the man-
agement team and determine if
interna candidates exist?

- Hasthe CEQO, formdly or infor-
maly, groomed any individud as
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asuccessor?
Do interna candidates need fur-
ther development and evauation
prior to a decison on their po-
tential to succeed to the top po-
gtion?
Do successon and recruitment
plansexig for other key positions
inthe organization, especidly for
any key vice presdents nearing
retirement?
Doesthe organization have other
risng stars who need develop-
ment or promotion? Are some
at risk of being recruited away?

- Are some VPs so criticd to the
new CEO' ssuccessthat it makes
sene to offer them financid in-
centives to remain for a period
of time?

5. Should the incumbent CEO have
any roleinthe sdection processand
after areplacement is hired?

Does the board believe that the

continuing presence of the CEO

in some role, such as adviser or

board member, would be ahelp

or a hindrance in establishing a
new leadership team?

Does the incumbent expect or

want a future role? Has such a
role been promised by prior

board |eaders?

How will the decison regarding

theincumbent’ sfuturerole affect

the sdlection of anew CEO?

6. When and how should asearch pro-
cess be conducted?

7. What kind of communicationsplan
will be needed during the leedership
trangition process and the search
process?

- Which condtituent groups need
to be informed of the trangtion,
and when?

- Who needs to be told firgt, pri-
vatey or officidly?

- What istheoverarching message
the board wants to deliver
through these communications?

Avoiding Common Mistakes

Leadership trangtion planningwon't
prevent every possible thing that can
go wrong, but it improves the odds of
anticipating and thereby avoiding many
common mistalkes.

In one typica scenario, the board
falls to evduate interna candidates
objectively. This cuts both ways. A
long-serving, well-liked and competent
vice president may seem the obvious
choice, but as management guru Peter
Drucker writes, “It' swisefor aboard
to be alittle leery of the faithful asss
tant who is elther a*carbon copy’ of
the CEO or who hasbeen * at the boss
gde anticipating hisor her every wish,
but has never made a decision aone.
People who are willing and able to
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Leadership trandtion planning is
designed for foreseeable CEO turn-
over. By contradt, successon plan-
ning issomething every board should
do routinely regardless of their
CEO'sage or tenure.

As Charles M. Ewdl and Dennis
D. Pointer write in Really Govern-
ing: “Because vacancies seem to
occur at the worst possible times,
boards should have atrangtion plan
in placethat will serve asaroadmap
for the organization during the period
between the departure of one CEO
and the arrival of the next.”

Succession plans prepare the or-
ganization to stay on course during
unexpected executive changes, such
as when the CEO accepts a great
opportunity a alarger facility or sud-
denly becomes ill, incapacitated or
must be terminated. Every one to
two years, the board's executive
committee or a Smilar body should
review the organization’' s successon

plan, ralsing such questions as.

Succession Planning vs. Leadership Transition Planning

- Which members of the executive
team have the cgpability to fill in
and perform the functions of the
CEO during an unplanned trang-
tiona period? If no one has such
capabilities, how does the board
plan to address this shortcoming?

- If an interim executive is present,
who will it be? How will theroles
of other membersof the executive
team change?

- Will compensation of interim ex-
ecutives change during the trans-
tiona period to recognize added
respongibilities?

- If the previous CEO was avoting
member of the board, will this be
extended to an interim executive?

- What isthe CEO doing to develop
members of the executive team?
Isthe CEO cultivating and retain-
ing rigng gars, or losng them to
other organizations because of an
inability to delegate respongbility
or provide devel opment opportu-
nities?
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makedecisonsdon't gay inthet role
very long.”

On the other hand, every outside
candidateisan indder dsawherewhom
the other organization perhaps under-
vaues. The board should have an ob-
jective assessment of internd candi-

to put friends on the seerch commit-
tee. In another, the board chairman
secretly didiked the current CEO, and
wouldn't give his COO afair shake.
A search conaultant will help the
board address such problems but is
limited because search processes are
just a few months long. Leadership
trangtion planning dlowsmoretimeto

Maine, CEO Bill Y oung and the board
initiated a trangtion process severa
years before his retirement.

“Looking back, | anthankful | didn't
dart at age 64 or 65,” says'Y oung. He
had been grooming his COO, Peter
Chalke, who had been running the
medica center for 12 years. “ Peter had
tremendous credibility with and sup-

dates and be sure spot and cool  port from the board, but the board felt
that they vehad op T R— ncendiay Stu- to discharge its fidudiary responsibil-
portunities  to When executive succes- aijons in ad-  ity, it needed an outside perspective,”
broaden their skills  sion is not well handled, vance recalsY oung. A search firm helped the
andprovetheirlead- the potential for organi- A carefully  board develop criteriafor anew CEO
ership &hility. zational confusion, drift con_giuc'tled and conducted an independent evaua-
Another common : : trangtion plan-  tion of internd and externd candidates.
migtake is to ignore and (_Jllsarray Is real and ning process When the board concluded Chake
waning sgnsand d- predictable. can prevent wasits No. 1 choice, he was glad it
lowahighly regarded ™ other common  had conducted anational search. “1 am
CEOtoremaintoolong. OneCEQ's  mistakes, such as: in amuch sronger position for the fu-
style with physicians had worked for - Thinking of successon planningas  ture,” says Chalke, because the board

decades but turned toxic inin hisfind
years on the job. The new CEO had
to rebuild physcian rdationships be-
cause of the bridges his successor had
burned. In retrospect, the board
should have given the prior CEO a
gredt retirement package atad sooner.

One nationally known executive
casudly told the board chairman over
dinner one night that he'd retire in a
year or s0. The executive committee,
which believed he was locked in until
heturned 65, decided hisheart wasn't
in the job. It immediately began a
search process and told the CEO to
leave in sx months. The CEO was
crushed, and the organization was
shocked.

Sometimestrangtion planning iden-
tifies“wild cards,” individua swith per-
sonal agendaswho can skew asearch
process. In one case, a physician fan-
cied himsdf the next CEO and angled

an event — the CEO search pro-
cess— rather than as a process

- Falling to consder the perspectives
of multiple stakeholders

- Ignoring the inevitable lame-duck
syndrome

- Delegating too much respongbility
to the chairperson, CEO or execu-
tive committee. Thefull board needs
to own the process.

Sooner Rather Than L ater

When executive successon is not
well handled, the potentiad for organi-
zationa confusion isred and predict-
able. At itsworst, once an announce-
ment of apending retirement is made,
successonplanning spirasquickly into
the pit of politics and persondities.

When the processis handled well,
the organization makes an executive
changewithout missng abeat. At Cen
trd Mane Hedth Care in Lewiston,

conducted such athorough process.
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