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“trustees.” Please note, however, that there are different 
legal responsibilities imposed upon governing boards 
depending on whether they are formed as a corporation or a
charitable trust—refer to the additional resources listed on
page six for more details.

Disqualified persons include substantial contributors
and all family members of substantial contributors.“Substantial
contributors” are all individuals who have contributed more
than $5,000 to the foundation, where that contribution 
represents more than two percent of the gifts received by the
foundation at the time of the gift.Thus, anyone related to the
founder of the foundation is almost assured of being 
considered a disqualified person. Compensating, paying, or
reimbursing the expenses of a disqualified person is viewed as
self-dealing, and may be subject to significant fines for both the
foundation and the individual trustees.

However, the law contains an important exception to
this self-dealing rule. This exception allows payments to 
disqualified persons (other than payments to a government
official), provided that these payments are for personal services
that are reasonable and necessary to carrying out the exempt
purposes of the foundation.

WHAT THE LAW MEANS
The law’s basic intent is to keep family foundation donors and
boards from compensating family members and other 
disqualified persons at levels that are higher than appropriate for
the services they provide. The law does not specify what  
“reasonable and necessary” services and compensation may be,
but there are a number of considerations and sources to refer to
when thinking about these issues (see “Developing or
Reviewing a Compensation Policy,” below for more details).

Many foundations and trustees, reflecting upon the nature of
foundation board service more generally, follow a strict 
interpretation of the law’s intent. This view holds that 
private foundations exist in order to fund nonprofits. Ensuring
that funds are used primarily for this purpose is the law’s clear
intent. Thus, only in very special cases should a foundation 
consider compensation or reimbursement.

For more information on the legal guidelines regarding
compensation and reimbursement, see the resources listed on
page six.

PREPARING FOR A BOARD 
CONVERSATION ON COMPENSATION
It is important to have the conversation about whether your
foundation will provide board compensation before it becomes
a difficult or pressing issue. Having clear guidelines and an
understanding among both current and future board members,
ideally while the founder is still actively involved, can save a
foundation from many difficult conversations.

There are several factors that will help the board 
determine whether compensation or reimbursement is 
appropriate to their circumstances. If one or more of the
founders are active in the work of the foundation, or have 
provided specific guidance on this issue, the board may have a
simple answer to their questions. Otherwise, board members
will want to review their own service to the foundation, their
basic philosophy on that service, and other important 
management, grantmaking, and family questions.

Prior to having a full board discussion on this issue,
consider distributing a list of key questions to board members
to help them think about their own views on this subject.
The following is a sample of these types of questions:

Legally, the IRS views trustee compen-
sation and expense reimbursement in
the same light. For both, the key question
is whether paying expenses (or compen-
sation) is reasonable and necessary to 
carrying out the exempt purposes of the
foundation. Still, many argue that expense
reimbursement is inherently more 
reasonable. Here are some questions to
help you think about whether expense
reimbursement is appropriate to your
foundation:

• What are the founding donors’ opinions
on expense reimbursement? What are
the family’s values regarding voluntary

boards? Are they reimbursed for the
expenses of other voluntary board 
service?

• Is our philosophy on the issue of reim-
bursement consistent with what we
expect of trustees in terms of their board
service? Do we take into account the
expense associated with site visits, 
meetings, and other board activities when
deciding on what level of commitment is
appropriate and necessary for continued
board membership?

• Have we kept accurate and complete
records regarding the amount of 
expenses contributed by board members

in the past? Do we wish to keep these
records in the future?

• What are typical expenses incurred by
individual trustees? Are circumstances
different for individual trustees? Do
trustees have different abilities to cover
their own expenses and take time off
from other life responsibilities for 
foundation service? Is payment of
expenses necessary for an individual
trustee’s continued participation? 

• Are there ways that we can reduce the
ongoing expenses of our board members
(conference calls, use of email, choice of
meeting location, etc.)?

Expense Reimbursement:
CONSIDERATIONS AND OPTIONS


