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RECOMMENDATIONS (excerpt) 

To Support Diverse Sources of Independent News Reporting, We Specifically Recommend: 

1. The Internal Revenue Service or Congress should clearly and explicitly authorize any independent news organization substantially devoted to reporting on public affairs to be created as or converted into a nonprofit entity or a Low-profit Limited Liability Corporation serving the public interest, regardless of its mix of financial support, including commercial sponsorship and advertising. The IRS or Congress also should explicitly authorize "program-related investments" by philanthropic foundations in these hybrid news organizations-and in designated public service news reporting by for-profit news organizations.

Many of the start-up news reporting entities-from local news Web sites like Voice of San Diego to national investigative reporting projects like ProPublica- are already tax-exempt nonprofits recognized by the IRS under section 501(c)(3) of the tax code. Some magazines with news content, including Harper's, Mother Jones, and the Washington Monthly, as well as public radio and television stations, also have been nonprofits for years.

They all are able to receive tax-deductible donations, along with foundation grants, advertising revenue, and other income, including revenue from for-profit subsidiaries. Their nonprofit status helps assure contributors and advertisers that they are primarily supporting news reporting rather than the maximization of profits. Tax deductibility is an added incentive for donors, and the nonprofit's tax exemption allows any excess income to be reinvested in resources for reporting.

However, neither the IRS nor Congress has made clear what kinds of news organizations qualify as nonprofits under section 501(c)(3), which specifies such charitable activities as the advancement of education, religion, science, civil rights, and amateur sports. News reporting is not one of the "exempt purposes" listed by the IRS, which has granted 501(c)(3) nonprofit recognition to start-up news organizations individually by letter rather than categorically. News organizations cannot be certain whether they would qualify-or whether they would be able to keep their 501(c)(3) status, depending, for example, on how much advertising or 79 other commercial income they earn or the extent to which they express political opinions.

The IRS has not made clear whether a certain amount of a nonprofit news organization's advertising revenue might be considered "unrelated business income" subject to tax or even might be regarded as an impediment to continued nonprofit status. And, while its regulations stipulate that a 501(c)(3) nonprofit "may not attempt to influence legislation as a substantial part of its activities and it may not participate in any campaign activity for or against political candidates," it is not clear whether that restricts political editorial opinion apart from the endorsement of candidates.

It is particularly unclear whether an existing newspaper could be converted into a 501(c)(3) nonprofit news organization because so much of a newspaper's income is commercial advertising and circulation revenue. As noted earlier, the current economic conditions of many newspapers and the overhanging debt of some of their owners make it unlikely that many of them could be converted into viable nonprofits anyway. But it could still be an option for preserving a source of independent news reporting in some communities.

Congress should add news organizations substantially devoted to public affairs reporting to the list of specifically eligible nonprofits under section 501(c)(3), regardless of the amount of their advertising income. Or the IRS itself should rule 80 that such news organizations are categorically eligible under the criteria already established by Congress. The IRS also should explicitly allow news nonprofits to express editorial opinions about legislation and politics without endorsing candidates or lobbying. The Obama administration, in which the president and some officials have expressed their openness to ways to help preserve public interest news reporting, should weigh in on these policy decisions.

A possible alternative for news organizations is a Low-profit Limited Liability Corporation, known as an L3C, a hybrid legal entity with both for-profit and nonprofit investments to carry out socially useful purposes. Both private investors and foundations could invest in an L3C, with private investors able to realize a limited profit. A small but growing number of states, beginning with Vermont in 2008, have passed laws enabling the creation of L3Cs to make it more economically feasible to set up businesses for charitable or education purposes that might have difficulty attracting sufficient capital as either commercial firms or nonprofits. Illinois, Michigan, Wyoming, and North Dakota also have recently enacted L3C laws.

Each of the state laws was written to enable foundations to make "programrelated investments" in the new hybrid organizations. The IRS created the concept of program-related investments in the 1960s to enable foundations to make socially useful grants to for-profit ventures. But foundations have been hesitant to make 81 such grants because they are not certain which ones would be allowed by the IRS.

Congress or the IRS should provide a process by which a qualifying journalistic organization seeking a program-related investment from a foundation could be assured that it would qualify.

Nonprofit news organizations should, as some already have, individually and collectively through collaboration, develop professional fund-raising capabilities like those of advertising departments for commercial news organizations. They also should develop other sources of revenue, including advertising, partnerships, and innovative marketing of their reporting to other news media and news consumers.

2. Philanthropists, foundations, and community foundations should substantially increase their support for news organizations that have demonstrated a substantial commitment to public affairs and accountability reporting.

Philanthropically supported institutions are central to American society.

Philanthropy has been essential for educational, research, cultural, and religious institutions, health and social services, parks and the preservation of nature, and much more. With the exception of public radio and television, philanthropy had played a very small role in supporting news reporting because most of it had been subsidized by advertising.

Led by the Knight Foundation and individual donors like Buzz Woolley and Herbert and Marion Sandler, foundations and philanthropists have begun to respond to the breakdown of that economic model by funding the launch of nonprofit news start-ups and individual reporting projects, as discussed earlier. But foundations are not yet providing much money to sustain those start-ups or to underwrite all of their journalism rather than only their reporting on subjects of special interest to each foundation or donor.

Foundations should consider news reporting of public affairs to be a continuous public good rather than a series of specific projects under their control or a way of generating interest and action around causes and issues of special interest to them.

They should ensure that there is an impermeable wall between each foundation's interests and the news reporting it supports, as there has been between advertisers' interests and news reporting at the most credible newspapers. Recognizing the urgent need for philanthropic support of news reporting, especially by new kinds of fledgling news organizations, foundations should make that support a much higher priority than it has been for all but a few like the Knight Foundation.

These steps would represent major shifts in the missions of most national foundations. Their model of grant making has relied on documenting specific "outcomes," explained Eric Newton of the Knight Foundation, and it is not easy to measure the impact of news reporting. "News is not like electricity," Newton said.

"When there's a news blackout, you don't know what you're not getting." But what communities are now missing in news reporting is becoming increasingly apparent as newspaper and television station newsrooms empty out.

Philanthropic leaders concerned about the future of independent news reporting should convene high-level discussions among foundations about how to increase their support for journalism. They also should collaborate with the recently formed Investigative News Network of nonprofits and similar groups, such as the deans of university journalism schools, engaged in local news reporting. It is time for other national foundations to join with Knight in a concerted effort to preserve public affairs news reporting.

Because of the importance of local news, the nation's more than 700 community foundations should take the lead in supporting news reporting in their own cities and towns. Community foundations, which manage collections of donor-advised local philanthropic funds, have large assets and make large gifts.

Donations from the twenty-five largest community foundations alone in 2007 totaled $2.4 billion. If community foundations were to allocate just one percent of their giving to local news reporting, it would roughly equal all the money that all foundations have spent annually to support news reporting in recent years. Given their local leadership roles and sense of obligation to their communities, these foundations should make ideal partners for local news organizations.

Some community foundations have taken the first steps in this direction.

Several donor-advised funds of the Greater St. Louis Community Foundation are among donors to the St. Louis Beacon. The San Diego Foundation has been a key supporter of the Voice of San Diego. The Minneapolis Foundation received a Knight grant to encourage its donors to help MinnPost pay for reporting on local subjects like education and poverty, in which the foundation has a long-standing interest and record of grant giving.

Community foundations also should consider funding public affairs and accountability reporting not only by nonprofits but also by local commercial newspapers that no longer have the resources to fund all of it themselves. For example, James Hamilton, director of Duke University's DeWitt Wallace Center for Media and Democracy, has proposed that local foundations finance specific accountability reporting projects, individual reporters, or the coverage of some subjects at the Raleigh News and Observer. That would not be such a big step beyond the journalism produced by nonprofits like ProPublica or the Center for Investigative Reporting that many commercial news media are already publishing and broadcasting.
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