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The Balanced Governance Scorecard: A Tool for Maximizing Board Performance and
Contribution

By: Dennis D. Pointer, Mary K. Totten and James E. Orlikoff

In working with health care organization governing board membesover several yeaswehaveall gotten
the sameanswersto the following questions. When we ask a group of trusteesto raise their handsiif they
think their board is peforming well, typically amajority of hands go up. When we then ask them to tell
us how they know their board is peforming well, far fewer volunteer an answer.

While most board membersfeel that thetimeand energy they devote to governing their local health care
organizations is worthwhile, fewer can point to specific processes or tools that they useto demongrate
their board dfectivenessoveral. We sugpect even fewer have grgppled with thefundamental questions
that all boards need to answer before they can determine how best to maximize and then evaluate their
performanceand value. These questions are:

*  Why does our board exist?

* On whose behalf arewe governing?
* What should we do as aboard?

* How should wedo it?

Mosgt health care governing boards today engage in some type of periodic self-assessment of their govern-
ance performance. However, these assessmentstypically focuson how well theboard understands and to
some extent dischargesbasic governanceroles and responsbilities. They typically do not focuson how
or to what extent board performance makes adifference to the organization or its key stakeholders.

Likemany individualsor groups, boards often tend to focusinward and play to their strengths, which are
frequently evidenced by how aboard spendsmost of itstime Some concentrate primarily on financial
issues, otherson operational oversight Somefocus sequentially on different issuesas problems arise.

Y et, few have aframework for governing that allows theboard to:

* dlocateitstimeand attention Smultaneoudy across aritical stakeholder issues and concerns over
time;

* undergtand how key stakeholder needsand governanceresponsibilities interrelate; and

+ governinaway that balances competing priorities and helps optimize the organization® perform-
ance in addressing them.

For boardsto really make adifference, they need aconcrete model or franework for governing that con-
tinuoudy foauses their work and attention on addressing what really matters to thekey stakeholders their
health careorganizations serve. Oneway for hospital and health system boards to focus their governance
on this goal isto develop a Balanced Scorecard for governing.
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The Balanced Soorecard Concept

The ideaof developing a balanced scorecard to measure organizational performance comes from the work
of Robert Kaplan, Arthur Lowes Didkenson Professor of Acoounting at the Harvard Business School and
David Norton, President of Renaissance Solutions, Inc., an international consulting firm specializingin
performance measurement and organizational renewal. Their book, The Balanced Scorecard, was rated
by the American Management Association asone of the top ten business bookspublished during the past
decade

Their book was bassd on astudy they conducted, QM easuring Performance in the Organization of the Fu-
tureQ The study concluded that existing performance measurement approachesrelying exclusively on
narrow financial metrics were becoming obsolete and were hindering the ability of organizationsto create
valueand to demondgrate their actual worth. Thebook isbased on adeceivingly smple idea: that organi-
zational performance is multi-dimensional and that financial measuresN traditionally employed exclu-
svely to measure organizational performanceN are important , but only onepart of the equation.

Thebalanced soorecard approach saysthat to be successful over thelong-term organizationsmust aeate a
system that smultaneoudy aligns and integrates four key dimensons:

* customer foaus: the specific typesof austomers the organization decides to serve; themarkets it
enters, thevalueor benefit it createsto 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 peformance; the competencies, skills and ca
pacities it possesses,; and the waysit turnsits resources into products and sarvices,

* |earning and development focus. the commitment to continuoudy improve over time; and

* financial focus: the economic consequencesof choices regarding and investments in customers,
business processes and learning/growth.

These dimensons ae linkedN what happens in one dimension often affects what happens in another di-
mensionN and must be focusad on sequentially. For example customers served and markets entered af-
fect thedesign of internal business processes, which affect thetype of leamning and development invest-
ments needed, and all of these affect financial peformance.

For each of the balanced scorecard dimensions astrategy 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 awhole, it can be
applied to organizational components (divisions, departments, etc.) and to functions, such as finance or
governance For example, thereare several dimensions to an organizationG financial perf ormance.
While it is certainly important, profitability alone cannot explain an organization@overall financial con-
dition. Rather, the combined effects of interactions among factors such as profitability, liquidity, credit-
worthiness and capital structure, and asset activity provide aclearer picture.

Questionsfor Discussion

1. How does our board define successful governance?

2. Isour board performing well?

3. What processes, if any, doesour board currently use to evaluate itsoverall performanceand con
tribution?

Who are our organization® key stakeholders?

What are their most important needs and desires?

ok
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6. How well isour organization meeting them?
7. How doesthe board ensurethat our hospital continuoudy focuses on benditing its sakeholders?

Developing a Balanced Scorecard for Governing

Severa premises underliethe importance of developing abalanced soorecard model for goveming health
care organizations. Because the buck stops with an organization@governing board, it isultimately ac
countablefor what the organization isand does and what it should become Boards also bear the ultimate
responsbility for the extent to which the organization benefitsits communities and stakeholdersand how
organizational resources ae usad to fulfill thisobligation. Therefore, the quality of governanceand the
performance of theboard really matters, and boardsneed away to focus their time and energy on activi-
tieswhich will yield the highest value in discharging their obligations to key stakeholders.

A balanced soorecard can help focus the boad® attention by identifying the dimensionsof organizational
performancethat must be monitored and evaluated to meet stakeholder needs. Frecise metrics of per-
formance and success should be developed for each dimension. Then these metrics must be enployed,
first by management to drive organizational effort and achievement and then by theboad to assess and
help continually improve peformance. Anexampleof a Balanced Governance Scorecard model for
health care organization governing boards gopearsin Figure 2.

Themodel shows how key dimensionsof organizational performanceflow from and should be measured
againgt 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 anumber of different dimensions, such as overall financial health or quality and safety of care and
servicedelivery. How these measures of paformance gecifically relate to meeting stekeholde obliga
tion isoften lessclear.

A health care organization® stakenolders include the community, employees, physicians, employers, pur-
chasers and other congtituent groups who have amajor interest or §Hakei§in the work and performance of
the organization. Infact, anot-for-profit health care organization( tax-exempt statusderives from the
fact that it is Gommunity-ownedQ In order to maintain its tax-exemption, it must beableto clearly dem-
ondrate the benéfitsit providesto the community. Therefore, theboard, which governson behalf of the
community, has aduty or obligation to ensure that the organization reources are effectively and effi-
ciently used in ways that maximize community and stakeholder benefit.

| dentifying the organization® key stakeholder groups and determining their needs, wants and expecta-
tionsarecritical first gepsin developing aBalanced Scorecard for health care organization governance
(see the sdebars Understanding Key Stakeholdersand Goveming on Behalf of Stekeholders). Determin-
ing theneedsof thehogital@ or health system@key stakeholders and focusing the board® work on
meeting them helpsput the role of theboard and the organization in pergectiveN they areboth ameans
to achieving stakeholder benefit, rather than an end in themselves.

The Balanced Scorecard model suggests that boardsneed to foaus smultaneoudy on four dimensions of
performanceto ensure that the organization meetsitsobligations to stakeholders.

Organizational ends (where the organization isgoing). Key board activitiesinclude:

» formulating avision of what the organization should become in orde to maximize stekeholder
benefit;

* developing key goals the organization must accomplish; and

* ensauring that management( strategies are aligned with and will lead to achieving the goals.
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Executive performance (how the organization will be managed). Theboard@roleisto create acontext
for and ensurehigh levels of CEO empowerment, performance and contribution to organizational success.
Governance activities include:

recruiting and selecting the CEO,
assessing CEO peaformance and contribution,

adjugting CEO compensation,
overseeing CEO succession planning and,
if necessary, terminating the CEO.

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

* developing clinical quality, safety and service objectives,

* credentialing membe's of themedical 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 organization& financial performance). Ensuring that the organization is financially
sound today and into the future is akey board regponsbility. Activitiesinclude:

* gpecifying financial objectives,

* reviewing management@financial plans and budgets and meking sure they are aligned with the
objectives,

* ensuring the organization® creditworthiness and that it can obtain debt financing at reasonable
rates,

* enauring that the organization effectively alocates capital across competing projects,

* monitoring and evaluating financial performanceand outcomes and ensuring corrective action is

taken when needed:; B
* making surefinancial satementsfairly and fully reflect the organization&financial status and that
necessary internal controls are in placeand working.

Using the Scorecard

Focusing on the four performance dimensions and ensuring they function and interact to maximize
gakeholder benefit focuses theboard on what matterss most.  Because it provides aclear and precise
model for governance the scorecard allows the board to determinenot only what it hould, but what it
should not do to meet stakeholder needs.

Once in place, the Balanced Governance Scorecard can then beused 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
bendit. The scorecard also can be usad to plan board educational and development activities and per-
formance assessment and improvement. It also should be used to develop a dashboard of performance
measures againg which the board monitors and assesses how well the organization is functioning across
al dimensionsof performance.

The scorecard further provides a comprehensive framework for board policy-setting, decision-making and
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other board activitiesby prompting boards to consider how actions in one dimension of performance &-
fect other dimensions. For example, how might basing aportion of the CEOG peformance evaluation
and compensation on meeting specific quality and safety objectives afect the organization® overall per-
formancein these aeas?

The Balanced Governance Scorecard also becomes athedriver of the governance structure needed to
support optimal board function on behalf of the organization@ sakeholders. It should be usad to help
determine:

the type, numbe and Structure of board committees,

the number, type and relationshipsamong an organization® boards;

board size;

governance competencies,

board compostion;

necessary governance infrastructure: information, communication processes, protocols, policies
and othe systemsand resources neaded to support board work.

Ultimately, the scorecard becomes the basis for developing agovernance Qechnology Q that is, the
knowledge, killsprocesses and tools needed to assist boardsin most efectively discharging their roles
and respongbilities to achieve stekeholder benefit

Tipsfor Developing a Balanced Gover nance Soor ecard

1.

2.

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

Make sure all board members understand that the board@ purpose is to ensure that the organiza-
tion fulfillsits obligations to key stekeholders.

. Condder developing abalanced scorecard that identifies dimensions of performanceand key per-

formanceindicators that will help the board assess how well theboard and the organization are
meeting its obligations to key stakeholders.

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

. Maker certain that the balanced scorecard reflects the pillars and prioritiesof your organization3

drategic plan. If your board finds that the Strategic plan isnot useful in constructing the balanced
scorecard, or if your board desires to include categoriesof itemsin thebalanced soorecad that ae
not reflected in the strategic plan, then it istime to updatethe strategic plan.

. Use the scorecard to drive board gtructure, including board composition, committees, number and

typesof boards, boad sizeand key competencies.

. Determine necessary governance infrastructure basad on the resources needed to best support the

board® work across all scorecard dimensions,

Oncedeveloped, your board should review thebalanced scorecard at every board meeting, devot-
ing sgnificant board agenda time to it. The soorecard will have littlemeaning if your board does
not use it.

. Board discussions about the scorecard should also beused to continuoudy update and refinethe

scorecard itself. If your board finds that the scorecard is ladking, or islimiting board discussion, it
istime to modify it.

Concluson

If themost important purpose of its governing board isto ensure that an organization ismeeting its obli-
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gationsto key stakeholders, then boardsneaed a comprehensive framework that drives board work on their
behalf. Developing aBalanced Governance Scorecard isone approach to focusing the work of the board
on meeting stakeholder needs and expectations. One scorecard model is presented here. Boardscan adopt
or adapt thismodel to their gecificneeds. However, once they define their scorecard, boards hould use
it to driveall agpectsof governance. It isonly by comprehensively applying the scorecard across all as-
pects of organizational and board peformance that boards and the health care organizations they govern
can stay focused on and fulfill their most important obligation.

Sidebar: Underganding K ey Sakeholders

Thepurpose of most health care organization governing boards is to govern on behalf of the organiza-
tion(3 stakeholders. To accomplish this, the board needs to identify key stakeholder groups and what they
mog want and expect from the organization. One way for boards to better understand stakeholdersisby
conducting agtakeholder analysis, either at aboard retreat or in a focused working session involving
board members, exeautives and clinical leaders. Key questions that can guide this analysis and sugges-
tions for how to address theam appear below.

Who are our organization® stakeholders? Typically ahealth care organization has many stekeholders.
Some of them are internal, such asemployees. Some of them are externalN payers, purchasers, the malia,
supplieas, strategic partneas, legidative and regulatory bodies. Somefall into both groups, such asem-
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 organization® most important sekeholders, no orga
nization can successfully be all thingsto all stakeholders. Try kesping the list to fewer than adozen.
Gathering and sharing with participantsprior 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 identification processmore meaningful and productive. 1talso can help participantsbegin to
see which ¢ stakeholdersmay have common interests.

What Do Key Stakeholders Want and Expect from our Organization? Someboardsfind it helpful to be-
gin to answer thisquestion by putting themselvesin the shoesof the organization® key stakeholders and
discussng what these stakeholders would most likely want and expect from the organization. Of course,
such speculation must be complemented by real stakeholder feedback. Inviterepresentatives from key
stakeholder groups to provide input about their needs and expectations, through surveys, inteviewsor in-
person. Then have participants zero in on themost important nesds and wants of the organization@key
sakeholders. It isimportant for the governing board and leadership to understand which expectations
stakeholders will use to judge how well the organization isperforming on their behalf. Thesekey nesds
and wants also define the organization@and the governing board® obligation to its stakeholders.

What is the relative inportance of each stakeholder? All stakeholders arenot equal. Their interests and
needsdiffer and frequently diverge Aspart of a sakeholder analysis participantsneed to rank order
various stakeholders and their needs and interests to provide aconsistent framework for decison-meking.
A boad can@ beall thingsto all stakeholders, nor should it meet some stakeholder needs sometimes and
the needsof diffeent sekeholders at other times. Clear and pre-established priorities that help boards
consgently focuson the needsof key stakeholdersprovidea foundation for &fective governance.

Sidebar: Governing on Behalf of Stakeholders

Here are several suggestions that can help boards continue to focus their govemance on meeting the orgar
nization( obligation to key stakeholders.

* Put meeting stakeholder obligations at the forefront of governance. I n setting board meeting agen-

www.BoardFood.com
- paga#ﬁ -



das, formulating policy or making decisions, theboard should alwaysask: How will our actions
affect our obligationsto key stekeholders? How arewe employing our previoudy agreed upon
prioritization of stakeholder interests? What would our stakeholders think about the actionswe are
taking?

Incorporate stakeholder obligations into board support and development activities. Ensure that this
fundamental purpose of theboard is conveyed upfront to board membea candidates and alsoin-
cluded in new trustee orientation, asa context for ongoing board education and asan important fo-
cus of board and board member performance evaluation.

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

Periodically conduct analyses of who the organization@key stekeholders areand how their needs
and expectations may changeover time.

Consder including stakeholder represmtativeson your organization® board or on acommittee
that overseesvison, misson and dsrategic goals. The board sbould be clear that these members,
like all others, are sarving on behalf of all of the organization(d stakeholders, not just the group
they may be part of.
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