Board Resolution on Reasonable Compensation & Inurement Prevention Checklist
Section 1: Sample Board Resolution on Reasonable Compensation
WHEREAS, the Board of Directors of [Organization Name], a tax-exempt organization under Section 501(c)(3) of the Internal Revenue Code, is committed to complying with all applicable laws and regulations governing reasonable compensation for officers, directors, and key employees;
WHEREAS, the Board recognizes that payment of excessive compensation constitutes private inurement and may result in penalties and revocation of tax-exempt status;
NOW, THEREFORE, BE IT RESOLVED, that the Board of Directors affirms the following policies and procedures to ensure that all compensation is reasonable and in the best interest of the organization:
1. Compensation for officers and key employees shall be reviewed and approved in advance by an independent body, such as the Board of Directors or a designated Compensation Committee.
2. Comparability data, including compensation surveys, salary studies, or information on similarly situated organizations, shall be used to determine reasonable compensation.
3. Individuals with a conflict of interest shall recuse themselves from discussions and votes related to their own compensation.
4. All decisions regarding compensation shall be documented in the minutes of the meeting, including a summary of data relied upon.
5. The Board shall conduct an annual review of compensation policies to ensure continued compliance with IRS regulations.

Adopted this ___ day of __________, 20__ by the Board of Directors of [Organization Name].
Section 2: Inurement Prevention Checklist
Maintain a written conflict of interest policy and enforce it consistently.
Require annual conflict of interest disclosure forms from board members and key staff.
Review and document all compensation decisions using comparability data.
Avoid transactions that benefit insiders unless they are fair, reasonable, and approved by disinterested parties.
Document all board decisions in meeting minutes, especially those involving finances or compensation.
Require multiple bids for significant contracts, especially those involving board members or their businesses.
Prohibit personal use of organizational assets by board members, staff, or related parties.
Conduct periodic internal audits or reviews of financial practices.
Train board members and executives on inurement, excess benefit transactions, and fiduciary responsibilities.
Report and correct any suspected inurement immediately and consult legal counsel if needed.
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