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The board of directors, when setting compensation for the chief executive officer
(and other executives, as the case may be), must weigh several obligations during
the process:

Mission Responsibility

The board of directors’ mandate is to guide the organization in the achievement of
its mission and strategy. The board must select a chief executive officer(s) that
will be, in large part, the executor of that mission on a daily basis. The
compensation package offered is a vital component in attracting and retaining the
best talent to lead the organization. However, the compensation package itself must
be aligned to the organization’s mission and strategy. A well-designed compensation
package will reward achievement and provide appropriate consequences if performance
lags. Ideally, executive compensation is tied to board-approved annual and long-term
goals and objectives.

Fiscal Responsibility

Board members have a duty to be stewards of the organization’s financial resources.
Executive compensation must fit within the overall budget. Delicate balance and care
must be taken to be fiscally prudent, but not at the expense of hiring the best
talent possible to lead the organization in the accomplishment of its mission.

Legal Responsibility

Executive compensation should be determined after consultation with your tax advisor
and legal counsel. It is crucial for board members to understand their legal
responsibilities, particularly the IRS regulations regarding reasonable
compensation. In fact, board members could be personally subject to legal penalties
under certain circumstances if executive compensation is deemed unreasonable by the
IRS. (See Executive Compensation at Not-For-Profit Organizations for additional
detail.)

Schneider Downs Business Advisory Group provides compensation studies to aid
organizations in understanding the market and documenting their reasonable
compensation processes. Please contact Schneider Downs to discuss how we can assist you with your

advisory needs.

This post is part of a series to provide best practices for nonprofit boards to determine executive compensation.
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You’ve heard our thoughts… We’d like to hear yours

The Schneider Downs Our Thoughts On blog exists to create a dialogue on issues that are
important to organizations and individuals. While we enjoy sharing our ideas and insights, we’re
especially interested in what you may have to say. If you have a question or a comment about
this article – or any article from the Our Thoughts On blog – we hope you’ll share it with us.
After all, a dialogue is an exchange of ideas, and we’d like to hear from you. Email us at
contactSD@schneiderdowns.com.

Material discussed is meant for informational purposes only, and it is not to be construed as
investment, tax, or legal advice. Please note that individual situations can vary. Therefore,
this information should be relied upon when coordinated with individual professional advice.
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