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What is Discovery Worth?

Discovery's stock has seen terific perfformance recently due to dramatic improvements in
domestic viewership at Discovery Communication’s (“DCI") cable networks and the hiring of
a new CEQ at DCI, David Zaslav, formerly a senior executive at NBC, who investors hope will
address poor operating margins and a complex corporate structure.

We have reviewed Discovery’'s asset base and growth prospects, compared its operating
metrics with peers, and updsted cur forecast and valuation work to account for a more
aggressive ramp in margins at DCI. {n addition, we have modeled out what we consider to
be the bull case for operating margins at DCl and laid out implications for its valuaticn.

Peer Comparison and New Forecast

Domestic Affiliate Rates

DCi's networks generated $865m in domestic affiliate fees in 2008, about $1.56/day per the
1.517m average daily households that watch its cable networks in aggregate. This compares
to Turner at $2.00, Newscorp's Fox Cable Networks at $2.57, Viacom's cable networks at
$0.97 and Disney’s cable networks at $4.80. Perhaps the best comparison is with Turner,
since Newscorp and Disney both enjoy the leverage of retrans consent and sporls channels,
while Viacom has always been a chronic underperformer in affiliste fees despite being
partnered with CBS for a good part of this decade. Even Turner enjoys some leverage from
the limited sports programming it airs, and also from TBS and TNT often showing up as the
leaders in key demos in varicus time periods. To the extent that DCI's networks deserve an
affiliate rate more comparable to Turner’s, we believe it would take a number of years and a
lot of difficult negotietions 1o achieve, and thus our forecast assumes normatized dormestic
affillate rate increases. We estimate a 7.6% domestic revenue CAGR from 2007 to 2011
with digital channel distribution expansion averaging up the mere mature fully distributed
core networks.

Domestic Advertising Revenue

DCI fares better in advertising sales performance with domestic advertising revenue of
$976m in 2006 at about $1.76 per the 1.517m daily househclds that watch its cable networks
in aggregate. This compares to Turner at $1.87, Newscorp at $1.22, Viscorn at $2.14 and
Disney at $4.09. DCl’'s perforrmance appears in line with Turner's and an understandable
18% discount to Viacom given Viacom's attractive and narrow demographic of the viewers
that Viacom's networks draw. Thus, beyond monetizing ratings gains from the past five
quarters, we do not expect DCl to garner premium CPM increases above sector levels in
2008 and beyond. After 15% domestic advertising growth in 2007, we expect a CAGR from
2007 to 2011 of 5.5%, reflective of about 2-2.5% viewership growth and CPltype rate
increases. This dovetails with sector concerns regarding increases in PVR penetration,
especially given the lack of urgency in Discovery’s programming that would drive live viewing
{like sports, news or watercooler events), and the eventual shift to commercial ratings.

Page 2 Deutsche Bank Securities Inc.
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Domestic Margins

DCI's 2006 domestic EBITDA margins were 38%, right in the middie of the pack with
Turner's 32%, Newscorp's 32%, Viacom's 49% and Disney's 36%. We believe DCl's
margins should most closely compare with Viscom's given both companies own or control a
majority of their content and monetization of viewership is about equal, and given Turner,
Newscorp and Disney’s cable margins are depressed by the cost of sports programming
(and movies and syndicated sitcoms in Turner's case}. Thus, it appears that DCl's domestic
EBITDA margin has 1100bp of so of upside as the new CEO streamlines its cost structure,
Wa expect this margin upside will take several years to work through, and our forecast now
has domestic margins improving from 38% in 2006 to 40% in 2007 and 46% by 2011,
leading to EBITDA growth of 22% in 2007 (proforma the sale of the Travel Channel} and a
2007-2011 EBITDA CAGR of 11% lagainst a 7% revenue CAGR).

International

We think it is difficult to ascertain either the revenuea or margin opportunity fer any company'’s
international cable network operations given limited disclosures from ail of the companies we
cover. Viacom’s management team recently indicated that they see 1000bp of margin
upside at Viacom’s international cable network group over the next two years, which would
bring margins from about 15% to 25%. We believe Disney and Turner's internationat cable
networks garner an about 17-25% margin. The margin opportunity for Viacom's international
markets, as its management articulated it, was in good part by exiting programming full 24/7
channels in a number of money-losing markets and instead just licensing their content to a
third party distributor. This would immediately take such a market from losing money to a
high margin prefit center, though at a significantly reduced revenue tevel. While Discovery’s
management might take a different strategic approach, it seems likely given their similar size
{Discovery's international revenue totaled $879m in 2006 vs. Viacom's $981m), that
Discovery also has such a similar margin opportunity. interestingly, Discovery has been
generating very strong revenue growth internationally, 43% in 2004, 25% in 2005 and 19% in
2008, and yet EBITDA margins have slipped during that run from 20% in 2003 to only 13% in
2006. This also argues that substantial launch costs, overexpansion, or poor cost
management are hampering results. In any case, it appears likely that Discovery has at least
1500bp of margin upside internationally and we forecast margins improving from 13% in
2006 to 32% by 2010. One important note, to the extent a number of markets are
transitioned to a licensing model, one should expect a significantly lower revenue base vs.
programming a full channe! 24/7. Thus, the substantial margin upside should be
accompanied by more restrained revenue growth prospects. Our forecast for intemational
networks is a revenue CAGR from 2007-2011 of 10% and an EBITDA CAGR of 27%.

Other

Other contains the 104 Discovery Stores, education businesses and corporate. Losses in
2006 totaled $121m in this category before considering options expense, and using
corporate as a % of revenue for Discovery's peers as a proxy for Discovery's likely corporate
expense level, it appears that about $90m of the losses relate to the stores and education
businesses. Fairly simply, given these business are non-core, in our view, we would expect
the new CEQ to move fairly quickly to eliminate the losses and potentially monetize the
assets. Our forecast assumes these money losing operaticns are eliminated over the next
few years. Along with stock compensation expense of about $50m per year, we estimate
Discovery’s total corporate expense at about 2% of revenue. Of note, we find few analysts
include stock compensation expense as a reduction of Discovery's EBITDA, though it is
included as a reduction of EBITDA for all of the peer entertainment companies.

Deutsche Bank Securities Inc. Page 3
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Tota! Discovery

After only 3% EBITDA growth from 2004 to 2006, it appears that Discovery is headed for a
strong rebound in 2007 as it monetizes the 20% aggregate improvernent in total day viewers
garmnmered in 2006 and as the new CED addresses the company's cost structure — we
estimate 37% EBITDA growth to $850m proforma the sale of the Travel Channel to Cox,

Predominately due to the margin upside discussed above, cur 2007-2011 EBITDA CAGR
estimate is 18%.

Other Considerations

Some variables remain difficult to ascertain. First, there remains a tendency for investors to
believe that a company that is generating ratings growth at its network will continue to
generate ratings growth in the future. We would note that, except for the cases where the
ratings gains were being driven by growth in channel distribution, we have not seen any
consistency in this regard. Some like ESPN and Turner have over time acquired more sports,
including playoff games, driving ratings, while others like Discovery’s own TLC quickly saw
its hot hand fade as other networks copied its highly successful home improvement series.
We tend to find that investors overpay for networks that are having a strong ratings run and
underpay for those that sre struggling (ke Viacom), Second, it is difficult to value
Discovery's ultimate cnline opportunity, an area they have been lagging, At first, it is likely
that efforts will be dilutive as Discovery spends to catch up, but eventually Discovery might
carve cut a strong niche online or at least gain value through broad syndication of its content
to online distributors. To date, it does not appear that enline is meaningfully driving the
profits of any of the major entertainment companies (excluding for the purposes of this
discussion Newscorp’'s MySpace acquisition and Time Warner's ACL division), and it does
not appesr that investors are allocating any digital content value to the entertainment group's
valuations. Thus, for the purposes of this Discovery analysis, we are not giving incremental
value for the pctential digital opportunity.

Page 4 Deutsche Bank Securities Inc,
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Valuation Analysis

Clearly, a number of structural issues remain for Discovery. First, Advance Newhouse owns
one-third of the Discovery Communications {"DCI"} operating company, and has certain
control rights that do not allow the public Discovery Ho'dings ("DHC") to consolidate its two-
thirds owned subsidiary’s results or be sold to a third party without approval, Nor does the
public entity have direct control over the cash generatecd by DCI. Further, Chairman/CEQC Dr.
Malone has supervoting shares at DHC that give him about 31% of the shareholder votes at
the public level, a level that has historically essentially given Dr. Malone full control of the
companies that he has run. DCl also carriers a number of cash liabilities beyond its net debt
position that increases complexity of analysis.  Lastly, there has been significant
management turnover, and while that might prove a maior pesitive for the company, it is too
early 1o gauge management’s success at driving new growth initiatives.

Current Target Price of $20

We continue to use a DCF-based analysis to value DHC. The public entity (DHC} has 285.2m
shares outstanding including inthe-money ogptions, carriers $155m in cash, would receive
$87m in cash upon the exercise of stock options, and we assign $300m of value for the
Ascent operations (5x EBITDA for a business that has not generated FCF in two years). In
addition, DHC owns two-thirds of the operating company, which our DCF values at $10b in
total. Our DCF valuation is based on: {1) $313m of FCF generation in 2011, our terminal year,
up 145% from our 2007 estimate of $381m, {2} an 1Bx terminal FCF multiple based on our
10% WACC and 4% terminal growth estimates; and (3} $4b of year-end 2007 net debt based
on current preferma net debt of $4.35b — $3.864k of y/e net debt proforma the Cox deal,
%$95m of minority put rights, $214m of existing launch incentive liabifity, and $177m of long-
term incentive plan liability — less 2007 FCF. Of note, we have not included an estimate for
further launch incentive payments, which could total in the $100's of millions. We than apply
a 20% discount for the above listed structural issues to vield our $20/share target price ($10b
net equity value of DCl x 67% + $300m + $155m + $87 = $7.2b, less 20% divided by
285.2m total shares outstanding).

Bull Case Valuation

If we assume that Advance Newhouse rolls up to the public entity, completely eliminating
any control discount, and that managernent were to fully execute on all margin opportunities
in 2007, we estimate the bull case EBITDA for Discovery is $1.200b (76% above 2006's
level). This includes domestic margins at 49%, international margins at 28%, the elimination
of $91m of losses at commerce and education operations, and modest corporate overhead
reduction. This yields an cverall EBITDA margin of 40.6%, below Viacom’s 2006 margin of
44% as Discovery has 29% of revenue from international operations, versus Viacom st only
13.5%. We then apply a 12x multiple to Discovery's EBITDA, This represents the 2007E
EV/EBITDA multiple at which both Disney and Viacom: would be trading at our target prices,
which we believe are the appropriate coroliaries to Discovery once its margins have been
corrected — alt are global branded content companies with significant ownership of their
content and dominating unique, defensible niches. This yields $14.4b of target value for
Discovery's operations. After $4.5b of liabilities, $340m of asset seles, accounting for
Advance/Newhouse's ownership position, and $541m of assets at DHC, we estimate $7.4b
of net equity value in our buli case scenario, or $25.85/DHC share. Of note, the
entertainment group, ex-Discovery, is trading at about 18% below our target prices, implying
that even were the market 1o give a 100% probabiiity to the bull case scenario, the stock
would still only trade at $22.

Deutsche Bank Securities Inc. Pege 5
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Figure 1; Cable, Entertainment & Satellite Company Comparisons {US$mm, except per sharedata) @ 10

Enterfainment Companias Cable & Satelllia Companies
412712007 Discavery Liberty  News  Time W, Wal | Totall TW  Cable Totalf
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DEADS % Chg 12.8% NM 66.T% “118% 28.1% NWt 12E% 85.8% 33.7%]) 111.3% NM -52.3% L) 106.8% 55.3%1

{1) Dizcovery Holdings veluaiion is preacriad as the vahalion for 100% of Dmcovery Comunichtion es if Ascent wis sokd for 5300m

and the romaning 33 173% of Drstiwrty ware purchiasd Bt ha cumar ITpiiad public valustion, wih te exception of EPS and FYE, which are DHC dira,
Source: Deutsche Bank Securiiies Inc. astimates: Company Reporis.

Source: Devtsche Bank Sacurities, Cornpany Docurnants
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Figﬂre 2: Cable; Ent

tainment & Satellite Company Valuations {USS, sub data in 000s except per sub data)

Entertainment Companies Cable & Seatellits Companies
Af272007 Discovery  Liberty News Time Watt Totalf ™ Cable- Total!
€8& Hidgs(1) ~ Cap Camp.  Wamer Viacom Disney Avg Comecast Cablke  vision DirecTV EchoStar] Awg
Fating Buy Hoid Buy Suy Buy Buy Buy - Buy Buy Buy Buy Buy -
Ticker CBS DISCA/S LEAPA'SE  NWS TWX Vidb oIS - CMCSA  TWC cve oTY DISH -
Stk Price §32.04 S21.74 §112.20  $22.54 52061 $4153  $34.88 - §2643 93652 S 65 82380 M4E28 -
| ;
Enterprise Value/EBITDA forma and based on period end EV) ]
2008E 7.7 11.0 4.2 a3 1.8 7.8 B7 8.4 7.9 T4 7.9 8.2 5838 6.5 741
2007TE B9 147 -5.3 a9 89 7.8 10.0 10.0) 9.2 8.7 9.3 g8 7.8 7.9 B.4
2006E 94 18.8 -11.0 11.8 108 10.1 111 10.6§ 10.3 1.0 1.8 1.7 8.2 8.9 10.2
FYGT-FY10E CAGR 60% 20.1% 257%  10.1% 11.6% - ra% £.8% 13.0% 121%  127%  101% 19.3% 12.8% 10.2%
2007 EVEBITDA-G 148 073 NM 0.98 0.94 — 1.35 1.01 1.08 672 6.83 o087 0.9 082 1.00
07 mU-aquity value 74K T BL 1. (30} (3] Ehx LET B ox] 7.3x B.3x 4B 7.4% 7.14] 6.3y
07 muti-deit velus 1.5x 4.9¢ 7.3¢ 1x 2.5x 2.4x 2.14x 0.7y 3.3x]
07 MUL-FCF vaiue -0.5¢ -04x 0.4x 0.5¢ £z £.8x £.5x 0.54 -0.24]
07 mult-Hidden Value 0.5¢ 28x% 4.5 2.0 0.9x -0.8x 0.1x 0.6 054
Pra Forma Pay TV EBITDA [i.e., ex-conent/other ops, but including an allocation of corp. exp.)
Z00BE - - - —_ -— —_ — - — 13.326 6562 1,975 4,676 3,357 ] 32,538
2007E - - - - - -— — - - 11640 5800 1,762 3,795 2921 28508
2006E - - — — - —_ - — —| 0422 5152 1,527 3221 2426 24825
08/07 % Chg - - -_ - - — - - = W5%  131%  121%  232% 14.5%] 14.1%]
G7/06 % Chyg - - - - - - - —| — 150% 126%  154% 17B% 20.4% 14.8%
Enterprise Valuef U.S. Pay TV EBITDA (PF, uses fidden value for content & other and based on peried end EV)
2008E — _ - — —- — — - 73 7.9 7.2 58 85 7.3
2007E —_ —_ -— - _— - _— - - a7 2.3 85 75 7.9 8.7
2006E —_ -— - - - - - — — 103 10.6 10.1 2.0 5.9 101
Owned & Operated Basic Video Subcribers
2008E —_ -— — ~= 13,428 —_ —_ — -— 23622 13428 3,968 17493 14,227 78,678
20TE - —_ - — 13,455 —_ — — o] 23,982 1345% 3177 16777 13.803| 77,987
2006E — — — — 13,405 _ —_ — — 24224 13405 3127 15953 13,105 76,628
Enferprise Value Per Basic Video Subscriber
2008E - - - - NA — - — —|  $4131 3879 $4480 $1.540  $1.538] 53,027
R00TE - _— - —_ N& B -— - — 4.220 38998 4,692 1,696 1,681 3,163
2006E - — — - NA — — - — 4291 4,080 4910 1,823 1,838 3,287
PIE
200BE 15.3 51.3 NM 17.3 18.9 NM 18.2 16.6 22,6} 27.8 24.0 27.6 127 15.2 20.5]
2007E 17.4 83.4 180.5 20.5 Fa il NI 18.4 19.2 51.5] 4.9 332 1183 24.8 25.0 42.1
Z00BE B0 NM NM 760 259 NM 20z 19.9 218 336 418 NM 213 35[ 527
OF-10 CAGR 8.2% NM NM  23.0% 17.9% NM 141% 17.0%) 15.8%| 2% 5% 1684%  31.8% 24.7%| 55.9%)
2007 PEG 2127% NM NM  BOA%  1223% NM 1308%  113.9% 1% 1NS%  T11% TBA%  101L1% NM
PiCash FCF Per Share Adj. for HY
2008E 144 38.0 B3.0 17.8 16.8 170 4.1 15.6 28.5 7238 21.5 14.0 12.5 15.2) 6.2
2007E 15.6 45.7 144.4 Zﬁi 16.6 124 17.6 18.3] 40.51 30.9 40.6 22.0 45.3 3.6 3.8
2006E 14.6 331 *kL 313 183 14 18.2 16.0] 24.2 328 602 124.8 25.0 257 53.7
BT-10 CAGR 24% NM NM  325% 7.8% NM 167%  144% 14.E%) 25.6%  BE3I%  4B1%  17.3% 26.7%] 36.0%|
CapexFYO7E EBITDA HE% 11.8% 18.3%  16T% 35.9% KM 65%  12.0%) 17.5%| 50.2%  B0.3%  MA%  541% 60.0% 49.5%
FCF margin FYOTE 10.6% 11.5% T1% B3% 10.2% A% 43a% 9.4% 11.5%| B.8% 56% £8% 37% 8.0% 4.0%)
FCF % EBITDA FYOTE 48.1% 44.8% 44.3%  406% 3Ea%  TOI%  4T5%  421% 4B.7%) T1%  11.% 43%  352% 1% 17.8%
Net Debt/TTM EBITDA 1.3 57 5.0¢ 1.2x 3.0x N 22x 0.8 2.7} 28x 2.8x £.2x a7k 1.6x 4.54
Dividend Yiesd 27% 0.0% 0.0% 0.6% 1.0% - 0.0% 0.7% - 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
TARGET PRICE -
DCF 3 - - 27 26 - 5 42 - 32 - 36 29 50 -
Sum of the Parls 43 20.43 154 26 27 - 55 41 - - - - - - -
Price/SotP 75% 0% 74% B7% 75% = 76% 5% - - - - = -
Target Price _3'4_ 20.13 135 Fis 26 na 51 42 = 34 48 3T 30 5£ o
% Change to Target 6% % 19% 18% % - 2% 20%| 15%} 25% 26% 13% 6% &% TE%;
CYDBE EBITDA Target 8.3x 10.6x EXH 9.Bx f4x - 10.5% 1034 £.24] B.ax S.4dx 5 5c €.Bx 7 0] 7.3%)
CYOBE F/E Target 16.2x 47.5% NM 205 23.8x - 19.7% 18.84 24.64] 35.1x W2 N 23.9x 20.8x] 27.8x
CYQBE P/FCF Target 15.3x - N 120 21.2x - 17.2x 8.6 18.74 28.8x 7 158k 23.4x 16.4¥] 21.24]
37 Dracovary TIcIings VEAIBTON 1% PrEsamat ax s vakaon 107 100% Of DAGovEly COMTMUNICRIGRS K3 H ASSar Was S010 10r 5300
wd the rermaining 33 173% of Discovory were purchised &t the cumant implied mublic valustion, whh the exceapiion of EP5 and B/E, which are DHC data.-
Source: Deutsche Bank Securites INC. esimatet; Canpaty Repons.
Source. Davtschs Bank Securitias, Company Documnarnts
Ceutsche Bank Securities inc. Page 7
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Figure 3: Cable Network Group Dperating Comparisons co T e
2006 Cable Network Group Reported Resuits {1}

Discovery  Viacom Disney Turner  Newscorp Total
DOMESTIC
Aggregate avg. daily HH viewing (000s} 1,517 4,852 2,828 3,813 2,452 15,461
Total affiliate fees {mm) $ 865 $ 1,718 §4.,851 $2777 § 2297 §$12,608
[Affiliate fees per HH viewing per day $ 156 § 097 § 480 § 200 § 257 § 223]

Total domestic subs (mm) 744.8 873.5 647.7 610.2 299.1 3,175

Affitiate fees per average sub/mo $ o070 & 016 §$ 064 $ 038 § 064 § 192
Advertising revenue (mm) $ 975 $ 3700 $2726 $2605 $ 1,088 $11,185
[Ad revenue per HH viewing perday (2) % 1.76 § 214 & 409 $ 187 § 122 $ 1.98]|
Domestic Revenue {mm) $ 1926 §6168 $7838% $5491 § 3,764 $25/188
Domestic EBITDA (mm) 127 3,042 2,839 1,775 1,206 9,582
JDomestic margin 37.8% 49,3% 36.2% 32.3% 32.0% 38.1%]
INTERNATIONAL
Revenue (mm) $ g7 $ 581 $1,109 § 308 NE $ 3277
International EBITDA (mm) 116 147 187 77 NE 528
linternational margin 13.2% 15.0% 16.9% 25.0% NE 16.1%|
OTHER
Commerce {mm) ] 118
Education {(mm) 91
Total Other Revenue (mm) $ 208
Other EBITDA (mm) (91)
Other EBITDA margin -44.0%
Corporate Expense {mm) $ (69)
TOTAL
Total Revenue (mm) $ 3013 $ 7241 $88B40 $6008 § 3764 $2BB72
Totat EBITDA (mm) 683 3,189 3,027 1,852 1,206 9,957
Total EBITDA margin 22.7% 44.0% 34.2% 30.8% 32.0% 34.5%

(1) Disney and News Corp. data are FYOT.

(2) Disney's advertising powoer ratio exciudes the 1m HH viewers for the non-ad supported Disney Channel.
Sourca: Dausche Bark Secirities, Neaison Medie Resaarch, Company Documents

Page 8 Deutsche Bank Securties Inc.

DHC.1.D.0000170



L£10000°@’1'OHA

g ebed Uy $3MLN25S ¥UBE BYISINa]
YRESSY POV UGN JUTF QYSSINRG Samag
- Rasey YURG AIUSINGC] DU USTINN (RUNGS:
[E GodaZ  AO¥GL  0900Z  #STOZ | ZLEOZ gh0Lz  WLrOZ  wTIZ vSaME | Lp60Z IS6IZ __ovell  2R9LZ T10L
5
EL0Z EEEZ [ A T A A 69YZ__ WLvZ sz ecer | LIV §997__ @z tarc __SIsZ IR0 N0 L
I8z ¥z ¥ [E3 [ Z62 T Zre I€2 B%C o€z [r=3 ZLE ¥l 75 WEWAUET D) JUEEM 3l
[ 0 q Q [ ] o o a ¢ 0 £ B [:1d 15 URKISUY BRID
Eit EL Frd9 [\ yEL 138 ZEL 243 &2 azL 243 8zt Vel ¥ j:4) 3LSND spma AL
£hi BeL bZL oeL 6L ZEL ast sEL ¥sL arl Lrk ¥t 95L sS4 951 yatidxg
0SE oy os¥ 86 0zs oAy OES ¥es 8% gas =+ 589 5% w5 955 NMHD  BUURYD pEugEY
&€l Fii8 BEH Fin 09 SrL 1 o6l .18 i 6oL £02 ZEL X8 =18 ansn 18N MOUS BUES
rg L% rib oLy 157 9z Fi by cay [0 aar (253 28y FI- 92 dSS RuLEys) poad
Ty vl sor e sor aav 205 96¥ (384 sl a6v L] 005 Shr 65 oSS uapIED § 8WOH
8Lz 222 a6t s61 65l £0Z it 14 502 oL 00z Loz 002 z8 18 sl HOMA
[T ¥ %5 B €€ SE s e Lid &€ S & zr oF zy vosId eewy a8
0
L€ SEE 528 £9€ a8% [TH 33 S6Y v Zi¥ ¥z £55 LS S0S €5 ITASUOT) (FIOL
3 (3 (3 €5 Fi3 [ 5] [ L] IS Il GL £ Wz BLEELTY
&z aFz 5% " sez ze2 £52 2eT S¥Z [4 iz 182 z82 Wz 082 wewuRuRwl 3
] ¢ 0 Q 3 [ o vS 55 S5 4] [ L] %0 89 ALUALYD
0 o 1 Q 0 [} 44 FI 3 o &€ 4 £ $6 29 o8 BUUBLD 0D
£5 S5 25 2] 6S 29 29 89 19 65 ¥ §9 98 59 99 snsuep
905 95 = [ 19§ ¥s5 £15 9% vEs 136 €28 053 0z 575 919 UOIHASIQRD WSS L
9L 6L [ 6F I m St [ [ oL <L St i &l I 35n4
ok sy ey o9 st %14 [ [ [l [ vor ¥25 18 - L& WY
E 6L 9 \6 [ 98 604 80L aLi 8 L0k i3 [:]33 86 way Im
ELLL 9.81 OELL__ weil  £eelL | Ieel £Z0Z 5061 ©G66L  _ZI0Z | 9002 O6ZZ___ 6GlZ__ BI0Z G¥LZ NJEN ML
(153 C3 T [ (4] [d 24 TR Fig 3 Si (3 52 ¥6E azy 3RS
ae o8 628 €8s biE 18 <0L LB 38 su8 £86 SZ0L  900L  B4E £00L. ¥sn
=48 8Ll oLy 22 ol szl arl £ L g0l 15t 261 64 €12 Loz 98ND
€z o651 At [3:74 09z iz %4 [¥E4 g5z ez 354 =4 S8Z %z 99z SENSH
202 602 91} 08l 663 68t (14 4 €z x4 [ ¥z €92 nz S€2 ORI,
35T [THY FLEL Wikl Z9EL_ fzaLlL 962y Digk  GSEL  [UE} J ZIE iPey  95c1  €8EL  O6EL Acomd PROL
(5 ¥iZ $52 [754 652 = €52 59 €62 €92 [ (73 892 ¥IT £ NWX0D UL [RiuY
9z OSE Lae [ zs £2E =14 23 WIE (753 £9€ oy 268 e £6E NY/XOD 4D Sunwee sy
Skt 9y azv B a2 Fiz €25 [ £55 olg 625 285 X s ¥es NYIXOD Aimsconig
[t48 L¥l 2L £EL ol 9EL ED 0L 54 05t &bl S8l [ 69L 8zl NV¥IXOO WUURYD [eaRI
o a
£18¢ CZLY LS6C__ 8aay __ yOlf | Ti6C Y T SEEC  ELOY  EZEC  Geee 1SR AN WML (D L
Tl S6L €61 O£ ZH [ ED SiL 161 961 = ¥0Z (54 73 VT AN SlpEeH
bzw v ssv 626 (3 ozy vy C6E SBE [ zzy zus us 1] 655 Alunag
166 Z30l 9s0L  mE0L  bEB Leok 1E8 EL6 [ T '] =0 ] oza 608 g HOMEN UAOHE]
Ly 206 pi€ 209 v 224 =14 BLE 8¢ sy ¥y i 85y Lty W NND
araL ZrlL LELL  f8OL 996 1804 ZsOL  ®eol  LOLL 00k | E8OL 2004 SCOL Sk 496 ANL
€92 R3] ) ) 28 [:1:74 ] SrL (=43 9zL Ji-73 353 664 478 oA salL
STZY BLEF G5SF__ Wal¥  i0cy | GLIF \E08  Evar _ GBEY  B99r | c3Ey €30S al6y  ICiY  ZZ6Y oSEA EPL |
ISL Z9¢ 0Lt 51 SiL 0ZL (D €al Ll Il [z £z} m N [y LD
€or 9t T Lor ALy [i4d ach sy ELp L9¥ 93 506 s 008 0% Iewa) pewasy
sot [ L5k 8% a1 L6k 855 ZeY LIS sov 508 -] B6¥ 6oy [:11d PUE] AL
€6 =21 64 9EL LEL el ¥t 521 BEL 851 L 249 91 €94 ¥oL uBton
o€ L= s 89 19 19 £ i 5 L 9L 8L ] &l o8 su0ay YaN
s #63L @GSt 9€9L  SERL | vEDL [ /TR = TR 1 (A v < O e 8 ZB9L  B94L PSSY 6691 LORROIE AN
[ i $62 -1 208 SOE SHE 108 [ 8ze 128 sk 153 i+ 196 SHA
09 L] ¥ [ 62 &L 68 08 56 56 z6 ¥t saL [ cal nn
] zag 59 265 ass 95 s 1 ] 18v 085 28 915 A "0% AL
[ E zL9 (] 905 33 s vér oLy 28y ey 205 yL.1% £6¥ tas NdS
[:7%4 162 pLE BPE (3 sze zLE BSE g9g 82€ sse RE it 128 e 138
€8IE [ 639C__ LIIE _ yzoy | i98¢ OYRE _ IE/C __ GMET 0.ty ) Zdee ¥IZ¥ _ gMoy  OvAE  iZOp usiq 0L
i ¥sZ 252 fi4 sv2 T £z 24 -4 [:1F4 o ¥z %82 [i>+ 822 ALH 18N Blaop sumsi
(2] 596 958 168 ] ¥l £zg £6L 9. 508 208 w8 518 e 662 ALH Ay
o5 £9g 05 197 S6ir 0§ =24 eet oLy £61 T 285 z5S frad oG 39 ‘ALH teuuEyD Lot
L4 £ zr €5 23 ar 9 ¥ &} og SL 50L 96 1a ¥6 ID ALK Ruudy) Aydaibog
s s €®r i oey zas 8% L9 ¥o5 199 8BS (%] ovL s49 85l 39 °AMH ELad
51T 59¢ w1z Bz 8Lz |sez: 9CLZ  9%0Z BHZ 19E | WLz LSz oER. W Move Pampyionioun Keung
218 &5L ¥St [LI8 o€l SEL o1 g9l 8 Skl sst &5t LSL 2=h o) Asusi voa)
% 06 [ 26 5 26 oL fira &eL zrl 48 85k 85k g€l st 1o deog
1zz %z 81T 0€z 852 >4 §52 57 sz (4 (-4 €8z ££2 vz [ AlLH ZMdS3
€49 529 avs 8 208 559 zi9 898 ZLL %3 ¥aL 9ig 9z8 158 §95 AH Nd§3
a6F 025 805 243 SPS ¥2s €28 csb Lt €95 ¥Zs tiv LS 805 [ Agure s oaw
zeal [ 51) sist  ossk gost | zask oL MBI OBLL BOIZ | dZEL 1891 §8S1 908k 9TIL PoIRR||03UOD Aaumq
a
#EC1 perL LT T T pigl__ gyl Sl @ivL | ¥ive 2L Fi9L WSk LISt %54 WL
] ] ) o [ [ a a 0 q ] a 0 ] 0 160G XG4
5L yil £86 0E0L 89 %62 [-1%3 54 2oL 55 568 5L [£:7) z69 STL D XO3
28 18 96 =) 9 18 BiE 9aL L 9 soL 2L FIo Bl vzt reuuByy) peadg
3] =]} ol 824 =41 £2h PEL [0 ¥k ost Zrl oL 133 z84 ot Aycmificas jwuoyey
71 z6% 2.1 [ 05 w6 g Lk 8Ls g 3] zis [ 53 s X4

RAD 5001 sonZ S00DE soor SO0AD Sq01 0T HOE HOr HAD uer qv3 LT 4001 dangued

g ayasinaq Aisn00sl(] WawUeLss 002 (Hdv 62




29 April 2007

Entertainmnent Discovery

Dautsche Bank

FX

Partner

1907 Feb

Figure 5: Cable Nets Total Day Household Trend - By Contpany

2% 5% B%

National Geographic % 38% 3% % 15% 0% ar% 5% 4%
Speed Channel 5% 4% A% 14% 15% 12% 1% 8% 13% 28%
Fox News 2% 3% 8% % -13% -11% % % 5% -1t%
Fex Sports NA NA NA NA NA A NA NA NA NA
! Total Fox A% 3% E% A% -2% 4% =12% 4% [ % [ 20% 5% 10% 1%
D
Disney Consolidated -k £% % A% 1'% 1% 12% 1% L 2% 1% 1% 0% T% 19%
ABC Family -5% 6% U 9% 0% 3% -2% 2% 1% 5% -2% 1% 12% 11% 65%
ESPN HTV -16% -12% T% -22% 17% 14% 23% 2% B% -3% 2% % -8% 5% 3%
ESPNZ HTV 12% % 4% 18% 2% T -1% 5% -10% 2% A% 2% 5% % 1%
Soep Net 50% 33% 4% B5% 3% 48% 4%% kY 1% -1% % 2% -E% 1% 2%%
Toon Disnay 3% -2 2% 2% 0% 5% -5% 6% ~1% 10% -1% 24% 11% T% 6%
Disney Unconsolidated 12% % u% 1% 2% T% -1% -5% 0% 2% % 2% 5% % 1%
ASE HTV, GE 2% 42% 0% 66% % %% 13% -3% -10% 4% -T% A% 4% -1% -1%
Biography Chanaal  HTV, GE A% 5% 52% 0% 3% 51% 53% 76% TI% NA T 104% 163% NA. N&,
Hislory Channel HTV, GE 2% -2% B% 3% -2% % 1% 3% 6% 1% 1% 1% 0% 3% 15%
Lietima HTV -3% 1% -3% % 1% -5% 8% -13% -15% 2% -2% e 1% 0% -11%
| Hetime Movie Net.  HTV &% -13% % 3% -B% 2% -11% 2% -B% 4 % 16% B% 5% TR
Total Diss % 1% 0% % Th % 5% 2% 2% 2% 1% 1% 3% 7% 8%

BET ~13% -2% -13% -1T% 9% W% 24% 15% B% %
SPK 6% 5% -5% Th -T% 0% 26% 50% 5% 13%
MTV -12% -13% 1% -12% -1% % % 1% 3% B% 4% 12% B% % 1%
MTVZ 2% 24% 15% 18% 16% 20% 20% 2% 6% 3% 3% HNA NA NA NA,
VH1 6% 1% 2% 24% % % 5% % 7% 17% 19% 18% 13% 18% 15%
Nickelodeon -1% -5% 1% 1% 1% -Th 0% 8% % 4% o% 0% 3% 15% 20%
Nick Toons 21% B 3% 28% 25% 15% 28% 33% 3% 1% 6% NA NA NA NA
Noggin 2% 2% 5% 2% 11% 21% 2% 0% 5% 3% 19% 9% 43% 48% 2%
TV Land -10% -24% 5% % 3% -10% 3% % 11% 21% 1 5% 15% 2% E%
Comedy Central 1% 4% 17% 1% 1% 12% 8% 17% -Z% 5% 1% 1% 1% 9% %
CMT 4% 1% 4% 3% 2% % B% 4% ) 8% 5% 6% B% 10% 5%
Total Viacom Zh % 0% 1% % =1% e 8% 4% 12% T% 14% 1% 22% AT%
TBS -5% -11% -1% A% A% 0% 4% -1% 0% 3% 3% E% 4% 0% -1%
TNT -E% -5% -B% -5% -2% 1% 1% 4% -B% 3% 4% 6% 4% 7% %
CHN 15% 12% 21% 13% 5% &% -20% 1% 5% 8% -3% 39% 0% kL -268%
Cartoon Network -5% -T% 2% 8% -T% -3% -1% % -13% 4% -T% 5% 10% 0% 4%
Court TV L 32% A0% 3% 15% 0% 3% 4% ~14% 4% % 19% AT 19% 2% 7%
Hoadling News 15% 2% 3% 1% 5% % -14% 2% 0% 16% 3% 3% irs 21% 2%
[_Total Tims Wamer 2% 1% A% 0% 2% 1% A% 5% % % 5% 5% (1] 1% [
Disco
Travel Channel COXIAN 14% 12% 18% 13% 10% L % -2% 0% 2% 1% 13% 9% 8% 3%
Discovery COX/AN 8% 0% 3% B% 21% 7% 24% 23% 20% 2% 4% B% 4% <13% 1%
The Learning Ch. COX/AN 1% 4% 13% 16% 12% 5% 16% 17% % 28% -10% -18% -30% -33% -19%
Animal Planet COXIAN 0% -1% 2% 13 2% 2% 5% A% A% 1% 6% 6% -B% -2% 0%
Total Discova g% 6% % 8% 13% 12% AT% 4% A T% 2% 1% A% -16% %
Bravo 0% e % 18% 1% 18% 3% 19% 2% 5% 3% -11% -18% 0% 2T%
WMSNBC 2% 3% 24% 3%% 9% 2% -10% 13% A% 0% -3% 13% -5% 5% -22%
CNBC 44% 64% 13% 55% 21% 15% 13% 3%% 19% -3% 21% T% -9% -25% “21%
USA -2% 2% 5% % 13% 0% 2% 18% 14% B% 8% % &% E% 15%
Sd Al 2% -i% 1% % 5% ky.) -I% -10% -T% % 4% 10% 8% 2% 10%
1% 2% 6%

-2 2%
o%  M% 1P 5% %
FUSE §% _ 46% 3% 25% ] -12% % C18% 6%
Totl Cablevision TH 1% 1% 7% 1% 16% 4%

Comeast —————

Golf Channd NA

G4TeehTv 0% a2% A% T3% | 3 | 41%  NA NA WA HA NA ONA NA MA NA
E! Eertalnmart % % MR 2% 6% 0% % 3% 5% % o% 0% 1% 8% | 0%
Style Channel 3% % 3k 51% | 1% [ W% 1% 1% 2% NA NA  NA  NA  NA hA
[Towl Comeast E iR % D% | W% | A% Th T 9% % TR W% 0% __T% |
Othe

BBC America DISCA 2%  M% 2% &% M | 1B% 2% % 3% 1% | 2% 0% 6% 6% | -11%
WEGN TRE o sk ame 9% | % ] aom oex o 2w | 9% [ a% 0 g% Bx % %
Home & Garlen  SSP 0% -S% 1% E% 6% 2 5% W T% 4% % 5% 2% 0% 1%
Food Channel ssp S 0% 2% A% | 2% | wA W% 2% 1% | adw ] 5% 7% 0% de% | 1%
Geame Show Nel  LISNE % A% 4% T% | 0% | 3% 3% 4w 2% | 4w % 0% 3% -M% | %
Halmark Channal ~ CRWN 5% 1% 0% 8% wm | % 1% 8% 1% | % | 7% 4% 3% 51% | 49%
Oxygen 4% 13% 2% &% | 1% | T % 0% 9% | % | 1% mw 1% 21% A%
TV Guide GMSTE 3% % 6% % | 5% | aew 2% 5% ws [ oa% sk % ew | %
Greal American NA  NA NA KA NA NA  NA NA NA KA NA  NA A NA
The Westher Ch. __ Landmack 4% 2%  20% _ 27% | -18% | 8%  3ew 4% 2%

Tatal Other

[ToTaL

Sowrce: Daursche Bank Nieisan Medis Ressach
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Enteriainment Discovery

Deutsche Bank

Figure 8: Discovery Communications Bull Case'Scenario 1

{SMMs) bCl DCl ‘07E
2006A 2007E Bull Case ] Rationale
Domestic
Domestic Revenue $1,926 % 2,044 $ 2044
PF Y/Y growth 12.8% 12.8%
Domestic EBITDA $ 727 § 813 |$ 1,008
PFY/Y growth 21.7% 55.0%
E)omestic margin 37.8% 39.8% 49.3%] (match VIA's domestic margins)
International
Revenue $ 879 $1,037 |8% 900| (adjusted for restructurings)
Y/Y growth 18.0% 2.4%
International EBITDA $ 146 & 187 $ 252
Y/Y growth 60.3% 116.4%
{international margin 13.2% 18.0% 28.0%) (VIA indicated 1000bp int'l upside)
Other
Commerce Revenue $ 118 $ 130 1% -
Y/Y growth 10.0%
Education Revenue $ 91 % 97 $ -
Y/Y growth 6.6%
Total Other Revenue $ 208 § 227 1% -
Y/Y growth 9.4%
Other EBITDA $ OGS (M 1§ -
Other EBITDA margin -440% -33.8%
Corporate Expense $ B9 S (73) 1% (60} {(about 2% of revenue)
Total Company
Total Revenue $3,013 $ 3,308 |§$ 2,944
[Total EBITDA $ 663 § 850 |5 1,200
Total EBITDA margin 22.7%  24.9% 40.6%

Sowrca: Deutsche Bank Securitiss, Company Documems

Deutsche Bank Securities Inc.
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Dautsche Bank

Figure 9: Discovery— Bull Case Valuation

($mm, except per share dala) .

2007E

Total Discovery Bull Case EBITDA $ 1,200
Target EV/EBITDA 12.0x
DCI Target Enterprise Value $ 14,402
Pro Forma Net Debt $ 3884
Minority Ownership Put Right Liability 95
Launch Incentive Liability 29
Distr. Renewal Fees — Europe 185
Potential Renewal Liability 150
Long-term Incentive Plan Liability 173
Total Net Liabilities $ (4.496)
Asset value of Antenna Audio Ltd $ 65
Asset value of Education businesses 200
Asset value of Discovery Stores, merchandise 75
Total Likely Monetizations $ 340
Bult Case Net Equity Value of DCI $ 10,246
DHC Qwnership Share 66.7%
Equity value attributable to DHC $ 6,831
DHC Cash $ 155
DHC / Ascent Valuation 300
DHC Option Proceeds 87
Value of DHC-Level Assets $ 541
Total DHC Value $ 7,372
Total Shares Cutstanding, Including Options 285.2

[Bull Case Target Price for DHC

$ 25.85 I

Source: Déurrsche Bank Setunties, Company (focurments

Page 14
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29 April 2007 Entertainment Discovery Deutsche Bank

Figure 10: Discovery Holdings — implied Discovery Communications Valuation

Comim
Long-Term Net Debt Outstanding 3 3,864
Minority Ownership Put Right Liability a5
Launch Incentive Liability 29
Potential Renewal Fees — Europe 185
Long-term Incentive Plan Liability 177
Total Pro Forma Debt, 12/31/06 5 4,350

DHC Equity Market Capitalization =~ 3 6,197
DHC Net Debt {Cash) (155)
DHC Gption Proceeds (87)
DHC Enterprise Vahsation 3 5,956
Value of Ascent ) 3 (300)
Implied Valuation For 67% Discovery Gomm Stake 3 5,656
Gross Value to 100% cf Discavery Comm (x1.5) $ 8,484
Plus: Discovery Comm Pro Forma Debt $ 4,350
Enterprise Vafue For 100% Discovery Comm Stake § 12834
SCOVEery: mYaluation
Current Discovery Comm Enterprise Valuation $ 12,834
FCF generated, remainder of period {381) (488) (656) {810) (932)
End of peried Enterprise Valuation [ 12453 % 11,962 § 11,308 § 10498 5 9566
Discovery Comm EBITDA 3 B5C § 1,087 $ 1304 3§ 14711 § 1,602
¥y growth 24.4% 27.5% 20.0% 12.8% 8.9%
margin 25.7% 31.3% 35.2% 37.0% 38.0%
EV/EBITDA 14.6% 11.0x B.Tx 7.1x 6.0x
Discovery Comm Implied Public Equity Value $ 8484 § 8484 § 8484 $% 8484 § 8484
Discovery Com FCF $ 381 $ 488 § 656 § 810 § 932
{piFcr 22.3x 17.4x 12.9% 1D.5x 9.1x|

Ascent Media Valuation

Discovery Communications DCF Valuation 9,959
DHC Share 66.7%
Net DHC Value $ 6,640
Private Market Discount 0%
Net Public Discovery Comm Value $ 6,640
Cash 3 155
Option Proceeds 5 87
Total DHC Value $ 7,181

Control Discount

Net Public Equity Value of DHC % 5,741
Shares Dutstanding

Target Sum-of-the-Parts for DHC ! 20.13

Source: Deutsche Bank Securities estimates; Company reports
Spurce: Deutsthe Bank Securiies, Compaty Documnents

Deutsche Bank Securities Inc. Page 15
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M, axcapl pae share smouynis) 20102 2903 2004 Fry 1006 2008 3008 2306 F 0He 2007a 3007 4C07e

o0t § 2ooke | zovee § zovos | 2011 | CAGR |

Discovety Channel
iy growih 3

‘temtning Channel &TE 878 538 0.7%)
iy growin 10% o 1] —

Animsl Panet 854 864 Bzl 0%
wy prowit E0%, 1.0% [T —_

Truvel Channal 152 7o - NM
iy growln 10.0% Fx o5% —

Discovery Health 483 8 TSk 4.2
iy growin aox| rrax]  1am 43%]

Discovery Digitai & Other i566| 2404] 2r13 a7 5%
Hy growin 12aox| sasw| gzem s0% -
Domestic Gubsaribacs 5180 ise GET.D [ >R AT

ir siek rowin x|  zoew| &% 4%

Discovery int'l Nets 250.0 Mon #1130 [1°1] LR
¥y prowin k| reox]| Fam 3.0%| -
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Global Sumcrbers: 476 | 4065 | 4,232 1,450 1,378 4,708 | 47l

i LD Growin zzaxf x| 1=m% A% -TI% 6P% 08 a4 —

Affilime Rmes
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($MM, except per share data)

Company FCF — —
Segment EBITDA $ [5H) K3 1,087 8 1,304 [§ 1471 )%
growth 27.9% 20.0% 12.8%
FBITDA mergin 24.8% 28.0% 30.9% 32.2%
Cap Ex 100 100 %0 B8O
Taxes L2068 305 409). 489) 60O
TOTAL FREE CASH FLOW 544 582 806 o902
growth 25.4% 18.1% 12.0%
FCF margin 25.8% 30.9% 34.5% 35.7%

WHGHTED AVERAGE COST OF CAPITAL (WACC) COMPUTATION
Cap Ratios

Rate
Equrity S% Risk Free Rate
Shares Outstanding 1 5% Equity Risk Premium
Price 14 Beta
T2% SN2 D% Lo A |
\
Iwace: AR T L e T e
Gross Debt, 12/31/07 3,069 )
Preferred Stock —— =
Total Debt 3,960 28% | BB 2 |
TOTAL CAPSTAL BASE 13,929
VALUATION MATRICES
Bréx 0
ZOOTE Value
w T.8% | 11986 w T.3% 12,583
A BEB% A 8.8% . 19,27? 14,766
C aA% € | 8a78 41,735
C 10.8% [ 7314 9,669
11,8% 6.339 8170
| Terminal Value % of Total Tg@lgl Valus % of Tota
inal g | Termina!
3 4.5% 50%
W T7.8% 86% 88% W 7.8%
A BR% A £.8%
C B 1% [ P
c 10.8% 76% 7% c 10.3%
11.8% 2% 74% 11.8%
inal ¥ all i ]
w T.8%
 102x A _B.B%
G BTE c C98%
75x c 10.8%
11.8% BTX 11.8%
Source: Deutsatw Bank: CoMpsny Reports.
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For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this
research, please see the most recently published company report or visit our global disclosure Inok-up page on our
website at http://gm.db.com.

Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analystis} about the subject
issuer and the securities of the issuer. In addition, the undersigned lead analyst{s) has not and will not rsceive any
compensation for providing a specific recommendation or view in this report. Doug Mitchelson

Historical recommendations and target price: Discovery {DISCA.O0Q) .
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