Abstract

The July 7, 2025 nonprofit sector analysis reveals critical challenges stemming from federal
executive actions, congressional threats, and evolving regulatory requirements. Key
developments include Public Service Loan Forgiveness restrictions targeting nonprofits, new
Congressional tax legislation affecting charitable giving, Al adoption trends across the sector,
and federal funding freezes creating operational uncertainty. Organizations face increased
scrutiny while navigating enhanced security grant programs, emergency foundation funding
responses, and complex employment regulation changes across federal and state jurisdictions.
Additionally, devastating flooding in Texas Hill Country has caused significant casualties with
people still missing, highlighting the urgent need for disaster preparedness in nonprofit
operations.
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Introduction

Federal executive developments continue to reshape the nonprofit landscape through targeted
restrictions on loan forgiveness programs, DEI initiatives, and funding streams while
Congressional bills directly threaten tax-exempt status for organizations serving immigrant
communities. Major tax legislation enacted in July creates new foundation penalties and reduces
charitable giving incentives, while federal funding freezes force organizations to dramatically
restructure operations and revenue strategies.

Concurrently, nonprofits are embracing artificial intelligence technologies despite
implementation challenges, with over 85% exploring Al tools while lacking formal strategies.
State-level responses include emergency funding initiatives, enhanced security grants, and
comprehensive impact assessments documenting widespread organizational concerns about
federal policy changes affecting community services and operational sustainability. The
devastating Texas Hill Country flooding serves as a stark reminder of the natural disaster risks
facing nonprofit facilities and the communities they serve.

Nonprofit News

Trump Administration Continues Federal Grant Targeting Despite Legal Challenges



Federal agencies under Trump administration direction persist in reviewing and terminating
nonprofit grants despite multiple court injunctions. The Department of Government Efficiency
has expanded its oversight to include private nonprofits receiving federal funding, with reports of
staff being embedded at organizations to review operations and grant compliance. This
represents an unprecedented intrusion into nonprofit autonomy that challenges traditional
boundaries between government oversight and organizational independence.

Source: NPR - Nonprofits discuss how to handle potential backlash from the Trump
administration

Congress Enacts Sweeping Tax Package Affecting Charitable Sector

President Trump signed the "One Big Beautiful Bill Act" into law on July 4, 2025, following
Congressional passage of the comprehensive tax legislation. The new law includes significant
changes to charitable giving incentives, foundation excise taxes, and donor deduction limitations
that will reshape philanthropic landscapes. Implementation timelines and regulatory guidance
remain unclear as agencies prepare to administer complex new provisions affecting diverse
nonprofit funding sources and donor behavior patterns.

Source: National Council of Nonprofits - Major Tax Package Heads to the Senate

New Tax Law Imposes Tiered Foundation Penalties and Nonprofit Operating Costs

The enacted legislation establishes escalating excise tax rates for private foundations reaching
10% for foundations with assets exceeding $5 billion while implementing new taxes on nonprofit
parking facilities and transportation benefits. Private colleges face increased excise taxes on
endowment income while all foundations encounter expanded compensation taxes covering all
employees rather than just top executives. These provisions will force significant operational
adjustments and potential service reductions as organizations redirect resources from mission
activities to tax compliance obligations.

Source: Tax Foundation - One Big Beautiful Bill Act Tax Policies

Devastating Texas Hill Country Flooding Causes Significant Loss of Life

Catastrophic flash flooding in the Texas Hill Country on July 4-5, 2025, has resulted in
significant casualties with people still missing. The disaster particularly impacted Camp Mystic
summer camp, where multiple campers and a counselor remain unaccounted for. The Guadalupe
River rose more than 20 feet in less than two hours during torrential rains, creating historic flood
levels requiring massive rescue operations. The Community Foundation of the Texas Hill
Country has launched the Kerr County Flood Relief Fund to support vetted organizations
providing rescue, relief, recovery and rebuilding efforts. Governor Abbott signed federal disaster
declarations to unlock emergency funding, with President Trump pledging federal support
through DHS Secretary Kristi Noem.

Source: Multiple news outlets covering ongoing disaster response
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Nonprofit Cybersecurity Threats Surge 30% as Organizations Face New Vulnerabilities

Nonprofit organizations experienced a 30% increase in weekly cyberattacks during 2024, with
the average data breach costing up to $2 million in recovery and legal fees. Recent guidance
emphasizes that 68% of breaches involve human error, highlighting critical needs for staff
cybersecurity training and comprehensive incident response plans. Organizations handling donor
data face enhanced compliance obligations under GDPR and PCI DSS regulations, with new
March 2025 deadlines requiring immediate security infrastructure upgrades and data protection
protocols.

Source: BDO Cybersecurity Analysis 2025

Nonprofits Face Enhanced Federal Scrutiny Under DEI Executive Orders

Federal agencies are implementing sweeping investigations targeting nonprofit organizations
with diversity, equity and inclusion programs under Trump administration executive orders. The
Department of Education has launched investigations into over 50 universities across 41 states,
while the Attorney General must identify up to nine potential civil compliance investigations of
large nonprofit organizations with assets exceeding $500 million. Organizations are advised to
review DEI policies and prepare incident response protocols for potential government inquiries.

Source: NPR - Over 50 universities are under investigation as part of Trump's anti-DEI
crackdown

Donor Retention Crisis Threatens Nonprofit Sustainability as Giving Patterns Shift

National donor retention rates have fallen to 55-60% annually as organizations lose more than
half their supporters each year, creating dangerous funding instability. Fewer people are giving
larger amounts, transforming traditional donor pyramids into narrow "donor pillars" vulnerable
to economic disruption and major donor departure. Younger donors prioritize transparency and
digital engagement over traditional fundraising methods, demanding real-time impact reporting
and personalized communication strategies to maintain long-term giving relationships.

Source: Social Impact Solutions Funding Analysis

Nonprofit Sector Job Losses Accelerate Amid Federal Uncertainty

The nonprofit sector has documented over 20,000 job losses since Inauguration Day as
organizations face funding disruptions and operational uncertainty. These cuts span multiple
subsectors including social services, environmental organizations, and immigrant assistance
programs. The job losses represent both direct impacts from federal funding terminations and
indirect effects as donors reduce giving amid economic uncertainty and concerns about
organizational stability under current political pressures.

Source: The Chronicle of Philanthropy - Nonprofits and the Trump Agenda
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Emergency Litigation Challenges Administration Targeting of Universities

Multiple legal challenges are advancing through federal courts as universities and advocacy
organizations contest administration efforts to revoke tax-exempt status and federal funding.
Harvard University faces a specific presidential proclamation restricting visa issuance for
international students while other institutions prepare for potential civil compliance
investigations under executive orders targeting diversity programs. These legal battles could
establish precedents for how far federal agencies can go in targeting nonprofit organizations
based on ideological disagreements.

Source: CNN Politics - Nonprofit leaders say they are bracing for potential targeting by the
Trump administration

Emergency Foundation Response Initiative Expands Nonprofit Support

Multiple private foundations are establishing comprehensive emergency funding programs to
support nonprofits affected by federal policy changes. The Mellon Foundation announced $15
million in emergency funding for state humanities councils, while Borealis Philanthropy
coordinates rapid-response funds for marginalized communities. New Hampshire Charitable
Foundation is offering $3 million in emergency funding, with $2 million for existing grantees
promoting health and safety for vulnerable populations.

Source: Chronicle of Philanthropy - Seeking Rapid Response Grants

Nonprofit Technology Integration Accelerates Amid Funding Pressure

Organizations are rapidly adopting technology solutions to reduce operational costs and maintain
service delivery capacity despite funding constraints. Energy efficiency programs and digital
transformation initiatives are receiving priority attention as nonprofits seek to reduce overhead
expenses. The acceleration of technology adoption represents both an opportunity for increased
efficiency and a challenge for organizations with limited technical capacity or resources for
infrastructure investments.

Source: WFYI - Thriving Nonprofits initiative identifies first cohort of organizations

Nonprofits Embrace Al Despite Implementation Challenges

Over 85% of nonprofits are exploring artificial intelligence tools for grant writing, donor
outreach, and administrative automation, but 76% lack formal Al strategies. Larger organizations
with budgets exceeding $1 million adopt Al at twice the rate of smaller nonprofits. Key concerns
include cost, data privacy, and ethical implications, while early adopters report efficiency gains
in fundraising and operational tasks.

Source: TechSoup - Al Benchmark Report 2025

Digital Giving Platforms Transform Donor Engagement
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Donor-advised funds, monthly giving programs, and mission-driven crowdfunding platforms are
expanding rapidly, fundamentally changing how donors interact with organizations. Digital
transformation accelerated by platforms like Givebutter and Classy enables nonprofits to reach
new audiences while providing enhanced transparency and real-time impact reporting that
younger donors increasingly demand for sustained engagement.

Source: Foundation List - Nonprofit Funding Trends 2025

Federal Regulatory Developments

Corporate Transparency Act Reporting Remains Suspended

FinCEN announced it will not issue fines or penalties for Corporate Transparency Act violations
until new interim final rules take effect. Multiple federal court challenges continue nationwide,
with the Treasury Department suspending enforcement pending regulatory revisions. Most
nonprofits remain exempt from beneficial ownership reporting requirements.

Source: Kilpatrick Townsend - Corporate Transparency Act Suspended

Immigration Enforcement Policies Affect Nonprofit Service Delivery

Enhanced immigration enforcement activities create operational challenges for nonprofits
serving immigrant communities as clients may avoid seeking services due to fear of detection.
Organizations providing shelter, legal services, and social support face reduced client
participation while managing increased scrutiny of their programs and funding sources. These
enforcement policies create ethical and operational dilemmas for nonprofits committed to
serving vulnerable populations regardless of legal status.

Source: Hedgeman Law Firm - The Trump Administration's Effect on the Nonprofit Sector

Agency Guidance Review Process Targets Regulatory Rollbacks

Federal agencies are conducting comprehensive reviews of existing guidance documents under
Department of Government Efficiency oversight to identify regulations for potential elimination.
This review process particularly targets guidance related to diversity programs, environmental
regulations, and international activities. Nonprofits must monitor guidance changes that could
affect program compliance requirements and operational procedures while preparing for
potential shifts in regulatory interpretation.

Source: Goodwin Law - Recent Changes and Future Directions

Federal Hiring Freeze Disrupts Agency Operations

Continuing federal hiring restrictions create service delivery challenges for agencies that oversee
nonprofit compliance and provide technical assistance. Reduced agency staffing affects
processing times for tax-exempt status applications, grant reviews, and compliance inquiries.


https://www.foundationlist.org/nonprofit-funding-trends-2025/
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These operational disruptions create additional uncertainty for nonprofits seeking regulatory
guidance or assistance while extending timelines for routine administrative processes.

Source: U of I Tax School - IRS Administration in 2025

Grant Certification Requirements Expand Compliance Obligations

Federal agencies are implementing enhanced certification requirements for grant recipients that
include attestations regarding compliance with immigration laws, anti-discrimination policies,
and program content restrictions. These expanded certifications create new legal obligations for
nonprofit grant recipients while potentially limiting program design flexibility. Organizations
must review current programs against new certification requirements to ensure continued grant
eligibility.

Source: Pro Bono Partnership - Resources for Nonprofits on 2025 Federal Actions

Public Service Loan Forgiveness Faces Restrictive Changes

The Education Department proposes excluding organizations with "substantial illegal purpose"
from PSLF eligibility following Trump's executive order. Proposed changes target organizations
supporting illegal immigration or DEI activities. Congressional bills also seek to prevent medical
residents from counting residency years toward loan forgiveness requirements.

Source: Inside Higher Ed - Education Department Outlines Plan to Change PSLF Rules

Federal Human Resources News

Department of Labor Revises Fair Labor Standards Act Guidance

The Department of Labor is proposing to remove interpretive rules and policy statements within
its Fair Labor Standards Act regulations that were not issued through notice-and-comment
rulemaking. The proposed changes would transfer existing guidance to sub-regulatory
documents while maintaining existing content temporarily. Organizations must monitor these
regulatory changes as they could affect compliance interpretations and enforcement priorities
affecting nonprofit employment practices.

Source: Federal Register - DOL Regulatory Revision

EEOC Issues Technical Assistance on DEI-Related Discrimination

The EEOC and Department of Justice released new technical assistance documents defining
diversity, equity and inclusion practices that may constitute workplace discrimination. The
guidance identifies specific employment decisions and training practices that could violate Title
VII, emphasizing that anti-discrimination laws protect all workers regardless of minority status.
Organizations should review their DEI policies and training materials to ensure compliance with
federal employment laws.


https://taxschool.illinois.edu/post/irs-administration-in-2025-key-developments-from-the-first-four-months/
https://probonopartner.org/nonprofit-legal-resources/
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Source: Law and the Workplace - EEOC DEI Guidance

EEOC Harassment Guidance Faces Legal Challenges

On May 15, 2025, a Texas federal court held portions of the EEOC's Enforcement Guidance on
Harassment in the Workplace contrary to law and vacated them nationwide. The guidance,
updated for the first time in 30 years, provides clarity on workplace harassment standards
including protections for LGBTQ+ employees. Organizations must review existing anti-
harassment policies to align with federal requirements while considering potential conflicts with
state law obligations.

Source: Fisher Phillips - New EEOC Workplace Harassment Guidance

Independent Contractor Classification Standards Return to Economic Reality Test

The Department of Labor announced it will not enforce the Biden-era 2024 Final Rule on
independent contractor classification, directing investigators to use longstanding economic
reality principles. The traditional test evaluates six factors including opportunity for profit or
loss, degree of control, and permanence of relationship to determine worker status. This change
makes it easier to classify workers as independent contractors at the federal level while state-
specific tests may still impose higher standards.

Source: Labor Employment Law Blog - DOL Retracts Biden-Era Rule

IRS Developments
IRS Tax-Exempt Application Processing Suspended

The IRS's internal operating system for tax-exempt status applications has been down since mid-
March 2025, causing significant delays in determination letters. Organizations seeking 501(c)(3)
status face postponed benefits including tax-deductible contributions and federal tax exemption.
The agency continues working to resolve technical issues affecting Forms 1023, 1024, and
related applications.

Source: Goodwin Law - Recent Changes and Future Directions

IRS Form 8940 Electronic Filing Now Available

The IRS issued revised Form 8940, Request for Miscellaneous Determination, enabling
electronic filing for tax-exempt organizations. This modernization improves processing
efficiency for organizations seeking specific IRS determinations. The electronic system reduces
paperwork burdens while streamlining submission procedures for exempt organizations.

Source: IRS - Exempt Organizations Update

IRS Seeks Public Input on 2025-2026 Guidance Priorities
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The IRS invited public recommendations for its 2025-2026 Priority Guidance Plan through
Notice 2025-19. The Treasury Department uses this plan to identify tax issues requiring
regulations, revenue rulings, and administrative guidance. Recommendations should address
outdated regulations and compliance challenges affecting exempt organizations.

Source: ASPPA - IRS 2025-2026 Guidance Priorities

State Nonprofit News
New York Provides $100 Million for Nonprofit Community Centers

Through the FY 2026 Enacted Budget, New York's BRICKS program is offering grants of up to
$15 million to reconstruct, upgrade or renovate community centers. The state is also providing
$81.5 million through NYSCA grants to cover day-to-day activities for nonprofit organizations
and artists. These funding initiatives represent significant state investment in nonprofit
infrastructure and operations amid federal funding uncertainties.

Source: New York State Nonprofit Unit

California Implements AI Accountability Act for State Agencies

California's new Artificial Intelligence Accountability Act requires state agencies to develop risk
reports for significant Al uses and alert users when interacting with artificial intelligence
systems. The law brings the California Privacy Protection Agency into regulatory oversight
while establishing safety protocols for AI deployment. Nonprofits receiving state funding may
need to comply with these transparency requirements when implementing Al technologies.

Source: The Nonprofit Alliance - California Legislation

Illinois Advances Government Contracting Reforms

[llinois continues developing the Community Partner Fair Contracting Act to improve nonprofit-
government partnerships through standardized procedures and accountability measures. The
legislation aims to establish timelines for grant agreements and late payment penalties. Forefront
engaged in extensive negotiations with state agencies to address administrative burdens affecting
nonprofit cash flow and operational efficiency.

Source: Forefront - 2024 General Assembly Roundup

State Donor Privacy Protections Face Legislative Threats

Multiple states including Idaho, Illinois, Missouri, Nebraska, New Jersey, Virginia, and
Wyoming are considering retaliatory disclosure laws that could expose nonprofit donors
following the 2024 election season. These proposals model Arizona's "original source"
disclosure requirements that compel nonprofits to reveal donors when engaging in policy


https://www.asppa-net.org/news/2025/4/nows-your-chance-to-weigh-in-on-the-irs-2025-2026-guidance-priorities/
https://www.ny.gov/programs/new-york-state-nonprofit-unit
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https://myforefront.org/articles/2024garoundup/

advocacy. Privacy advocates warn these measures could silence civic engagement and create
chilling effects on charitable giving.

Source: People United for Privacy - State Threats Report

Tennessee Information Protection Act Provides Broad Nonprofit Exemption

Tennessee's new data privacy law, effective July 1, 2025, contains the broadest nonprofit
definition including IRC section 501(c) organizations and entities owned or controlled by
nonprofits. The Tennessee Information Protection Act provides safe harbor provisions for
organizations adhering to NIST security standards while focusing on consumer data rights. This
comprehensive exemption offers strong protection for charitable organizations operating in
Tennessee.

Source: Independent Sector - State Privacy Analysis

California Emergency Grants Support Wildfire Recovery Efforts

California has launched comprehensive disaster response funding programs following the
January 2025 wildfires. The SoCal Fire Fund provides immediate support for students and
families impacted by fires, while the Ventura County Wildfire Relief Fund has granted $975,313
for emergency housing and medical equipment. FEMA public assistance funding helps repair
damaged infrastructure and supports eligible nonprofits in affected communities.

Source: Philanthropy California - 2025 California Disaster Response
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general insights and information. It is crucial to understand that this content is not, and should
not be considered, a replacement for professional legal, accounting, or operational advice.
Nonprofit Management Navigator does not provide legal advice. We urge you to consult with
qualified legal, accounting, or operational professionals before taking action based on this
content. While we aim for comprehensive and accurate information, Nonprofit Management
Navigator cannot guarantee that every relevant development is included or that all information
from our sources is entirely reliable or precise. This report draws on public sources, compiled
with the support of artificial intelligence and Nonprofit Management Navigator staff.



