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Introduction

Internal audit departments routinely 
face questions from key stakeholders 
such as senior management and the 
audit committee regarding how the 
department measures performance and 
adds value to the organization. While 
numerous metrics to measure internal 
audit performance are available, the 
challenge often faced is selecting ones 
most meaningful to the department, 
the organization, and key stakeholders. 
Is the number of certifi ed internal 
auditors important? Is completion 
of the annual audit plan the most 
important measure of success? Is the 
dollar amount of revenue recovered or 
costs saved through audit department 
fi ndings as important as audit customer 
satisfaction? How about the size and 
cost of the internal audit department? 
How does it compare to the internal 
audit departments of other healthcare 
organizations? 

Likewise, an internal audit department 
must continually consider which 
strategies are needed to ensure the 
department will be able to continue to 
deliver high quality, cost effective service 
to our customers. The emergence of 
signifi cant risk areas such as regulatory 
compliance, Sarbanes-Oxley and internal 

controls over fi nancial reporting, and 
enterprise risk management are just 
a few examples of new or expanded 
responsibilities for healthcare internal 
auditors during the past 10 years. 
Communicating the department’s 
strategies in response to these changes 
to key stakeholders and linking them 
to the department’s operating activities 
and performance measures is often 
challenging. 

This article discusses the use of a 
balanced-scorecard framework as an 
effective tool to link an internal audit 
department’s strategies to its performance 
management system, and how we are 
using such a system today at Trinity 
Health.

The Balanced Scorecard Framework
Balanced scorecards as a performance 
management tool are widely used in 
many industries. Robert Kaplan and 
David Norton are credited for initially 
developing the balanced scorecard model 
in the early to mid-1990s. 

A balanced scorecard measures 
performance across multiple areas of 
an organization, all linked directly 
to the organization’s strategy and 
vision. Rather than focus solely on a 
single factor such as fi nancial earnings, 

a balanced scorecard considers an 
organization’s performance in multiple 
key strategic and operating areas. The 
linkage of strategy to the organization’s 
operating activities is key to the balanced 
scorecard system. 

The Kaplan-Norton Framework identifi ed 
the following four principal areas for 
measuring the performance of companies:

Financial—strategy for growth, 
profi tability and risk as viewed by 
shareholders

Customer—strategy for creating value 
and differentiation from the view of 
the customer

Internal Business Process—strategic 
priorities for various business 
processes that create value for 
customers and shareholders

Innovation and Growth—strategies 
that support change, innovation and 
growth

Balanced Scorecard Benefi ts for 
Internal Audit Departments

In addition to measuring the 
performance of an organization, 
business units or departments within 
an organization can also use a balanced 
scorecard framework to link strategy 
to key operating activities and 
performance. It’s particularly useful for 
developing performance measures for 
departments that have unique mission 
and strategic objectives like internal 
audit. A balanced scorecard can assist an 
internal audit department in proactively 
responding to typical stakeholder 
questions such as:

How does internal audit measure 
performance?

How does our organization’s internal 
audit department compare to other 
healthcare organizations?
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Executive Summary
A balanced-scorecard framework can be an effective tool to link an internal audit 
department’s strategies to its performance management system. A balanced 
scorecard can be useful in responding to questions from key stakeholders, such 
as senior management and the audit committee, regarding how the department 
measures performance and adds value to the organization, and in demonstrating 
alignment of the internal audit department’s objectives to the organization’s 
key strategies. A balanced scorecard can assist in focusing department staff on 
performance improvement/quality assurance activities and can also be used for 
benchmarking an internal department to other internal audit departments. The 
strategies and key operating activities selected for a balanced scorecard should be 
specifi c to the needs or opportunities identifi ed for the internal audit department.
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How is the internal audit department 
adding value to our organization?

What are the internal audit 
department’s key strategies and 
objectives?

A balanced scorecard can effectively 
demonstrate alignment of the internal 
audit department’s performance 
measures to the organization’s 
key strategies. It can incorporate 
benchmarking information that 
compares information on the internal 
audit department to peer data, such 
as that obtained from the Institute of 
Internal Auditors Global Auditing 
Information Network (GAIN). Finally, 
a balanced scorecard can be used 
to measure progress in initiatives 
undertaken in response to Quality 
Assurance Review (QAR) activities.

A Balanced Scorecard Framework 
for Internal Audit
The Institute of Internal Auditors 
Research Foundation published an 
excellent study in 2002 on the growing 
use of balanced scorecards in internal 
auditing. In the study titled “A Balanced 
Scorecard Framework for Internal Auditing 
Departments”, author Mark Frigo 
suggested modifications to the Kaplan/
Norton framework for use by internal 
audit departments. An example of one 
framework that might be used is shown 
in Exhibit I. 

As shown above, the Kaplan/Norton 
framework previously discussed has been 
modified to present four perspectives 
appropriate for an internal audit 
department. Two primary customer 
groups are identified: 1) the board 
of directors/audit committee and 2) 
management and audit customers. 
Similar to the original Kaplan/Norton 
framework, internal audit department 
processes (e.g. quality, timeliness, cost) 
and innovation and learning capabilities 
(e.g. staff, technology and training) are 
identified as the other perspectives in the 
balanced scorecard. 

The above areas are just examples to 
consider and modifications should be 
considered based on appropriateness 
to your organization. For example, an 
internal audit department of a publicly-
traded healthcare company could 
consider external groups, such as the 
Securities and Exchange Commission, 
other regulatory agencies, shareholders, 
external auditors, etc., to be of sufficient 
importance to warrant a separate area of 
focus in the balanced scorecard. 

•

•

Linking Strategies to Performance 
Goals 

With an outline of a balanced scorecard 
framework in mind, the next step is to 
consider your department’s strategies. 
Strategy is the starting point in developing 
a balanced scorecard for any organization, 
operating unit, department or function. 
What should be the key strategies of the 
internal audit department in each area of 
the balanced scorecard? Once identified, 
the key strategies will drive the selection 
of the performance metrics that will be 
used in the balanced scorecard. 

There is no right or wrong way to 
go about assessing the department’s 
strategies, but it is best to seek input from 
multiple areas of the organization, both 
internal and external. Consider feedback 
received from key stakeholders such as 
the audit committee, senior management, 
audit customers and the external auditors, 
both through formal surveys as well as 
informally through discussions. Leading 

practices identified through participation 
in professional organizations such as 
the AHIA and The Institute of Internal 
Auditors (IIA) are other good sources for 
ideas.
Remember that a key benefit of the 
balanced scorecard is demonstrating 
alignment of a department’s strategies 
and performance to the organization’s 
key strategies. Thus a good approach is to 
compare your department’s most recent 
annual audit plan to your organization’s 
strategic plan. Is there clear alignment 
between the work of the internal audit 
department and the strategic plan? If 
not, are there opportunities for internal 
audit to increase its role in supporting 
the organization’s strategic goals and 
objectives? If yes, what activities would 
need to be undertaken by the department 
to accomplish this goal—e.g. additional 
specialized training, staff with different 
backgrounds/experience, alignment with 
key operating departments, greater use of 
technology, etc.? 

Exhibit I

Exhibit II
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Another helpful exercise in identifying 
strategies for an internal audit 
department is a simple Strengths, 
Weaknesses, Opportunities, Threats 
(SWOT) analysis. Consider setting 
aside sufficient time in a department 
meeting or retreat to solicit input from 
all staff and use feedback from QAR, 
customer surveys, and other resources 
in completing the SWOT analysis. The 
feedback from this type of exercise can 
often identify ideas that can be linked 
to specific department work activities 
and performance measurements for 
the balanced scorecard. Exhibit II is an 
example SWOT analysis for an internal 
audit department.

In brainstorming potential strategic 
opportunities for the internal audit 
department, you will likely identify 
many more areas than can or should 
be used on a balanced scorecard. It 
is best to keep the number of metrics 
to a critical few. Generally, I would 
recommend selecting no more than 
two to three performance goals for 
each area to ensure focus of the 
department on each area. In selecting 
which strategies to pursue, select 
those that you believe would have 
the greatest impact to the department 
and the organization, and those that 
demonstrate the most direct alignment 
with the organization’s strategic goals 
and objectives. Remember—alignment 

of your department’s strategies and key 
activities with that of the organization 
is a primary goal of the balanced 
scorecard.   

Once you have identified the performance 
areas you will focus on as key strategies 
for the internal audit department, 
determine how you will measure and 
report progress. There are numerous 
performance metrics that have been 

historically used by internal audit 
departments and benchmarking data is 
available for many metrics from sources 
such as the IIA’s GAIN Survey. 
The key is selecting a relatively few 
number of critical performance measures 
and focusing department efforts on 
those areas. In my career I have seen 
performance reports for internal audit 
departments that include up to 25-30 
metrics. That high a number is often far 
more than is needed and likely diverts 
management and staff attention from 
focusing on the critical performance areas 
that provide the greatest benefit to the 
department and organization. 
Exhibit III depicts the top performance 
measures used by internal audit 
departments as ranked by Chief 
Audit Executives based on recent 
GAIN surveys and applied to the four 
example areas of the balanced scorecard 
previously discussed. Chances are 
your department is probably already 
measuring performance in several of 
these areas.

Example Application of a Balanced 
Scorecard at Trinity Health
Trinity Health is the fourth largest 
Catholic health system in the United 
States, with 31 owned and 15 managed 
hospitals in eight states. Trinity 
Health employs over 45,000 full-time 
equivalents and its 2007 revenues were 
approximately $6.1 billion. Trinity 
Health Organizational Integrity and 
Audit Services (OIAS) provide financial, 

Exhibit III

Exhibit IV
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information systems and regulatory 
internal audit and compliance program 
support to the system. OIAS currently 
maintains a staff 37 professionals 
based in our Home Office location in 
Farmington Hills, Michigan and at eight 
Ministry Organization sites. 

As an organization, Trinity Health has 
used a balanced scorecard framework 
for several years to focus on specific 
system-level strategic and operational 
performance goals. Areas included 
in the system’s balanced scorecard 
include community benefit ministry, 
clinical performance improvement, 
associate engagement, patient loyalty 
and financial stewardship. In addition, 
certain departments and functions 
within the Trinity Health Home 
Office have also developed balanced 
scorecard frameworks to measure 
and communicate performance. The 
recognition and support for the use 
of balanced scorecards within Trinity 
Health was a key factor in OIAS’ 
decision to develop a balanced scorecard 
for our department. 

As much as possible, we wanted to 
demonstrate close alignment with 
Trinity Health’s strategic plan in 
developing our own department 
balanced scorecard. After discussion 
among the OIAS management team, 
we arrived at the following overall 
framework.

For each area of the balanced scorecard 
(Exhibit IV), we identified the key 
strategies, performance objectives, and 
metrics for measurement. The following 
is a brief discussion of each area of 
our 2007 balanced scorecard and why 
the performance measures used were 
selected.

Customer Service
Customer satisfaction is a key strategy 
for any service-delivering company or 

department. The ability to demonstrate 
high levels of customer satisfaction 
through delivery of value-added audit 
and consulting services is our objective. 
Customer satisfaction (e.g. patients, 
residents, etc.) is also a key system-
level strategy for Trinity Health. Thus, 
there was clear alignment between the 
organization’s strategic plan and our 
department strategy. 

The Effectiveness Survey is a 12-question 
survey we distribute electronically to 
our customers at the completion of 
each audit. We have established goals 
related to the survey question concerning 
“overall value” and will often select as a 
goal the lowest rated area from our prior 
year surveys. We use a similar approach 
with a 10-question survey of the Trinity 
Health Organizational Integrity & Audit 
Committee to obtain feedback on an 
annual basis (see Exhibit V). 

Associate Engagement

Trinity Health has identified a strategic 
objective titled “Best People/Spiritual 
Workplace” that includes specific goals 
related to work culture, diversity and 
associate engagement. The Gallup 
survey is used to annually measure the 
satisfaction and engagement of Trinity 
Health associates in connection with 

this goal. Maintaining high levels of 
associate engagement and satisfaction 
within OIAS is also a strategic objective 
for our department. Our goal is to 
attract and retain talented associates 
capable of delivering the value-added 
audit and consulting services desired 
by our customers. The costs of turnover, 
recruiting, re-training, and ongoing 
development are substantial and directly 
affect our success in other areas of 
the balanced scorecard such as cost/
efficiency, performance and customer 
satisfaction (see Exhibit VI). Thus, 
associate engagement is also an area 
where our department strategy is closely 
aligned with Trinity Health’s strategic 
objectives. 

We establish annual goals to meet or 
exceed key metrics for OIAS associate 
engagement measured in the Gallup 
survey. We also establish goals for 
staff continuity as measured against 
average turnover rates reported in the 
annual GAIN survey. For example, 
the average turnover rate for internal 
audit departments in all industries as 
reported in the 2007 GAIN survey was 
28%. In measuring turnover, we focus 
on staff that leave the organization 
vs. those transferring from OIAS to 
other positions within Trinity Health; a 
practice which we generally encourage 
and believe is favorable to our ability 
to attract high-quality talent to our 
department. The GAIN survey also 
provides benchmark information 
measured in this manner. 

Cost/Efficiency
Trinity Health has established financial 
stewardship goals that strive to achieve 
top decile performance in areas such as 
operating cash-flow margin, productivity, 
supply costs, etc. For our department’s 
balanced scorecard we wanted to 
include measures that demonstrate our 
commitment to financial stewardship and 

Exhibit V

Exhibit VI
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to provide information to compare our 
department to others in healthcare and 
industry, for the inevitable discussions 
that occur from time to time with senior 
management and the audit committee. 
A few years ago, Trinity Health engaged 
an external consulting firm to perform 
an assessment of all Home Office 
functions for purposes of verifying 
appropriate staffing, structure, costs, etc. 
The consulting firm assessed each Home 
Office function against the consulting 
firm’s own proprietary database. The 
OIAS Department fared well in the 
assessment, but left me feeling uneasy in 
not having my own benchmarks to assess 
our staffing size, cost, etc. on an ongoing 
basis. 

The metrics shown in Exhibit VII 
are standards used frequently in the 
industry. Benchmark information is 
available from the annual GAIN survey 
for each area. One word of caution, 
however, with the GAIN survey: 
healthcare organizations are not nearly 

as well represented in the survey as 
other industries and information on 
larger healthcare systems, such as 
Trinity Health, is even less represented. 
Thus, certain benchmarks such as cost 
per FTE, turnover, audit cycle times, 
etc. may be appropriate for use by 
healthcare internal audit departments. 
However, others based on asset size, 
revenue, etc. may be less appropriate 
for comparison. As a result, a few years 
ago I began conducting an annual 
survey of approximately 15-20 large 
Catholic health systems through my 
involvement with the compliance 
officers at these systems. I found this 
to be an appropriate peer group for 
use in benchmarking. Likewise, the 
compliance officers at these systems 
were equally interested in having data 
for benchmarking their internal audit 
resources. The information collected in 
the survey is provided to all systems that 
participate and is used for discussions 
with management and governance as 
each system desires.

So what do you do for benchmarking 
information if the GAIN survey does 
not provide sufficient peer information? 
Similar to the effort I undertook, 
I suggest networking with others 
you consider to be your peers in the 
industry. You may also want to seek 
recommended benchmarks from your 
external audit firm. I also believe this is 
an area where the AHIA could enhance 
its annual survey of members to provide 
additional benchmarking information 
based on metrics such as revenue, assets, 
FTEs, etc. 

Performance
For the Performance area of the balanced 
scorecard (Exhibit VIII) we have focused 
on completion of our annual work plan 
and ongoing quality and performance 
improvement activities. We use this 
section of the balanced scorecard to 
identify one or two areas of internal 
performance improvement such as 
report cycle times, audit follow-up 
procedures, etc. These may be areas that 
surveyed lowest in our audit customer 
surveys. Objectives in this area are often 
performance drivers—high performance 
in these areas lead to high performance 
in other areas such as customer 
satisfaction and associate engagement. 
It’s also a good example of the “balance” 
concept to the balanced scorecard. 
High performance in one area—for 
example work plan completion, can 
lead to lower performance in another if 
both areas are not managed effectively. 
For example, customer satisfaction 
could suffer if audits are not effectively 
planned, reports are rushed without 
careful coordination with management 
on action plans, etc. We often have 
discussions in our OIAS management 
team about the impact of focusing too 
much on improving performance in one 
area of the scorecard to the detriment 
of another. The goal of a balanced 
scorecard is to raise performance in all 
areas, not one area at the expense of 
another. 

There are many performance strategies a 
department could identify for a balanced 
scorecard. For example, further use of 
computer-assisted audit applications, 
continuous auditing initiatives, 
development or implementation of 
electronic workpapers, enterprise risk 
management, development or recruitment 
of specialists, etc. The strategies and key 
operating activities selected for a balanced 
scorecard should be specific to the needs 
or opportunities identified for your 
department. 

Exhibit VII

Exhibit VIII
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Conclusion
Balanced scorecards as a performance 
management tool are widely used in 
many industries. A balanced scorecard 
can be an effective means for linking an 
internal audit department’s strategies 
to its performance management system 
and for communication of strategies and 
performance measures to key stakeholders. 

There are several excellent resources 
available to help you get started in 
developing a balanced scorecard for your 
internal audit department. Here are a just 
a few to consider:

A Balanced Scorecard Framework for 
Internal Auditing Departments—(2002) 
The Institute of Internal Auditors 
Research Foundation

•

IIA Global Audit Information 
Network (GAIN)—http://www.
theiia.org/guidance/benchmarking/
gain/?search=GAIN NP

Michael Holper, CPA, CIA, CHC is the Senior 
Vice President, Organizational Integrity & 
Audit Services for Trinity Health in Novi, 
Michigan. He may be reached at 248-324-8009, 
or by email at holperm@trinity-health.org.

•

A just cause is not ruined by a few mistakes.
~Fyodor Dostoevsky


