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 muchdeserved 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.

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.
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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.
A Board Member’s Stint in the Chief Executive’s Chair

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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All funders want their money to make a difference. When
they perceive waste or lack of impact from their funding,
they will be less likely to continue supporting the grantee.
Because overhead expenses drain resources, grantees may
underplay certain indirect expenses to please funders,
creating a funding culture that idealizes low administrative
costs. These expenses, however, are often crucial to
supporting an organization and its mission — a program
cannot function without its infrastructure, adequate space,
staff, and supplies. The board must take time to assess the
organization’s needs and ensure appropriate overhead makes
the best use of its financial resources.

What is overhead?
Overhead refers to the ongoing cost of running a business;
it exists even if no revenue is created. Every organization
has some or all of the following overhead expenses: rent or
mortgage, utilities, technology expenditures, office supplies,
accounting fees, insurance, depreciation, advertising, taxes,
and staff salaries for general administrative activities.

Efficiency and effectiveness
Efficiency and effectiveness usually come up in overhead
discussions. Though they are often confused, they refer
to different practices. Efficiency refers to being able to
accomplish a task or a project quickly, with little cost and
effort. Effectiveness refers to achieving desired goals —
the work gets done and furthers the mission. In short,
effectiveness refers to results and efficiency to process.
Nonprofits should embrace both concepts.

What affects your overhead costs?
There is no one standard for overhead; many complex issues
influence the amount of money an organization spends on
overhead costs.
Mission — Some mission areas are simply more expensive
to address. If you need special facilities to serve your
customers and clients, your expenses will quickly surpass
those of an online organization that only communicates
with customers via e-mail. The delivery method for services
influences expenses and effectiveness. If your programs rely
on sophisticated machinery, its upkeep and depreciation
are added costs. Liability insurance needs are different in
a health care organization than they would be in a library.
These are issues that the board must consider when
monitoring overhead.
Location — An organization’s location also affects overhead.
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New York City is more expensive than Little Rock,
Arkansas, for example. An organization in a rural location
may incur transportation or shipping expenses that an
urban organization wouldn’t. In addition, location may affect
accessibility to client services and, thus, reduce revenue
from those services. Owning your facilities lowers rental
expenses but increases maintenance costs. A facility located
in an area with high crime rates will likely have higher
insurance and security expenses. The board has to calculate
the pros and cons when deciding the best location for the
organization.
Lifecycle — A new organization may find its administrative
costs overwhelming. Starting up programs and opening
an office and facilities can quickly deplete initial resources.
The board needs to consider these factors when discussing
overhead costs and plan accordingly.
Fundraising — An organization should determine what
fundraising tactics make most sense for its needs and not
necessarily follow the usual fundraising pattern. Expensive
capital campaigns or fancy galas, for example, are not
appropriate for every nonprofit. Soliciting individuals via
mail and approaching major funders in person have very
different costs. An organization with a strong development
staff will have higher fundraising costs than an organization
that relies on volunteers, but the amount of funds raised
may also differ considerably. The board should make sure
that Form 990 does not report zero fundraising expenses if
the organization is actively soliciting funds.
Staffing — In principle, a volunteer-driven staff structure
costs less than a paid staff. The board needs to assess when
it is time to invest in hiring additional professional staff
rather than simply relying on volunteers or “cheap labor.” In
addition, the board needs to ensure the staff has the proper
tools (technology and training) to work efficiently and
effectively.

Suggested practices
Various watchdog organizations have included overhead
calculations in their standards. The Better Business Bureau
Wise Giving Alliance recommends that a nonprofit spend
at least 65 percent of its total expenses on programs.
The Maryland Nonprofits’ Standards for Excellence does
not address program expenses, but sets a standard for
fundraising, stating that, on average, over a five-year period,
a nonprofit should generate revenue from fundraising and
other development activities that is at least three times the
amount spent on conducting them.
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The dilemmas
Every organization has overhead expenses. If an
organization raises funds, there are expenses related to
solicitation. To prevent misunderstandings, it is crucial to
keep accurate records and reports of these expenses.
Keeping track of expenses — The only way a nonprofit can
accurately report its expenses is by using a comprehensive
tracking system that allocates relevant expenses to each
activity or program. Timesheets that track the employees’
hours by program are essential. The chief executive’s time
should usually be distributed among administration,
fundraising, and programs. Shared mailing expenses
should be divided between appropriate programs, and these
programs should be charged accordingly. Grant-funded
programs must track their costs separately. Expenses that
belong under the heading of “administrative expenses”
include legal fees, investment fees, accounting/financial
services fees, committee expenses, and staff meeting
expenses.
Reporting to funders — Unfortunately, many grant
proposals do not reflect accurate expenses for implementing
a project. Nonprofits are sometimes hesitant to include all
overhead costs, which results in a grant that only partially
covers the cost of running the program. Some foundations
also prefer seeing a lean budget in proposals that focuses on
pure program expenses and excludes the share of overhead
that every activity should have allocated to it. Both sides
need better communication and understanding of the true
expenses in the organization. Even high-quality, seemingly
self-sustaining programs do not exist in a vacuum but need
a solid infrastructure and adequate support to succeed.
Universal standards — Due to the diversity of nonprofit
organizations, it is difficult to expect each one to fit within
a single framework for determining overhead. Universal
standards serve a purpose, but they must stress the need for
accurate internal recordkeeping. In addition, organizations
should be prepared to adjust their overhead based on their
unique organizational needs at any given moment.
Ignoring the future — No organization can expect to
remain solvent without preparing for the future. It is
imperative to secure funds for rainy days, budget for system
and equipment updates, and build capacity for future
growth. It is the board’s responsibility to lead the planning
process and ensure that adequate funding is available at each
phase of organizational evolution.
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