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Nonprofit organizations play a vital role in society by providing services and
grants that support a wide range of initiatives in fields such as medicine,
education, social services and the arts. They operate in an increasingly complex
world.

While the demands of serving on a nonprofit board are substantial, individual
commitment is typically part-time and voluntary, so boards should rely on processes
and structures whenever possible to fulfill duties in an effective, timely manner.
In the midst of the board’s to-do list, executive compensation should be recognized
as a front burner issue. The rebuttable presumption process set forth in the
Internal Revenue Code provides not only a safe harbor for regulatory compliance for
501(c)(3) and 501(c)(4) organizations but also an excellent roadmap for all
nonprofit organizations.

The following questions can serve as a starting point if a board of directors wants
to review its own processes surrounding executive compensation:

Who has ultimate authority to set executive compensation?

Is there a compensation committee? Do these board members have adequate subject matter
expertise?

Is there a “conflict of interest” policy in place?

What process is used to determine executive compensation?

Which employees are subject to intermediate sanctions regulations?

Does the board understand who can be subject to intermediate sanctions penalties and
how to establish the rebuttable presumption safe harbor?

Is market data considered? How comparable is it?

Are all items of compensation included and appropriately valued, including fringe
benefits and nontaxable benefits?

Is adequate documentation completed?

The saying “an ounce of prevention is worth a pound of cure” certainly applies here.
Spend adequate time on executive compensation upfront to meet the rebuttable
presumption standard; carefully craft compensation programs that attract and retain
talent while also balancing fiscal responsibilities; and be prepared to communicate
how executive compensation supports organizational goals if stakeholder scrutiny
arises. It will be an investment well spent.
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Schneider Downs Business Advisory Group provides compensation studies to aid
organizations in understanding the market and documenting their reasonable
compensation processes. Please contact us to discuss how we can assist you with your
advisory needs.

This post is the final part in a series to provide best practices for nonprofit boards to determine executive

compensation.

 

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.

© 2024 Schneider Downs. All rights-reserved. All content on this site is property of Schneider
Downs unless otherwise noted and should not be used without written permission.
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