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In working with health care organization governing board members over several years we have all gotten 
the same answers to the following questions.  When we ask a group of trustees to raise their hands if they 
think their board is performing well, typically a majority of hands go up.  When we then ask them to tell 
us how they know their board is performing well, far fewer volunteer an answer.   
 
While most board members feel that the time and energy they devote to governing their local health care 
organizations is worthwhile, fewer can point to specif ic processes or tools that they use to demonstrate 
their board effectiveness overall. We suspect even fewer have grappled with the fundamental questions 
that all boards need to answer before they can determine how best to maximize and then evaluate, their 
performance and value.  These questions are: 
 

• Why does our board exist? 
• On whose behalf are we governing? 
• What should we do as a board? 
• How should we do it? 

 
Most health care governing boards today engage in some type of periodic self-assessment of their govern-
ance performance.  However, these assessments typically focus on how well the board understands and to 
some extent discharges basic governance roles and responsibilities.  They typically do not focus on how 
or to what extent board performance makes a difference to the organization or its key stakeholders.   
 
Like many individuals or groups, boards often tend to focus inward and play to their strengths, which are 
frequently evidenced by how a board spends most of its time.  Some concentrate primarily on f inancial 
issues; others on operational oversight.  Some focus sequentially on different issues as problems arise. 
Yet, few have a framework for governing that allows the board to:  
 

• allocate its time and attention simultaneously across critical stakeholder issues and concerns over 
time; 

• understand how key stakeholder needs and governance responsibilities interrelate; and 
• govern in a way that balances competing priorities and helps optimize the organizationÕs perform-

ance in addressing them.    
 
For boards to really make a difference, they need a concrete model or framework for governing that con-
tinuously focuses their work and attention on addressing what really matters to the key stakeholders their 
health care organizations serve. One way for hospital and health system boards to focus their governance 
on this goal is to develop a Balanced Scorecard for governing. 
 



 
 

www.BoardFood.com 
- page #2 - 

The Balanced Scorecard Concept 
 
The idea of developing a balanced scorecard to measure organizational performance comes from the work 
of Robert Kaplan, Arthur Lowes Dickenson Professor of Accounting at the Harvard Business School and 
David Norton, President of Renaissance Solutions, Inc., an international consulting f irm specializing in 
performance measurement and organizational renewal.  Their book, The Balanced Scorecard, was rated 
by the American Management Association as one of the top ten business books published during the past 
decade.   
 
Their book was based on a study they conducted, ÒMeasuring Performance in the Organization of the Fu-
tureÓ. The study concluded that existing performance measurement approaches relying exclusively on 
narrow financial metrics were becoming obsolete and were hindering the ability of organizations to create 
value and to demonstrate their actual worth. The book is based on a deceivingly simple idea:  that organi-
zational performance is multi-dimensional and that f inancial measuresÑ traditionally employed exclu-
sively to measure organizational performanceÑ are important , but only one part of the equation. 
 
The balanced scorecard approach says that to be successful over the long-term organizations must create a 
system that simultaneously aligns and integrates four key dimensions: 
 

• customer focus:  the specif ic types of customers the organization decides to serve; the markets it 
enters, the value or benefit it creates to attract and retain customers; 

• internal business process focus:  the critical internal systems that must be in place, and at which 
the organization must excel to manage and measure performance; the competencies, skills and ca-
pacities it possesses; and the ways it turns its resources into products and services; 

• learning and development focus:  the commitment to continuously improve over time; and 
• financial focus:  the economic consequences of choices regarding and investments in customers, 

business processes and learning/growth. 
 
These dimensions are linkedÑ what happens in one dimension often affects what happens in another di-
mensionÑ and must be focused on sequentially.  For example, customers served and markets entered af-
fect the design of internal business processes, which affect the type of learning and development invest-
ments needed, and all of these affect f inancial performance. 
 
For each of the balanced scorecard dimensions a strategy must be formulated, executed and managed.  
Results must be measured and used to prompt focused, continuous improvement. 
 
While Kaplan and Norton devised the balanced scorecard model for organizations as a whole, it can be 
applied to organizational components (divisions, departments, etc.) and to functions, such as f inance or 
governance.  For example, there are several dimensions to an organizationÕs financial performance.  
While it is certainly important, profitability alone cannot explain an organizationÕs overall f inancial con-
dition.  Rather, the combined effects of interactions among factors such as profitability, liquidity, credit-
worthiness and capital structure, and asset activity provide a clearer picture. 
 
Questions for  Discussion 
 

1. How does our board define successful governance? 
2. Is our board performing well? 
3. What processes, if  any, does our board currently use to evaluate its overall  performance and con-

tribution? 
4. Who are our organizationÕs key stakeholders? 
5. What are their most important needs and desires? 
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6. How well is our organization meeting them? 
7. How does the board ensure that our hospital continuously focuses on benefiting its stakeholders? 

 
Developing a Balanced Scorecard for Governing 
 
Several premises underlie the importance of developing a balanced scorecard model for governing health 
care organizations.  Because the buck stops with an organizationÕs governing board, it is ultimately ac-
countable for what the organization is and does and what it should become. Boards also bear the ultimate 
responsibility for the extent to which the organization benefits its communities and stakeholders and how 
organizational resources are used to fulf ill this obligation.  Therefore, the quality of governance and the 
performance of the board really matters, and boards need a way to focus their time and energy on activi-
ties which will yield the highest value in discharging their obligations to key stakeholders.    
 
A balanced scorecard can help focus the boardÕs attention by identifying the dimensions of organizational 
performance that must be monitored and evaluated to meet stakeholder needs.  Precise metrics of per-
formance and success should be developed for each dimension. Then these metrics must be employed, 
f irst by management to drive organizational effort and achievement and then by the board to assess and 
help continually improve performance.  An example of a Balanced Governance Scorecard model for 
health care organization governing boards appears in Figure 2.  
 
The model shows how key dimensions of organizational performance f low from and should be measured 
against how well they function to meet stakeholder obligations.  Many hospital and system governing 
boards routinely review dashboards of indicators  measuring how well the organization is performing 
across a number of different dimensions, such as overall f inancial health or quality and safety of care and 
service delivery.  How these measures of performance specif ically relate to meeting stakeholder obliga-
tion is often less clear.     
 
A health care organizationÕs stakeholders include the community, employees, physicians, employers, pur-
chasers and other constituent groups who have a major interest or ÒstakeÓ in the work and performance of 
the organization.  In fact, a not-for-profit health care organizationÕs tax-exempt status derives from the 
fact that it is Òcommunity-ownedÓ.  In order to maintain its tax-exemption, it must be able to clearly dem-
onstrate the benefits it provides to the community. Therefore, the board, which governs on behalf of the 
community, has a duty or obligation to ensure that the organizationÕs resources are effectively and eff i-
ciently used in ways that maximize community and stakeholder benefit.   
 
Identifying the organizationÕs key stakeholder groups and determining their needs, wants and expecta-
tions are critical f irst steps in developing a Balanced Scorecard for health care organization governance 
(see the sidebars Understanding Key Stakeholders and Governing on Behalf of Stakeholders).  Determin-
ing the needs of  the hospitalÕs or health systemÕs key stakeholders and focusing the boardÕs work on 
meeting them helps put the role of the board and the organization in perspectiveÑ they are both a means 
to achieving stakeholder benefit, rather than an end in themselves. 
 
The Balanced Scorecard model suggests that boards need to focus simultaneously on four dimensions of 
performance to ensure that the organization meets its obligations to stakeholders.  
 
Organizational ends (where the organization is going).  Key board activities include: 
 

• formulating a vision of what the organization should become in order to maximize stakeholder 
benefit;  

• developing key goals the organization must accomplish; and  
• ensuring that managementÕs strategies are aligned with and will lead to achieving the goals. 
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Executive performance (how the organization will be managed).  The boardÕs role is to create a context 
for and ensure high levels of CEO empowerment, performance and contribution to organizational success. 
Governance activities include: 
 

• recruiting and selecting the CEO,  
• assessing CEO performance and contribution,  
• adjusting CEO compensation,  
• overseeing CEO succession planning and,  
• if  necessary, terminating the CEO. 

 
Quality of care and caring (the care and services delivered).  The board is ultimately accountable for en-
suring that patients receive high-quality clinical care in a safe environment and that the hospital provides 
an excellent service experience for its patients.  Boards should be involved in:  
 

• developing clinical quality, safety and service objectives;  
• credentialing members of the medical staff;  
• ensuring necessary quality management systems are in place and working effectively; and  
• monitoring and evaluating all aspects of quality and ensuring that corrective action is taken when 

needed. 
 
Financial health (the organizationÕs financial performance).  Ensuring that the organization is f inancially 
sound today and into the future is a key board responsibility.  Activities include: 
 

• specifying f inancial objectives;  
• reviewing managementÕs f inancial plans and budgets and making sure they are aligned with the 

objectives;  
• ensuring the organizationÕs creditworthiness and that it can obtain debt f inancing at reasonable 

rates;  
• ensuring that the organization effectively allocates capital across competing projects; 
• monitoring and evaluating f inancial performance and outcomes and ensuring corrective action is 

taken when needed; 
• making sure f inancial statements fairly and fully reflect the organizationÕs financial status and that 

necessary internal controls are in place and working. 
 
Using the Scorecard 
 
Focusing on the four performance dimensions and ensuring they function and interact to maximize 
stakeholder benefit focuses the board on what matters most.   Because it provides a clear and precise 
model for governance, the scorecard allows the board to determine not only what it should, but what it 
should not do to meet stakeholder needs.   
 
Once in place, the Balanced Governance Scorecard can then be used to drive board function and structure.  
For example, the scorecard should become the framework for board meeting planning, driving the 
agenda, background information, discussion, action and follow-up required to maximize stakeholder 
benefit.  The scorecard also can be used to plan board educational and development activities and per-
formance assessment and improvement.  I t also should be used to develop a dashboard of performance 
measures against which the board monitors and assesses how well the organization is functioning across 
all dimensions of performance.  
 
The scorecard further provides a comprehensive framework for board policy-setting, decision-making and 
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other board activities by prompting boards to consider how actions in one dimension of performance af-
fect other dimensions.  For example, how might basing a portion of the CEOÕs performance evaluation 
and compensation on meeting specif ic quality and safety objectives affect the organizationÕs overall per-
formance in these areas? 
 
The Balanced Governance Scorecard also becomes a the driver of the governance structure needed to 
support optimal board function on behalf of the organizationÕs stakeholders.  I t should be used to help 
determine: 
 

• the type, number and structure of board committees; 
• the number, type and relationships among an organizationÕs boards; 
• board size; 
• governance competencies; 
• board composition; 
• necessary governance infrastructure:  information, communication processes, protocols, policies 

and other systems and resources needed to support board work. 
 
Ultimately, the scorecard becomes the basis for developing a governance ÒtechnologyÓ, that is, the 
knowledge, skills processes and tools needed to assist boards in most effectively discharging their roles 
and responsibilities to achieve stakeholder benefit.   
 
Tips for  Developing a Balanced Governance Scorecard 
 

1. Conduct a stakeholder analysis to ensure that the board knows the organizationÕs key stakeholders 
and what they most want and need from the health care organization.  

2. Make sure all board members understand that the boardÕs purpose is to ensure that the organiza-
tion fulf ills its obligations to key stakeholders. 

3. Consider developing a balanced scorecard that identif ies dimensions of performance and key per-
formance indicators that will help the board assess how well the board and the organization are 
meeting its obligations to key stakeholders. 

4. Use the scorecard to drive board functionÑ meeting planning, policy-setting, decision-making, 
board selection, new member orientation, board development and performance assessment and 
other board activities. 

5. Maker certain that the balanced scorecard reflects the pillars and priorities of your organizationÕs 
strategic plan.  I f your board f inds that the strategic plan is not useful in constructing the balanced 
scorecard, or if  your board desires to include categories of items in the balanced scorecard that are 
not reflected in the strategic plan, then it is time to update the strategic plan. 

6. Use the scorecard to drive board structure, including board composition, committees, number and 
types of boards, board size and key competencies. 

7. Determine necessary governance infrastructure based on the resources needed to best support the 
boardÕs work across all scorecard dimensions.  

8. Once developed, your board should review the balanced scorecard at every board meeting, devot-
ing signif icant board agenda time to it.  The scorecard will have little meaning if your board does 
not use it. 

9. Board discussions about the scorecard should also be used to continuously update and refine the 
scorecard itself.  If  your board f inds that the scorecard is lacking, or is limiting board discussion, it 
is time to modify it. 

 
Conclusion 
 
If  the most important purpose of its governing board is to ensure that an organization is meeting its obli-
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gations to key stakeholders, then boards need a comprehensive framework that drives board work on their 
behalf.  Developing a Balanced Governance Scorecard is one approach to focusing the work of the board 
on meeting stakeholder needs and expectations.  One scorecard model is presented here. Boards can adopt 
or adapt this model to their specif ic needs.  However, once they define their scorecard, boards should use 
it to drive all aspects of governance.  It is only by comprehensively applying the scorecard across all as-
pects of organizational and board performance that boards and the health care organizations they govern 
can stay focused on and fulf ill their most important obligation. 
 
Sidebar :  Understanding K ey Stakeholders 
 
The purpose of most health care organization governing boards is to govern on behalf of the organiza-
tionÕs stakeholders.  To accomplish this, the board needs to identify key stakeholder groups and what they 
most want and expect from the organization.  One way for boards to better understand stakeholders is by 
conducting a stakeholder analysis, either at a board retreat or in a focused working session involving 
board members, executives and clinical leaders.  Key questions that can guide this analysis and sugges-
tions for how to address them appear below. 
 
Who are our organizationÕs stakeholders? Typically a health care organization has many stakeholders.  
Some of them are internal, such as employees. Some of them are externalÑ payers, purchasers, the media, 
suppliers, strategic partners, legislative and regulatory bodies. Some fall into both groups, such as em-
ployed physicians and independent physicians who are members of the medical staff.  Ultimately, it will 
be critical for the board to identify and focus on the organizationÕs most important stakeholders; no orga-
nization can successfully be all things to all stakeholders.  Try keeping the list to fewer than a dozen.  
Gathering and sharing with participants prior to conducting the analysis background information about 
various stakeholder groups and their degree of interest in and dependence on the organization can help 
make the identif ication process more meaningful and productive.  I t also can help participants begin to 
see which c stakeholders may have common interests. 
 
What Do Key Stakeholders Want and Expect from our Organization?  Some boards f ind it helpful to be-
gin to answer this question by putting themselves in the shoes of the organizationÕs key stakeholders and 
discussing what these stakeholders would most likely want and expect from the organization.  Of course, 
such speculation must be complemented by real stakeholder feedback.  Invite representatives from key 
stakeholder groups to provide input about their needs and expectations, through surveys, interviews or in-
person. Then have participants zero in on the most important needs and wants of the organizationÕs key 
stakeholders.  I t is important for the governing board and leadership to understand which expectations 
stakeholders will use to judge how well the organization is performing on their behalf.  These key needs 
and wants also define the organizationÕs and the governing boardÕs obligation to its stakeholders. 
 
What is the relative importance of each stakeholder?  All stakeholders are not equal.  Their interests and 
needs differ and frequently diverge.  As part of a stakeholder analysis participants need to rank order 
various stakeholders and their needs and interests to provide a consistent framework for decision-making.  
A board canÕt be all things to all stakeholders, nor should it meet some stakeholder needs sometimes and 
the needs of different stakeholders at other times.  Clear and pre-established priorities that help boards 
consistently focus on the needs of key stakeholders provide a foundation for effective governance. 
 
Sidebar :  Governing on Behalf of Stakeholders 
 
Here are several suggestions that can help boards continue to focus their governance on meeting the orga-
nizationÕs obligation to key stakeholders. 
   

• Put meeting stakeholder obligations at the forefront of governance. In setting board meeting agen-
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das, formulating policy or making decisions, the board should always ask:  How will our actions 
affect our obligations to key stakeholders?  How are we employing our previously agreed upon 
prioritization of stakeholder interests?  What would our stakeholders think about the actions we are 
taking? 

• Incorporate stakeholder obligations into board support and development activities. Ensure that this 
fundamental purpose of the board is conveyed upfront to board member candidates and also in-
cluded in new trustee orientation, as a context for ongoing board education and as an important fo-
cus of board and board member performance evaluation. 

• Stay in touch with key stakeholders.  Boards should develop specif ic plans about how they will 
keep up-to-date about key stakeholders and their needs and how they will communicate with 
stakeholders about what the organization is doing. 

• Periodically conduct analyses of who the organizationÕs key stakeholders are and how their needs 
and expectations may change over time. 

• Consider including stakeholder representatives on your organizationÕs board or on a committee 
that oversees vision, mission and strategic goals.  The board should be clear that these members, 
like all others, are serving on behalf of all of the organizationÕs stakeholders, not just the group 
they may be part of. 

 


