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The Sky News enterprise will be transferred to a new company (NewCo), which will pursue is o
business of news provision. NewCo will be esiablished as a separate publicly traded legal enti

legal
with corporate governance arrangemenits reflecting those of Sky. As explained below, this provi
a clear-cut and siructural remedy which can be implemented unilaterally by News based on ai 1
In fact the UIL is akin to an upfront remedy which does not require that a compstition auth
subsequently approve a suitable purchaser. [1 is therefore more clear-cui than a number of
structural remcdms that are commanly accepted by regulatory author

3.

Spin-offs which are comparable to the one proposed commonly take place in the conlext of hu
restructurings. Relevant examples in similar sectors include Tuns Warner's spin-ofl of A
Tyme Warner Cable, Liberty Media's spin-off of DirectTV, Cablevisioa Systems Corp's pmy
spin off Rainbow Media and Sara Lee's proposed spin-off. Cable and Wireless also split in
separate companies lost ycar.

-

{
U9illl

Indeed we would note that Sky itself was, prior to its listing in 1994, a wholly owned su
News which founded Sky {and which established its Sky News div mon) The corporate governan
provisions that News is proposing for Newf o replicate SKy's governance structure as a ¢om 2
Tisted on the London Stock Exchange with a premium [isting. The voting arrangemenis which re 0.
News' ability o vote its shares to 37. ‘,M M Sky's voting share capital have been in placs «ir
September 2005. Neither News nor Sky are new to establishing the proposed corporate struciurs
MewCo that is simply designed to replicate 1}1 existing degree of independence of Sky.

By preserving the pre-Transaction position in relation to news provisicn
would uﬂequnoca]ify preserve a sufficient degice of media plurality in the {1K

24 %
e U

The remainder of this response deals with the specific questions raise

|53

. Revenue and costs for NewCo

2.1 Over what period are the revenue streams to Sky News likely to build up? Slide 8 sia
'‘NewCo will be profitable from day one’ but a comment ia the meeting suggested
ihe Incurme may not be immediately in place?

We aftach as Annex 1 a preseniztion prm.f g further d:

costs. References to slides iz the resp:
at Anpex 1.

(A%
[S]

Please clarify how the eost and revenue projections that are detailed in the
presentation (slides 9 to 14) have been estimated in more detail. Specifically. sapp
by evidence:

2.2.1  where comparative figures are available, pleas
and revenue figures for the histarie perform
years;

Please refer to slides 4 — 17, which provide detailed actual cost and revenue ﬁgu'us fo
cost and revenue category. The slides provide three years prior to projections : for f
(latest forecast), FY2010 {actual) and FY2008 { actuai‘,,

[av]

0012561-0000367 £0:133383127.8
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Note that Sky News has not historically received a carriage fee for DTH distribution.
222  please provide details for the calculation of the carriage deal revenue;

Please referto slides 5 — 7.

2.2.3  please provide details of any charges to Sky News that will be renegotiated over
the 10- year period;

All charges from Sky to NewCo will be governed by contracts, with no scope to renegotiate
charges except following the term or with the consent of both parties.

It is currently intended that only the following agreements will have a duration of less than
ten years and will require renegotiation:

» the ad sales agreement;
¢ the broadcast operations and creative services agreement.

There are several UK providers of each of these services, and the shorter duration will
enablc NewCo to tender for the renewal of this contract should it wish to do so.

2.2.4 please provide a detailed breakdown of last year's syndication and advertising
revenue by component and compare this with previous years;

Please refer to slides 8 - 10,

225 where some revenue or charges would be newly created by the creation of
NewCo, please advise the detailed basis for the calculation;

Please refer to slides 5 — 7 (newly created subscription revenues from the Sky carriage
agreement). 8 — 9 (commission and sales margin associated with Sky acting as a sales house
for Sky Advertising and Sponsorship), 13 — 14 (incrementa) costs to NewCo of being a
public company, and margin on supply of services from Sky), 15— 16 (margin on supply of
technical and broadcast services from Sky), and 17 (brand license, and incremental
marketing costs associated with being an independent news channal).

2.2.6 please provide 2 more detailed breakdown of cests by category, comparing
actuaal and projected costs;

Please referto slides 11 — 17.

227  if some of the actual or projected costs relate to intra-company charges, please
explain the nature of the charges and the methodology for determining their
size. How will these charges be determined in the future?; ]

The actual and projected costs where an intra-company charge or atlocation has been used
are:

0012561-0000367 CO:13383197.6 3
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2.2.8 where services are provided by Sky, have Sky agreed the bases for the
projected coats? YWho would be the ¢ ppropriate contact in Sky to evuiirm

ap
s

eosts Trom their perspseti

{'he basis &or projecied costs have been "’iaCL ssed with Skv. In general, supply contr

or FY2011 on 2 cost "t’us oa meh the cost fixed and thereaft
nhy ation for CPL Sky will theretore bear the risk of increased cost. -

e reward of cost savings, and NewCo will be protected fom these posa’

Sky can be contacted via its

2.2.9 what propostion of the revenuc a
Corp through its owner

s of NewCo; this will be a
5 on wi ﬁd‘x il would proposs

board, New

carriage agresmsnt 1o Nf-;-wa,.o.

f'ha basis for determining co::t’s to be ¢
lews/Sky and NewCo have been indica

; for NewCo

3.1 Slide 14 identifies evenis that T
income or :;.m'w\s‘*d costs. Please qum:z tify and explain uhﬂ' evemis

clarify the period over which the 5 per cent inflation as ssumpiion {5 made,

with a deser

ad an auﬁw tioa of the likelihood, in
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53 From a financial perspective; what circumstances could riska shortfall in income 0T a0
increase in costs of £1m or more O¥ET the projected peviod and how big is the risk? We
note that five ilems are identified in your slide 14.

Please refer to shides 21 — 23, which setout what News regards as being five key risks. Mote that the
impact of these is substantially higher than £1m per anmum.

Financial stroginre of NewCo - balance sheet perspective

4.1 Plegse clarify e expected balanes sheet structure for NewCowheo it is Tlosled on
ATML

Please refer to stids [9.

4.2 In the meeting, an initial each injection of £ -l.é'as mentionad, bat this did nol seem
+p affect shareholders funds. Wonld the cash be provided as a loan oF 83 A7 initial
capiial injsctioa?

This would be provided as 2 capital injsction a3 patt of the business transfer befors epin-off.

4.3 How would MewCo’s balance sheet structure 2.g. asset TESDUTLES provide support for
any loans NewCo chose f0 raise?

Should NewCo's directors take the decision to raise debt, they may choose 1o sseure this against
specific balance shest assets, of aganst the company as 2 whole and henee its very stable and
predictable revenue stream. It is likely that the latter would support higher levels of debt, should it be
required. Please note that the business plan does not require any debt, and projects veTy 5T0DZ ievels
of cash generation.

1 ong term viabitity of NewCa — the carriage agreement

5.4 Please provide evidence, by reference fo equivalent examples, of why a 10 year sarriage
agresment will be of sufficient duration for NewCo o be said to be viable in the long

RETIN,

For any information/know-how based business, a 10 year agreement would represent an unusuaily
long term agreement (please also see response 5.4 belowl. An agreement of sneh duration offers a

3

significant long teym revenus ZUATANIEE.

Most broadcasters operate in circumstances where their maip TSvenue szsams are secured for
periods significantly shorter than 10 years. Even the BBC, which is mainly funded tiwough the
leence fes, continues 1o operate in cireumstances where ifs funding is agreed bY the LGipverament for
a shorter perivd than this (six years).

(in the hasis of the carriage agresment. a business plan that ensures viability for such 2 long period
s[time is most cerfainly, long-term and goes nevond whatis standard practice.

’

8.2 Please provide relevant evidemee 0B the comparability of the oyerall value of the
envisaged carviage foe agreement, relative in indnstry narms.

There is no relevan comparator in the UK as the only other 24 hour news channel is BBC News
which is part of the BBC and mainiy funded by the licence fiee.

o

12551-0000367 £0:13382187.6
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Sky has always taken the view that the provision of Sky News (a high quality, Sky-branded news
service) is an important part of its offering. It is on that basis that Sky has invested in Sky News
over the last two decades and continues to fund the approximately £]JJJJJJll nct cost after
advertising and syndication revenues of providing the channel.

In these circumstances, the terms offered by Sky to Sky News post spin-off will reflect the continued
importance of Sky News as part of Sky's offering to its subscribers.

53 Pleasc explain the assumptions for the pspm fees (scc slide 11). How does this break
down in expected real terms between basic, FID [N ver the
years projected? How does this compare with other third party channel deals you have
entered?

Please sce slide 5 in Annex 1.

5.4 Please provide details of the lengths of the carriage agreements that Sky currcatly has
with other providers (see slide 18), including the three longest duration carriage
agreements.

News believes that, typically, carnage agreements would last between 3 and 5 years. News is unabie
to provide specific Sky carriage agreements.

5.5 Please explain how NewCo's business model, viability and commercial position would
be impacted by an expiry of the 10 year carriage agreement. In particular, whether the
finite nature of the carriage agreement would:

551 affect NewCa's ability to attract and retain talent;

News believes that NewCo, as an independent company with long term committed revenues, would

be an attractive draw for talent in this sector. NewCo will enjoy greater stability/predictability in key
eloments of ite revenue stream and over a longer time period than any other TV news provider, and

will have commercial and editorial freedom to develop its business and offerings.
Indeed, it might be considered that the position of NewCo as an employer will be more stable under

the proposed structure Uian it is at preseut s a divisiou uf 3ky, which docs net gencrate profits as a
stand alome business and which could be closed or scaled back, if this was decided by the board of

Sky.
5.5.2 impact on NewCo's borrowing ability; and

News does not foresee any need for NewCo to borrow to finance its activities. The business plan for
NewCo predicts cash generation of £l over the next decade.

0012561-0000367 CO:13383107.6 6
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1§ NewCo, as an independent profit maximising entity. wished to borrow, for example to expand its
offerings, i1 should be possible for {t 5o borrow sgainst its revenue streams (e.g. new camiage
agreement, advertising).

5.5.3 optherwise impact on NewCo's ability to develop and expand its business.

As indicaled in the responss to guestion 5.5.2 abowve, NewCo should be in a comparatively strong
position to invest and expand its activities if it wished to do so. In fact its sirong balance sheet
position would make it one of the mos! resifient zore provider of news.

MNews would emphasise bowever that the key question to be addressed by the UIL is the mainienance
of Sky News as a distinct and viable seoadoast news voice contributing to media plurality, NOT its
aility 1o develop and expand heyond its cors news provision business.

n responding to the guestions in this parezraph 8.5, plesse explain why NewCo's
position under the UM would be 23 31ToBg 25 its curreat position within Sky,

Ses abovs.

5.6 What would be the impact for NewCo of Sky developing an alternative supplier of
news programming during the carsiage agreement?

Neither News nor Sky has any curreni plans to develop an alternative supplier of news. News
anticipetes that the revenue stream commitis | to Sky News under the carriage agreement will ensure
that Sky News continues to provide 1o ¥ky & quality Sky-branded news service which Sky will be
able to offar to its subscribers and wiil replace Sky's direct investment in news production. Given
the level of investment that Sky (under News' full ownership) will continue to commit to Sky News
nnder the carriage agreement, Sky would not have an incentive 1o provide a service in competition
with Sky News.

In any event, if Sky or News found &t m heir interest to establish an additional news service
{sornething which they have been in & position to do irmespective o7 the Transaction) this would add a
voice to the media landscape thersby contributing to overall plurality.

2.7 Please specify precisely what would constitute 2 'material breach’ of the carriage
agreement (puragraph 4.4(i) uf the UIL and slide 18).

]

A typical carriage agreement between Sky and a third party would coniain provisions enabling Sky
to terminate the agreement:

» inthe event of a material breach of 8 warranty or other obligation under the agreement which 15
not remedied (if capable of remecy) within 30 (thirty) days of receipt ol a written notics;

= in the event that the other party loses s ficenscs, becomes insolvent, enters administration,
ceasos oF threatens to cease Lo carry on business of is unable to pay iis debts.

The concept of material hreach would. in patticuler. ieically be linked to commitments relating to
the nature and quality of the chaunel io be provided to Sky. These commitments would cover issues

such as:
(i The description of the channgl;
{n) The branding of the channsl.

o

7012551-0000367 CO:13383197 €
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(iii)  Transmission hours;
(iv)  Programming commitments, including minimum expenditure in news content;

™ Quality assurance, including commitments by the channel provider to retain the overal!
quality and appeal of the channel.

These commitments will not cover editorial content.

5.8 How will any requirements for farther supply of Sky News, e.g. to new media channsls,
be agreed? Are any additional requirements to be included in the contractnal
arrangements?

The initial carriage agreement between Sky and NewCo will cover the supply by Sky to its
subscribers by any transmission means and to any transmission device. Any other form of
distribution by Sky would require a further negotiation between Sky and NewCo.

NewCo will be free to licence its content to new media platforms if it chooses to do

NewCo will also grant Sky an exclusive wholesale right to distribute tablet apps (including apps for
iPad and Galaxy tablets and smartphones) in the UK. NewCo will retain the right to distribute tablct
apps direct to consumers and to licence distributors outside of the UK.

6. Brand licensing agreement
6.1 Please provide the brand licensing agreement with Sky Deutschland (see slide 19).
Please find attached at Annex 2 a copy of the requested agreement.
The agreement with NewCo in relation 10 Sky News is to be based on this agreement.

NewCo will receive a licence of the Sky brand for use in a manner consistent with the pre-
Transaction activities of Sky News.

6.2 Please explain why the brand licensing agreement is structured in a 7 year + 7 year + 3
year format given the carriage agreement is for 10 years (see paragraph 4.5 of the
UIL).

In relation to the brand licence, News has chosen to replicate the 7 year + 7 year + 3 year structurc 2s
this was arrived at following arms' length negotiations between Sky and Sky Deutschland (a listed
German associate in which News has a 49% equity interest). The agreement was approved by Sky's
Audit Committee comprising independent non-executive directors of Sky, as well as the supervisory
board of Sky Deutschland which has a majority of independent directors.

News was therefore confident that this agreement would provide NewCo with a sufficient degree of
certainty over its continued ability to use its current brand identity, further enhancing the long term
viability of the NewCo business.

53 Ploase specify what would constitutc a 'matcrial breach' of the brand licensing

agreement (paragraph 4.6(iii) of the UIL and page 19 of the presentation).

News expects that any brand licence agreement would contain clause similar to clause 6.1 of the Sky
Deutschland Trade Mark Ilcensing agreement contained in Annex 2 above.

0012561-0000367 CO:13383197.6 8
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anil

A4 What specific terms in the brand licensing agreement wounld allow eosts to inereast
will nuy polential increase be capped?
{he brand Si"ensmg agreement will be offered in exchangs for =4 he revenues of Me L o

T}

wre will be no cap o the fee but the direct link between the I=e and NewCo's fine.is
pertormance de-risks Newl o's business plan.

Existing contracts relating to Sky MNews

de a full list of 1hmﬂ party consents that are required in relatior
Co (see 'ﬂ‘ﬂw 1 ‘7} Piﬂas“ also cam\:ﬁrm the third party

(iven that this section 7 is headed "Existing coniracts refating to Sky News”, News focusss here on
the p»vsmmw under contracts between Sky and third parties. Furﬂ er ‘nformation on the transfer of
siaff, assets and licences to New(o is prrmd@d in respanse to question 3.3 below.

A table showing the legal position on third party consents required under agreemenis between Sky
and third parties is set out at Amnex 3. This is not an exhaustive list at this stags.

Carriage ggresiments with thind partiss

L= H

Is
other Sky channels/services. Of these agreements, only the agresment with Virgin Media generates
rial revenues.

age agreements bstween Sky and third parties for the supply of news content also cover

ransfer of the benefit and burden of the relevant agreements from Sky to NewCo, will
ntially reguire that either: (i) subjact to any relevant third party consents, %‘\} enters into a back
1o ba n.,k agreem <h NewCo for the supply of the Sky News service; or (ii) NewCo enters info 2
new agresment with i’ *@nev'ugt third party covering OLh the bkv News service. It is likely that
some of these agreements will require third ,.)a while others will nol. We have
sumnmarized the position as eurrently understood in

tha

{it) DTT capacity

(iii} Channel 5 and IRN contracts

e Clantoasts Pardhn dionlv of ot Slv Mevra/ts .
{iy) Contracts for thie supply o1 content to Ay | ews/tixed newsgathering

e majurity ol th of fixed newsgathering services o Sky
Sl g W1 > WD Y

s
£
s;nsmm-;ls n “dd\ ion to S}:}: }ew& Iransfer of these enntracts wr.uir: also reqguire

Mews cover Sky

: consent of the relevant third parties.
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The most likely solution is that these contracts would be split with Sky and NewCo entering into
new agreements with the relevant news services. News does not see any reason why this should not
be achievable.

7.2 Please confirm what is meant hy 'the henefit and hurden of all or substantially all
contracts to which Sky News is party associated with fixed newsgathering' in
paragraph 4.2(iv) of the UIL.

The contracts in question are for the supply of content/services to Sky News by organisations such as
Reuters, the Press Association and Getty.

73 Please provide the length and remaining duration of each of the contracts listed in
paragraph 4.2 of the undertakings.

See Annex 3.

7.4 Please explain how the expiry of the existing capacity agreement with Arqiva in respect
of the broadcast of Sky News on Freeview will impact upon the business of NewCo
(para 4.2 (ii) UIL).

As explained briefly at paragraph 7.1 above, the Freeview slot currently allocated to Sky News is
allocated to Sky by Arqiva under an agreement which will terminate in]JJJJJJj At that point Sky will
need to negotiate a new agreement with Argiva for access to DTT capacity and will pay the
commercial going rate for DTT capacity. Sky News will be in a similar position to Sky and will
need to negotiate a new agreement with Arqiva on commercial terms.

Sky's internal cost projections as to the likely cost of this capacity in [JJlllhave been factored into
the busincss plan of Sky Nows.

8. Operational agreements

8.1 Please provide details of the staff currently engaged principally in the Sky News
business who will not transfer to NewCo (paragraph 4.1(ii) of the UIL).

TUPE will operate to transfer staff employed in the Sky News business to NewCo in any ¢vent.

News envisages that the staff principally engaged in the Sky News business will be transferred to
NewCo by operation of law.

8.2 Please comment on the absence of a non-solicitation obligation in relation to the staff
transferred to Sky News.

(Given that neither SKy nor News will be a direct competitor of the spun-ott Sky News business and
given that Sky will continue to have a vested interest in the continued provision of quality output
from Sky News, News does not see that a non-solicitation obligation makes sense in this cantext.

0012561-0000367 CO:13383197.6 10



STRICTLY CONFIDENTIAL
CONTAINS BUSINESS SECRETS

8.3  Please explain which assets (including personnel, licences, contracts etc.) of the Sky
News business will not be transferred to NewCo (paragraph 4.1G) of the UIL).

)] Personnel

As explained in 8.1 sbuvy, the personns of Sky News will transfor to NewCo by the operation of
law,

News has also committed specifically to procuring that key editorial staff, including the positions of
head of Sky News, the Executive Editor of Sky News and head of newsgathering at Sky News will

be transferred to NewCo.
(i) Tangible assets

Tt is intended that all tangible assets located in the existing Sky News building and other facilities
used by Sky News for newsgathering would transfer to NewCo.

The two main exceptions to this principle are:

e The land and buildings at Osterley currently used by Sky News which will be offered to Sky
Ncws on a long term lease.

o Shared technical facilities such as data networks, transponder capacity, transmission and
uplink and play out facilities. Sky will provide access to the relevant facilities under 2
service contract to the extent required by NewCo.

(iii)  Licences

Sky News operates under two satellite and cable broadcast licences, 1LUS License 402 (SD) and
TLCS Licence 264 (HD). News anticipates that these licences will be transferred to NewCo (subject
to Ofcom consent).

Ofcom's policy is to consent t0 a transfer/the granting of a licence where it is satisfied that the
proposed transferee can comply with the conditions of the licence (e.g. the payment of licence fees
and compliance with programme and advertising standards). News anticipates such consents will be
scoured promptly.

NewCo will also need to apply for new Digital Television Programme Service licence for DTT
transmission {as Sky's existing licence also covers Sky 3, Sky3+! and Challenge and so cannot be
directly transferred). News anticipates that 1slevant licences will be scourcd promptly.

There may also be other statutory licences/other authorisations, for example in relation to the use of
spectrum for wireless equipment in and out of the studio, as well as for the transmission of signals
via satellite from the various outside broadcast trucks, News anticipates that the required new
licences or authorisations will be secured promptly.

84 Please comment on what is meant by 'Arrangements will also be made for NewCo to
have the use of assets which are not used exclusively in the Sky News business on

norma) market terms if so requested by NewCo' (paragraph 4.1(i) of the UIL).
Specifically:

8.4.1 what assets are envisaged and how extensive are they?

0012561-0000387 CO:13383197.6 11
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This was intended to refer to the shared fechnical facilities such as data networks, transponis
capacity, ransmission, and uplink and play out facilitics 1efenied W in the response to question *
plus other facilities and services to which MewCo might require aceess while continuing to ys: ih
Osterley site.

Sky wiit offer 10 NewCo:

s A site support services agresment under which Sky will provide. w.ong other thiig
canteen/food services, computer/IT serviges, finence sysien, phone sevvices. heating, lightin.
security and cleaning, if required by NewCo.

2 A broadeast and technical services agreement under which Sky will provide, among other iling.
serviees in respect of oty facilities such 22 the Astra transponder, uplink and piayout s=r vice
transponder sapacity for international feeds, land-lines for feeds b 10 Sky, saiellite capacns
feeds in to Sky, card agreements ailowing zlwd parties taking content from Sky News to aceen
Sky's signal.

»  ther 1P based support services.

To the extent needed by NewCo, Sky will also continus to make available additional services
are in any event available on the open market, including:

a  broadeast operations (technical staff, e.g. camera operators)
e creative services {design specialists)
84,2 how are 'nermal mariet terms’ to be agreed?

News' current intention is that the price paid by NewCe would represent the cosi o Sky of providic,
the services plus ‘-E argin.

This reflects normal commercial prostics in sefting up servies arrangements bebween <o
compsanies.

8.4.3 what is the position in the event that terms could not be agreed?
These agreements would be in place at the time of the spin-off of Sky News.

NewCo would in any event be free to source servicss from thirg pamgs onece its initial seivi
agreements with Sky have expired it it chose to do so or subject 1o carly termination p*nwsm g1

1

agreed in the relevant contraets, This will also give NewCo the ability to market test the terins > i
offered by Sky.

Sky has successfully negotiated similar broadeast and technical services agresmenis with o
variety of third parties who provide content to Sky.

8.5 Please explain what wonld happen in the event that Sky and TenCo wers unable 10
agree operational agreements ax detailed on page 20 of the pfﬁ‘:emaﬁ and paragrapl
Blofthe L1L,

Mewlo would be fres to sourse services from third parties oncs its initial service agreemeuis <!

Sky have sxpired if it chose to do so or subject to ear iy termination provisions to be agresd 10 1l

relevant contracts. This will also give NewCo the ability to market iest the terms Deing oftersd 7

Sky.

00125861-0000387 CO13383197.8 12
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8.6 Please explain how, in practical terms, NewCo will be independently viable given its
physical proximity to Sky (in terms of the lease of the Sky News land and buildings)

The existing Sky News site, while forming part of Sky's broader Osterley site, is physically separated
from Sky's other buildings and facilities.

Shareholding structure in NewCo

9.1 Please explain what you believe would be likely to happen to the sharcholder profile of
NewCo once it was admitted to trading.

9.1.1 Would the existing shareholders of Sky wish to retain shares in NewCo?

As with any demerger News would expect some movement in the share register with some holders
seeking to dispose of their holdings and others wishing to increase their exposure.

For example, UK index tracking funds are very likely to sell their positions as AIM traded stock is
not eligible for the FTSE All Share. Private/retail investors and institutions with a dedicated small
cap focus are likely to increase their positions.

Attached is a table showing the leading investors in the FTSE and ATM:

(Source: Citywatch)

9,12 What could the impact be on NewCo of a large number of its shares changing
hands soon after admission to trading?

It might well be the case that a reasonably significant proportion of NewCo shares would change
hands once such shares are publicly traded. Regardless of the identity of its sharsholders, this wouid
have no impact on the continued operation or viability of NewCo as a media enterprise.
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So long as NewCo continues to operate as a business and to produce a broadcast news channel which
contributes to media plurality, News does not consider that this will have any impact on the issues to
be considered by the Secretary of State when addressing the PIC.

News is not aware of any evidence that a large turnover of shares will have any eifect on a newly
listed company. It is common for elevated levels of volume immediately after an IPO, demerger or
other corporate action before reverting to ‘normal’ levels of activity.

Below are some charts which show this irend in precedent demergers of similar size in the UK
market.
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9.2 Please provide the investment bank opinion confirming NewCo would be appropriate

190,

for admission to trading on ATM (referred to in slide 25).

See Anmnex 4.

9.3 Please explain what legal form the voting restriction in paragraph 3.1() of the UIL
would take, other than the restriction in the UIL.

We attach in Annex 5 copies of the voting agreement which News has entered into with Sky
restricting its ability to vote its shares in general meetings of Sky to 37.19% of Sky's share capital
except in certain defined circumstances. It is envisaged that News would enter into 2 similar
agreement with NewCo to take effect on the admission to trading of NewCo's shares on AIM.

Governance of NewCo

Please explain what protection there would be against NewCo amending the
protections detailed in page 21 of the presentation intended to be built into its Articles
of Association (so as to provide superior corporate governance protections to those
required by an AIM listing). (Note: NewCo would not be a signatory to the UIL).

10.1

Any amendments to NewCo's Articles of Association would require the approval of NewCo's
ordinary shareholders in general meeting by the passing of a special resolution (which would require
75% of those shareholders who attend and vote at the meeting to vote in favour of the change).

Post-Transaction News will be able to exercise only 37.19% of the voting rights attaching to NewCo
ordinary shares.

Please comment on how the board of NewCo would be determined and appointed.
Please confirm whether NC or Sky would have any representatives on the board.

10.2

As set out in the UIL, the corporate governance structure of NewCo will be established to
substantially replicate the effects of the existing corporate governance structurs of Sky, in particular
a majority of the board of NewCo will comprise non-executive directors determined by the board to
be independent.
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As is presently the case with Sky, a minority of the board of NewCo will be News representatives,
consistent with News' position as a 39.14% shareholder and News will have no entrenched right to
board representation (again, as is presently the case with Sky).

Individual directors are appointed by the NewCo board or by shareholders at general meetings. The
Corporate Governance and Nominations Committee makes recommendations to the full board which
will in turn then appoint any relevant director having regard to those recommendations (in line with
Sky's current practice). Any director appointed by the Board is required to stand for re-election by
shareholders at the following Annual General Meeting.

11. Implementation of the UIL

11.1  Please explain why a 9 month period would be required in the event that the
transaction is not recommended to effect the spin-off of Sky News into a publicly
traded company (paragraph 2.1 of the UIL and slide 23). Please explain whether, and if
so, why, this is the shortest time that is feasible.

Timing has been designed to ensure a reasonable period for News to achieve the steps which are
required to be carried out to comply with the undertakings.

In particular, if the offer is not recommended, News may not be able to obtain board control of Sky
immediately after it acquires a majority of the share capital of Sky. Once News acquires such a
majority, News would follow the Companies Act 2006 procedure of requisitioning a general meeting
of Sky to remove these directors and appoint others in their place. This could take up to two months
to implement.

At that point News would proceed with the transfer of assets to NewCo and the entry into the
relevant agreements as well as preparation of the necessary documentation for NewCo's listing on
AIM. It is estimated that this could take between two and three months to implement.

Following this a general meeting of Sky would be convened to approve the dividend in specie to
Sky's shareholders enabling the listing on AIM to proceed.

News will effect the spin off as soon as reasonably practicable but News believes that in these
circumstances it would be reasonable for the UIL to allow a period of nine months to effect these
arrangements.

112  Please explain why, in the event that the transaction is not recommended, no interim
protection would be required for the period pending 'spin-off’ of Sky News.

As noted above, the UIL are designed to remedy, mitigate or prevent a potential concern in relation
to media plurality, not in relation to competition. In media plurality cases (unlike cases that have
competition focus) there is no risk that a short period of single ownership that is clearly a step
towards the maintenance of the status quo may irremediably damage plurality (as may but not
necessarily be the case for competition cases). Continued ownership/control of Sky News for an
interim period of less than a year, pending spin-off of that business, would not eliminate or weaken
Sky News as a distinct broadcast voice contributing to media plurality in the UK.

On that basis there is no need to provide for interim protection. Ofcom acknowledged that there is,
in any event, a culture of independence within broadcast news, this internal plurality will provide a
more than sufficient safeguard of the ongoing independence on Sky News in the interim period.

Moreover, News will not be competing with NewCo post spin-off so there can be no concern that it
would attempt to use an interim period to inflict long-term damage upon the Sky News business.
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Indeed, as a key supplier of news services to the Sky platform post spin-off, News has every
commercial incentive to ensure that the Sky News business is protected and maintained throughout
any possible interim period.

12. News' future acquisition of shares in NewCo

12.1  Please explain why the fact that farther acquisition of shares by News would be subject
to the takeover code and could lead to a 'relevant merger situation' (slide 24) means
that a non-reacquisition clause is not required to be included in the UIL. In providing
your answer, please explain why the standard provision in OFT undertakings in lien
does not, in your view, apply in this situation.

As a UK ple, NewCo will be subject to the Takeover Code. News' level of shareholding in NewCo
will be such that any further acquisition of shares by News in NewCo will trigger a mandatory bid
under the Takeover Code.

As a consequence, any further acquisition of shares would lead to a "relevant merger situation” with
consequent statutory regulatory approvals under the Enterprise Act.

The proposed UIL seeks to preserve the status quo including all the regulatory protections provided
for by the Enterprise Act. An outright ban on future acquisitions of shares would be unnecessary
and would go beyond what is necessary to protect the sufficiency of plurality creating a
discriminatory and unjustifiable regulatory asymmetry against News. This case must be
distinguished from the ordinary example of a merger where there is a competition issue for two
reasons: (i) News already has a 39.14% shareholding in Sky; and (ii) there would be no competition
issue raised by Transaction so that protections ordinarily needed to preserve the commercial freedom
of a fully independent competing business need not apply.

As such, any further restriction on subsequent acquisitions by News of NewCo shares would be
redundant and not necessary to ensure the sufficiency of plurality of media enterprises.

13. Monitoring

13.1  Please explain your view that the structure of NewCo, and the obligations imposed on
it, would reduce the monitoring burden on the OFT in terms of compliance with the
UIL.

The UIL provide a structural solution to the plurality concerns identified by Ofcom in its Report.
NewCo would be established as a new company with its own shareholders and with a board with a
duty to act to promote the success of the company. Moreover extensive corporate governance
arrangements will be adopted by NewCo substantially replicate the effect of Sky's corporate
governance arrangements. As such, there will be no ongoing monitoring burden on the OFT.

The UIL proposal is akin to a clear-cut upfront solution which also remos}es the requirement for
subsequent approval of buyers, a requirement that is often accepted in structural remedies. This
remedy therefore involves less monitoring that typical alternative structural disposals.

132  Please explain whether you believe there would be value in having a monitor appointed
(potentially with an arbitrator function in relation to the obligation on News to agree
further agreements).

For the reasons set out in detail below, the UIL is a clear-cut, structural, solution, There would
therefore be no need for the appointment of a monitor to oversee its implementation. Any such
appointment would be a waste of resources.
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Moreover, it is not clear what is meant by "further agreements". News envisages that all relevant
agreements between News (and/or Sky) and NewCo will be entered into as part of the transfer of the
Sky News business to NewCo in advance of the spin-off. News considers that the terms on which
such agreements will be offered are reasonable and transparent, as detailed in response to questions
5,6 and 8 above. These arrangements are workable and have already been used in practice.

Any subsequent agreements will be entered into by Newco's board with the corporate governance
safeguards set out in the UIL and above.

As such, there is no need for the appointment of a monitor to oversee the entering into of subsequent
agreements.

Finally, News notes that since Sky News currently operate as part of Sky, the operation of the
business is not subject to direct public scrutiny. NewCo will operate as a separate business whose
core business is TV news provision and whose shares are admitted to trading publicly. Therefore
Sky News' business performance as the core activity of NewCo will operate under increased
transparency compared to the status quo.

14. Clear-cut standard for UIL

14.1  Please explain why you believe the UIL satisfy the 'clear cut’ standard that the OFT
applies in relation to UIL, in particular with regard to:

As noted above, this remedy is a structural one.

o The Sky News enterprise will be transferred to a new company (NewCo), established as a
separate legal entity, which will pursue its core business of news provision.

e NewCo will have its own shareholders (initially substantially the same shareholders as in
Sky) and will be publicly traded. News will agree to have its voting rights restricted to
37.19% of NewCo's share capital on the same basis as is currently the case for its interest in

Sky.

e NewCo will have its own board (comprising a majority of independent directors) which will
have a duty to promote the success of the company and it will operate under a corporate
governance structure substantially replicating that currently applicable to Sky.

Given its structural nature the UIL does not require ongoing monitoring as NewCo will continue to
operate as a distinct, profit maximising enterprise under the direction and supervision of its board, as
Sky currently does in relation to its business.

In fact the UIL is in effect an upfront remedy which does not require that a competition authority
subsequently approve a suitable purchaser. It is therefore more clear-cut than a number of other
structural remedies that are commonly accepted by regulatory authorities.

14.1.1 the dependence of NewCo on Sky for its principal revenue stream, having
regard to the finite duration of the carriage agreement and the brand
licensing agreement;

The UIL has been structured so as to ensure the continuation of Sky News as a distinct media
enterprise with an independent news voice, thereby addressing the relevant PIC. However, this does
not require that all the links between Sky and NewCo are entirely severed (as might be the case if
competition concerns were at issue and the goal was to establish an ongoing competitor to
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News/Sky). The relevant consideration is that the current degree of editorial independence is
preserved and that NewCo is financially viable.

NewCo will be established as a separate legal entity, free to pursue its core business of news
provision; it will have its own shareholders and will be publicly traded; News will agree to have its
voting rights in NewCo restricted to 37.19% of the votes cast in general meeting; NewCo will have
its own board (comprising a majority of independent directors) which will have a duty to promote
the success of the company; and it will operate under a corporate governance structure substantially
replicating that currently applying in the context of Sky. These arrangements preserve the current
degree of editorial independence of Sky News,

A 10 year carriage agreement means that NewCo will have a reliable revenue stream for a much
longer period than is typical in this sector. Far from increasing NewCo's reliance on News, this will
in fact allow NewCo independently to plan for future investment and expansion based on a
quantifiable and relatively stable cash flow over the medium to long term.

Similarly, the grant of a licence to use the 'Sky News' brand allows NewCo to generate significant
revenue streams from third parties. Again, this clearly does not increase NewCo's reliance on News.
Neither the carriage agreement or the brand licence have any impact on editorial content.

14.12 the fact that the brand licensing agreement is terminable in the event of a change of
control of NewCo; and

Change of control provisions are a standard mechanism in brand licensing agreements to protect the
value of the brand built up by the grantor. A change of control provision is also contained in the Sky
Deutschland trade mark agreement. There is nothing unusual with respect to the inclusion of such a
provision in the proposed licence to NewCo (indeed, it would be highly unusual nof to include such
a provision in this sector).

A change of control provision in no way renders the UIL less clear-cut. Moreover, in the context of
the issues addressed by the UIL (i.e. Ofcom's concerns as to the Transaction's impact on the
sufficiency of plurality of persons with control of media enterprises), it would seem perverse to
suggest that a termination of the brand licensing agreement in the context of an acquisition of the
Sky News business by an independent third party could give rise to any plurality-related concern.

14.1.3 the nature and extent of the ongoing links between Sky and NewCo.

As discussed above, the carriage agreement and the brand licence will enable NewCo to take
independent investment and strategic decisions with the security of relatively stable and quantifiable
revenue streams, thereby making the UIL more clear cut than a number of other structural remedies
that are commonly accepted by regulatory authorities.

Other commercial agreements between Sky and NewCo will be entered into on arms' length terms,
as detailed above.

Upon expiry of the initial terms of these agreements or subject to early termination provisions to be
agreed in the relevant contracts, NewCo will be free to negotiate extended or revised terms with Sky
or to enter in alternative agreements with third parties.

15. Other queries on the UIL
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15.1  Please explain why post-closing, Sky should be treated as an 'Affiliate' of News for the
purposes of paragraph 6.3 of the UIL.

The last sentence of paragraph 6.3 of the UIL should be amended to read as follows: "Until the
Closing Date, Sky shall not be treated as an Affiliate of News for the purposes of this paragraph."

This is because until Closing Date (as defined in the UIL) News is unable to exercise control over
Sky as an independent listed entity. '

Allen & Overy LLP on behalf of News Corporation

3 February 2011
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and
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and
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MEMORANDUM dated 19 OCTOBER, 2005
BETWEEN:
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BRI“SHSKYBROADCAS’HNGGROUPpk;mpmyWudinEnMM
thwﬁhmﬁmdmwmﬂ”mdwhuereﬁswedoﬁu'uuﬁumw:y,
Isleworth, Middlesex, TW7 SQD;

BSKYB HOLDCO INC. a company incorporated in Delaware of 2711 Centerville Road,
Suite 400, Wilmington, Delawsre 19808, USA;

NEWS UK NOMINEES LIMITED a company incorporated in England and Wales with
ngimednnmbc236672mdwhooeregin«edoﬁceku0neVuﬁni|Smu.lmde98
1XY;

NEWSCORPORATION.:oupomionincapmmdmdwdwhwlofthemmof
Ddzwue.UnitedSmuofAmeiawhmpﬁndpﬂpheeo{budnmhulznAmueof
the Americss, New York, NY 10036, USA

We refer to the voting agreement between us dated 21 September, 2005 (the "Voting Agreement”).
WmmmdcﬁnthVoﬁngAmmmememingﬁmuudhm
memorandum.

mmmwclﬁfyowwhwofminmindeoﬁng
Ageunaﬂ.Byﬁkmmm&mwehaebynyeethﬁdemdS.l.S of the Voting Agresment
shell be read and construed as if at all times they had respectively stated and will continue to state as
follows:-
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