
When I became the acting president of Hamilton College 
in 1999, I already knew a lot about the college. I am a 1996 
Hamilton graduate, the parent of a former student, and I 
have served for 12 years on the college’s governing board. 
Still, when Hamilton President Eugene Tobin took a much-
deserved sabbatical, I learned more about Hamilton during 
my six months in the presidency than in all my previous 
time associated with the college. Much of what I learned 
will make me — and, I expect, my fellow board members 
— better in the future.

An unusual level of alumni involvement distinguishes 
Hamilton. Typically, more than 55 percent of alumni 
contribute every year to the annual fund, and more than 
a third volunteer to recruit students, raise funds, counsel 
undergraduates about careers, provide internships, conduct 
alumni events, and participate in other activities. As is the 
case at other colleges, Hamilton’s board sets the tone for 
financial and volunteer support.

Yet despite this high level of alumni involvement and my 
own active participation with my alma mater, I had a 
superficial understanding about many important facets 
of the college and wondered whether my fellow board 
members did as well. Naturally, I recognize it is unrealistic 
to expect that board members who typically visit the 
campus just three or four times a year will ever have the 
same breadth and depth of knowledge as the president 
and senior administrators who are charged with the daily 
operations of the institution.

A New Understanding of the College
Soon after I became president, the impact of policy 
decisions became clear to me — much more so than 
when I was a board member. For example, deciding to 
admit an additional 20 to 30 students from the waiting 
list or planning for a larger class, though attractive from a 
financial point of view, had significant ramifications in the 
day-to-day life of the campus. Admitting more students 
means hiring more staff members. Where would we find 
additional housing? And if the new hires were adjuncts, 
how could we be certain they would be as qualified and as 
committed to the institution as full-time faculty members? 
This level of detail rarely makes it to the boardroom, but 
as president, I could see how a tempting financial solution 
might create an irritant in campus life.

My experience as a college president has made me much 
more aware of the nuances of board decision making. Many 
issues that boards are asked to consider require much 
broader scrutiny. Switching roles for six months taught me 
five fundamental lessons that may help boards and board 
members become more effective.

1. Balance the membership of board member  
committees.
Hamilton’s board of directors, like many governing 
boards, consists disproportionately of business executives, 
investors, and successful entrepreneurs. Their acumen is 
in finance and in running a business, so they tend to be 
most interested in the issues — fund-raising, endowment 
performance, and investments — with which they are most 
familiar and where results are tangible. They tend not to 
be so comfortable with the other components that make a 
college successful such as its staff, programs, and facilities.

The tendency among board members to gravitate toward 
finance is understandable. After all, board members 
have a fiduciary responsibility to the college, and given 
today’s fiscal pressures, no board can be blamed for being 
preoccupied with an organization’s assets. But a balanced 
budget and a growing endowment are only two measures of 
an organization’s health.

It is equally important that all board committees have the 
appropriate firepower if the mission of the institution is 
to be fulfilled. The committee on board members should 
look carefully at the distribution of talent and influence 
among the various standing committees to ensure that every 
function has an important voice at the boardroom table.

2. Seek, within limits, close encounters with 
leaders of the organization. 
In my six months as president, I met and spent time with 
most of the faculty, the swimming coach, the chair of the 
chemistry department, the director of the career center - 
people board members typically would not encounter. Yet 
the insights and opinions of such individuals can give board 
members a much broader understanding of an institution.

Recognizing this untapped resource, we restructured board 
weekends at Hamilton to facilitate even greater informal 
interaction between the board and various college 
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To avoid or diminish financial and accounting risks that 
might threaten the organization’s existence or decrease its 
effectiveness, the board needs to be aware of proper financial 
processes and practices.

The fiduciary role
Functioning as a fiduciary means that your board is 
responsible for the well being and financial health of the 
organization. The board’s decisions must not place the 
organization in financial jeopardy. As individual fiduciaries, 
your board members must understand that they may be 
considered personally liable for their actions and inaction. 
Even if they are not all financial wizards, they must be 
“financially literate” enough to ask the right questions when 
things are unclear.

Role clarity
The biggest risk factor occurs when board members 
misunderstand their duties or willfully disregard them. 
If your board does not realize that one of its duties is 
to monitor the organization’s financial matters and 
management activities, it has already abdicated its oversight 
role. You can begin to reverse this situation by drafting clear 
job descriptions that outline duties and define individual 
responsibilities. Clearly state what fiduciary duty means.

Legal requirements 
Ignoring legal requirements poses serious risks. Even if 
your board is not physically filing papers and paying the 
necessary taxes, it must make sure that these tasks are 
carried out. The easiest way to do that is to have an annual 
calendar of must-do tasks and to make sure that required 
statements and supporting documents are included in board 
packets for review and verification; they can then be voted 
on in a consent agenda and the vote is recorded in meeting 
minutes. Items to be verified include payment of payroll 
taxes, filing of Form 990, filing of state registrations and 
possible fundraising permits, and any applicable certification 
documents. 

Internal controls 
Without internal controls, there are opportunities for 
misappropriation of funds. The board needs reassurance 
that money is handled properly — from opening mail that 
contains checks to approving financial statements.  The best 
way to do this is by segregating duties. The chief executive 
sets the system in place and is responsible for eliminating 

loopholes. But, because the chief executive reports to the 
board, the board must ultimately feel comfortable that the 
information it receives is accurate and timely.
 
Budget approval
If the board is not involved in approving the annual budget, 
it is neglecting a major aspect of its fiscal responsibility. 
The finance committee should work closely with the chief 
executive — or the chief financial officer — to reach a 
mutual understanding of the year’s financial objectives 
as well as to create a physical document to guide the staff 
when making decisions. The budget is the most important 
financial document for the staff. If serious deviations from 
the budget are planned, the board needs to be consulted 
beforehand.
 
Regular, unbalanced budgets are a major red flag. If the 
board approves budgets that reflect dreams rather than 
reality, the organization is courting danger. Occasionally, 
it may be acceptable to go ahead with a deficit because 
of unusual circumstances — exceptional opportunities, 
catching up after hardship — but you must be able to justify 
it and have a clear plan for getting back in financial balance. 

Reserves 
Planning for the future without building any reserves is 
not smart financial planning. Even tight fiscal forecasts 
should include saving for the future. Operational reserves 
are a safety net for both unforeseen circumstances and 
promising opportunities that turn up unexpectedly. Just as 
for individuals it is risky to live from paycheck to paycheck, 
it is risky for organizations to have no savings. 

Policies
Policies serve as guides for decisions, assure fairness 
when properly enforced, and serve as protection if anyone 
questions outcomes or wants to know the basis of your 
decisions. The board’s financial policies should address 
oversight duties, not daily operational processes, which are 
the domain of the chief executive and the financial staff.
 
Audits
The board should engage an independent auditor to verify 
the soundness of your financial structure and processes. 
And, remember: The auditor reports to the board, not 
the staff. Posting audited financial statements on your 
organization’s Web site is a sign of transparency.
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Training
Because board members are not necessarily financial 
experts, it is wise to provide regular education on financial 
matters that affect the organization. This should include 
instruction on how to interpret the reports and where to 
focus attention so that potential pitfalls can be avoided 
before they endanger the organization.

Resources
Financial Responsibilities of Nonprofit Boards, Second Edition 
Availabe at www.boardsource.org or by calling  
202-349-2500.
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