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News Corp's proposed takeover of BSkyB

Background

News Corporation has proposed to buy the 60.9% of BSkyB that it does not already own. This transaction 

would give the parent company unprecedented control over TV and newspapers in the UK. Our understanding 

is that News Corp Is intending to file details of the transaction with the European Commission by the end of 

August and is seeking fast-track regulatory approval by the end of November 2010. The UK Secretary of State 

of Business, Innovation and Skills (Vince Cable) has the authority under the Enterprise Act 2002 to ask for an 

investigation by the Competition Commission, aided by Ofcom, into the implications of this transaction for the 

public interest and, in particular, can choose to ask the Commission to look into the impact of the deal on 

media 'plurality'. We believe that the case for an investigation is strong: UK media legislation was drafted to 

en.sure that single entities sucJi as New.s Corp would face close examination if they ever gained such a large 

share of the TV and newspaper markets.

This note looks at News Corp's growing presence in the UK TV and newspaper markets and the plurality 

concerns that may arise should it acquire 100% ownership of BSkyB. In terms of audience, BSkyB represents a 

relatively modest addition. BARB data show that wholly owned BSkyB channels contributed a 6.9% share of 

total TV channel viewing among all individuals aged 4 years and above. However, this grossly understates the 

power of BSkyB In the TV sector. BSkyB already accounts for over a third of TV sector revenues and its share is 

rising rapidly. This has enabled it to become increasingly prominent in the provision of news across its own and 

other clvannels. More than this, as gatekeeper to the pay satellite distribution platform BSkyB occupies a 

strong position o f  control across the entire non PSB (Public Service Broadcasting) pay TV sector, where its 

market share of revenues, however defined, already exceeds 70%. However, it is not simply in TV broadcasting 

that it.s influence is felt. BSkyB is able to exert a major influence over almost all sporting bodie,s in the UK and 

lik(?wise international film distributor.s through its market power in sports and films.

Collectively, these factors place News Corp and its constituent parts in a position of great and unprecedented 

power In terms of their ability to influence the agenda for news, analysis and opinions on any subject in the 

media. This in turn raises serious issues with regard to the maintenance of plurality both as regards a healthy 

democracy and in the widest sense as the foundation of a vibrant economy and public interest concerns.

Competition law in the UK recognises the importance of having multiple and distinct participants in an 

industry. A rea.sonable number of competitors is thought to help maintain innovation and active product 

development. The small number and feeble state of active participants in the main media industries threatens 

the IJK'.s strong position in the global market for creative services.

(0 address these issues in greater deptii, this note is divided into three sections. Section 1 looks at cuirent IV 

insi ket bends and the grovdng power and ability of BSkyB to influence other players in the market. Section ? 

provide.? an overview of Nev.cs International and its growing market .share in the newspaper .sector, while 

‘■ertion 7 considers Hie plurality is.sue and public, interest concerns.
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News Carp worldw ide and in the UK

News Corp, a US listed media company, controls a large range o f media assets lliroughout the world. In the UK 

the principal assets are News International which owns Tlie Times newspapers (comprising The Times and Hie 

Sunday Times) as well as The Sun and The News o f the World. The other significant UK based assets are a 

39.1% stake in BSkyB and full ownership of llarperCollins, one o f the top four book publishers in the UK. Non 

UK assets include the Wall Street Journal (the leading global business newspaper) along with Dow Jones 

(acquired in 2007); TTie New York Post and Fox Television, 100% of the Italian pay TV company SKY Italia as 

well as a 45.4% stake in Sky Deutschland; and a large range of TV stations and channels and global film and TV 

studios in the US, and newspapers and pay television in Australia.

Section I -  UK TV and newsfiaper rnar(<ets through to 2014

OK TV market development

tin* UK >V nw ike i totalled .iijp iox ltiifitc ly  f. 11.4 billion in ( luriprisod of thioi! -,ii;uH!{.aiU soincr-s ol 

rovi'inw  ris outlined by r l ia i ! 1 lidow , the (iceiure lee adwrUsiii}; (2(>%,) ami p<iy suhM lipUon leveiines

(44%.), The remaining /ff, came It nrri a varif'ly of o tlie i souro"-., Inc luding idohal (ji ograrurne -...tie*.,

i he BBC is p iifu ifj.illy liiiu ied l)y tlu ' lit:eiire (ee, w illi a sniall (:onliit)iiH(,m liod i HOC WorUIvvide, ltse>

1 ( im im !rfial arm ot tlie Idu.. ll ie ulTier |^nbli(: e<avin' htoadtaslete, 11V, Channel 4 at id I ive, lely on aflveilisiiie, 

ieveiiiie',. Bay I V o|)(>rators (liKiuding ItSkyH, Bl and Viit'in Media) lely on subsi lipUon iJaynienC,. liSl.yli <i ih I 

V iii;in  fy]edl,i also generalc leu lio ii ot their fevenuc from advei Usiof* on tfnar diannele.

< l io )  i I ; U K  TV re v e n u e  d is t r ib u t io n ,  2009

CeVM.bsrripliom: Adem riil.i M e...,(e llmee. Aiiaiyre, t-ss.ai 10 tati.isfiy o.ital

t , (I li'io.', I'l I ••'cii'i,'':
! .; -I .diiiaS'f! irvotu:'! nan .'raCd f me ‘I " pn "Mon ol 1 lo '’, ; , , , , 1 Iiidinc ;>'W pT.ric-U ' he i , .,,,1 a o . - v i i ,  ' ' i - ' . .

■ a l l  '■■an.  ii 5.1 • ■ ' I a 1 a r.i •)!.< I V i... nr- ii h i .ni'S', a Br; i ■ >1-ri,! a  •■■•■''e-'s.
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Adveitlslng -  revenue generated by television groups from the sale of advertising. Excludes any revenue received from programme 
production divisions
Licence -  Revenue allocated to television activities. Excludes radio and other activities
Otfier -  Includes estimates of net TV shopping as well as sponsorship, product placement, interactive revenue (e.g. premium rate 
telephony), programme sales and S4C grants from the DCMS and non-UK subscription revenue from BSkyB

For some time, the dominant theme of the UK TV market has been the steady surge in pay revenue, in contrast 

to TV advertising. The total revenue to pay TV operators rose by approximately 39% between 2004 and 2009, 

taking their share of total TV market revenue from 37% to 44% during the same period. In contrast, advertising 

revenues fell by 14.5% in nominal terms between 2004 and 2009 resulting in the contribution of advertising to 

total TV revenue falling to 26% from 35%. As a result of the licence fee settlement in force from April 2007 to 

March 2013, the BBC's revenue has steadily increased, albeit at a much lower rate than pay revenues, resulting 

in license fee revenues contributing an increasingly smaller portion of income to the total TV market (22.8% in 

2009 down from 23.4% in 2004).

During the next five years to 2014, pay TV revenue is expected to grow at the same relative rale, taking total 

revenues to £6.95 billion, 48.6% of the total UK TV market in 2014, according to our calculations. TV 

advertising is expected to recover from life historic low in 2009, but structural change and a continued weak 

economic environment will result in nominal TV advertising revenue again reaching a similar level in 2013 to 

that In 2004, a large decline in real terms. The current funding of BBC TV channels and its other activities by 

the licence fee after the current licence fecj settlement expires in 2013, is under con.sicieration. The 

government has signalled that there will be a significant cut in the BBC's income leading to a further decline in 

position of the BBC relative to BSkyB in particular.'

The government has also announced plans for a new Communications Act in 2012 and previous indications 

from David Cameron and other senior Conservatives were for a substantive revision/elimination of the powers 

of Ofcom as the independent regulator.

Chart 2 below provides actual and forecast (2014) revenues by type of funding.

' la an  interview with the  D;iily Telegraph, Jeremy Hunt w.as f|uestioued about tire licence fee. "Responding to  a qiieslion over v/hetltor 
tltfi feo could fall at the next .scUletuent, he say.s: '  Yes I could. Absolirtcly, I tiiint: that's the discussion that we need to have. ' rite BliC 
-liouid not interpret tlie fact Uiat we Itavrm't said anvlhine about UiO way licence fee payor.s funds ait; used as an indication ifial we ,ire 
t appV about it. We v/ill be having veiy toiipli drsciissinn*;, '
I 't ji;//wv".,v telCKraph rn uf/ciitsure/!. i . i ;r n; ■ c ( o / c e i j .  (,tr .v-i-trlul i'.Pi e.i>l be i.iji.itlinl
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Chart 2: UK T V  revenues by funding  ty p e  (ni)
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SSkyB: driving Pay TV revenue growth

BSkyB has followed a two pronged strategy to drive revenue growth; increase the total number of subscribers 

and sell more products to each subscriber. The products additional to pay-TV principally comprise multiroom, 

HD and PVRs (now provided for free) in entertainment; and broadband, line rental and telephony in telecoms. 

BSkyB has been willing to invest in these additional products, with residential telecoms recording operating 

total losses of £503 million to date.^ In order to achieve its two-pronged growth strategy, BSkyB has focused 

on three areas

•  Set-top boxes
•  Marketing
•  Packaging of products into bundles

This strategy has enabled BSkyB to achieve total revenue of £5.4 billion in its last financial year (ending June 

2009). ’ In contrast, no company In the commercial TV, radio or newspaper sectors has been able to materially 

diversify its revenues, nor has any of these companies had access to the same or similar level of capital in the 

last decade. All companies in the traditional commercial media sector (tiewspapers, radio and television) are 

burdened witli combinations of pension deficits and debt as well as long term decline in revenues.

In order to generate growth in the total number of subscribers, one area of BSkyB's strategy has focused on 

reducing the price of signing up througlr the gradual reduction in installation fees while subsidising the price of 

set lop boxes. The acquisition of set-top box supplier Amstrad in September 2007 enabled BSkyB to reduce the 

cost of boxes to it through an improved supply chain process, thus allowing a more aggressive entry level price 

for BSkyB products.

BSkyB has supported the strategy with significant sustained marketing activity. Between 2005 and 2008, BSkyB 

was the fourth largest advertiser by spend in tlie UK, see table 1 below. The figures in the table should be 

viewed as a strong indicator of the level of spend rather than precise values. It indicates that BSkyB increased 

its advertising spend between 2003 and 2007 and while spend fell by 18% in 2008, this in part is likely to have 

been the result of the lowering of advertising rates during the recession. The table also lists the advertising 

spend of BT and Virgin Media, when the data Is available. BT lias also been one of the top ten advertisers in 

the period analysed. However, BT has many lines of bu.sine.ss outside of the residential sector and hence only 

part of the spend listed is likely to be in direct competition with BSkyB.

Table 1: BSkyB and competitors advertising spend, 2003-2008

BSkyB advertising 
spend (m)

Ranking of total 
advertising spend

2003

£41.7

21

2004

£65.5

10

2005

£111.2

4

2006

£117.2

2007

£155.1

2008

£127.0

4 !

/• s of (l«: end Ot M'lrc’i 2010.
‘ (!'■!.yB's totaliMUtidint!: wholesale (lavnu-iit'. !(om ( V vj-ivi;..’ ,, ni!vr>n!'.tivt ii-vemn-s, siihv.riptioti payirifiils fiorr Iri h 
•Mfiomor'., rpsidoptlal and biisiiiaii tolptoms
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CONF riAL DRAFT

BT advertising 
spend(m) £96.4 £81.9 £80.4 £91.9 £92.1 £87,6

Ranking of total 
advertising spend 3 5 9 6 6 8

Virgin Media 
advertising spend 
(m)

- - £32.4* £37.6* £68.8 £60.5

Ranking of total 
advertising spend - - 45 36 13 16

♦ NTL spend
[Source; The Nielsen Company, The Advertising Association Year Book]

The second prong of BSkyB's strategy lias lieen to increase llie number of products being taken by new and 

RKistlng customers. Chart 4 below shows the growth in subscribers to additional BSkyB services since 2006.'’ 

During this period the penetration of Sky+ PVRs has risen from 23.3% of subscribers in 2006 to 66.5% by the 

end of 2009. BSkyB does not cliarge a monthly fee for a PVR, with the only customer cost being the price of the 

box (often provided for free), but PVRs are an important product to add value to the service and retain 

customers. As Chart 4 indicates, the number of customers taking HD has grown strongly during 2009, with 

total customer numbers rising to 2.1 million at the end of 2009 from 0.8 million at the end of 2008. The 

importance of the growth in HD subscriptions is that each customer pays an additional monthly fee of CIO 

(including VAT).

Outside television, BSkyB has been building its presence in telecoms. Chart 4 shows that the number of 

customers taking broadband or telephony ha.s steadily increased since broadband was launched in 2006 and in 

2008 line rental was added.'’ By the end of 2009 24.8% of BSkyB customers took broadband while 21.8% took 

telephony and 13.4% purchased line rental from BSkyB. The addition of telecoms products has helped grow 

BSkyB's revenue, with residential telecoms contributing £S14 million to BSkyB's revenue in calendar year 

2009.'

nguiRS are for BSkyll ns a whole, not adjusled to be UK spocific,
'■ fiStyB latmcItiHl broadband in Inly ;?00G. Sky T.ilk was relaimrhtd alongsidf; Irroarlbaiitl.

I'.Si '/B owned rn.wmU, a provider of husinoss telecoms product;;. On the .? t” Inly Bf>kv8 imnoimu'tl tliat it livitl sold to
I 0;>ve!opmpnt Capii.al, Diiririft calfliidar yaar .'009, fasyntO coniribnted f.20'1 million revenue to C.SkyB.
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Chart 4: Multiproduct subscribers ('000)
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l l ie  prow lli in (mhicI ration u| addilitni.il irroducts lias d riv i'ii growth in BSkyB's averagt' revciuio pt'i nsci 

(ARPIIj, r l i t i r l ') below shovrs Hint liSkyB had increased the .mmial AltPU Irom £3‘)<1 in 200(t to 1:497 liy the end 

of 7009. Ihis growth equates to a com jioiiiid  aveiai'c g iowth rate o( /./% , During the sann' |icrlod llie  t o t a l  
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to upgrade. The increasing subsidisation of s e td o p  boxes has a significant impact on the w ider industry in that 

it becom es harder  for o thers to retail se t lop boxes if the dominant player significantly subsidises tfie cos t 

thereof.

Since 2006, th e  number of HD capable digital televisions in UK households has grown from approxim ately  3 

million to 27 million by the end  of 2009 (total UK households number 26 million) as Chart 6 Illustrates below. 

O ne of the main drivers for th e  accelera ted replacement cycle was the Digital Switch Off. Freeview d ecoders  

a re  Incorporated within the  set,  removing the n eed  to  buy a separate box.

Chart 6: Total UK HD ready TV sets (m)
30
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20 
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lO 
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o

Dec 04 Jun 05 Doc (x; Jun 06 Dec 06 Jon 0/ I'lec 0/ tun 08 Dec 08 Juii 00 Dec o<)t 
' (Source: GfK, Fnilois Analysis!

I lie (om bination  ot a fV ri'|3l,u enu'nl cydn  aiuJ increased subsidies by BSkyB of set lo() boxes lias thus 

reduced  the  tonsumci' desire to  |iay (o r  set lop box hardware. In Itim, iliis has reduced th e  itoteniial c h a tJ in 'K  

to  market foi n ew  entrants (o.g. Canvas), (n order lor new sei vices to generate  r(=asonable li!vc>ls ol adoption  

lliey will likely have  to lollow one ol two pattis, incor p o tc itio n  into IV sets or he given away as |)art of a 

package. Services tiuit decide to  give aw ay o r subsidise hardw are  as part o t their package face h igher  up tron l 

cusfomer acqul.sition costs

the  take up ol PVHs in tlie UK provirles another  indicator in the  level ol adoiition ot hardwan; u n d e r  vaiious 

slrategies. As Cliart 7 Imlow illustrates, Uk’ iiumhf’i of BSkyft's customers taking a PVR In the ll«  has steadily 

grown, filthoiigh ,1 sm.ill part of rt'cent satellite PVR groivlh is atlrll)ut,iljle to  I reesat.  Virg.in Media dwrgc 's 

(us lom ers  a m onthly  tee of t S lor a PVH unless lliey opt for tlieir top tier content package, liy tlie end  of 2009, 

Viri'in Media li.id K62,0t)0 cus tom ers  taking a PVR, of their  IV liase. Out ol tins appioxirnately ‘i.*, rnillloii 

I'VRr, In die UK, w v  estirnale tluH loss th a n  20% w ere  luniglit on a .standalone basis (eithei for u se  with I te e s a l  

or f  I I'emm).

f 'i-'u: v.ill I'-' a ’iiiMt V-'h ‘C r'l.-ra'tir.' a cn,.U»ijv>i; Fow.'vsf i< r, >:J .4'/1 > )■ ; t '.vixin-’ aav :iii-tnrUr:'!Di: '= a i t (li. cc .!
' vi..ivi|n'( ir<i c ac'clr (I, I'0 ,:S mii ts. Si tc:-c'lC'St i • ;M!;..:i a , CD-ohi ci.'-li'h! anlct
iS 1 . 5.i !Cif| ! > I I ,c.
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Chart 7 : Total UK housedholds with PVRs by platform (ooo)

sky and  I recsat Vircjiti Media B i Vision O lliP t lolal
tSourcc: BARB/liifoSysTV; f nders Analysis!

BSkyB's b ro a d e r  activities

its i:on> pay IV opKi.tlioiis, BSkyB is a RiowinK pifsotu a In o tlic i parls ol the markf't, Its airsts of 

inlliKMtcf may he gfoiipecl iindei liv(' lu>adinp,s:

• News ta'ovision

• iaanivlew [Jn'senae

• Advertising sales

» Tliii (I party channel provision

• I'lom in in  sjKJrts and lilms

News provision: Sky News is one of lliree snlrslanlial jjioviders ol UK IV  siip|»lying its ovi^n thanncK and also 

I ivc*. I he Ollier two TV news providers are ttie BBC atid ITN̂  11N is 40% owned l>y MV and |)iovides neivs to ITV 

and to Cliannel 4. Sky Mews is also one of Iwo substantial |.)i oviders ol UK radio news. In lv l,ird i 2009, !.h;y Mews 

increased the nnmirei of cornriierf iai radio sltitions it snp|)lied w iti) news conltnit to over TOO (nssoiiUally lht> 

vast rnaiorilY of all radio stations) following an agieeinenl w ith IBM (Independent Radio Mrrws),' The other 

siPTiiftcanl radio nrrws [irovider is the? BBC as 11N no longer snpplit.’S radio nevv'.s.

Fretsvfew presence: USkylt also lias three channels on l-reevlew: Sky Ntaws as well as Sky ct (general 

entertainnient) and Sky Sports News (which OSkyB have announced will Irecome a pay rnily (iionnel and 

f epiacfid tiy Sky S1 '1 on t reeview). 1 he mmiber of fu lly owned BSkyB i haiineis on I reeview w ill iiirrease (o 4 

(ont ol a to ta l of 47, fSsciudinR 4 : IT' < li-u irr’fci (ello’.ving an ngrnenient to purchase the \% 1lv  rhanneis from 

Vi(|!!n Media w liir h wa,i completed on ihe . f  ’ uy -'OlO. "Iliis Irnnsaction is being examiiiprl by the Ulfice of 

! .in In ili i ig  w ill'i ;i ded.sfon expoc.md hv die .pteiriber SOiy.

■ ' o e / A w s s !  vn  l i i i  • .cs/sl,vf ;‘'>v/ s/U ’ s<)ikc : ' 'Ah ‘V",>t !iclic-s c uiOTfV/,
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Advertising sales: As a result of the  increasing penetration  of its platform and of its channels, BSkyB has b ee n  

growing its share of total TV advertising sales. In 2010 it is es t im ated  th a t  BSkyB will account for  approximately 

14% of UK TV advertising sales, the  third largest group as shown in Chart 8 below. Assuming t h e  acquisition of 

VMtv is approved by the  OFT, BSkyB's share  of advertising sales will rise to  circa 16% in 2011 as  th e  cu rren t  

ag reem en t  with IDS for handling advertising sales ends.*® Within the  non-PSB commercial sector ,  its sha re  of 

I V advertising will be  over 50%.

Chart 8: Share of TV new advertising revenue, 2010

I IV iG M fV  (4  JvCf, HI Sky ■IDS «Otlier 1‘ inuri e: (■iiclers Analysis 1

T lilrd  party channel provision: Oulside Uk ’ (lublic service broadcasliriB dix le Ural comprises tlu> (tBC, II V, 

ClMiinel 4, and five groups, fire vast ma|otily o f cliannels rrdy on a miX(>d advei tisinf'/subscriplion model. Wr; 

I'stinw te tlitit BSkyB cunonlly accounts foi 67% ot UK residential subsciilrers to sulrsci iption pay IV :scrvices, ,is 

w e ll as ,1 signifi(:.in(|y h ii'lw i share of subsciiplion |wy IV nrveniios. the other sc'l.til provider of iray iV, Virgin 

iVlerlla w itli cirr a 10% of UK icsidonlial sulrscrilrers to pay f V, ()icvioii.sly Irad a icinge ot IVchannels ( ornpiised 

of Vfvltv, sit ii|) (lliree  home ‘.flopping di.iniK'IsS and ,1 5(1% slake in UK IV friil has lieei) slowly c-xitiiif; lull 

d it in iie l owner,ship, in April 700') Virgiu Mr'dia sold sit up to AUUFllUS of (kTitiany w itile  VMtv was sold to 

BSkyB in July 70 iO. Viigin Media itdains a ‘>0% sl.rku in tire I JKl V jo in l veiitui'e w ill) BffC Wm1dv./id(' Iriit lias 

signalled d ia l tliis  slake v./ill be sold."

Ili<; withdrav7al by Vitgiu Media ot its involvmnent in con ten t  ownerstiip pu ls  BSkyO in a totally (ommandiiifi 

ijor.ition over th e  in,it kel: for |»ay (.hannels, incliullnR lliird iraiTy Irasic channel r an iago fees. As ga lckeepe r  ot 

ilie satellite plai form, BSkyU h  able to  dictate te rm s th a t  allow its third party  d iannels  only iusi enough oxygen 

: > l ireallie, while it cxtrar.l;; the pretits. At the sam e lime, RSkyb Is in the  position to offer, if ii t hoose.s, o the r

ii 7: suneiitfy suits sHi/prUjinj! fui tic. ''fvilv channRi.s as v,'(*ll as tJKlV, a toiiit vmiUirc buiwecii (!I.C V'orlfi'vitli- a'D Viri'iii Ivteflla. UiCiV 
' d i f ,'(.i . 'I >1,1: n( ■' lit I..I ■ II >! •' 1,! Ri.i i •• r.;i," s l.is i.i.aprhv lioi 1 I. ms.iv ■"aD i. si.<i'Si it .ii.nn ci f / a lvolisiu., ui

' ■ I i i isci ; * ' : '  V. s’.pi .n. I 'hU Hs ” '|ili any‘nyi'.lm !iil's>'uo!: at il iipm r-M.>'<1 is.i ’ . ” 1 ‘i.’ ai" ' 1 il ,ll.••'as >■ u < nn I
■ ' I’ •’In I.' c ' i .  'll ■ , iiir 'ii''li h • Jill ’ it* • UKe'si: ul s iic'csecs-iil "..J 5' Ci a i i ' i' i m ! , k .r'sii'O'li
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non-PSB channels incentives to stay exciusiveiy on the pay TV piatform. Even the most powerfui third party 

suppiiers, such as Disney/ESPN, may be viewed as vassals of BSkyB, constrained by its commercial policies.

Premium sports and films: BSkyB now occupies an uncontested position of dominance in the provision of 

televised sports in the UK, reflected in its budget of over £1 billion for this programming segment (out of an 

expected £1.9 billion total) in fiscal 2010, almost matching the total programme budget of BBCl. Sports is a 

major source of news and media attention, and no sport more than football, where there no longer exists any 

serious rival to BSkyB in terms of bidding for live televised Premier League (PL) matches. Moreover, BSkyB's 

position is further strengthened by the poor financial state of many of the PL clubs, which make them 

increasingly dependent on its willingness to back them.

Twenty years ago, when BSkyB (tlien Sky Television) launched, films were the major attraction and outlay of 

programme spend. That lias changed considerably over the years. Altlioiigh BSkyB prices its film channels 

almost as higli as its sports channels, its current budgetary outlay on film content (£278 million in fiscal 2009) 

is only about a quarter of its outlay on sports and has fallen substantially at current prices in recent years (e.g. 

it was £343 million in fiscal 2005). Since the very beginning, Sky lias lield exclusive contracts with the six US 

studio majors for films witliin the subscription pay TV window, and has contracts witli other leading suppliers. 

It also enjoys a position of market power since the film contracts are staggered. This along with its position of 

retail market power, has placed BSkyB in an unassailable position as wholesale purchaser, able over time to 

negotiate successively lower fees as the film contracts fall due for renewal, l-or the film suppliers, there is no 

alternative place to go. Their position is made still more problematic by the bundling of subscription video on 

demand (SVOD) with broadcast rights. BSkyB has up to now made almost no use of its exclusive SVOD film 

rights, opening itself to the charge of warehousing those rights, which might otherwise be better exploited on 

the interactive cable and broadband platforms. Indeed, Ofcom has just consulted on whether to make a 

referral to the Competition Commission (CC) and is to announce its decision shortly. Whilst the film suppliers 

might welcome the prospect of becoming available on other platforms, their position is weak (hence a notable 

lack of expressed appetite for a CC investigation, with Time Warner coming out against it in its consultation 

response to Ofcom) and BSkyB is the party able to determine consumer clioice. Although films may be 

regarded as less newsworthy post cinematic release than live sports, they retain a high cultural importance.

News Corp's UK newspapers

In the UK, News Corp publishes four key national papers. The Times, The Sunday Times, The Sun and the News 

of the World. The latest ABC data for June 2010 indicates that The Sun has the liighest circulation amongst UK 

papers at 2.98 million copies, while The Times has circulation of 504,000. In terms of the Sunday titles, the 

News of the World had circulation of 2.83 million, also the highest figure for any Sunday title, while The 

Sunday Times has circulation of 1.09 million, second behind the Mail on Sunday (1.91 million) in terms of 

quality titles.

In 2009, News Corp'.s papers accounted for over 37% of national iiew.spaper circulation in tlie UK, the .same 

s!iai e as the two next competitor.s, Trinity Mirror and Daily Mail and General I rust (DMGT), combined. News
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Corp has been slowly gaining share in the UK national newspaper niarket as a result of: good consumer, 

advertiser and socio-political positioning; sustaining quaiity; discounting; and product Improvements, 

frequently adding pagination. Scaie and efficiencies in printing and distribution have aiso heiped. As Chart 9 

iilustrates, we predict News Corp's share of national press circulation will steadily increase to more than 40% 

by 2014, assuming there are no materiai suppiy changes to the market. Given the breadth and intensity of 

pressures that aii newspapers are under, with rising costs and iong-term downward pressure on key revenue 

streams, we consider it inevitable that organisations abie to absorb losses will gain market share over those 

that are forced to make significant cost savings to sustain margin. In other words, the strongest companies will 

become stronger still. However, if the industry undergoes a material structural change in terms of supply, then 

the outcome could be more severe still. We will return to this point when we consider some of the strategic 

options that News Corp might conceivably initiate in the medium term.

Chart 9 : UK national press circulation by publisher
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[Source: ABC and Enders Analysis forecasts]

When the individual News Corp titles are analysed against some of their competition it can be seen that they 

command the majority of readership in certain demographics as Table 2 below highlights. The Sun is the most 

widely read newspaper in the UK, reaching 15.6% of UK adults. Although the Dally Mail (9.8%) is the second 

most read dally. The Mirror is closer in nature and reaches 8 .6% of adults, When analysed by socio-economic 

segment, 22.0% of C2DE adults read The Sun while 11.9% read The Mirror. The situation is very similar with 

the Sunday edition, with 15.4% of adults reading The News of the World, rising to 20.8% of C2DE's reading the 

title.

In terms of quality titles. The Times and The Daily Telegraph have similar levels of readership amongst adults at 

3.6% and 3.7% respectively. When the Sunday titles are compared, The Sunday Times is read by 6.5% of adults 

and 9.9% of ABCl's, while The Sunday Telegraph is read by 3.4% of adults and 5,2% of ABCl adults.

.1 2
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Table 2: Select UK newspaper readership

Paper Total share of 
readership ABCl C2DE

Quality daily
The Times 3.6% 5.5% 1.1%

The Daily Telegraph 3.7% 5.8% 1.1%

Quality Sunday
The Sunday Times 6.5% 9.9% 2.2%

The Sunday 
Telegraph 3.4% 5.2% 1 .0%

Tabloid daily
The Sun 15.6% 10.5% 22.0%

The Mirror 8.6% 6.0% 11.9%

Tabloid Sunday
The News of the 
World 15,4% 11.1% 20.8%

Sunday Mirror 7.7% 5.8% 10.0%

/

[Source: NRS readership estimates, April 2009-March 2010]

News International has a history of resorting to discounting cover prices to grow market share and reduce 

circulation decline. The Sun Is currently discounted to ?.op in l.ondon, Birmingham and Oxford (full price is 35p) 

while its national dally circulation liovers around the three million mark, which the publisher seems to recognise as 

a critical indicator of scale for advertisers and social and political analysts against competitors. If tl iis is the case,

Tlie Sun may remain discounted for some time. The Sun competitor the Daily Star is currently discounted to lop. 

The Daily Mirror, which Trinity Mirroi declines to discount, is facing severe circulation decline ( 7.0% in June 2010).

In the past The Times has likewise attempted to take quality press share (in particular from the Daily Telegraph) by 

discounting at the newsstand. The stark reality is that demand for newspapers continues to fall, and consumers 

are poorly 'locked-in', with just 500,000 UK households subscribing to a daily quality newspaper (The Times, 

The Dally Telegraph, The Guardian, The Independent, Financial Times); two thirds of the subscriptions are to 

one title. The Daily Telegraph.

In tlieory at least, purchasing the outstanding BSkyB shares it does not already own provides News Corp witli the 

financial resources to sustain its newspapers for tlie very long term. News Corp would be able to experiment with 

media discounting and bundling in a much broader manner, for example offering print and digital editions of The 

Sun or The Times to Sky subscribers (we will ret urn to this issue).

Furthermore, the possibility of further 'free' print newspapers has not entirely vanished. News International 

stopped publisliingits free London evening title. The London Paper, in 2009 at the same time as Rupert Murdoch 

announced his intention to switch the digital Times to a subscription strategy. The title was losing £i-2m per month 

tlirough distributing 400,000 free copies across the capital. We assume these changes were part of a strategic 

initiative to underline the 'value' of news provision to consumers, and to promote audience quality to advertising 

partners at the expense of audience scale. However, a discounted Sun, and free access to Sky News and the Sun 

online, remain anomalies in this strategic framework, implying tactical variations will always be mobilised to 

develop competitive advantage over weaker participants. This is not to suggest a free Sun v/ill bit the streets
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anytime soon; but that free editions and press and digital bundles for households could become critical 

developments for News Corp's UK operations as a whole in the future.

Finally there is the question of newspaper distribution. A variety of factors are significant here. We believe paper 

prices will increase about io% in Ha 2010 compared to Hi, a pricing shift we consider unlikely to reverse in the 

foreseeable future. The wholesaler Dawsons exited the newspaper industry in August 2009 after losing a series of 

contracts valued at more than £500 million, leaving just two distributors. Smiths News and John Menzies. 

Combined with the retail environment, with long-term decline in sales through news specialist shops in favour of 

general and supermarket retailers, distribution is further squeezing the funnel to consumers for publishers. 

Availability and visibility are declining in the best environments for newspapers to flourish. There is no doubt that 

one of the reasons that circulation is declining is that buying newspapers is becoming more difficult for consumers 

(and particularly older consumers who are so important to the sector) at exactly the wrong time. While these issues 

affect all newspapers, those publishers able to absorb steep cost increases and overcome distribution challenges 

will clearly be better positioned to cope. For example, providing household deliveries is an onerously expensive 

enterprise especially outside of high density papulations such as London. Not surprisingly, printing itself is 

becoming more concentrated too, with News International (which prints the Telegraph), Trinity Mirror and DMGT 

holding many crucial print contracts between them.''*

As in the case of BSkyB, a core feature of News International's strategy is to market its titles aggressively 

through advertising. Table 3 below outlines the level of spend by News International Newspapers between 

2003 and 2008. None of the other major newspaper groups were among the top 50 advertisers by spend.

Table 3: News International Newspaper advertising spend
(m) 2003 2004 2005 2006 2007 2008

News International £39.4 £33.6 £37.0 £37.2 £36.7 £45.7
Newspapers ...... ......... . .....................
Ranking of total 23 32 39 34 37 30
advertising spend

[Source: The Nielsen Company, April 2009, The Advertising Association Year Book) 

Table 4 below presents the revenue and operating profits of The Times newspapers and of The Sun/News of 

the World. The data shows that the two paper groups have made operating losses in the last two financial 

years. In 2009, the total revenue from all of the papers was £1.0 billion generating an operating loss of £87.4 

million.

Table 4: The Times and The Sun and News of the World accounts
The Times The Sun/NotW Total

Year end June 2008 2009 2008 2009 2008 2009
Revenue(m) £444.9 £385.5 £626.3 £617.9 £1,071.2 £1,003.4
Gross profit (m) £83.4 E79.5 £148.8 £153.5 £232.2 £233.0
Operating 
profit before 
exceptional 
items (m)

-£42.8 -£71.9 -£18.5 £15.5 £61.3 £87.4

[Source: Company House filings for Times Newspapers and News Group Newspapers)

'' Ni'ws IntfiriiatiouaTs prinllns subsidiary Newsprinters slat led printinf! the Daily ToleBrnph in AukusI 2008. 
Mlp /Avw/. |.>rmi>vt'f(( s/H268gl/Firs! pdjlions■ rdrjBraph prtnu-d Knowsl‘;y/
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In  com m on w ith  o th e r new spaper publishers, N ew s In te rn a tio n a l experienced decline in advertis ing  re v e n u e s  

d u rin g  H2 20 08  to  about Q 3 2009. These declines w e re  severe; in th e  region 13%  y e ar-o n -ye ar in  2009. O u r  

v ie w  is that, desp ite  som e strong g ro w th  in advertising  in re ce n t m onths, notab ly  fro m  retail advertisers , th e  

lo n g -te rm  p a tte rn  for th e  new spaper industry  in aggregate w ill be decline in advertising  in real te rm s . This is  

p a rtly  due to  th e  fall in d em a n d  h ighlighted  ea rlie r, exacerbated  by over-supply, though a fla t econom y a n d  

f la t  consum ption are also critical. O ver-supply takes  tw o  fo rm s: th e  n u m b e r o f na tion a l titles, a n d  th e  sca le  o f  

th e  inventory on o ffe r w ith in  each title . T he  la tte r  category exploded  In th e  late  1990s, w ith  pag ination  

increases re la ted  to  supplem ents and pull-outs; w ee ken d  ed itio n s  in p articu lar b eca m e unrecognisable f ro m  

th e ir  equ ivalen t ed itions 1 0  years e a rlie r. In 2 0 1 0 , w e  be lieve  aggregated  advertising  revenu e  w ill  be ro u g h ly  

£ 1 .3  billion, a b o u t 50%  o f th e  peak level and rough ly in line w ith  revenues achieved in 1995.

N everthe less , fo r classic d isplay categories such as re ta il, new spapers con tinue to  p rovide advertisers w ith  a  

v e ry  beneficial m edia e n v iro n m e n t, bo th  in te rm s o f  physical layou t and th e  tactical advantages to  brands a n d  

agencies gained fro m  th e  fo rm a t's  daily frequency , as w ell as consum er vo lum es and  a  m uch m o re  a ttra c tiv e  

co nsum er m in d s e t than  w h e n  engaged w ith  d ig ita l m ed ia . U n lik e  advertising  classified categories , th e  m a in  

challenges to  di.splay advertising  categories are n o t digital m e d ia  substitu tion  (though  th a t ce rta in ly  exists, 

to o ) ,  b u t ra th e r over-supp ly o f titles and inven to ry . In this e n v iro n m e n t, th e  strongest titles (including T h e  Sun, 

T he  Daily M a il an d  The T im es) will gain fu rth e r m a rk e t share, as som e lesser titles fall o ff th e  ro s te r for an  

increasing vo lu m e  of campaign.s. H o w eve r, a still g rea ter th re a t  fo r publishers o f non-lead ing  tit le s  w ou ld  b e  a 

lo n g e r-te rm  o p tio n  for N e w s  Corp's UK opera tio ns , assum ing it o w n ed  BSkyB o u trig h t, to  o ffe r advertisers  

p r in t , online and digital TV bundles. Such packages w ould  be im possible fo r o th e r new sp ap er publishers to  

e m u la te , risking a m ore rap id  decline in th e  b re a d th  o f n ew sp ap er usage by consum ers and th e re fo re  agenc ies  

an d  m arketers  th an  w ou ld  o therw ise  be envisaged due to  m a rk e t dynam ics alone.

O n lin e  news subscriptions, o r 'payw alls ', m ay p lay an  im p o rta n t ro le  in d e term in in g  th e  pace a n d  scale of 

business m odel d e v e lo p m e n t. The o n lin e  Tim es sh ifted  to  a subscriber m o d e l in July 2 0 1 0 , m akin g  it th e  firs t  

UK g en era l new sp ap er b ran d  to  do so. T he  Financial Tim es a lre a d y  opera tes  a subscriber m odel fo r its d ig ita l 

services, as does News Corp 's W all S tre e t Journal. Both th ese  titles p ro v id e  business and financia l news in to  

professional com m unities . T here fo re , desp ite  th e ir  p rin t ed itio n s  being categorised as new spapers, th e ir o n lin e  

subscriptions a re  e ffec tive ly  in the B2B space ra th e r than  th e  B2C space. T h e  key genera l new s title s  to  h a v e  

set u p  digital subscription services a re  th e  N e w  York Tim es, w h ich  ab an d on ed  its Tim es Select m o d e l in 2 0 0 7  

g en era tin g  ap p ro x im a te ly  $ 1 0  m illion p er year (a n e w  ite ra tio n  o f th e  subscription is to  be launched  in Q 1  

2 0 1 1 ) , and Le M o n d e , w h ich  w e  e s tim a te  g en era tes  € 5 .5  m illio n  fro m  its o n lin e  subscription. T h e  N e w  Y ork  

T im e s  ab an d on ed  Tim es S elect both because th e  revenu e  g e n e ra te d  w as to o  sm all (advertis ing  revenues a re  

to  a la rg e  d e g re e  co rre la ted  to  tra ffic ), b u t also because g en era l new s journalists considered th em selves  'c u t  

off' fro m  th e  d ig ita l n e tw o rk , w hich  is increasingly th e  e n v iro n m e n t th a t m akes th e  new s brand re levant fo r  a 

la rg e  audience. N ew s aggregation  and  key com m unication  an d  social services (G oogle News, Facebook,

T w it te r , YouTube, blogs and  so on) p rov ide  w o rd -o f-m o u th  d is trib u tio n  netw orks  for new s provis ion , c o m m e n t
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a n d  analysis, an d  are increasingly perceived to  be critical e le m en ts  o f th e  new s ecosystem  by ed itors, w rite rs  

a n d  publishers.

H o w ever, ea rly  indications as to  th e  scale o f th e  tra ffic  using th e  Tim es on line  subscription a re  n o t good. Prior 

to  im p lem enting  th e  payw all, T im es O n lin e  w as achieving tra ffic  in th e  region o f 6  m illion  u n iq u e  visitors p e r  

m o n th , and  in th e  early w eeks o f th e  subscription  it w ou ld  ap p ea r 1 5 ,000  consum ers have accessed th e  

serv ice. Even if  all these subscribers signed up fo r an e n tire  ye ar they  w o u ld  g e n e ra te  £1 .5  m illio n  per y e a r  for 

th e  Times, perhaps as little  as 1% o f th e  £ 1 3 0 -1 5 0  m illion g e n e ra te d  by consum er sales o f th e  p rin t e d itio n .

F u rth e rm o re , p rio r to  th e  Payw all, w e  es tim ate  T im es o n lin e  w as g enera ting  £ 2 5 -3 0  m illion in advertising  

revenu e . Even assum ing th a t advertising  vo lum es and revenues decline by substantia lly  less th a n  th e  tra ff ic  

has (because th e  aud ience is self-selecting, highly ta rg e ta b le  and  very a ttrac tiv e  to  key p ro du ct and  serv ice  

brands), it Is d ifficu lt to  see how  th e  aggregated  revenues o f  th e  subscription m o d e l w ill be in line w ith  th e  free  

o n lin e  m odel. This leads us to  believe th a t th e  T im es w ill inev itab ly  consider fu rth e r  strategic d eve lo p m e n ts .

O n e  option ava ilab le  to  th e  Tim es w o u ld  be to  sw itch back to  a free  m o d el, and focus on deve lop ing  a scale  

m o d e l as co m p etito rs  such as th e  M a il O n line  a re  doing. H o w eve r, w e  consider this an  unlikely ou tcom e, and  

b e lie v e  News In te rn a tio n a l and  u ltim a te ly  New s Corp are m u ch  m o re  likely to  tria l a varie ty  o f  d iffe re n t  

approaches to  th e  subscription, p articu larly  In w ays w h e re  th e y  can evidence co m p etitive  ad va n ta g e  o ver  

o th e r  press and  m edia groups. Sw itching th e  n a tu re  o f c o n te n t provision by aggregating  servicejs sourced from  

a v a rie ty  o f d iffe re n t assets and m ed ia , and so offering  bund les such as th e  T im es /S ky, Sun/Sky, T im es/W SJ, 

(b ran d ed ) N ew s Corp sport, (b ran d ed ) N ew s C orp business, (b ran d ed ) New s Corp ce leb rity , and  so on, w o u ld  

n ot on ly  have n atu ra l appeal fo r consum ers, b u t w o u ld  c re a te  screen-based co n ten t channels fo r  advertisers  

th a t are  a g re a t deal m ore o p tim a l than  a destination  news site . In such a scenario , th e  question  o f m o n etis ing  

T im es  online as a stand -a lone destination  service w ou ld  e v a p o ra te  because consum ers w ou ld  b e  purchasing  

bundles. F urth e rm o re , th e  concern th a t  journalistic  in fluence collapses as a result o f  th e  on line  subscription  

also vanishes, o r a t  least dim inishes, as tlie  scale o f access co u ld  be increased d ram atica lly . In d ee d , just as 

consum ers could  be accessing con ten t th rough  a varie ty  o f bund les, so journalists cou ld  be d ep lo yed  m o re  

pro active ly  across a v a rie ty  o f  outlets . Such a s tra tegy is no t so d iffe re n t from  th a t o f  th e  BBC, w h e re  Nick  

Robinson is th e  political e d ito r , and provides expert co m m en ts  on th e  BBC New s a t T en , BBC N ew s 24, Radio  

4's T od ay  p ro g ram m e, th e  BBC new s site, his o w n  BBC blog, an d  so on.

T h e  scale o f UK m e d ia  an d  te leco m s com panies

C lia r t  10 b e low  outlines th e  re la tive  size o f m a jo r co m p e tito rs  to  BSkyB and N ew s In te rn a tio n a l and separates  

th e  com panies in to  th ree  groups: m u lti-p ro d uc t, TV  and new spapers . Each com pany's  to ta l revenues are 

-Stated w ith  th e  exception  o f  BT w h e re  BT Retail revenue o n ly  is stated .

:if)
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Chart lo: UK based media companies
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Notes:
BT Retail is for the calendar year 2009, BT group revenue was £21 billion in this period 
BSkyB is total reported revenue for financial year ending June 2009.
Virgin Media revenue is for tiie year ending December 2009,
BBC is the total spend as staled in tlieir 2009/10 annual report. Period runs from April 2009 to Marcli 2010,
ITV revenue is for the year end Decemher 2009,
Cliannel 4 revenue Is for the year ending December 2009.
Five revenue is for tlie year end is December 2009.
DMGT year end September 2009 and includes revenue from non consumer media. DM6T newspaper revenue totalled £876 million during 
tire period.
News International includes the revenue from the UK newspapers for the year ending June 2009.
Trinity Mirror revenue is for the year end 3"* January 2010.
Jotinslon Press revenue is for the year end 2'"* January 2010,
Northern and Shell revenue is for tire year end December 2008.
Telegrapli Media Group revenue is for ttre year end December 2009,
GM6 revenue Is for the year end March 2010.

/
'7 N e w s  In te rn a tio n a l faces co m p etition  fro m  a range o f in d ep en d en t new spaper com panies, w h o , w ith  th e  

excep tio n  of D M G T , focus solely on publishing new spapers an d  re la ted  w ebsites. C hart 10 ab o v e  states D M G T  

g ro u p  revenue as £2 .1  billion in  2009 , o f  this £ 8 7 6  m illion , 4 1 .4 % , was g en era ted  th ro u g h  n ew sp ap er activ ities. 

This places N ew s In te rn ation a l as th e  largest new sp ap er p ub lisher by revenue. O f th e  com panies show n. N ew s  

In te rn a tio n a l, N o rth e rn  &  Shell, Telegraph  M ed ia  G roup  and G uard ian  M e d ia  G roup  publish n a tio n a l title s  

(N o rth e rn  &  S hell also publishes OKI an d  N ew ! m agazines). D M G T  and T rin ity  M irro r  publisli n a tio n a l a n d  local 

new spapers  w h ile  Johnston Press only publishes local new spapers .

BSkyB also co m p ete s  w ith  th e  m ajo r UK T V  public service broadcasters (PSB). As th e  C hart 10 illustra tes  th e re  

a re  significant d iffe ren ces  in th e  revenues o f th e  com panies. The BBC is th e  largest o f th e  PSBs w ith  to ta l 

fu n d in g  o f £ 3 .6  b illio n  in th e  ye ar end ing  M arch  20 10 . This fu n d in g  covers ail o f th e  opera tio ns  o f  th e  BBC 

inc lu d in g  radio a n d  w ebsites. ITV's to ta l revenu e  in 2 0 0 9  w as £ 1 .9  b illion, only £ 5 2  m illion  la rg er th an  BSkyB's 

p ro g ram m in g  spend  in the sam e period. Part o f ITV's revenues cam e from  th e  sale o f p rogram m in g  via IT V
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Studios; this con tribu ted  17 .8%  o f ITV 's to ta i revenue. C hannei 4 g enera ted  revenu e  o f £ 8 3 0  m iliio n , w h i ie  

Five is considerabiy sm aiier a t  £ 2 6 9  m iilion .

In C hart 10  above, the m u iti-p ro d u c t com pan ies ' revenu es  inciuding fro m  business products . O n  this m e a s u re ,  

BT Retaii had revenues o f £ 8 .4  biiiion and  Virgin M e d ia  o f  £ 3 .8  biiiion in caiendar y e a r 2 0 0 9  w h ile  BSkyB's  

reven u e  was £ 5 .4  biiiion in th e ir  financia i ye ar end ing  June 2009 . Chart 11  be iow  show s each  g ro u p  w ith  

business revenu e  deducted. BSkyB has th e  iargest ad jus ted  revenue a t £ 5 .2  biiiion, w h ile  BT R e ta il re v e n u e  is 

£ 4 .2  biiiion and Virgin M e d ia  revenue is £ 3 .2  biiiion.

Chart ii:  BT Retail, BSkyB and Virgin Media revenue excluding
business

$9.0 

$8.0 
$7.0 

$6.0 
$5-0 

$ 4.0 

$ 3 0  

$ 2.0 

$1.0 
$ 0.0

$5-4 $5-2

BT Retaii BSkyB

Totai

$ 4.2

Virgin M edia

$3.2

I
BT Retail BSkyB Virg in  Media

Adjusted for business revenue ,  ̂ 1
[Source; Eriders Anaiysis based on com pany d a ta ]

Notes:
BT Retail adjusted revenue is taken from BT Retail buslnes.s unit revenue reporting -- 'Consumer'.
BSkyB adjusted revenue is total group revenue minus Easynet, but includes channel wholesale revenue and revenue from pubs and clubs. 
Virgin Media revenue is total group revenue (including content) minus total business revenues.

A lth o u g h  BT Retail and Virgin M ed ia  a re  tw o  o f BSkyB's closest co m p etito rs , BSkyB is also  a v ita l supplier o f  

p re m iu m  and basic channels to  both its co m p etito rs .

Based on the re ve n u e  d ata  p resen ted  ab o ve , BSkyB and  N e w s  In te rn a tio n a l a re  a lre ad y  th e  la rg e s t co m p an ies  

in th e ir  respective sectors. Follow ing th e  m erg er, th e  co m b ined  group  w ill liave revenu es  in th e  reg ion  o f  £ 6 .4  

b illio n .
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Section 11 -  The Potential Impact on Plurality

T h e  im p o rta n c e  o f p lu ra lity

UK governm ents and regulators have consistently m a in ta in ed  th a t a h ea lth y  dem ocracy requ ires a m e d ia  

industry  in w h ich  a large num ber o f com peting  voices can b e  heard  by th e  public and  in w hich no one co m p a n y  

is dom inan t. In  th e  language o f m edia law , th is  d iversity is usually called 'p lu rality '. P lurality , p articu larly  in  the  

provision o f  new s and com m ent, im plies a sign ificant n u m b e r o f  broadcasters (rad io  and TV) a n d  new spapers, 

a ll w ith  d is tinct editorial stances designed to  a p p ea l to  'a w id e  varie ty  o f tastes and in terests ', as th e  leg is la tion  

p u ts  it. Baroness Blackstone, introducing w h a t becam e th e  2 0 0 3  Com m unications A ct in to  th e  Lords, said th a t  

o n e  o f th e  m a in  purposes o f the legislation w as 'to  ensure th e  existence o f  a range o f  m ed ia  voices, 

safeguard ing  th e  vibrancy o f dem ocratic d e b a te '. In an O fcom  repo rt o f  2007 , the re g u la to r c o m m e n te d  th a t  

'P a rliam en t considered th a t m edia p lu ra lity  is im p o rta n t fo r  a healthy and  in form ed d em o cra tic  society a n d , 

accordingly , th a t  insufficient m edia p lu ra lity  w o u ld  b e  dangerous because o f th e  ab ility  fo r any person th rough  

c o n tro l o f to o  m uch of th e  m edia to  in fluence opin ions and set th e  political agenda '.** W e  b e lie ve  th a t 

p lu ra lity  is critical not only to  a hea lth y  dem ocracy b u t also to  th e  m ain tenance o f a d ynam ic an d  inn o vative  

econom y.

O v e r  th e  last fe w  decades, governm ent has large ly  w ith d ra w n  fro m  in terven ing  in co rp o ra te  takeovers an d  

ra re ly  co m m ents  on public concerns o ver m onopolies . In a lm o st all cases, it  has handed  a u th o rity  o ver to  th e  

O ffic e  of Fair Trad ing (OFT) and o ther regulators. But, partly  as a result o f th e  efforts o f Lord P u ttnam , th e  

2 0 0 3  Com m unications Act gave back so m e a u th o rity  to  th e  S ecretary o f S ta te  fo r Business o ver th e  buying and  

se lling  o f TV, rad io  and newspaper com panies. Lord P u ttn am  and others convinced th e  g o v ern m e n t o f th e  day  

t h a t  standard com petition  law  did not p rovide a d e q u a te  p ro tec tio n  for m ed ia  d iversity. M ed ia  w as m a d e  a  

sp ec ia l case an d  th e  Secretary o f S la te  fo r Business (V ince C ab le ) has th e  au th ority  to  ask O fcom  to  re p o rt on  

w h e th e r  any takeover w ould  adversely a ffec t th e  deg ree  o f p lu ra lity  in broadcasting o r  in new spapers.

T h is  pov/er w as  used by th e  previous g o vern m en t in 20 07  a f te r  BSkyB had bought 17 .9%  o f th e  shares in ITV. 

O fc o m  re p o rte d  then that 'th e re  m ay n o t be a su ffic ien t p lu ra lity  o f persons w ith  con tro l o f th e  m edia  

en terp rises  serving the UK cross-media aud iences fo r new s..'.*^  If he is so m inded a fte r w eigh ing  O fcom 's  

a d v ic e , M r Cable can order a C om petition  Com m ission investigation  in to  New s Corp's p ro spective  tak eo ve r o f  

OSkyB to assess w lie th er it w ou ld  unacceptably re d u ce  th e  ra n g e  o f view s expressed and  th e  n u m b e r o f  

e n tit le s  providing those views. In fact, a t least as w e  u nd ers tan d  th e  legis lation , he is e n title d  to  question  th e  

p ro p o se d  deal on  the basis th at the transaction  m a y  prospectively  reduce p lura lity  a t som e stage in  th e  fu tu re , 

n o t  ju s t at th e  m om ent th e  deal is co m pleted .

In t h e  detailed  guidance notes from  2 0 0 4  covering h o w  it in te n d e d  to  use th e  unusual au th o rity  to  block a 

n e w s p a p e r or broadcasting takeover, th e  D e p a rtm e n t o f T rad e  and  Industry (now  BIS) co m m en ted  th a t 'it 

w o u ld  be a concern for any one person to  contro l to o  m uch o f  th e  m edia because of th e ir  ab ility  to  in fluence

”  Ofcom 'Foport for the Secretary of State pursuant to Section 44A of the tinlerprlse Act 2002 of British Sky Broadcasting pic's accgulsition 
of 17.9% of shareholding In nv pic, 2?''' April 2007 
'* Of corn IWd, page 21.

19

MOD300015589



For Distribution to CPs

CONPfDtiynAI ORAI'I

opin ions and  contro l th e  agenda'. T he  d o c u m en t also provides som e useful exam ples o f past tra n s a c tio n s  th a t  

w o u ld  have a ttrac te d  th e  DTl's a tte n tio n  u n d e r th e  p lu ra lity  provisions. News t e t te r  is a B elfast p u b lic a tio n  

t h a t  represents th e  view s o f d e te rm in e d  Unionists in N o rth ern  Ireland, The ow ners o f  th e  m o re  m o d e ra te  

Belfast Telegraph tried  to  buy th e  News Letter in  1989 . T h e  guidance notes co m m en t th a t 'th e  m e rg er w o u ld  

(h a v e  led) to  th e  News Letter jo in ing  th e  Belfast Telegraph in th e  m id d le  ground, leading to  a loss o f a 

d is tin ctive  v ie w p o in t in represen ting  Unionist op in ion  in N o rth e rn  Ire la n d '. Sim ilarly, in a 1 9 9 9  p roposa l, th e  

m e rg e r o f tw o  Unionist papers w as th o u g h t to  th re a te n  th e  fu tu re  advertising  revenues o f th e  Irish News, a 

C atho lic  t itle , and  was also blocked because o f  th e  prospective th rea t to  p lura lity  o f  opinions o n  o ffe r. In  o th e r  

w o rd s , th e  g o v ern m e n t is en titled  to  p ro tec t w e a k e r partic ipan ts  in th e  m edia industry against m o re  successful 

a n d  effic ient co m p etito rs  because o f  th e  overw he lm in g  im p o rtan ce  o f  m ain tain ing  th e  d ivers ity  in th e  vo ice s  

reach in g  th e  UK public.

Why the News Corp takeover of BSkyB should be questioned

W h e n  News C orp  announced  th e  proposal to  b uy  th e  re m a in d er o f BSkyB on June 15^'', Chase Carey, N e w s  

C o rp  Chief O p e ra tin g  O fficer, co m m en ted  th a t th e  co m pany did  not 'th in k  th a t this deal w a rra n ts  a p lu ra lity  

re v ie w .'* *  N o  ev idence w as provided. W h a t a re  th e  argum ents  th a t th is  opin ion is unfounded?

O n e  illustra tion  o f how  BSkyB could increase its d om inance y e t fu rth er w as provided  by Sky Telev is ion 's  2 0 0 1  

b id  to  provide ITV's n a tio n a l news services.'® T h e  incum bent p rovider, ITN , ba ttled  successfully to  re ta in  th e  

c o n tra c t and still holds it today. But if Sky had w o n , ITN w o u ld  have h ad  to  d ram atica lly  reduce its costs a n d  

re d u c e  its new s g atlie ring  o perations around th e  w o rld . E ventually  its o th e r m ain custom er, C hannel 4  N ew s, 

w o u ld  probab ly have b een  forced to  gets its m a te ria l fro m  e ls ew h e re  by using e ith e r Sky N ew s o r th e  BBC.”  

F ive sw itched to  Sky New s as its new s provider in 20 0 5 , m e an in g  th a t th e  BBC and Sky News w o u ld  have b e e n  

th e  only tw o  significant n a tion a l news providers in th e  UK. W h e n  the con trac t com es up for re n e w a l in fu tu re  

ye ars , ITV cou ld  decide to  sw itch to  a consortium  led by BSkyB a t any tim e . A lthough it owns 4 0 %  o f ITN , ITN 's  

m o s t recent accounts w e re  heavily qua lified , in p a rt due to  its pension deficit.'®  A duopoly o f TV  news  

providers  in th e  UK is th e re fo re  a realistic fu tu re  scenario. A d uopoly  o f radio new s provision a lread y  exists  

( th e  BBC and BSkyB, see ea rlie r section on news provision),

UK m e rg er la w  is clear th a t th e  proposed New s C orp  purchase o f th e  rem a in ing  shares in BSkyB is o p e n  to  

a.ssessment by regu lato ry  au thorities . By m oving fro m  a position  o f m a te r ia l influence to  one o f  co m p le te  

c o n tro l, News C orp  triggers th e  legal p rocedures fo r  contro l o f  m ergers. Nevertheless, the question  fre q u e n tly  

posed  is w hy d oes  News Corp 's purchase o f th e  rem ain ing  6 0 .9 %  o f BSkyB m ake th e  s ituation  "w orse" th a n  it 

a lre a d y  is to d ay?  News Corp already controls a g re a te r share o f  UK m e d ia  than  it w o u ld  be a llo w ed  to  b y  la w  in  

th e  tw o  o ther geographies w h e re  it is a significant a c to r (th e  US and A ustralia ) and as a result, th e  UK a lre ad y  

has a  higher lev e l o f m edia co n centra tion  than  is th e  case a n y w h e re  else in th e  deve lop ed  w o r ld . The answ er

speaking on tl»e conference call with analysts follovring the announcement of the bid proposal.
“  BSkyB was a partner in the Clwnnel 3 consortium that bid for the ITV nows contract. The other partners were Chrysalis, Ulster Television, 
llloornberg and CBS,
''channeHconfirmed this in a submission to tlie House of Lords Coinmunicalions Committee In 2008.
'T Iio other share holders are Oaity Mail and General Trust (20%), Thomson neuters (20%) and United Business Media (20%). ITN provides 

video content for the website of tlie Dally Mail.
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is th a t if a single e n tity  ow ns all th e  shares In a n o th e r co m p an y  it no  longer needs to  ta k e  th e  financia l 

Interests o f  m inority  investors in to  account. It  can run th e  business In a w ay  th a t m eets th e  s h o rt-te rm  an d  

long -te rm  objectives o f  th e  e n tire  organisation  o r o f any co n s titu e n t part, n o t o f  th e  ex terna l shareh o ld ers  

w h o  curren tly  hold shares in BSkyB. This m ay affo rd  N ew s Corp several im p ortan t o p p o rtu n itie s .

T h e  first is to  com bine in packages products cu rren tly  sep a ra te ly  o ffe re d  by BSkyB and N ew s C o rp  titles. I f  as 

m o o ted  by som e, BSkyB w e re  to  launch a copy o f A pp le 's  hugely successful iPad in 20 11 , en ab lin g  users to  

m o v e  around th e  house w atch ing  TV, brow sing th e  in te rn e t o r reading an on line  n ew spaper, BSkyB's c u rre n t  

8 .5 m  custom ers in th e  UK could be o ffe red  th e  device and  a ra tio n a l expectation  is th a t N ew s In te rn a tio n a l 

papers could b e  provided as part o f  th e  household 's m o n th ly  bill.^® If this happens long-held  re a d e r lo y a lty  to  

title s  such as th e  M irro r, th e  Daily Telegraph and even th e  D aily  M a il could be severely tes ted  w h e n  a 

seem ingly fre e  ed ition  o f th e  Sun and th e  Tim es is sitting  on  th e  ta b le t in th e  kitchen. In o th e r  w ords , re a d e r  

lo y a lty  w ou ld  b e  m easured  by an en tire ly  new  yardstick th a n  prev ious co m p etito r options, such as d iscounting  

o r a  new  su p p lem en t, have ever th ro w n  a t it. As ind icated  ea rlie r, th e  bundling o f a New s C orp n ew sp ap er into  

th e  Sky subscription m ay  m ake  good sense fo r  its ow ners , b u t it could be potentia lly  devasta tin g  to  o th e r  

new spapers and also to  th e  local d is tribu tion  n e tw o rk  th a t sustains current sales.

Second, th e  w idespread  availab ility  o f fast b roadband  is encouraging  th e  rapid convergence o f  press and  

television. Today's new sp ap er w e b  sites contain  increasing n u m b e r o f video clips and ex ten d e d  in te rv iew s . 

O nce the N e w s  Corp purchase has been  co m p le ted , stories fro m  Sky New s w ill presum ably be carried  m o re  

an d  m ore fre q u en tly  on  th e  Sun and th e  T im es w ebsites . Links to  new spaper stories w ill ap p ea r at th e  b o tto m  

o f th e  Sky N ew s screen. L ittle  by little , New s In te rn a tio n a l papers and BSkyB channels, particu larly  Sky N ew s  

m a y  m erge in to  o ne  s trea m  o f fact and opin ion. If this occurred  p lu ra lity  w ill decline, even  if th e  com bined  

organisation  continues to  m ain tain  new sroom s th a t are  n om in a lly  separate.

T h ird , the loss o f th e  in d ep en d en t shareholders w ill a llo w  N ew s Corp g rea ter o p p o rtu n ity  to  in fluence, tac itly  

or o th e rw is e , th e  e d ito ria l coverage o f Sky N ew s and o th e r BSkyB channels. The 20 05  investigation  by th e  

regulators o f  th e  BSkyB purchase o f IW  shares found no ev idence  o f p ro p rie to r in te rven tio n  in Sky News. T he  

presence o f strong in d ep en d en t d irectors o f th e  com pany, m a n y  o f w h o m  have substantial ex terna l 

repu tations , helps p ro tec t the independence and  d iversity  o f w h a t appears on screen, particu larly  on  new s  

program m es. In contrast to  this, th e  M u rd och  fam ily  o p e n ly  adm its  th a t th ey  have an active ro le  a t th e  Sun 

new spaper. O n e  UK reg u la to r concluded in 20 07  th a t 'in  re la tio n  to  th e  Sun, w hilst th e  ed ito r's  decisions on  

n ew s  con ten t and  stance are  generally in d ep en d en tly  ta k e n , th e  e d ito r  also has regular discussions w ith  o th e r  

p arties , including w ith  M r  (R upert) M u rd och  and New s In te rn a tio n a l Executive Chairm an, Les H in to n , on a 

range o f ed ito ria l m a tte rs .' The re p o rt fu rth e r  concluded th a t  bo th  'N ew s In ternational (th e  UK n ew sp ap er  

hold ing  com pany) and N ew s C orporation  are  heavily involved  in decisions a ffecting  th e  c ircu la tion  and  

p ro f itab ility  o f th e ir  n ew sp ap er titles .' The ed itoria l in d ep en d en ce  o f Sky New s could be th re a te n e d  by th e  

lack o f any need to  respond to  outside investors and in d e p e n d e n t d irectors.

”  t  his figure excludes subscribers outside of tlie UK that lake BSkyB products and are Included in their total reported figures. 
' Appendix J of tliQ Competition Commission's report on the 7-006 ptircliase o( ITV shares Iry OSkyU.
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A t th e  tim e o f th e  acquisition  o f The Tim es and The Sunday Tim es, th e  g overnm ent o f the day an d  M r  R u p e rt  

M u rd och  agreed  on th e  creation  o f  an  in d ep en d en t ed ito ria i board  (w ith  m em bers ap p o in ted  b y  News C o rp  

a n d  key aspects o f o p e ra tio n  d e te rm in e d  by N ew s Corp) to  safeguard th e  independence o f th e  ed itors o f  those  

t it le s  from  th e  acknow iedged  danger o f  p ro p rie to r in trus ion . W e  have been  unable to  discover in th e  p u b iic  

re co rd  any specific instances o f this board  considering and resoiving contentious m a tters  o f th e  type envisaged  

in itia iiy .

T h e  com bination  o f N ew s Corp's in te res ts  in th e  UK wiii o f  course iead to  o ther business synergies w h ich  w iil 

a iio w  the organisation to  sustain its ioss-m aking new sp ap er activities fo r longer th an  any o th e r n ew sp ap er  

co m pany in th e  UK. BSkyB is forecast to  very substantiaiiy  increase its cash genera tion  as its h istoric  

inves tm en t cycies in HD an d  b roadband end in 20 1 0 . in ad d itio n , the com bined  e n tity  w iii have th e  

o p p o rtu n ity  to  becom e m o re  tax e ffic ien t.

O f  th e  smaii n u m b e r o f voices raised against th is proposed transaction , fe w  iiave focused on p iu ra iity . M o s t  

h a v e  w orried  instead a b o u t th e  possibiiity  o f Sky N ew s m oving  tow ards m o re  active support o f  rig h t-w ing  

causes. News Corp's US T V  channei Fox News, w ith  its system atic  an ti-iibera i stance, is o ffe re d  as an e x a m p ie  

o f w iia t  m ight happen  in th e  UK. Those w h o  support News Corp 's tak eo ve r o f BSkyB usuaiiy co u n te r this  

con cern  by sta ting  th a t th e  im p artia iity  o f Sky N ew s is g u a ra n te e d  by UK iegisialion th a t  p rohib its  news  

providers from  straying fa r  from  o b jec tive  tru th  in t lie ir  re p o rtin g .

This is not a su fficient response; a lth ou g h  alt th e  new s th a t m akes it on to  the screen m ust be d e a lt w ith  

im partia lly , th e re  is no re q u ire m e n t fo r any particu lar ev en t to  be covered. As im p o rtan tly , th e  deg ree  o f 

im p ortan ce  ascribed to t l ie  e lem ents o f  a new s story is e n tire ly  a m a tte r o f journalistic  ju d g m e n t on TV  as it in 

new spapers. As an illustra tion , repo rtin g  the investigation  in to  th e  U n iversity o f East Anglia c lim a te  em ails , the  

D a ily  M ail's h ead lin e  was 'S ecretive and  unhelp fu l. But sc ien tis t in C lim ategate s to rm  STILL gets his jo b  back'.

By contrast, th e  Ind ep en d en t's  story w as headed "C onsp iracy theories finally laid to  rest' by re p o rt on lea ked  

c lim a te  change em ails'. B o th  headlines a re  in som e sense accu ra te  and im partia l, b u t th e  re a d e r w ou ld  b e  le ft  

w ith  very d iffe re n t im pressions about th e  con ten t o f th e  re p o rt on th e  day after its pub lication .

As O fcom  s ta ted  in its 2 0 0 7  report in to  th e  purchase o f a b lock  o f ITV sitares by BSkyB, 'w e  do n o t consider 

th a t  these (im p artia lity ) regulations address th e  p lu ra lity  concerns raised because th e y  are n o t designed to  

re m o v e  tlie  a b ility  o f broadcasters to  set th e  agenda by se lecting  th e  Issues and events th a t a re  covered in  

n e w s  broadcasting o r by d e term in in g  th e  re la tive im p o rta n c e  given to  each of th ese '. In o th e r w ords, th e  fact 

t h a t  BSkyB is im p artia l in its news coverage is n o t enough b y  itse lf to  m ain tain  th e  p lu ra lity  o f fa c t and op in ion  

reaching  th e  British public. If, for exam ple , it d id  n o t wish to  re p o rt a po ten tia l scandal involving a supportive  

politic ian , it w o u ld  be u n d e r no legal o r regu lato ry  re q u ire m e n t to  do  so. And if it  chose to  co ver a m in or  

in frac tio n  by an antagonistic  M P  w ith  ex trem e severity  and  re p e tit io n , th e re  is also n o  re g u la to ry  com eback  

w hatso ever. P ow erfu l m ed ia  p roprie tors  can exert con s iderab le  in fluence over th e  politics o f a n y  dem ocracy  

a n d  over the choices -- w h e tlie r  political o r econom ic -  ava ilab le  to  and  m ade by consum ers.

n
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S o m e com m entators h ave  been te m p te d  to  conclude th a t th e  w idespread  availab ility  o f  a lte rn a tiv e  new s  

o u tle ts , inciuding biogs an d  o ther o n lin e  sites, protects th e  UK public and its political leaders against th e  excess 

In fluence o f o n e  group. This is a w ea k  a rgu m ent. A  strong dem ocracy requires th e  press an d  TV  to  ho id  

p o w erfu l institu tions to  account an d  to  defend  th e  tru th  against m anipuiation  by th e  unscrupuious. Bloggers  

d o  n o t have th e  resources, financial o r  o therw ise , to  do this. P rinted new spapers and  te lev is ion  news 

program m es stiii p rovide th e  oniy real system atic news gathering  operations in th e  UK and  th e re  is iitt ie  

im m e d ia te  prospect o f th is  changing.

T h e re  is am biguous research  ev idence on th e  e x te n t to  w h ich  new spapers and TV  in fluence vo tin g  during  

eiections. A ithough som e studies h ave  shown th a t  n ew spaper endorsem ents can increase th e  votes g iven to  a 

p a rty , others have  suggested very iim ite d  influence. This is n o t necessariiy im p ortan t. The cruc ia i, and  a im o s l 

unarguab le  fac t is th a t new spapers an d  TV a ffe c t political an d  econom ic life by deciding w hich  stories are  m ost 

im p o rta n t an d  h ow  in fo rm atio n , anaiysis and personaiities a re  portrayed . Iyengar and K inder's p a th b reak in g  

b o o k  News T h a t M a tte rs  sta tes  this ve ry  clearly 'televis ion new s p o w erfu lly  influences w hich p rob lem s v iew ers  

re g a rd  as tiie  m ost se rio us '.*' They go on  to  w r ite  'by prim ing  certain  aspects o f  nationai iife  w iii ie  ignoring  

o tiie rs , teievision news sets th e  te rm s  by w hich  political jud g m en ts  a re  rendered  and political choices m a d e '.

This effect is n o t just seen in te iev ision . Som e suggest t iia t  new spapers are  even m o re  im p o rta n t in pushing  

re ad ers  into seeing som e issues as v ita iiy  im p o rta n t and o thers  as irre levan t. P eter Keiner, th e  pres ident o f  th e  

in te rn ation a l polling co m p an y  YouGov, co m m en ted  th a t 'th e  new s o f new spapers m atters  m u ch  m ore  th a n  

en d orsem en ts '. **

S im ila r Issues app ly  to  coverage by Sky New s a n d /o r  New s Corp's titles o f product launches a n d  pricing  

innovations fro m  co m p etito rs . BSkyB has, fo r exam pie, a v e ry  high ievei o f controi over sports rights. An 

a t te m p t  by a co m p etito r to  launch an a lte rn a tive  offering, o r to  co m p ete  d irectly against its channeis cou ld  be 

im p e d e d  by th e  failure o f th e  New s Corps titles to  publicise th e  availab ility  or pricing o f co m p etin g  services; or 

an y  system atic slant against its co m p etito rs  and  in favour o f en tities  w ith  the N ew s Corp s ta b le  a n d /o r  en tities  

th a t a re  known to  be supportive o f N ew s Corp. M o re  g enera lly , th e  ab ility  o f th e  UK to  c o n tin u e  to  be th e  

E u ro pean  lea d e r in th e  c rea tive  industries depends in part on  en tre p ren eu ria l com panies hav in g  the  

o p p o rtu n ity  to  g e t th e ir products in fro n t o f custom ers. N ew s Corp's dom inance o f subscription TV and  

n a tio n a l new spapers as w e ll as its strong position in book publishing and broadband provision g ive the  

c o m p a n y  the ro le  o f an ex tre m e ly  p o w erfu l g a tekeeper, This w ill en ab le  it  to block or slow d o w n  those  

innovations n o t likely to  b e  com m ercia lly  beneficial to  th e  com pany . As w ell as influencing th e  fu tu re  o f British 

d em ocracy, th e  gradual increase in  th e  p ow er o f News C orp 's UK in teres ts  affects th e  UK's econom ic  

prospects.

T he  sa m e  arg u m e n t also applies to  regu lato ry  contro l. The experien ce  o f th e  past few  years, particu larly  during  

th e  recen t th ree  year O fco m  pay TV  inve.stigation, suggests th a t  regu lating  pow erfu l com panies is now

"  Slianto Iyengar and Donald Kinder, News That Matters: Television and American Opinion, University ol Chicago Press, 1989. (still in 
print)
”  Peter Keliwr rnioted in the Times of 30'" .September 7.009
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ex tra o rd in arily  challenging, expensive and  tim e-consum ing. D esp ite  a w idespread  sense fo r th e  last decade  

th a t BSkyB w as becom ing to o  pow erfu l It has p roved  alm ost Im possible to  In troduce e ffe c tive  regu lation  to  

m a in ta in  a fa ir an d  level m arketp lace . T h e  proposed BSkyB transaction  is liable to  exacerb a te  th e  problem s  

th a t  even  highly skilled regu lators such as O fcom  have in m a in ta in in g  th e  com petitiveness and dynam ism  o f 

th e  UK creative industries. T h e  an tic ipa ted  reduction  a n d /o r  e lim ina tio n  if  O fcom 's pow ers  post a 2 0 1 2 /2 0 1 3  

C om m unications Act should b e  o f  e x tre m e  concern.

BSkyB o ften  contends th a t it  is vu lnerab le  and fa r w ea ker th an  co n tended  by its adversaries. W e  conclude  

d iffe re n tly . In o u r  view , BSkyB has a position o f  a lm ost u ncha llengeab le  strength  and  s ta b ility  in  th e  UK TV  

m a rk e t and N e w s  Corp's sh are  purchase can only strengthen  th is. In N ew s Corp's a n n o u n c e m e n t o f its 

proposal to b uy  BSkyB's shares, it n o te d  th a t th e  benefits  o f th e  deal included 'red u cing  o u r exposure to  

cyclical advertising  r e v e n u e s 'J e r e m y  Darroch, th e  CEO o f BSkyB, n o te d  in last year's  A nnual R eport 'By 

d e liverin g  on o u r  plans and  rem ain ing  focused on custom ers, w e  have th e  po ten tia l to  build  a larger, more 

durable (our italics] business and c rea te  significant value fo r  shareholders'.^'* N o  co m p an y  is im m u n e  fro m  

ch an g e  but BSkyB is o n e  o f  th e  m ost resilient com panies in Brita in . A fte r over 2 0  years o f  o p e ra tio n , th e re  is no  

p rospect, in o u r op in ion, o f  any know n organisation rep lica ting  th e  scale and scope o f BSkyB. N o r is it possible, 

In o u r  opin ion, fo r  th e  h is toric  trends in concentra tion  o f new sp ap er circu la tion  being m a te r ia lly  reversed. W e  

th e re fo re  suggest th a t th e  UK g o vern m en t should take  a p rec au tio n ary  stance on this transaction , 

acknow ledg ing  th a t New s Corp's position  in UK m ed ia  is ve ry  likely to  strengthen  fu rth e r In  th e  decades to  

co m e . This m o m e n t m ay b e  th e  last o p p o rtu n ity  to  arrest th e  con tinued  g ro w th  in th e  in fluence o f one  

co m p an y  over th e  UK m e d ia  industries and over th e  new s an d  opin ion  reaching UK citizens.

BSkyB itself p a in ts  a d iffe re n t p icture o f the fu tu re . It  states th a t  th e  fu tu re  is "u n kno w ab le" and  asserts th a t  

its co m p etito rs  n o w  ch iefly  com prise G oogle and A pp le and o th e r In te rn e t-e n a b le d  m odels. H o w eve r, so fa r  

th e s e  assertions are belied  by th e  evidence o f th e  last decad e: BSkyB's revenues have g ro w n  regardless o f 

g ro w th  in search incom e fo r  Google o r Apple's increased sh are  of consum er e lectronics sales in th e  UK. These  

g lo b a l giants h ave  h ith e rto  m ade no investm ent w h a tso ev er in con ten t, w hereas  BSkyB contro ls , fo r varying  

n u m b e r of ye ars , all UK p ay  TV rights fo r m ajor sports even ts  and for H o llyw ood m ovies. It  is th eo re tica lly  

possible th at th e  policies o f  A pp le and  Google could change in  th e  fu tu re  but, fo r n ow , In te rn e t-e n a b le d  

te lev is ion  o p tio n s  h ave g a th e re d  ve ry  little  traction  in th e  UK.

W ith  circa 72 %  o f  UK households n o w  on b roadband, th e  In te rn e t m arket is reaching g re a te r m a tu rity . 

Evidence suggests th a t In te rn e t v iew ing  o f video has had no im p ac t a t all on th e  ab so lu te  a m o u n t of 

co n vention al lin e a r TV consum ption , w hich  is a t record h is toric  levels. As Chart 12 highlights, o n lin e  video  

co n sum ption  accounted  fo r  2%  o f all m inutes v ie w e d  p er d a y  in D ecem b er 2009 . There  is accord ing ly  no  

m a te r ia l ch a llenge to  BSkyB com ing fro m  th e  In te rn e t space in th e  next five years.

” P r e s s  announcement by News C o r p  of the proposal to buy the remalniler of BSKyB's shares, June 15 2010 
Jnretny Darroch's letter to investors in the BSkyB Annual Report for the financial year 2008-2009.
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Chart 12: UK broadcast and online video consumption, December 2009
{minutes per day)
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B.SkyB i.s a p h e n o m e n a lly  c a p a b le  co m p a n y , in n o v a tiv e  a n d  s till h u n g ry  a f te r  tw e n ty  y e a rs  o f  nea i -ceasele,ss 

g ro w th . I t  c a n  p ro u d ly  lay  c la im  to  b e in g  o n e  o f  th e  be.st m a n a g e d  and  m o s t in n o v a t iv e  c o m p a n ie s  In th e  U K. 

B u t i t  is p re c is e ly  th e s e  c h a ra c te r is tic s  th a t  m a ke  th e  c o m b in a tio n  w ith  N e w s  C o rp 's  s ig n if ic a n t UK n e w s p a p e r 

bus inesses  a p o te n t ia l  th r e a t  to  th e  p o lit ic a l a nd  e c o n o m ic  d ive r.s ity  an d  s tre n g th  o f  vo ice s  in  UK m e d ia . W e  

ca n  b e  c e r ta in  th a t  N ew s C o rp  w i l l  go  o n  to  c o n tro l e v e n  m o re  o f th e  U K 's TV  a n d  n e w s p a p e r b us iness  b y  

w e a r in g  d o w n  a ll th o s e  c o m p a n ie s  th a t  c o m p e te  w ith  it ,  o r  w h ic h  re p re s e n t a th re a t  to  its  d o m in a n c e . T h is  

a p p ro a c h  is  a lso  c le a r ly  m a n ife s te d  in N e w s  C o rp 's  a n d  BSkyB's re a c tio n s  to  a ll re g u la t io n  (e.g. its  re a c t io n s  to  

O fc o m 's  c o n c lu s io n s  in  its  p a y -T V  c o n s u lta t io n ) . The im p a c t w il l  be  to  re d u c e  y e t  fu r th e r  th e  ra n g e  o f  

in fo rm a t io n ,  o p in io n s , m e d ia  an d  o th e r  ch o ice s  fo r  th e  UK p u b lic , as w e ll as to  re d u c e  th e  a b il i ty  o f  re g u la t io n  

to  c o n tro l, o r  c h e c k  th e  in c re a s in g  c o n c e n tra t io n  in  m e d ia  o w n e rs h ip . In  th e  p e r io d  2 0 1 5 -2 0 2 0 , o u r  fo roca .s ts  

in d ic a te  th a t  N e w s  C o rp  w il l  o b ta in  a d o m in a n t p o s it io n  in b o th  UK TV as w e ll as in n e w sp ap e rs .

V in c e  C able , th e  S e c re ta ry  o f  S ta te  fo r  B usiness, has th e  r ig h t u n d e r  th e  te rm s  o f  th e  E n te rp r is e  A c t 2 002  a.s 

a m e n d e d  b y  th e  C o m m u n ic a tio n s  A c t 2 0 0 3  to  m a ke  a d e c is io n  to  ask fo r  fu l l  in v e s tig a t io n  in to  w h e th e r  th e  

p u b lic  in te re s t  is s e rv e d  by N ew s C o rp 's  p u rch a se  o f  th e  re m a in in g  shares o f  BSkyB d u r in g  th e  p e r io d  th a t  th is  

d e a l is b e in g  lo o k e d  a t b y  B russe ls. This m a y  be th e  la s t t im e  th a t  such an in te rv e n t io n  is le g a lly  p o s s ib le  and  

w e  b e lie v e  th a t  M r  C ab le  s h o u ld  ta k e  th is  o p p o r tu n ity .

As m e n t io n e d  e a r lie r  (page  1 1 ), w e  p re d ic t N ew s C o rp 's  sh a re  o f  n a tio n a l n e w s p a p e r c irc u la t io n  w il l  s te a d ily  

in c re a se  f r o m  a b o u t 37%  to d a y  to  a b o ve  40%  by 2 0 1 4 , a ssum ing  th e re  a re  n o  m a te r ia l changes in  te rm s  o f  

m a rk e t s u p p ly . C le a rly , a n a tio n a l t i t le  o r  n a tio n a l t i t le s  o w n e d  b y  o th e r  n e w s p a p e r e n t it ie s  c o u ld  fo ld  in  th a t  

t im e fra m o , w h ic h  w o u ld  im m e d ia te ly  a ffe c t shares. M o re  im p o r ta n t ly ,  h o w e v e r . N ew s C orp  w o u ld  h ave  a 

v a r ie ty  o f  o p t io n s  a t its  d isp o sa l th a t i t  c o u ld  use to  a c c e le ra te  th is  p o s it io n  i f  i t  chose . D is c o u n tin g  t i t le s  is th e
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c3bvious example, and bypassing dislribution channels that support all other media, and the newspaper group 

has a long track record of this approach in the UK. By taking over the remaining shares of Sky, and therefrare 

creating a locus of UK content media from newspapers, TV channels and online media, Mews Corp's UK 

operations could have a substantially greater impact on UK newspaper market shares by shifting the supply 

framework.

Corripetillvely aggressive examples of this approach could include either giving away copies of the Times o r the 

Sun to Sky subscribers, or providing a tablet with access to a range of News Corp content as part of a bioadcjr 

bundle. There is no doubt that strategic initiatives of this nature could lead to a much more rapid decline in 

competitor newspaper circulations, and so grow N ew s Corp's newspaper market share substantially beyond 

40%, and perhaps beyond 50%, by 2014. Magazine publishers already know something about this: Sky 

distributes 7.4m copies eveiy month of its magazine to subscribers of Hs TV services, making Sky the large.$t 

circulation magazine in the UK based on ABC data. There are no monthly TV-centred lifestyle magazines in tlie 

portfolios of traditional newsstand publishers, so the industry is only marginally affected by this, though we 

note that the impact of Sky and supermarket o w n -b ra n d  magazines in aggregate have contributed to some 

general magazine circulation decline in recent years, in our view.

H o w e v e r, f r e e  p r in t  a n d /o r  ta b le t-b a s e d  o n lin e  n e w s  access to  News C orp  t i t le s  w o u ld  be  a m u ch  m o re  direct 

a s s a u lt o n  UK n e w s p a p e r p u b lis h e rs . F u rth e rm o re , i f  such  a s tra te g y  w as la u n c h e d , th e  f lo w  o f  a d v e rt is in g  

re v e n u e s  w o u ld  m ig ra te  a w a y  fro m  c o m p e t ito r  n e w s p a p e rs , n o t  ju s t because  N ew s C oi p t i t le s  w o u ld  h a v e  

g re a te r  m a r k e t sha re , b u t beca u se  th e  g ro u p  c o u ld  o f fe r  a d v e rtis e rs  c ro s s -m e d ia  packages th a t  n o  UK m e d ia  

c o m p e t ito r  c o u ld  e m u la te . The conse q u e n ce s  fo r  m e d ia  c o m p e t ito rs  c o u ld  th e re fo re  be  d e va s ta tin g , a n d  th e  

e f fe c ts  w o u ld  b e  fe l t  w ith in  a re la t iv e ly  s h o r t t im e  fra m e  i f  N ew s C o rp 's  UK o p e ra t io n s  chose  lo  e x p lo it  its  

c o m p e t it iv e  a d v a n ta g e  th ro u g h  a se ries  o f  in it ia t iv e s  such  as th o s e  b r ie f ly  d e s c rib e d  h e re .
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Chart 12: UK broadcast and online video consumption, December 2009
(minutes per day}
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BSkyB i,s a p l ie n o m e n a lly  c a p a b le  c o m p a n y , in n o v a t iv e  a iu l s till lu in g ry  a f te r  tw e n ty  yea rs  o f  nea r-cease le .ss  

R rovvtli. I t  t a t i  p ro u d ly  la y  c la im  to  b e in g  o n e  o f th e  be s t m a n a g e d  a nd  m o s t in n o vd tiv t?  c o m p a n ie s  in  l l i e  UK. 

B u t i t  is p rec i.s ftly  t l ie s e  c h a ra c te r is t ic s  th a t  m a ke  th e  c o m l) in a lio n  w ith  N e w s  C o rp 's  s ig n if ic a n t UK n e w s iia p e i 

bus inesses a p o te n t ia l  t h r w i t  to  th e  p o lit ic a l a n d  e c o n o m ic  d iv e rs ity  a n d  s lre n g t l i  o f  vo ice s  in  UK m e d ia . W e  

can  be  c e r ta in  t l ia t  N e w s  C o rp  w il l  g o  o n  to  c o n tro l e ve n  m o re  o f th e  t lK 's  TV an d  n e w s p a p e r b u s in ess  b y  

w e a rin g  d o w n  a ll th o s e  c o m p a n ie s  th a t  c o m p e te  w ith  i t ,  o r  w h ic h  re p re s e n t a th re a t to  its  d o m in a n c e . T li is  

a p p ro a c li is a ls o  c le a r ly  m a n ife s te d  In  N ew s C o rp ’ .s a n d  BSkyB 's re a c t io n s  to  a ll re g n la lio n  {e.g. its  re a c t io n s  to  

O fc o m 's  c o n c lu s io n s  in  its  p a y  TV  c o n s u lta t io n ) . The im p a c t w il l  be  to  re d u c e  y e t fu r th e r  th e  ra n g e  o f  

in fo rm a t io n ,  o p in io n s ,  m e d ia  a n d  o th e r  ch o ice s  fo r  th e  UK p u b lic , as w e ll as to  re d u c e  th e  a b i l i ty  o f re g u la t io n  

to  c o n tro l, o r  c h e c k  th e  in c re a s in g  c o n c e n tra t io n  in  m e d ia  o w n e rs h ip . In  th e  p e r io d  2 0 1 5 -2 0 2 0 , o u i fo re c a s ts  

in d ic a te  th a t  N e w s  C o rp  w i l l  o b ta in  a d o m in a n t p o s it io n  in  b o th  UK TV as w e ll as in  n e w sp a p e rs .

V in ce  C able, t h e  S e c re ta ry  o f  S ta te  fo r  B usiness, has th e  r ig h t  u n d e r th e  te rm s  o f  th e  E n te rp r is e  A c t 2 0 0 2  as 

a m e n d e d  b y  t h e  C o m m u n ic a tio n s  A c t 2003  to  m a k e  a d e c is io n  to  ask fo r  fu l l  in v e s tig a t io n  in to  w h e th e r  th e  

p u b lic  in te re s t  is s e rv e d  b y  N ew s C o rp 's  p u rch a se  o f th e  re m a in in g  sh a re s  o f  BSkyB d u r in g  th e  p e r io d  th a t  th is  

d e a l is  b e in g  lo o k e d  a t b y  B russe ls . T h is  m a y  b e  th e  las t t im e  th a t  such  a n  in te rv e n t io n  is le g a lly  p o s s ib le  a n d  

w e  b e lie ve  t h a t  M r  C a b le  s h o u ld  ta k e  th is  o p p o r tu n ity .

As m e n t io n e d  e a r l ie r  (p a g e  11), w e  p re d ic t  N e w s  C o rp 's  sh a re  o f  n a t io n a l n e w s p a p e r c irc u la t io n  w i l l  s te a d ily  

inc rease  f r o m  a b o u t  3 7%  to d a y  to  a b o v e  40%  b y  2 014 , a ssu m in g  th e re  a re  n o  m a te r ia l chan g e s  in  te rm s  o f  

m a rk e t s u p p ly . C le a rly , a n a t io n a l t i t le  o r  n a t io n a l t i t le s  o w n e d  b y  o th e r  n e w s p a p e r e n t it ie s  c o u ld  fo ld  In  th a t  

t im e fra m e , w h ic h  w o u ld  im m e d ia te ly  a ffe c t sha res. M o r e  im p o r ta n t ly ,  h o w e v e r . N ew s C o rp  w o u ld  h a v e  a 

v a r ie ty  o f  o p t io n s  a t  its  d is p o s a l th a t  i t  c o u ld  use to  a c c e le ra te  th is  p o s it io n  i f  i t  chose . D is c o u n tin g  t i t le s  is flue
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For Distribution to CPs
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obvious (’X.itnplo, and bypassing dislribulion ciiaiincls Uial suppoil ,ill oHu'i riiedi.i, ami di>- nowspapi t r  loiip 

has a tong track record of tfiis approacli in the  UK. By taking over Uk; iwnaining sliaio:, ul sl.y, .md ihci (>l< no 

creating a locus of UK content media froni newspapers, IV diannels and online medi i. il('vvs ( u ip ' '  UK 

operations could liave a substantially e rea le r  impact on UK nmvspapei' mai ket shares by shilling (he s iip |j |y  

framev/ork.

Competitively aggressive examples of tills approach could include cither giving away copies of the l im e s  o r  tin; 

Sun to Sky subscribers, or providing a tablet with accc'ss to  a range of News Coi |) content as p ad  of a hi oad(>i 

bundle. There; is no doubt that strategic initiatives ol this n a tu ie  could lead to a inud i more rapid decline in 

cornpetlloi new spaper  circulations, and  so gi ow News Coi p's newspaper market share suhstantially boyorid 

40%, and  (rerhaps beyond 50%, by 2014, IVlagfKine publishers already know somelkiing about this: Sky 

distributes / ,4 rn  copies every month  of its magazine to stibscrthei s of its TV services, making Sky thr> lar ges t  

cir culation magazine in the  UK based on ABC data.  I hero are no monthly TV centr ed  lifestyle magai'iries in the 

portfolios of fraditional newesstand pirblrsherss, so the industry is only marginally affected by this; (hough w e  

n o te  that the  impact of Sky and supermar'ket own brand magazines in aggregate have confrihirled to s o m e  

general m agazine drcula lton decline in recent yeatss, in oui view.

However, f ree  |ji1iil and/or  tab le td iased  online new s access to  News Coi p titles would bo a much mor e dir (;d 

assault on  UK iiewspa|jer  publisher s, kui therrnoro, il such a strategy was lairnched, tire Now of adverlisfttg 

I 'evenues w ou ld  migrate away from com peti tor  nowspapras, not jirst because News Coip titles would havi* 

g rea ter  m a rk e t  share, hut because the; group coirld offer advertiser s cr oss nit;dia packages llirtl no UK merlia 

com peti to r  cturkl emulate. The consequences for media compelrtors could Tlierefore he dovaslatrng, an d  the  

eflecTs woirld Ire lell within a relatively short tim e fittme if Now.s Corp's UK o |je ia t ions cho.se to  exploit its 

com peti tive ad v a n ta g e  through a ser ies of initiativos such as those briefly described hinr?.
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