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A Responsive Balance Sheet Enhances

Organizational Agility

t the advent of the Peloponnesian war, the Athenian
A general and politician Pericles sought to use his
nation’s relative advantages to avoid a land-based
conflict with Sparta. Pericles’ strategy was to use the twin
resources of accumulated wealth and a fortified city and
port as a risk buffer that would allow Athens to manage
the conflict on his terms and pursue a prolonged—but not
eternal—status quo.

For healthcare, the notion of the fortress balance sheet has
great appeal, especially during periods of sharp operating
dislocation such as the COVID pandemic. Typically attributed
to J.P. Morgan CEO Jamie Dimon, a fortress balance sheet
suggests the equivalent of Athenian wealth—a buffer
against crisis and perhaps even a chance to avoid it
altogether. As noted above, not-for-profit healthcare credit
and financial management generally tilts in this direction,
placing immense importance on the balance sheet’s role

in protecting the core and creating resiliency.

But healthcare organizations might be misreading what a
fortress balance sheet should mean to their organization.
The risk driver of the operating company that Mr. Dimon
runs is tail risk, so his “fortress balance sheet” is one that
defends against major credit and financial disruptors like
recession or crisis. The risk landscape for every healthcare
organization goes beyond balance sheet events and
extends deep into the care delivery chassis and the daily
battle for margin and cash flow. In this situation, different
fortress balance sheet versions might prove to be unhelpful
or even threatening.

The most tempting fortress balance sheet application
assumes positioning resources to offset prevailing
operating risk. In this construct, the balance sheet serves
as a risk buffer, such that investment portfolio risk and
illiquidity are dialed back as risk elevates across operations
and strategy. Under this application of a fortress balance
sheet the question is whether we can forgo returns

or tolerate the possibility that resources may not be
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positioned to participate in market recovery. A singular
focus on balance sheet as a risk buffer might impair the
ability of these resources to contribute to a responsive

recalibration of risk-return relationships.

The other fortress balance sheet bookend might focus

on filling the cash flow gap that accompanies operating
dislocation. In this construct, the balance sheet stands

as an isolated risk pool where resources are positioned

to drive non-operating gains that offset operating losses.
For this return-centric fortress balance sheet the questions
might be: Can we live off dividends alone? Can we tolerate a
singular, or even dominant focus on gains? The challenge is
that an isolated focus on balance sheet returns disengages
a critical relationship: at a time when we are experiencing
elevated operating risk, is introducing elevated or isolated
investment risk the best means of advancing mission?

The best balance sheet is one that is responsive

to your organization’s need to balance and then

rebalance the competing pressures of mitigating

risk versus generating return.
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Preconditions of stability, trending expectations, ample resources, etc.,
may not be intact to support the Fortress Balance Sheet ideal.

Fortress

Balance Sheet |deal

Responsive
Balance Sheet |deal

- Emphasis on return objectives
« One-way door of retained earnings

« Minimize non-core risk (e.g., debt)

« Prioritize strong credit rating

What ultimately tested Pericles’ strategy? Ironically, a
pandemic. When the Athenian countryside crammed into
the already overpopulated city center, sickness spread
and a plague wiped out a quarter of the population,
including Pericles. This part of the Athenian lesson should
be common to every risk manager: reliance on a single
large-scale resource and strategy can create a level of
concentration risk that causes the entire risk management
infrastructure to collapse in upon itself. The question
should always be whether resource management tactics
stifle or enhance organizational agility, or the ability

to respond to the multiplicity of rapidly shifting threats
that have become the “new normal” for every healthcare
management and board.

The best balance sheet is one that is responsive to your
organization’s need to balance and then rebalance the
competing pressures of mitigating risk versus generating
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- Emphasis on parameter setting

« Two-way door of cash in/out of
investments

« Manage full strategy risk

« Prioritize business strategy

return. Pericles’s ultimate problem was concentration
creep, which ultimately limited options in a moment

of elevated risk. This suggests that the real work for
healthcare leaders is developing a resource positioning
framework that can be recalibrated over time in response
to changes in the sources and severity of risk.

What every stage in our own crisis—from pandemic
lockdown to inflation to labor dislocation—reconfirms
is that healthcare organizations are complex operating
companies first, and the best balance sheet is one that
can respond quickly and efficiently to shifting mission
imperatives and operating pressures.

For more information, please contact
Eric Jordahl (ejordahl@kaufmanhall.com) or
David Ratliff (dratliff@kaufmanhall.com).
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