
 Client Alert: Tax-Exempt Organizations Should Monitor 

Compensation from Affiliated Companies 
 

 

Three years after the passage of the Tax Cuts and Jobs Act (the “TCJA”), the effect continues to 
be felt by the charitable sector—particularly in the area of executive compensation. Highly paid 
executives who serve as directors or officers of an affiliated tax-exempt organization—even in a 
volunteer capacity—may trigger substantial taxes under the TCJA. While this excise tax has been 
in place since December 2017, clients are routinely surprised when we raise the issue. In addition, 
while Treasury developed regulations interpreting the application of the rules, organizations 
were free to apply a reasonable interpretation. Effective January 1, 2022, new regulations will 
apply that clarify interpretation. 
 
The TCJA imposes a tax on: (1) remuneration over $1 million paid to a covered employee by an 
applicable tax-exempt organization and any related organizations, and (2) excess parachute 
payments paid to a covered employee by an applicable tax-exempt organization and any related 
organizations. Effectively, if the CEO of a large for-profit company serves in certain roles with the 
company foundation, a tax could be due based on the CEO’s compensation from the for-profit 
company (plus compensation from the foundation, if any). We also see this issue commonly arise 
with family office entities, other management entities, and affiliated exempt organizations.  
 
“Covered employee” status for an individual lasts for the life of the exempt organization, 
irrespective of changes in the individual’s compensation and irrespective of whether the 
individual maintains a role with the exempt organization. This necessitates proactive thinking 
about future compensation levels when considering directors and officers, as well as routine 
monitoring of all covered employees. An individual may become a covered employee when he 
or she earns well below the remuneration threshold described above. If the individual later 
exceeds the threshold, taxes will be due regardless of whether he or she continues to be involved 
with the exempt organization. 
 
The Form 990 compensation disclosure rules, while not new, apply in many of the same 
circumstances and are often overlooked. The Form 990 is publicly available and requires the 
disclosure of certain compensation earned by directors, officers, certain employees, and certain 
former officers or directors of a tax-exempt organization—in many circumstances including 
compensation paid by a related for-profit company (including closely-held companies). 
 
Many tax-exempt organizations with a close relationship to a for-profit company or other affiliate 
are grappling with the impact of these rules and may unwittingly find themselves triggering excise 
taxes under the TCJA or required to publicly disclose salaries and other compensation—or both. 
Exceptions are available, but they are nuanced and fact sensitive. 
 



If you have questions related to compensation disclosure, excise taxes, or any other issues, please 
contact one of our attorneys or visit www.mendrygallaw.com for information about our practice. 
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Mendrygal Law, PLLC is a boutique law firm devoted exclusively to guiding nonprofits through the 
complexities of the legal and regulatory requirements for tax-exempt organizations. 
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This alert is for informational purposes only and is not intended to be legal advice. Transmission is not intended to 
create, and receipt does not establish an attorney-client relationship. Legal advice of any nature should be sought 
from legal counsel. 
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