PRESIDENTIAL EVALUATION

Issue:

In the past, it was not uncommon for university presidents to hold their posts for a decade or
longer. But by 1990, the average presidential term had shortened to five years. A number of
factors have converged to make the job of hiring, evaluating, and firing a president an even
higher stakes enterprise. A perceived shortage of qualified candidates; increased scrutiny of
presidential compensation and spending by the IRS and the public; state sunshine laws; and
heightened media attention after a string of high-profile presidential meltdowns demand a
prudent, carefully considered approach.

Best Practices:

e Develop procedures for sefting a president’s salary. Today’s candidates demand and
receive larger compensation packages than ever before. However, new regulations
(Section 4958 of the Internal Revenue Code, also called “intermediate sanctions”) now
allow the IRS to impose a penalty and/or tax on nonprofit CEOs who are overpaid, as
well as on board members who approved the salary. Boards should establish an
independent committee made up of three to five trustees, who do not have a conflict of
interest with the president, to periodically review and establish compensation. That
committee should seek advice from an independent, outside expert, who bases his or her
recommendations on current compensation data from benchmark institutions.

Review presidential performance annually, with a more thorough evaluation every five
years. Boards and incoming presidents should agree on the goals of the presidency and
evaluation procedures in advance, beginning with a self-evaluation by the president.
Additionally, an outside evaluator should be brought in periodically to review both the
president and the board.

Should termination become necessary, devise a plan with legal and public relations
advisers to minimize damage to the university’s reputation. Ideally, the president’s
employment contract should clearly stipulate the terms of a separation agreement.
Industry standard includes as much notice as possible, severance pay equal to one or
two years’ salary, a transition package to provide for moving expenses and outplacement
assistance, and a nondisparagement agreement whereby both sides agree to say
nothing negative about the other. Top candidates may not be interested in applying if the
board is perceived to be unsupportive of the president.
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Questions for Boards to Consider:
How does the board define effective management? Are the criteria, strategic indicators,
or benchmarks shared with the chief executive?
How should the board work with the president to develop the criteria by which the
president’s performance will be annually reviewed?
How widely publicized should be the criteria by which the president’s performance will
be reviewed?
Who should be involved in the review and assessment process?
In setting the president’s compensation, has the board conducted itself in accordance
with the institution’s bylaws, policies, and good judgment? Has it complied with
applicable state and federal laws and regulations?
Does the board ask the chief executive to provide an annual statement of major goals
and objectives as well as a report of his or her achievements (and frustrations) compared
with goal statements from the preceding year?
Has the board reviewed its own performance? How did it do so, and what were
the results?
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