Background:

News Corp. and Liberty Media have been in a power struggle over the last couple of
years to gain control of News Corp which is currently controlled by Rupert Murdoch.
Liberty, which is controlled by John Malone, has amassed a 19% voting stake in the
media conglomerate and wants to gain complete control away from Murdoch and his
family. In an effort to ward off Liberty’s advancement, News Corp adopted a poison
pill in November 2004 that would expire in one year unless it was voted to be
extended by the shareholders. After an agreement with Liberty could not be reached,
Murdoch and News Corp. extended the pill without a shareholder vote which angered
many and even caused some to sue for fraudulent breach of promise. Still without a
deal, the pill came up for a vote to extend another three years and it passed by a slim

margin.

Viability of Maintaining the Poison Pill:

We feel that the viability of simply maintaining the poison pill and the status quo,
with Liberty as a large minority shareholder, is more likely than not given News
Corp’s position. Now that the new three year poison pill plan was passed, giving Mr.
Murdoch the upper hand in off-and-on negotiations with Liberty, News Corp. has the
upper hand and the bargaining power. With the new three year window, News Corp.
can relax a little and use the “wait and see” strategy now that the threat is in remission
for a few years. With the poison pill in the place, News Corp management has the
right to issue new shares to existing shareholders at a discounted price, increasing
total outstanding shares which will increase the cost of a hostile takeover in hopes of

deterring one from ever happening.



Another reason we feel the poison pill is viable is because of News Corp’s staggered
board and the shareholder position. There are 15 Board of Directors in News Corp.
and it will take at least 7 years to change all the board members completely. Such
charter amendments put News Corp in a favorable situation. Support from other big
minority shareholders goes along with this support of management and the current
corporate direction. Murdoch’s family is holding 31% of News Corp’s shares, Saudi
Prince Alwaleed bin Talai, who owns a 5.7% stake in News Corp, has pledged to
support Mr. Murdoch. Murdoch and his supporters hold a 37% stake of News Corp.
which is much more significant than the 19% that Liberty owns. This 37% stake is

vital in maintaining the poison pill if the two companies can’t reach an agreement.

The performance of the two companies is yet another reason that the pill could be
maintained. News Corp is much larger than Liberty Media, and the financial
performance of News Corp is superior to that of Liberty Media. As of Sept 30, 2006,
News Corp’s total assets were $58 billion with revenue of $26 billion. Liberty
Media’s assets were at $7.9 billion and they incurred a net loss of $33 million.
Obviously, it will not be easy for Liberty to purchase more shares of News Corp’s in

the short run.

However, there are also a number of reasons for News Corp management to be
concerned.

The poison pill, if triggered, will destroy the value of the firm. This is why firms
rarely carry out the poison pill plan with its “sink together” design and purpose. The
pill is used to intimidate the potential acquirer in a hostile takeover by driving up the

premium needed to complete the deal. This might make current shareholders nervous






