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INTRODUCTION

As a top provider of accounting and consulting services to nonprofit organizations,
Armanino has been extremely engaged in providing guidance and thought leadership
to help nonprofit leaders navigate the financial challenges brought on by the COVID-
19 pandemic. We conducted a survey of nonprofit organizations in the United States
between mid-May and early June. We received approximately 160 responses, which
are summarized in this report.

We received responses from a wide variety of organizations, with social services providers and
private education making up the largest group of respondents. A survey with more responses from
other sectors, particularly the arts, might yield different results. The majority of responding
organizations were located in California or Texas.
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IMPACT ON REVENUES

During the initial period of widespread closures, organizations were experiencing a
greater reduction in their program revenue streams than in donations. Only 28% of
respondents indicated that program revenues had increased, not changed or declined
less than 10%, while 44% of respondents indicated that donations had increased,
remained steady or declined less than 10%.

Compared to your NPQO'’s prior year budgets, what has been the impact on program service
revenue and donations to date?

Program Revenue Donations

Decline of less than 10% 17% 16%
Decline between 10% and 26% 31%
25%

Decline between 25% and 15% 18%
50%

Decline over 50% 31% 8%
Increase or no change 11% 28%
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IMPACT ON REVENUES

This could certainly change as the economic impact of the pandemic lingers, but for
now, it is a relatively hopeful sign for organizations that depend more on contributions.
“Relative” is the operative word here, as these results still indicate that 57% were
experiencing decreases in contribution revenue beyond 10% and 43% expect overall
revenues to decline by more than 25% through 2021.

What are your expectations regarding your funding for the next 18 months

compared to last year?

%
o 44% 43%
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Decline of less  Decline over 25% Remain the same Increase of less
than 25% than 10%
I
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IMPACT ON REVENUES

What has been the impact on your governmental funding sources?

Funding has been reduced or
suspended due to inability to provide
services as required
(10)
16%

Funding source has
continued to pay on grants
even though services have

been reduced or
suspended
(14)
23%

~

Funding has not been
y ——— reduced because we
continue to provide
services
(38)
61%

Governmental funding has remained a stable source of funding for the survey respondents, with only 16%
reporting that funding has been reduced as a result of an organization’s inability to provide services as
required. This was driven in part by the Office of Management and Budget’s memo M-20-17 allowing funds to
be used under grants, even if operations were interrupted. It also reflects the fact that government funding
tends to be a greater source of support for social services organizations, many of which have continued
operations as providers of “essential services.”
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1 OMB M-20-17, Exhibit A, #6, “Awarding agencies may allow recipients to continue to charge salaries and benefits to currently active Federal awards consistent with the recipients' policy of paying

salaries (under unexpected or extraordinary circumstances) from all funding sources, Federal and non-Federal.”



IMPACT ON OPERATIONS

As seen in the previous chart, approximately 60% of recipients of governmental
funding have continued to provide services. About 47% of our respondents receive
government funds. However, the response on retention of staff was similar for the
overall group, not just government-funded organizations. Overall, 64% of
respondents indicated that they had not made changes or had added staff.

Which of the following is most applicable to your NPO'’s staffing situation?

No changes at tis tme. G 55
Layoffs or furloughs of less than 10% [ 12%
Layoffs or furloughs over 50% [ 11%

Layoffs or furloughs between 10% to 25% [l 8%

Added staff [l 6%

Layoffs or furloughs between 25% to 50% [l 5%

0% 10% 20% 30% 40% 50% 60% 70%
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IMPACT ON OPERATIONS

Nonprofit finance leaders are looking at a variety of other ways to alter their budgets to
respond to the changes. As one might expect, organizations are looking to delay capital
expenditures and reduce costs that could be considered discretionary, such as staff
training. Organizations are also looking at office space, particularly with so many working
with some success at home.

Almost one-third (30%) of organizations responding indicated that they intended to
increase spending on software and technology to support the changing environment.

Excluding staffing, which of the following are you considering reducing, keeping the same

or increasing?

Staff training and development

Employee benefits 16% 82% 29
Office space 31% 70% 0f

Software and technology 24% 46% 30%
Capital expenditures 57% 39% 49

0% 20% 40% 60% 80% 100%

m Reducing mKeeping the same m®Increasing
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ELECTRONIC PAYMENTS

Organizations were already moving to electronic payments, with 38% already
switched to that model and another 31% in progress. Electronic payment processing
is a technology that most organizations have found easy to implement, either
through their own banks or a cloud-based provider like Bill.com.

Given the state of the pandemic now (early July 2020), it appears that work-from-
home solutions will be needed for quite some time. Organizations that have not yet
adopted electronic payment processing should look at implementing the technology.
While bank ACH transactions may have internal control limitations, cloud-based
solutions frequently provide a better control environment than paper checks due to
forced separation of duties.

Where in the process is your finance team with regard to the following?

Review new financial software 11% 15%

Switch to electronic payments 31% 31% 38%

Develop budgets or forecasts for multiple

0 0 0,
scenarios LEe AL 23%
Re-budget or re-forecast into 2021 28% 58% 14%
Re-budget or re-forecast through the end of ~ 49% 47%

2020

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

W Not Started M In Progress H Completed
I

July 2020




FORECASTING AND BUDGET UPDATES

Most organizations have focused on the need to update financial plans in response to
expected changes in revenues. At the time of our survey, almost half had already
completed a budget update or forecast, and almost all the remainder were in progress
on this. As indicated by the response to the question regarding expectations for
revenues into 2021, nonprofit leaders were also seeing the need to update their
budget forecasts for next year.

About 87% of respondents were interested Since the survey was conducted, Armanino
in looking at multiple scenarios, but only has launched a scenario tool for private
23% had actually completed that during our schools and museums that draws on the
survey period. This could be due to the benchmarking we have long provided to our
timing and a need to think through possible clients. The tool is available as a free trial or
scenarios; it might also be because scenario with longer-term options including custom
analysis can be very time-consuming when assistance and modeling.
done in Excel.

|
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https://learn.armaninollp.com/private-school-financial-framework/?_ga=2.245539457.446598085.1594073242-490551680.1565715294
https://learn.armaninollp.com/museum-arts-financial-framework/

PAYCHECK PROTECTION PROGRAM

On March 27, 2020, the president signed the CARES Act (H.R. 748), which included
the Paycheck Protection Program (PPP). The PPP expanded the existing SBA loan
program to allow small businesses with 500 or fewer employees, including certain
nonprofits, veterans organizations and tribal concerns, to apply for loans that can be
forgivable when used for payroll costs, interest on mortgages, rent and utilities.

Small businesses were first able to apply
through a banking institution on April 3,
2020, for PPP loans intended to provide
borrowers eight weeks of allowable
expenses, but the program has been
anything but simplistic. The SBA has issued
24 interim final guidance rules and 49 FAQs,
along with multiple iterations of loan
applications and instructions. Throughout the
process, borrowers have struggled with
determining the need criteria, how to
maintain payroll, calculating FTEs, and
many of the individual nuances that have
been discovered along the way.

The PPP Flexibility Act (H.R. 7010) signed
into law on June 5, 2020, included an
extension of the eight-week covered period
to 24 weeks and reduced the payroll costs
threshold from 75% to 60% of the covered
loan. The HEROES Act (H.R. 6800) passed
by the House would have extended the PPP
to all nonprofit organizations, but that
legislation appears to have little traction in
the Senate. As of July 6, 2020,
approximately $130 billion was still available,
and the program has been extended through
August 8.

Survey Results

The PPP was a major focus of the survey,
and most organizations who were able to
take advantage of the program did so. Of
our respondents, 81% applied for a PPP
forgivable loan. Most who had not applied
did so because they did not qualify, either
because the organization was not a
charitable organization or because it
exceeded the 500-employee limit. About
36% of those who did not apply indicated
that they did not need the funding. These
organizations were from various sectors. A
small number (5%) indicated that they had
received a loan but had returned all or a
portion of the funds or were considering
doing so.

Our respondents primarily intended to use
the funds as a cash cushion or to delay the
need for layoffs.
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PAYCHECK PROTECTION PROGRAM

What impact do you expect the PPP funding to have on your organization?

0% 62%
500 ’ 59%
50%
40%
30%
19%
20% 14%
0%
Provide a Delay layoffs Other Rehire staff
temporary cash already laid off
cushion

Note: Respondents were able to select multiple options.
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PAYCHECK PROTECTION PROGRAM

The SBA has released general information about the
program, and nonprofit organizations made up about
6% of recipient organizations receiving more than
$150,000. Over 40,000 nonprofits nationwide received
loans greater than $150,000. This list is available on

the Treasury website, so this is now public information
for any organization receiving more than $150,000.
Note that the exact dollar amount has not been
provided, but rather recipients are disclosed according
to the bands shown at the right.
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$5 million - $10 million

0% 20% 40% 60% 80% 100%

= Nonprofit = For-profit

In comparison to their overall population, certain
states received more PPP loans than might be
expected. This could reflect more nonprofit

organizations headquartered in those states or better
access to capital.
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LOOKING FORWARD

We asked survey takers to offer their thoughts on challenges beyond revenue that
the COVID-19 crisis would cause in their organizations. This was open ended, and
respondents could provide more than one answer. Human resources concerns were
prevalent, including employee wellness, HR operations and productivity.

Besides revenue, what are the biggest challenges you expect as a result of the COVID-19

crisis? (Open-ended top 10 mentions)

Employee wellness I ? 2900
Financial health IEEEE——————————— ] 30
Inability to provide services IIE——————— 110
Changes to overall operations IIEEEEE—————— 119
Changes to HR operations IEEE—————————— 00/,
Market uncertainty IEEG_——————— 00,
Member/donor retention I (%)
Employee productivity s 4094
Staff furlough/layoff/retention I 404

Communications (staff or external) = 204

0% 5% 10% 15% 20% 25%
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LOOKING FORWARD

We also asked respondents to offer their thoughts on how their jobs might change.
More than 50% of respondents expected to increase time spent in all but one of the
areas we asked about. This suggests that organizations’ finance teams may be
under a great deal of stress as needs for additional information and new procedures
add to their existing workloads.

As a finance leader, how do you expect your job to change as a result of the crisis?

4% 60% 36%
Time spent dealing with staff to complete work
Updating policies in response to changed economic 3% 33% 64%
environment (updates to investments, reserves, etc.)
Revamping processes/procedures to support remote  PAZEEERCYAZ) 67%
working from home for an extended period
0% 33% 67%
Time reporting to the board and senior management.
1%  33% 66%
Direct involvement in strategic decision-making
Direct involvement in operations (ie. tech 3% 39% 58%
implementations to support remote working)
0% 16% 84%

Time spent on cash management and forecasts
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

m Less time m About the same m More time
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STRATEGIC INSIGHT, PRACTICAL ACTION

Nonprofit organizations have specialized audit, tax and To learn more about Armanino’s Nonprofit
operational needs that require specialized service. Armanino  Practice visit:

has been committed to the nonprofit sector since 1969, and Www.armanino.com/industries/nonprofit/
we now work with more than 600 nonprofit clients. This

hands-on experience gives our staff of CPAs and former

CFOs a deeper understanding of the issues nonprofits face,

so we're able to meet their needs and help them fulfill their

missions in the most efficient, cost-effective way possible.

“Armanino” is the brand name under which Armanino LLP, Armanino CPA
LLP, and Armanino Advisory LLC, independently owned entities, provide
professional services in an alternative practice structure in accordance with
law, regulations, and professional standards. Armanino LLP and Armanino
CPA LLP are licensed independent CPA firms that provide attest services, and
Armanino Advisory LLC and its subsidiary entities provide tax, advisory, and
business consulting services. Armanino Advisory LLC and its subsidiary
entities are not licensed CPA firms.

armanino.com
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