
DESCRIPTION OF OUR BUSINESS 

OVERVIEW 

Discovery Holding is a holding company, Through our wholly owned subsidiary, Ascent Media, and our 50% owned equity affiliate Discovery, we are engaged primarily in ( I )  the 
production, acquisition and distrihution of entertainment, educational and information programming and soflware, (2) the retail sale and licensing of branded and other specialty products 
and (3) the provision of creative, media management and network services to the media and entertainment industries Our subsidiaries and affiliates operate in the United States, Europe, 
Latin America and Asia. 

We BIE currently a wholly owned subsidiary of LMC. LMC is a holding company, which through its ownership of interests in Subsidiaries and other companies is primarily engaged in 
the electronic retailing, media, communications and entenninment industries. LMC is separating its interests in Ascent Media and Discovery from its other businesses by means of a spin 
off of our company. Following the spin off, we will be an independent, publicly traded company, and LMC will not retain any ownership interest in us. 

ASCENT MEDIA 

Through our subsidiaty, Ascent Media, we provide a wide variety of creative, media management and network services to the media and entertainment industries. Ascent Media's 
clients include the major motion picture siudios, independent producers, broadcast networks, programming networks, advertising agencies and other companies that produce, own and/or 
distribute entertainment, news, sports. corporate. educational, industrial and advertising content. 

The assets and operations of Ascent Media are composed primarily of the assets and operations of I3 companies acquired fiom 2000 through 2004, including The Todd-A0 
Corporation, Four Media Company, certain assets of SounDelux Entertainment Group, Video Services Corporation. Group W Network Services, London Playout Centre and Sony 
Electronics' systems integration business. The combination and integration of these and other acquired entities allow Ascent Media to offer integrated outsourcing solutions for the technical 
and creative requirements of its clients, from content creation and other post-production services to media management and transmission of the final product to broadcast television stations. 
cable system head-ends and other destinations and distribution points. 

LMC acquired a controlling equity interest in Ascent Media, then known as The Todd-A0 Corporation, on June 9,20W. From 2000 through 2003, LMC obtained additional voting 
stock and convertible promissory nates of Ascent Media through the contributions of certain assets and operations acquired hy LMC, as well as cash investments. The assets acquired by 
LMC and contributed to Ascent Media included 

100% of the common stock of Four Media Company (lune 2000). 

the post-production and related assets and operations of SounDelux Entertainment Group (July 2000). and 

100% of the common stock of Video Services Corporation (December 2000). 

* 

* 

On July I ,  2003. LMC acquired all the outstanding capital stock of Ascent Media that it did not already own, in exchange for shares of LMC Series A common stock, through the 
merger of Amethyst Merger Sub, Inc., an indirect subsidialy of LMC, with and into Ascent Media. Because, prior to the closing of such merger, that entity held more than 90% of the 
common stack of Ascent Media, the transaction was able to he consummated as a "shalt-form" merger under Delaware law, which meant that no vote of Ascent Media's minority 
stockholders WBS held or required. 
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Ascent Media's operations are organized into three main categories: aeative sewices, media management services and network services. 

Creative Services 

Ascent Media's creative sewices gmup provides various technical and creative services necessary to complete principal photography into final products, such as feature films. movie 
trailers, documentaries and independent films, episodic television, TV movies and mini-series, television commercials, music videos, interactive games and new digital media, promotional 
and identity campaigns and corporate communications. These services are referred to generally in the enteriainment industry as "port-production" services 

Ascent Media markets its creative services under various well-known brand names, including Company 3 ,  Digi~olSymphony , Encore Hollywood, FilmCore , LeveIJPosr ,Merliod, 
One Posl, POP Sofind, RIOT, Riishes , Soho Images. Soundelm , SoiindOne , SI. Anne's POSI, ModernMusic and Todd-A0 . The creative services client base comprises the major 
domestic film studios, independent television production companies, broadcast networks, advertising agencies, creative editorial companies and corporate mediaprcducers. The principal 

es of the creative services p u p  are in Los Angeles, New Yo*, Atlanta, San Francisco. Mexico City and London. 

Key services provided by Ascent Media's creative services p u p  include the following: 

Dailies. Clients require daily screening of their previous day's recorded work in order to evaluate technical and aesthetic qualities of the production and begin the creative editorial 
process. Ascent Media provides the film development, digital transfer from film to video, and video processing necessary for clients to view principal photography on a daily basis, also 
hown ns '"dailies." For clients that record their productions on film, Ascent Media processes and prints film negatives for film projection in a Iinenr mnnner. The company also delivers 
dailies that me transferred from film to digital medin using telecine equipment. The transfer process is technically challenging and is used to integrate various forms of audio and encode the 
footage with feet and frame numbers from the original film. Dailies delivered as a digital file can be processed in high definition or standerd definition videa end can be screened in a 
nonlinear manner on a variety of playback equipment. 

Telecine. Telecine is the process oftransferring film into video (in either annlog or digital medium). During this process, a veriety of parameters can be mnnipulnted, such as color 
and contrast. Because the color SpeCtnUn of film and digital media are different, Ascent Media has creative talent who utilize creative colonzhg techniques, equipment and processes to 
enable its clients to achieve B desired visual look and feel for television commercials and music videos, as well as feahlre films and television shows. Ascent Media also provides live 
telecine services via satellite, Using a secure closed netwok able to accurately transmit subtle color changes to connect its telecine artists with client offices or other affiliated post- 
production facilities. 

Disrol iniennedioles, Ascent Media's digital intermediates service provides customers with the ability to convert film to a high resolution digital mnster file far color correction. 
creative editorial and electronic assembly of masters in otherformats. Ifneeded, the digital file can then be convetted back to film. 

Crearive Editorial. After principel photography has been completed, Ascent Media's editors assemble the various etements into a cohesive story consistent with the messaging, 
branding and creative direction by Ascent Media's clients, which are mainly ndvertising agencies. Ascent Medin provides the tools nnd talent required to suppart its clients thmugh s11 
stages of the editing process, beginning with the low-resolution digital images and off-line editing workstations used to create an edit decision list, through the high-resolution editorial 
process used to complete B final product suitable for broadcast. In addition, Ascent Media is able to offer expanded communications infrastNChlre to 

54 



I 2 
P 
0 
0 
0 
9 
0 

0' 
I 
0 

provide digital images directly from the film-to-tape transfer process to a workstation through dedicated data lines. 

- Visrral effects. Visual effects are used to enhance the viewing audience's eqerience by supplementing images obtained in principal photography with computer-generated image? 
and graphical elements. Visual effects are typically used to create images that cannot be created by any other cost-effective means. Ascent Media also pmvides services on an array of 
graphics and animation workstations using a variety of software to accomplish unique effects, including three-dimensional animation. 

Assembly, fonnoning and duplication. Ascent Media implements clients' creative decisions, including decisions regarding the integration of sound and visual effects, to assemble 
muree material into its final form. In addition, Ascent Media uses sophisticated computer graphics equipment to generate titles and character imagery and to format a given program to meet 
specific network requirements, including time compression and commercial breaks. Finally, Ascent Media creates multiple master videotapes for delivery to the network for broadcast, 
archival and other purposes designated by the customer. 

Diswibntion. Once a television commercial has been completed, Ascent Media provides broadcast and support services, including complete video and audio duplication, 
distribution, and storage and asset management, for advenising agencies, corporate advertisers and entertainment companies. Ascent Media uses domestic and international satellite, fiber 
and Integrated Services Digital Network, or ISDN, Internet access, and conventional air freight for the delivery of television and radio spots. Ascent Media currently houses over 65,000 
commercial production elements in its vaults for future use by its clients. Ascent Media's commercial television distribution facilities in Los Angeles and San Francisco, California and its 
satellite huh facilities in New York, enable Ascent Media to service any regional or nntional client. 

Sorstd Supe,vision. Sowid Design oad Sorind Edimi-id Ascent Media provides creative talent, state of the art fac es and support services to create sound for feature films, 
television content, commercials and trailers, interactive multimedia games and special live venues. Sound supervisors ensure that all aspects of sound, dialogue, sound effects and music are 
properly coordinated. Ascent Media's sound services include, but are not limited to, sound editing, sound design, sound effect libraries, ADR (automated dialogue replacement, a process 
for editing the spoken portion of a film) and Foley (uon-digital sound effects), 

Music Seivices. Music services are an essential component of post-production sound. Ascent Media has the technology and talent to handle all types of music-related services, 
including original music composition, music supemision, music editing, scoringlrecording. temporary sound tracks, composer support and preparing music for soundtrack album release. 

Once the sound editors, sound designers, composers, music editors, ADR and Foley crews, and many others, have prepared all the elements that will make Re-recordmg/M;xing. 
up the fmished product, the final component of the creative sound post production process is the mix (or re-recording). Mixing a film involves the process of combining multiple elements. 
such as  tracks of sound effects, dialogue and music, to complete the final product. Ascent Media maintains a significant number of mixing stages, purpose-built and provisioned with 
advanced recording equipment, capable of handling any type of project, from major motion pictures to smaller independent films. 

Sound Effects ondMurie L i b m ~ e s .  Through its Soundelux brand, Ascent Media maintains an extensive sound effects library with over 300,000 unique sounds, which editors and 
clients accexs through the company's intranet and remotely via the Internet. The company also owns several production music libraries through its Hollywood Edge brand. Ascent Media's 
clients use the sound 
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effects and music lihraries in feature films, television shows, commercials, interactive and multimedia games. The company actively continues to add new, original recordings to its library. 

Media Management Services 
I 
0 Ascent Media's media management services group provides owners of content libraries with a full complement of facilities and services necessary to optimize, archive, manage and 

repurpose media assets for global distribution via freight, satellite, fiber and the Internet. Ascent Media's media facilities are located in Burbenk, Hollywood and Santa Monica, California, 
Northvale, New Jersey; and London. England. The media management services client base includes the major motion picture studios and their international divisions as well ns independent 
owncrs of television and film libraries and emerging new media distribution channels. 

Key services provided by Ascent Media's media managenient services group include the following: 

Negative developing ond cutting. Ascent Media's film laboratories provide negative developing for television shows such as one-hour dramas and movie-length programming, 
including negative developing of "dailies" (the original negative shot during each production day), as well as the often complex and technically demanding commercial work and motion 
picture trailers. Ascent Media also provides negative cutting services for the distribution of commercials on film. 

Restoration. p,aseivation and asset protenion of existbig and damaged content. Through its recently-acquired facility, Cinetech, and its other laboratory facilities. Ascent Media is 
now a leader in film restoration, preservation and asset protection. Ascent Media's technicians use photochemical and digital processes to clean, repair and rebuild a film's elements in order 
to return the content to its originol and sometimes improved image quality. Ascent Media also protects film element content from future degradation by trnnsferring the film's image lo 
newer archival film stocks. Ascent Media also provides asset protection services for its client's color library titles, which i s  A preservation process whereby B/W, silver image, polyester, 
positive and color separation masters are created, sufficiently protecting the images of new and older films. 

Transfewingjilni to analog video 01' digital iriedi'a. A considerable amount of film content is ultimately distributed to the home video, broadcast, cable or pay-per-view television 
mnrkets. This requires film images to be transferred to an analog video or digital file format. Each frame must he color corrected and odapted to the size and aspect ratio of a television 
screen in order to ensure the highest level of conformity to the original film version. Because celtain film formats require trensfers with special characteristics, it is not unusual for a motion 
picture to be mastered in many different versions. Technological developments, such as the domestic introduction of television sets with a 16 x 9 aspect ratio and the implementation of 
advanced and high definition digital television systems for terrestrial and satellite broadcasting, are expected to contribute to the growth of Ascent Media's film transfer business. Ascent 
Media also digitally removes dirt and scratches from a damaged film master that is transferred to a digital file format. 

Professional duplication and standards conversion. Ascent Media provides professional duplication, which is the process of creating broadcnst quality and resolution independent 
submasters for distribution to professional end users. Ascent Media uses master elements to make sub-masters in numerou~ domestic and international broadcast standards as well as up to 
22 different tape formats. Ascent Media also provides standards conversion, which is the process of changing the frame rate of a video signal from one video standard, such as the United 
States standard (NTSC), to another, such as a European standard (PAL or SECAM). Contenl is regularly copied, convelted and checked by quality control for use in intermediate processes 
such as editing, on-air backup and screening and for final delivery to cable and pay-per-view programmers, broadcast networks. television stations, airlines, home video duplicators and 
foreign distributors. Ascent Media's duplication and standards conversion 
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0 connection with that objective, Ascent Media has created a digital asset management system to store and allow clients to manipulate, repurpose and direct Ascent Media to perform services 
on their digital assets. Ascent Media believes this technology can be exploited both for commercial olients (for management of advertising and marketing content) and for Ascent Media's 
major studio clients (for management of film and television libraries). - 

D ~ v e  the convergence of traditional and new medio. Ascent Media intends to create joint ventures, partnerships and alliances With technology providers, content creators and 
multichannel video programming distributors to create cost effective scalable infrashucture to drive new media revenue streams. Ascent Media intends to assist in the development of 
industry standards and business models to help develop new media opportunities. No assui-ance can be given that any such new products and services will achieve market acceptance. 

Sen#onaliiy 

The demand for Ascent Media's core motion picture services, primarily in its creative services group, has historically been seasonal, with higher demand in the spring (second fiscal 
quarter) and fell (fourth fiscal quarter), and lower in the winter and summer. Similarly, demand for Ascent Media's television program services. primarily in its creative services p u p ,  is 
higher in the first and fourth quarters and lower in the summer, 01 third quarter Demand for Ascent Media's commercid services, primarily in its creative services group. are fairly 
consistent with slightly higher activity in the third quarter. However, recent trends in the demand for television program services may result in increased business for Ascent Media in the 
summer. In addition, the timing of projecls in Ascent Media's media management services group and network services group are beginning to offset the quarters in which there has been 
historically lower demand far Ascent Media's motion picture and television services. Accordingly, Ascent Media expects to experience less dramatic quarterly flucluations in its operating 
perfomance in the future. 

DISCOVERY 

Discoveq Communications, Inc. is a leading global media and entertainment company. Discovery has grown from the 1985 launch in the United States of its core p ropeq ,  Discovery 
Channel, to current global operations in over 160 countries across six continents. with over I billion total cumulative subscription units. The company operates its businesses in three 
groups: Discovery networks US.,  Discovery networks international, and Discovery commerce, education and other. 

Discovery's relationships and agreements with the distributors of its channels are critical to its business as they provide Discovery's subscription resenue streem and access to an 
audience for advertising sales purposes. There has been a great deal of consolidation among cable and satellite television operators in the United States in recent years, with over 90% of the 
pay television households in the country now controlled by the top eight distributors. Discovery also operates in celtain overseas markets which have experienced similar industry 
consolidation. Industry consolidation has generally provided more leverage to the distributors in their relationships with programmers Accordingly, as its carriage agreements expire, 
Discovery may not be able to obtain terms in new carriage agreements that are comparable to terms in its existing agreements. 

Discovery earns revenue from the sale of advertising on its networks, from delivery of its programming pursuant to affiliation agreements with cable television and direct-to-home 
satellite operators (which is described as subscriber fees throughout this document), from licensing its programs for international distribution and from product sales in its retail outlets. 
Subscriber fees, as described, includes all components of revenue earned through affiliation agreements. Discovery's affiliation agreements tvvicalk have terms of 3 to 10 years and Drovide 
for payments based on the number of subscriben that receive Discovery's services. No single distributor represented more than 10% of 
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0 Discovery's consolidated revenue for the year ended December 3 I ,  2004. Discovery has grown its global network business by securing as broad a subscriber base as possible for each of its 

channels by entering into affiliate ngreements After obtaining scnlnble distribution of its networks, Discovery invests in programming nnd marketing in order to build a viewing audience to 
support advertising sales. In certain cases, Discovery has made cash payments to distributors in exchange for carriage or has entered into contractual airengements that nllow the distributors 
to show certain of Discovery's channels for extended free periods. In the United States, Discovery has developed the necessary audience and ratings for its programming such that 

- 
I advertising sales now provide more revenue than channel subscriptions. In 2004, approximately 59% of the revenue for Discovery's US. networks came from advertising sales and 

approximately 38% was subscription revenue. Subscription revenue still accounts for the majority of the international networks' revenue base (in 2004, approximately 63% of the division's 
revenue came from subscriptions), and this is anticipated to be the case for the foreseeable future. As a result, growing the distribution base for existing and newly lnunched international 
networks will continue to he the primmy focus of the international division. 

Discovery's principal operating costs consist of programming expense, sales and marketing expense, personnel expense and general and administrative expenses. Programming is 
Discovery's largest expense, representing 29% of Discovery's total operating costs in 2004. Costs incumd and capitalized for the direct production of programming content an? amortized 
over varying periods bnsed on the expected realization of revenue from the underlying programs. This methodology generally results in an accelerated amortization for developed U.S. 
networks over a four-yenr period and straight-line amortization for all internationnl networks (over three years) and developing U.S. networks (over three to five years). Licensed 
programming is amortized over the contract period based on the expected realization of revenue. Discovery incurs sales and marketing expense to promote brand recognition and to secure 
quality distribution channels worldwide. 

Discovery produces original programming and acquires content from numerous producers worldwide that is tailored to the specific needs of viewers around the globe. Discovery 
believes i t  is genernlly well positioned for continued access to a broad rnnge of high-qunlity programming for both its U.S. and international networks. It has assembled one of the largest 
libraries of non-fiction programming and footage in the world, due both to the aggregate purchasing power of its many networks and a policy to own ns many rights as possible in the 
programs aired on its networks. Discovery also has long-term relationships with some of the world's most significant non-fiction program producers, including the BBC. Discovery believes 
the broad international appeal of its content combined with its ability to adapt its signlficant programming library to international markets for relatively low costs is one of its competitive 
advantages. Discovny is also developingprogramming applications designed to position the company to take advantage of emerging distribution technologies including subscription video- 
on-demand, IP-delivered programming, wireless and mobile. 

Discovery's other properties consist of Discovery.com and over 100 retail outlets that offer lifestyle, health, science and education oriented products, as well as products related to 
other programming offered by Discovery. Additionally, Discovery's newest division, Discovery education, distributes educational materials to over 85,000 schools in the United States and 
to schools in many countries around the world. 

Discovery is a leader in offering solutions to advertisers that allow them to reach a broad range of audience demographics in the face of increasing fragmentation of audience share. 
Theoverall industry is facing several issues with regard to its advertising revenue, including (1) audience fragmentation caused by the proliferation of other television nehvorks, video-on. 
demand offerings from cable and satellite companies and broadband content offerings, (2) the deployment of digital video recording devices @\.as), allowing consumers to time shiA 
programming and skip or fast-fonuard through advertisements; and (3) consolidation within the advertising industry, shifting more leverage to the bigger agencies and buying groups. 
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G Diswvery networks U.S. currently operates 13 channels and provides distribution and advertising sales services for BBC America. The division's channels include Discovely Channel, 
TLC, Animal Planet, Travel Channel, Discovely Health, Fit TV and the following emerging digital tier networks: The Science Channel. Discovery Kids, The Militsly Channel, Discovely 
Home, Discovery Times, Discovery en Espaiiol and Discovery HD Theater, which we refer to collectively as the emerging networks. All of these channels are wholly owned by Discovery 

- 
0: 
I 
0 other than Animal Planet, in which Discmew's shareholders, collectively, and the British Broadcasting Corporation (BBC) each own 20%, and Discovely Times, in which The New York 

Times Company owns 50%. At December 3 1,2004, News Corporation, Inc. owned 10% of each of Discovely Health and Fit TV, however, Discovery acquired their remaining ownership 
interests and settled other obligations for $97,772,000 in the first half of ZOOS. The division also operates web sites related to its channel businesses and various other new media businesses, 
including a videodn-demnnd offering distributed by various cable opernton. 

Following is a surnmav of suhscription units for the U S  network's primary clianncls as well as the aggregate subscription units associated with its emei-ging networks: 

Subirriplion m i l s  at Dmmher 31. 

zoo4 7.003 1001 

(mounts in ihoumndr) 

Discovery Channel 
TLCCI) 
Animal Planet 
Travel Channel 
Discovery Health 
Fit TV 
Emerging networks 

Cumulative subscription units 

89,500 
87,900 
86.400 
77;000 
54,900 
35.930 

187;300 

618,900 

88,500 
87,000 
84,500 
74,100 
48,300 
3 1 . m  

172,600 

586,900 

87,000 

81,100 
68,400 

29,000 
97,000 

488,500 

85,000 

41,000 

(1) 

Note Regording BBC Americn Representation: The above subscription units information excludes 40.9 million, 37.6 million and 33.2 million subscription units for BBC America, a SeNiCe 
in which Discoveq does not have an ownership interest but is responsible for distribution and advertising sales services in the United States. 

Excludes 6.9 million, 6.1 million and 6.6 million subscription units nssocioted with the U S  feed of TLC into certnin mnrkets in Canadn 

Diacovery Networks International 

Disoveq networks international, or the international networks, rnannges a portfolio of channels, led by Discoveq Chmnel and Animal Planet, that are distributed in virtually every 
pny-television market in the world via an infrastructure that includes major operationnl centers in London, Singnpore, New Delhi and Minmi. Discovery networks internationnl currently 
operates over 85 separate feeds in 33 languages with channel feeds customized according to language needs and advertising sales opportunities. Most of the division's channels arc wholly 
owned by Discovery with the exception of ( I )  the international Animal Planet channels, which are generally joint ventures in which the BBC owns 50%. (2) People +Arts, which operates 
in Latin America and Iberia as a 50-SO joint venture with the BBC and (3) several channels in Japan and Canada, which operate as joint ventures with strategically important local partners. 
As with the U.S. networks division, the international networks operate web sites and other new media businesses. In 2004. the group undertook a major new initiative to re-launch 
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certain existing networks and launch several new networks to create a package of three lifestyle-focused networks for distribution on a global basis. 

Following is a summary of subscription units for the international networks by geographic region as estimated by Discovery's mnnngement: 

Europe' 
Lstin America 
Asia 

Cumulntive subscription units 

Subirription Units n t D ~ e m b e r 3 1 .  

zaw 2003 2Wl 

(amaunts In thoulands) 

153,700 133,200 116,000 
80,100 71,000 64,800 

331,200 229,400 168,400 

565,000 433,600 349,200 
P 

* Europe includes Middle East nnd Africa 

Note: A significant niunber of the subscription units included above, particularly in Asia, represent subscribers that are reached through brnnded progamrning blocks on other 
networks, which are provided without charge. 

Discovery Commerce, Education & Other 

This group includes Discovery commerce,, which operates a chnin of retail stores in the United States that offer lifestyle. health, science and education-oriented products, as well ns 
products specifically related to programming on Discovery's networks. This division also opemtes n catalog nnd electronic commerce business selling products similar to that sold in the 
Discovery Channel Stares, BS well as a licensing business that licenses Discovery trademarks and intellectual properly to third parties for the purpose of creating and selling retail 
merchandise. 

This group also includes Diswveq education. Since 2003. Discovery has acquired three companies which were involved in the streaming business. In 2004, the company expanded 
heyond its tmditional educntion businesses of airing educational programming on its networks and selling hard copies of such pmgrams to schools and began streaming educntianal video 
material into schools via the internet. Discovery education now operates United Streaming, a leading educational broadband streaming service in the United States. This service earns 
revenue through annual subscription fees paid by schools and school districts which use the sewice. 

Discovery Stockholders' Agreement 

A subsidiary of ours, together with Cox Communications and AdvanceMewhouse. and John Hendricks. the founder end Chairman of Discovery, are parties to a Stockholders' 
Agreement. We own 50%. and Cox Communications and AdvanceMewhouse each own 25%. of Discovery. MI. Hendricks is the record holder of one share of capital stock of Discovny; 
however, Mr. Hendricks cannot transfer this share, the share is subject to an irrevocable proxy in favor of AdvanceMewhouse and the share is subject to B call nmnngernent pursuant to 
which AdvnnceNewhouse cnn purchnse the share. Accordingly, we trent such share as bemg owned by AdvanceMewhouse for purposes of AdvnnceMewhouse's percentage ownership of 
Discovay as descrihed in this infometion statement. As a '"close corporation" under Delaware law, the stockholders manage the husmess of Discovery, rather than a board of directors. The 
Stockholders' Agreement provides that a number of decisions affecting Discovery, such as, among other things, a decision to effect a fundamental change in its business, a merger or other 
business combination, issuance of Discovery's equity securities, approval of trnnsactions between Discovery, on the one hand, and any of its stockholders, on the other hand, and adoption 
of 
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Discovery's annual business plan, must be approved by the holders of 80% of its outstanding capital stock. In addition, other matters, such as the declaration and payment of dividends on 
its capital stock, require the approval of the holders of a majority of Discovery's outstanding capital stock. 

Because we own 50%, Cox Communications owns 25% and Advancemewhouse owns 25% of the stock of Discovery, any one of us may block Discovery from taking any action that 
requires 80% approval. In addition, because Cox Communications and Advancemewhouse, on the one hand, and our company, on the other, each owns 50% of the outstanding stock of 
Discovery, there is the possibility that the stockholders could deadlock over various other maners, which require the approval of the holders of a majority of its capital stock. To reduce the 
possibility that this could occur, the stockholders have given John Hendricks, the founder and Chairman of Discovery, the right @ut not the obligation), subject to certain limitations, to cast 
a vote to break a deadlock on certain matters requiring a majority vote for approval. 

The Stockholders' Agreement also restricts, subject to certain exceptions, the ability of a stockholder to transfer its shares in Discoveq to a third party. Any such proposed transfer is 
subject to a pro rata right of first refusal in favor of the other stockholders. If all of the offered shares are not purchased by the other stockholders, then the selling stockholder may sell all of 
the offered shares to the third party that originally offered to purchase such shares at the same price and on the same terms, provided that such third party agrees to be bound by the 
restrictions contained in the Stockholders' Agreement. In addition, in the event that either Cox Communientions or AdvanceNewhouse proposes to transfer shares, Cox Communications or 
AdvanceNewhouse, whichever is not pmposing to transfer, would have a preemptive right to buy the other's shares. and if it does not elect to purchase all such shores, then the remaining 
sliares would be subject to the pro rata right of first refusal described above. 

The Stockholders' Agreement also prohibits Cox Communications, AdvanceNewhouse and our company from starting, or acquiring a majority of the voting power of, a basic 
programming service carried in the United States that consists primarily of documentary, science and nature programming, subject to certain exceptions. 

In connection with the spin off, LMC contrihuted to us 100% of an entity that owns a 10% interest in the Animal Planet limited partnership. The other p a m e n  of the Animal Planet 
include Discovery. Cox Communications, AdvanceNewhouse and the BBC. The Stockholders' Agreement prohibits us from selling, transferring or olhenuise disposing of either of the 
subsidiaries that hold the Discovery interest or Animal Planet interest, respectively, unless, after such transaction, such subsidiaries BE controlled by the same person or entity. 

The foregoing summaly of theDiscovety Stockholders' Agreement is qualified by reference to the full text ofthe agreement and amendments, which are filed as exhibits to the 
Form 10 registration statement of which this information statement is a part. 

GEOGRAPHIC AREAS 

Please see Note 15-Information about Operating Segments of our Combined Financial Statements included in this information statement for certain financial information in each 
geographic area in which we conduct business. 

CUSTOMERS 

For theyear ended December 3 1,2004, no single customer accounted for more than 10% of Ascent Medin's consolidated revenue. Although Ascent Media serviced over 4,000 
customers during the year ended December 3 1,2004, its ten largest customers accounted far approximately 45% of its consolidated revenue and its single largest customer accounted for 
approximately 7% of its 
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consolidated revenue during the period. The loss of, and failure to replace, any significant portion of the services provided to any significant customer could have a material adverse effect 
on Ascent Media. 

For the year ended December 3 I ,  2004, no single customer accounted for more than 10% of Discovery's consolidated revenue. 

REGULATORY MATTERS 

Ascent Medin 

Some of Ascent Media's subsidiary companies hold licenses and authorizations from the Federal Communications Commission. or FCC, required for the conduct of their businesses, 
including earth station and various classes of wireless licenses and an authorization to provide certain services pursuant to Section 214 of the Communications Act. Most of the FCC 
licenses held by such subsidiaries are for transmitlreceive earth stations, which cannot be operated without individual licenses. The licenses for these stations are granted for a period of 
fifteen years and, while the FCC generally renews licenses for satellite earth stations, there cnn be no assurance that these licenses will be renewed at their expirntion dates. Registrntion 
with the FCC, rather than licensing, is required for receiving transmissions from domestic satellites from points within the United States. Ascent Medin relies on third party licenses or 
authorizations when it and its subsidiaries transmit domestic satellite traffic through earth stations operated by third parties. TheFCC establishes technical standards for satellite 
transmission equipment that change from time to time and requires coordination of earlh stations with land-based microwave systems at certain frequencies to assure non-interference. 
Transmission equipment must also be installed and operated in a manner that avoids exposing humans to hamful levels of radio-frequency radiation. The placement of earth stations or 
other antennae also is typically subject to regulation under local zoning ordinances. 

Discovery 

In the United States, the FCC regulates the providers of satellite communications services and facilities for the transmission of programming services the cable television systems that 
cony such services nnd, to some extent, the nvailnbility of the programming services themselves through its regulation of program licensing. Cable television systems in the United States 
are also regulated by municipalities or other state and local government authorities and arr currently subject to federal rate regulation on theprovision of hasic service. Continued rote 
regulation or other franchise conditions could place downward pressure on the fees cahle television companies are willing or able to pay for the Discovery networks. Regulatory camage 
requirements also could adversely affect the number of channels available to cany the Discovery networks. 

The Cable Television Consumer Protection and Competition Act of 1992 (the 1992 Cable Act) directed Ule FCC to promulgate regulations regarding the sale and ncquisilion of cohle 
programming between multi-channel video programming distributors (including cable operators) and satellite-delivered programming services in which a cable operator has an attributable 
interest. Because cahle operators have an attributable interest in Discovery, the Discovety networks are subject to these rules. The legislation and the implementing regulations adopted by 
the FCC preclude virtually all exclusive programming contracts between cable operators and satellite programmers affiliated with any cable operator and the 1992 Cable Act requires that 
such ~ffiliated programmers make their programming services available to cable operators and competing multi-channel video programming distributors on terms and conditions that do not 
unfairly discriminate among distributors. As a result, Discovery has not been, and will not be, able to enter into exclusive distribution agreements, which could provide more favorable 
terms than non-exclusive agreements. 

The 1992 Cable Act required the FCC, among other things, to prescribe tules and regulations establishing reasonable limits on the number of channels on a cahle system that will be 
allowed to cany 
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programming in which the owner of such cable system has an attibutable interest. In 1993, theFCC adopted such channel carriage limits. However, in 2001, the United States Court of 
Appeals for the District of Columbia Circuit found that the FCC had failed to justify adequately the channel camage limit, vacated the FCC's decision and remanded the rule to the FCC for 
further consideration. In response to the Court's decision, the FCC issued a further notice of proposed rulemaking in 2001 to consider channel camiage limitations. The FCC issued a Second 
Further Notice of Proposed Rulemaking on May 17,2005, requesting comment on these issues. If such channel camage limitations are implemented, the ability of Cox Communications 

- 
I 
0 and AdvanceNewhouse to cany the full range of Discovq's  networks could be limited. 

The 1992 Cable Act granted broadcasters a choice of must cany rights or retransmission wnsent rights. The rules adopted by the FCC generally provided for mandntoly carriage by 
cable systems of a11 local full-power commercial television broadcast signals selecting must carry rights and, depending on a cable system's channel capacity, non-commercial television 
broadcast signals. Such statutorily mandated carriage of broadcast stations coupled with the provisions of the Cable Communications Policy Act of 1984, which require cable television 
systems with 36 or more "activated" channels to reseme a percentage of such channels for commercial use by unaffiliated third palties and pennit franchise autborities to require the cable 
operator to provide channel capacity, equipment and facilities for public, educational and government access channels, could adversely affect the Discovery networks by limiting their 
carriage of such services in cable systems with limited channel capacity. In 2001, the FCC adopted NleS relating to the cable caniage of digital television signals. Among other things, the 
rules clarify that il digital-only television station can assert il right to nnalog or digital camage an a cuble system. The FCC initinted a further proceeding to determine whether television 
stations may assert rights to carriage of both analog and digital signals during the transition to digital television and to carriage of all digital signals. On Febmary 10, 2005, the FCC denied 
mandatory dual carriage of a television station's analog and digital signals during the digital television transition and mandatory camage of all digital signals. other than its "primsly" simal. 
Television station owners have petitioned the FCC to reconsider its decision and are seeking legislative change. 

In 2004, the FCC's Media Bureau conducted a notice of inquiry proceeding regarding the fensihility of selling video programming services "a la carte", i.e. on an individual or small 
tier basis. The Media Bureau released a report on November 19,2004, which concluded that B la carte sales of video programming services would not result in lower video programming 
costs far most consumers and that they would adversely affect video programming networks. Although the FCC concluded this proceeding, it is possible that Congress may consider a la 
carte proposals in the future. 

In general, authorization from the FCC must be obtained for the construction and operntion of a communications satellite. Sntellite orbital slots are finite in number, thus limiting the 
number of carriers that can provide satellite transponders and the number of transponders available for transmission of programming services. At pnsent, however, there are numerous 
competing satellite Sewice providers that make transponders available for video services to the cable industry. The FCC also regulates the earth stations uplinking to andlor downlinking 
from such satellites. 

The regulation of programming seivices is suhject to the political process and has been in constant flux over the past decade Further material changes in the Isw and regulatory 
requirements must be anticipated and there can be no assurance that our business will not be adversely affected by future legislation, new regulation or deregulation. 

International Regulatory Matters 

Video distribution and content businesses are regulated in each of the countries in which we operate. The scope of regulation varies from country to country, although in some 
significant respects regulation in Western European markets is harmonized under the regulatory structure of the European 
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Union, which we refer to as the EU. Adverse regulatory developments could subject our businesses to a number of risks. See "Risk Factors-Factors Relating to our Business-Our 
businesses are subject to risks of adverse government regulation." Regulations could limit growth, revenues and the number and lypes of services offered. In addition, reylation may 

ways thnt nffect us adversely. Failure to comply with current or future regulation of our businesses could expose our businesses to various penalties. 
9 n 
0; 
n 

restrict our operations and subject them to further competitive pressure, including restrictions imposed on foreign programming distributors that could limit the content they may carq in 
- 
5: COMPETITION 

The creative media SerYices industry is highly competitive, with much of the competition centered in Los Angeles. California, the largest and most competitive market, particularly for 
domestic television and feature film production as well as for the management of content libraries. We expect that competition will increase as a result of industry consolidation and 
alliances, as well as from the emergence of new competitors. In particular. major motion picture studios such as Paramount Pictures, Sony Pictures Corporation. Twentieth Century Fox, 
Universal Pictures, The Walt Disney Company, Metro-Goldwyn-Mayer and Warner Brothers, while Ascent Media's customers, can perform similar sewices in-house with substantially 
greater financial resources than Ascent Media's, and in some cases significant marketing advantages. 'lhese studios may also outsource their requirements to other independent providers 
like us or IO other studios. Thomson. a French corporation, is also a major competitor of Ascent Media, particularly under its Technicolor brand. Ascent Media also actively competes with 
catain industry palticipants that have a unique operating niche or specialty business. There is no assurence that Ascent Media will be able to compete effectively agninst these competitors, 
but we believe that Ascent Media's breadth of services is unique among most of its competitors in the entertainment services industiy, particularly in terms of the range of service offerings 
Ascent Media provides within each business segment. We believe thst Ascent Media's reputation and brand names are acknowledged and recognized for their contribution to creating 
quality content, and that Ascent Media's ability to offer integrated solutions within and across its business segments sets it apart from its competitors. We believe that Ascent Media's 
competitive advantages lie in the breadth and scalability of its services and tbe ability to package those services in n cost effective manner, the reputation and accessibility of its creative 
talent, its relationships with its client base and Ascent Media's ability to distribute content worldwide. 

l i e  business of distributing programming for cable and satellite television is highly competitive, h t h  in the United States and in foreign countries. Discovery competes with other 
programmen for distribution on a limited number of channels, Increasing concentration in the multichannel video distribution industry could adversely affect Discovery by reducing the 
number of distributors available to carry Discovery's networks, subjecting more of Discovely's subscriber fees to volume discounts and increasing the distributors' bargaining power in 
negotinting new affiliation agreements. Once distribution is obtained, Discovery's programming services compete, in varying degrees, for viewers and advertisers with other cable and off- 
air broadcast television programming services as well as with other entertainment media, including home video, pay-per-view services, online activities, movies and other forms of news, 
informntion and entertainment. Discovery also competes, to varying degrees, for crentive talent and propamming content. Our management believes thnt important Competitive factors 
include the prices charged for programming, the quantity, quality and vnriety of the pmgmniming offered and the effectiveness of m d e t i n g  efforts. 

PROPERTIES 

We share our executive offices in Englewood, Colorado under a services agreement with LMC. All of our other real or personal property is owned or leased by our subsidiaries or 
affiliates. 
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0 Ascent Media's operations are conducted at over 100 properties. In the United States, Ascent Media occupies owned and leased properties in California, Connecticut, Florida, Georgia, 9 
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New Jersey and New York, the network services group also operates a satellite earth station and related facilities in Minnesota. Internationally, Ascent Media has owned and leased 
properties in London, England. In addition, the creative services group operates a leased facility in Mexico City, Mexico, the media management services group has a 50% owned equity 
affiliate with facilities in Barcelona and Madrid, Spain, and the network services group operates two leased facilities in the Republic of Singapore. Worldwide, Ascent Media leases 

- 
I 
0 approximately 1.3 million square feet and owns another 370,000 square feet. In the United States, Ascent Media's leased properties total approximately 1 million square feet and have terms 

expiring between September 2005 and December 2012. Several of these agreements have extension options. The leased properties me used for ow technical operations, office space and 
media storage. Ascent Media's international leases have terms that expire between September 2005 and August 2019, and are also used for technical operations, office space and media 
storage. Over half of the international leases have extension clauses. Approximately 240,000 square feet of Ascent Medin's owned properties are locnted in Southern California, with 
another 80,000 square feet located in Northvale, New Jersey, Atlanta. Georgia, Minneapolis, Minnesota and Stamford, Connecticut. In nddition, Ascent Media owns approximately 50,OW 
square feet in London, England. Nearly all of Ascent Media's owned properties are purpose-built for its technical and creative service operations. Ascent Media's facilities are adequate to 
support its current near term growth needs. 

Discoveiy's operntions are conducted from over 35 facilities in 18 countries. Discovery owns its global corporate headquarters in Silver Spring, Matylnnd and owns an origination 
facility and data center in Sterling, Virginia. In addition, Discovery leases regionnl office space elsewhere in the Nod, America, Europe, Latin America, Asia, Australia end India. 
Uiscovery leases retail space for its Discovery Channel Stores. 

EMPLOYEES 

We currently have no corporate employees. We anticipate that subsequent to the spin off, LMC will provide us with certain management and administrative servicespursuant to the 
services agreement. which will include the services of our executive officers who will remain executive officers of LMC after the spin off. See "Inter-Company Agreements-Services 
Agreement." 

As of December 3 1, 2004, Ascent Media had approximately 3,800 employees, most of which worked on a full-time basis. Approximately 2,400 of Ascent Media's employees were 
employed in the United States, with the remaining 1,400 employed outside the United States, principally in the United Kingdom and the Republic of Singapore, Approximately 350 of 
Ascent Media's employees belong to either the International Alliance of Theatrical Stage Employees in the United States or the Broadcasting Entertainment Cinematograph and Theatre 
Union in the United Kingdom. 

As of December 3 1,2004, Discovery had approximately 3,800 employees 

LEGAL PROCEEDWGS 

Ascent Media 

On November 30,2001, Paul Dujardin filed a complaint against LMC and Ascent Media in the U.S. District Court for the Southem District of New York, alleging vial&ns of 
Section IO@), Rule lob-S and Section 20(a) of the Securities Exchange Act of 1934, common law fraud. negligent misrepresentation, breach of the earnout provisions of an acquisition 
agreement involving the sale of M. Dujardin's company, Triumph Communications, Inc., to Ascent Media in July 2000, and breach of contract for failure to make MI. Dujardin head of 
what was then known as Ascent Media's "networks gmup." MI. Dujardin claims in excess of $15 million in compensatory damages, plus unspecified punitive damages. On February 13, 
2002, Ascent Media and LMC filed a motion to dismiss 
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Mr. Dujardin's complaint in its entirety. On March 15,2005. the court issued an order granting in substantial part the motion to dismiss. Specifically, the court dismissed with prejudice the 
securities fraud claims based on allegations that Ascent Media and LMC engaged in transactions designed to conceal the value of Ascent Media's stock. The COW also dismissed with 

fraud claims based nn allegations thnt Ascent Medin falsely promised to nppoint Mr. Dujnrdin president of the networks p u p  nnd granted Mr. Dujardin permission to reasselt these frnud 
claims in an amended complnint. On April 4,2005, Mr Dujnrdin filed an mended complnint against Ascent Media and LMC nlleging n violation of Section IO@), Rule lob-5 and 
Section 20 of the Securities Exchange Act of 1934, and a common law fraud claim, each based solely on allegations that Ascent Media falsely promised to appoint Mr. Dujardin president 
of the networks group. Mr. Dujardin claims in excess of $10 million in compensatory damages, plus unspecified punitive damages, on his fraud claims. Mr. Dujnrdin alsa seeks damages of 
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prejudice the breach of contract claim for failure to make Mr. Dujardin head of the networks group. The courl then dismissed. hut without prejudice, the securities fraud and common law - 
I 

approximately $I,OSO,WO against Ascent Media arising out of a breach of contract claim involving the eamout provisions of the Triumph acquisition agreement. On May 4,2005, Ascent 
Media filed its answer io the amended camplaint. Ascent Media contends that it has satisfied its obligations to Mr Dujardin by delivering to him the earnout shares at issue and that, in any 
event, any alleged monetary damages are substantially less than the amounts sought by MI Dujardin in the amended complaint. Ascent Media believes that Mr. Dujardin's remaining claims 
nre without merit and intends to vigorously defend its rights. However, no assurance can be given tho1 Ascent Media will prevail in such litigation. Pursuant to the rwrgnnizntion ngreement 
to be entered into prior to the spin off, rue will agree to indemnify LMC from any linhility and expenses relating to this matter. See '"Certain Inter-Company Agreements-Agreements with 
LMC-Reorganization Agreement." 

In addition, Ascent Media, ar its operating entities, is a defendant and may he a potential defendant (or may he obligated to indemnify or reimbune a named defendant), in lawsuits and 
claims arising in the ordinary conrse of business. While the outcomes of such claims, lawsuits, or other proceedings cnnnot be predicted with certainty, manngement expects thnt such 
linhility, to the extent not provided for by insurnnce or otherwise, will not have n material ndverx effect on the financial condition of Ascent Media. 

Discovery 

Discovery is involved in litigation incidental to the conduct of its business. While the outcome of such litigation cannot he predicted with certainly, Diswvery does not expect that the 
outcome of such litigation will have a material adverse effect on the financial condition of Discovery. 
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MANAGEMENT 

Direeiors and Executive Oflicera 

The following table sets forth certain information concerning our directors and executive officers, including a five year employment history and any directorships held in public 
companies: 

Name PO%ifiO"S 

John C. Malone 
BomMnrch7,1941 

Chief Executive Officer and Chnirmnn of the Board of our company since March 9,2005, and 
n director of our company since May 3,2005. Dr. Malone has served as Chnirmnn of the 
Board and a director of LMC since 1990. Dr. Malone seIved as Chairman of the Board and a 
director of Liberty Satellite &Technology, Inc. from December 1996 to August 2000. 
Dr. Malone also served as Chairmnn of the Board of Tele-Communications, Inc. CTCI") 

I. 
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Robert R. Bennett 
Bom April 19, 1958 

David J.A. Flowers 
BornMay 17,1954 

Paul A. Gould 
Born September27, 1945 

M. LnVoy Robison 
Barn September 6,1935 

Albert E. Rosenthnler 
Born August 29, 1959 

Christopher W. Sheen 
BornJuly 16, 1965 

irom November 1996 Io March 1999, and ChieiEucccitive Ufftcer o f l C l  from J I L I ~ L ~  1991 
IO Alar-h l9+> D! Malane I $  Ch3irman of thc h a r d  ofLG1 nnd a dtrccror of The lhnk of 
New York 

I'rendcni of.m cwnpmv once Mnrch 3, 2005, nnd Jircctor of our ccinipnny sincc .Vny 3 
2005 Mr Denncn ha, xrved  AS I'rusideni nnJ Chwil'wcuiiv: Officer r i f  LMC s~nce  
April 199- anJ has hclJ VRnOJl. C X C C U ~ I \ ' C  positions since LllC's inception In 1993 
Mr Denncrl IS a dircctw of I.MC snJ OpenTV Carp 

%mor Vicc PrcsiJent an.1 lreosurer o i w r  cdnpany m c c  March 5,2005 MI Flotvers hss 
served as Senior Vice I'rcsdent of I.MC sinec 0;lobcr 2010 and Trcawrer of LMC since 
A p d  IY97 hlr Floucrsscnd a r n  Vi;cPrrwJeni ofI.3IC from June 1995 In Oilober 2000 

A Director of our 2onipdn) since May 2 ,  2005 A b  Could h35 HIS.> scn'cd ns 3 Managing 
Director and E~ecutive  VI:^ Presldcni of Allcn & Company Incorporated. an invc\lment 
hdnhng sewiecs company. for mnrc rhan Ihc lilsi iwe vcnri Mr. (huld 1s ,I Jirtctor of IMC, 
Ampco-Pittrhurgh Corporation and 1.Gl. 

A Dirccior idour company since M:i! 3 20C 5.  hlr Robison hiis been ~ Y C L ' U I I ~ ' ~  tlirecior and a 
h r d  memher of Thc Ans:llutz. FsunJi t ion (a pnvaic fduidalimJ s i n x  J n n u q  I YY8 
Mr Rohicun IS R Jircctor of l .MC 

S m m  Vice Prcsidcni ,dour company since March 9. 2005 Llr Itosenthaler h f i  sen,ccl ns R 

Senior V i x  I'rcsiden; <til.MC sinie Apnl 2132 Pnor io joining LMC, Mr Rosenthaler il'asa 
lay  punner in the w:nnung firm u i  Anhur And<rsen LL!' f.x murc than live yeart 

Senior Vice Picstden: nnd Conlro1:er sf L I U ~  :ompan" since hlnrch : I ,  20.15 VJ Sheen IMF 
sen'ci Senior Vi;c Fresidenr .>f I MC w c e  Janiiiw 2002 a d  Controller of LMC sincc 
Ueiolrr ?OM. hlr. Shcnn icnvd as J Vce I'rcndent o i  LMC from 0;tobcr 21110 unul 
Janualy 2002. Pnor IO j m m g  I.MC. Mr Shcnn UIveJ in [he assurance practicc of the 
mc:umting firm ofKPMC; LLI' 1'0: more than five ycim. most recently as a panner 
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Charles Y. Tanabe 
BornNovember27,1951 

J. David Wargo 
Born October 1. 1953 

Senior Vice President, General Counsel and Secretary of our company since March 9,2005. 
Mr. Tanabe has served as Secretary of LMC since April 2001 and a Senior Vlce President and 
General Counsel ofLMC since Janunv 1999. 

A Director of our company since May 3,2005. MI. Wargo has served as President of 
Wargo & Company, Inc., a private investment company specializing in the communications 
industry, since January 1993. Mr. W a r p  is a director of Strayer Education, Inc., OpenTV 
Corp. andLGI. 

The executive officers named above will serve in such capacities until the next annual meeting of our board of directors, or until their respective successors have been duly elected and 
have been qualified, or until their earlier death, resignation, disqualification or removal from office. There is no family relationship between any of the direcfors, by blood, mamiage or 
adoption. 

During the past five years, none of the above persons has had any involvement in such legal proceedings as would be material to an evaluation of his or her ability or integrity. 

Board Composition 

Our board of directors cunrntly consists of five directors, divided among three classes. Our Class I director, whose term will expire at the annual meeting of our shareholders in 2006, 
is 1. David Wargo. Our Class I1 directors, whose term will expire at the annual meeting of our shareholders in 2007, are Paul A. Gould and M. LaVoy Robison. Our Class I11 directors. 
whose term will expire at the annual meeting of our shareholders in 2008, are Robert R. Bennett and John C. Malone. At each annual meeting of our shareholders, the snccessors of that 
class of directors whose term@) expire at that meeting shall be elected to hold ofiice for a term expiring at the annual meeting of OUT shareholders held in the third year following the year of 
their election. The directors of each class will hold office until their respective death, resignation or removal and until their respective successors are elected and qualified. 

Committees of the Board 

Our board of directors hns estohlished an executive committee, whose members me Robert R. Bennett, Paul A. Gould and John C. Malone. Except as specificnlly prohibited by the 
General Corporation Law of the State of Delaware, the executive committee may exercise all the powers and authority of our board in the management of our business and affairs, including 
the power and authority to authorize the issuance of shares of our capital stock, 

Our board of directors has also established an audit committee, whose members are Mr. Gould, Mr. Robison and Mr. Wargo. The audit committee will review and monitor the 
corporate finoncial reporting and the internal and external audits of our compnny. The committee's functions will include, among other things: 

* 

. 
appointing or replacing our independent auditom, 

reviewing and approving in advance the scope and the fees of our annual audit and reviewing the results of our audits with our independent auditors; 

reviewing and approving in advance the scope and the fees of non-audit services of OUT independent auditors; 

reviewing compliance with and the adequacy of our existing major accounting and financial reporting policies: - 
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reviewing our management's procedures and policies relating to the adequacy of our internal accounting controls and compliance with applicable laws relating to accounting 
prsctices; 

0 reviewing mmpliance with applicnble Securities and Exchange Commission, stock exchange and national association of securities denlers rules regarding sudit committees; - 
52 and 

- preparing a report for our annual proxy statement. i; 
Our board of directors has established a compensation committee, whose members are Mr. Gould, MI. Robisan and MI. Wargo. The compensation committee will review and make 

recommendations to our hoard regarding all forms of compensation provided to our executive officers and directors. In addition, the compensation committee will review and make 
recommendations on bonus and stmk compensation arrangements for all of our employees and will have sole responsibility for the administration of our incentive plan 

The hoard, by resolution, may from time to time establish certain other committees of the board, consisting of one or more of OUT directors. Any committee so established will have the 
powers delegated to it hy resolution of the hoard, subject to applicable law. 

Executive Compensation 

We have not yet paid any compensation to any of our executive officen and, for the immediate future, our executive officers will not receive any compensation directly from us. After 
the spin off, each of our executive officers will continue to he employed and compensated by LMC. Pursuant to the services agreement between us and LMC. we will make payments to 
LMC based upon a portion of LMC's cost for our executive officers (taking into account wages and benefits) based upon the anticipated percentages of time to be spent hy our executive 
officers performing serviccs for us. See "Cenain Inter-Company Agreements-Agreements with LMC-Services Agreement.'' The following tables set forth information relating to 
compensation from LMC to our ChiefExecutive Ok3icer and each of the other persons who we anticipate will sewe as our four other most highly compensnted executive officers following 
the spin off, who we refer to as our "named executive officers." The compensation set forth below does not necessarily reflect the compensation to be paid by ourcompany to our named 
executive officers in the future. 
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Summary Compensation Table 

h " " d  
Corn"w,.lion 

Other 
Annual 

Yea, S.iary(l) Bonvs Cornpendon 

SeCUlitiR 
Underlying 

OpliandsAR. 

Name and Printipd 
Position 

with Liherly 

John C. Malone 
Chief Executive Olficer 

All Olher 
CDmpennrlion 

$ 270(6) 
$ 260(6) 
5 410(6) 

2004 5 2700 5 - $  642.071 13) 
2003 $ 
2002 $ 

2004 $ 
2003 $ 

21600 $ 
4,200 5 

- $  
- $  

1,000,000 $ 
- $  
- $  

- $  
- $  
- $  

- $  
- $  
- $  

- $  
- $  
- $  

435;857?3j 
207.050(3) 

235,026(4) 
200,022(4) 
251,432(4) 

Robert R. Bennett 
President 

1,038,462 
1.000.000 

20,500(6) 

20,000(6) 

20,500(6) 
20,000(6) 
20,000(6) 

817,521(6)(7) 
2002 s 
2004 $ 

I;000;000 

516.846 David J.A. Flowers 
Senior Vice President nnd 
Treasurer 

Albert E. Rosenthaler 
Senior Vice President 

250,000 
200,m - 2003 $ 

2002 $ 
438;OOO 
425,000 

2004 $ 
2003 $ 
2002 $ 

2004 $ 

550,308 
514,423 
307,692(2) 

616.866 

250,000 
250,000 
513,000(5) 

20,500(6) 
20,000(6) 
17,307(6) 

225,000 
250,000 - 

20,500(6) 
20,000(6) 
20,000(6) 

Charles Y. Tanabe 
Senior Vice President and 
General Counsel 

2003 $ 
2002 s 

6321788 
615,000 

( I )  In 2002 and 2003, LMC's executive officers' annual salaries were based on 26 bi-weekly pay periods per year. In 2004. due to the timing of LMC's pay days, the executive officers' 
annual salaries were based on 27 bi-weekly pay periods. 

MI Rosenthaler's employment with LMC commenced on April I, 2002. Accordingly, the 2002 compensation included in the table represents nine months of employment 

Includes $216,236, $317,970 and $240,443 of compensation related to Dr. Malone's personal use of LMCs aircraft and flight crew during 2004,2003 and 2002, respectively, which 
compensation has been calculated based upon the aggregate incremental cost of such usage to LMC. In accordance with applicable Treasury Regulations. LMC included in 
Dr, Malone's reportable income for 2004,2003 and 2002 $74,163, $1 1 1,997 and $76,735, respectively, of cornpensation related to his personal use of LMC's aircraft and flight 
crew. Also includes $425,835, $213,219 and $188,127 in 2004,2003 and 2002, respectively, related to reimbursement of Dr. Malone's legal and accounting fees for tax and estate 
planning purposes. Dr. Malone's employment agreement with LMC was amended in 2003 to provide for pnyment or reimbursement of professional fees nnd other expenses incurred 
by Dr. Malone for estate, tax planning and other services, and for personal use of LMC's aircraft and flight crew. The aggregate amount of such payments or reimbursements and the 
value of his personal use of LMC's aircraft is limited to $500,000 per year. For purposes of Dr. Malone's employment agreement, the value of his aircraft use is determined in 
accordance with applicable Treasury Regulations. 

Includes $184,359, $187,809 and $245,763 of compensation related to MI. Bennetf's personal use of LMC's aircraft and flight crew during 2004,2003 and 2002, respectively, which 
compensntion has been cnlculated based upon the aggregate incremental cost of such usage to LMC. In occordance 

(2) 

(3) 

(4) 
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with applicable Treasury Regulations, LMC included in Mr. BeMen's reportable income for 2004, 2003 and 2002 $71,926, $68,525 and $66,525. respectively, of compensation 
related to his personal use of LMC's aircraft and flight crew. During calendar years 2003 through 2008, MI Bennett is entitled to compensation relating lo his personal use of LMC's 

The numbers of shares reflect adjustments for LMC's rights offering which concluded in December 2002. 

9 
q 
0; 

aimraft and flight crew averaging $250,000 per year. The value of this usage will he calculated based upon the aggregate incremental cost of this usage to LMC. - 
(5) 1 

[II 
(6) Amounts represent contributions to the Liberty Media 401(k) Savings Plan (the '"Liberty Savings Plan"). The Liberty Savings Plan provides employees with an opportunity to save 

for retirement. The Liberty Savings Plan pnnicipants may contribute up to 10% of their compensation, and LMC contributes a matching contribution of 100% of the pnnicipnnts' 
contributions. Pnrticipant contriibutions to the Liberty Savings Plan are fully vested upon contribution. 

Generally, participants acquire a vested right in LMC contributions as follows. 

Less than I 
1 -2 
2-3 
3 or more 

0% 
33% 
66% 

100% 

With respect to LMC contributions made to the Liberty Savings Plan in 2004,2003 and 2002, all of the named executive officers are fully vested. Directors who are not employees 
of LMC are ineligible to participate in the Liberty Savings Plan. Under the terms of the Liberty Savings Plan, employees are eligible to participate aAer three months of service. 

Pursuant to the terms of an agreement entered into in 1991, from January 1992 through December 2001, LMC poid the premiums due on two $1,250,000 split-dollar, whole life 
insurance policies for the benefit of Mr. Bennett, and Mr. Bennett granted an assignment of policy benefits in LMC's favor in the amounts of the premiums LMC paid. Consistent 
with the terms of the agreement, in 2003. the compensation committee of LMC's board of directors determined to terminate the assignment in LMC's favor of, and all LMC's 
obligations under, these policies. In connection with this termination, Mr. Bennett is not required to repay any premiums LMC paid on these policies. LMC has treated the 
termination of assignment of policy benefits in its favor as a compensatory bonus to MI Bennett in an amount equal to the aggregate cash surrender value of the policies (%397,835), 
and LMC paid Mr. Bennett an amount equal to the remaining premium payments necessary to fully fund the unfunded policy ($48.777). together with an additional $350,909 
"gmss-up" to account for taxes due on the total bonus. In addition, LMC reimbursed Mr. Bennett for the September 2002 premium payment he made on the unfunded policy in an 
anount equal to $16,259. 

(7) 

Option and SAR Grants In Last Fiscal Year 

We did not grant any stock options or stock appreciation rights m our named executive officers during the year ended December 3 I ,  2004. The grant of any stock options or stock 
appreciation rights following the spin off will be determined by the compensation committee of our board of directors. The following table sets forth certain information concerning stack 
options and stock appreciation rights granted under the Liberty Media Corporation ZOO0 Incentive Plan (as amended and restated 
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effective April 19,2004) during its fiscal year ended December 31,2004, to our named executive officers: 

PIrcenI 
Niimbcr ar O f t O t l l  
S'TWiliW SA& 

underlylni granted I D  

**"ted ruol year 
SARI .mployeW in 

John C. Malone 
Robert R. Bennett 
David J.A. Flowers 
Albelt E. Rosenthnler 
Charles Y. Tanabe 

i.oOo.oOo 
- $ - 

24.9% $ 8.45 
6.2% $ 8.45 
6.2% $ 8.45 
5.6% $ 8.45 

- - 
August 6,2014 $ 4,364,715 
August6,2014 $ 1,091,179 

August 6,2014 $ 982,061 
August 6,2014 $ 1,091,179 

( I )  

(2) 

Represents the closing market price per share of Liberty Series A common stock on August 6,2004 

The value shown is based upon the Black-Seholes model and is stated on a present value basis. The key assumptions used in the model for purposes of this calculation include the 
fallowing: (a) a 4.2% discount rate: @) a 32.0% volatility factor, (c) the 10-year option tern, (d) the closing price of LMC Series A common stock on August 6, 2004. and (e) a per 
share exercise price of $8.45. The actual value realized will depend upon the extent to which the stock price exceeds the exercise price on the date the SAR is exercised. 
Accordingly, the realized value, if any, will not necessarily be the value determined by the model. 

Each option and stock nppreciatian right with respect to LMC common stock outstanding as of the record dote will be adjusted in connection with the spin off. See "The Spin Off- 
Treatment of LMC Stock Incentive Awards" for a discussion of such adjustments. 

LMI Spin OflArljtisfmenr Option Grants 

In connection with the spin off of its then-wholly owned subsidisv, LMI, in June 2004 8nd pursuant to the antidilution provisions of the Liberty Media Corporation 2000 Incentive 
Plan (as amended and restated effective April 19,2004). LMC's incentive plan committee determined to make adjustments to outstanding LMC options and stock appreciation rights 
(collectively, Awards). As of the record date for the LMI spin off, which was 5:OO p.m., New York City time, on June 1,2004, each outstanding Award held by LMC employees who work 
in departments that were expected to provide services to LMI were divided into (A) an option to purchase shares of the corresponding series of LMI common stock equal to 0.05 times the 
number of Awards held by the option holder and (E) an Award to purchase shares of LMC common stock equal to the same number and series of shares of LMC common stock for which 
the outstanding Award was exercisable prior to the adjustment. The aggregate exercise price of each Award was allocated between the new LMl option and the adjusted LMC Award, such 
that the new LMI option had an exercise price equal to the fair value of the applicable series of LMI common stock on the adjustment date and the remaining portion of the exercise or base 
price of the Award was allocated to the adjusted LMC Award. As a result of these adjustments, our named executive officers received LMI options, which were subsequently adjusted by 
LMI in 
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connection with the LMI rights offering that commenced on July 26,2004. These LMI options, as so adjusted, are set forth in the table below: 

Number afmmrities 

John C. Malone 

Robert R. Bennett 

David J.A. Flowers 

Albert E. Rosenthaler 

Charles Y. Tanabe 

undarlflng Series olLMI 
op,iol" *,."tal Comn,on Stock Exerrlsc price Expiration date 

610,927 Series B $ 37.88 February 28.20ll 
147 SeriesA $ 33.92 December 31,2005 
74 SeriesA $ 33.92 February 3,2007 

887,227 Series B $ 37.88 February 28,2011 

1,364 Series A $ 33.92 July 11,2007 
53,192 Series A $ 33.92 July 31,2013 

78,558 Series A $ 33.92 February 28,2011 
10,639 Series A $ 33.92 July 31,2011 

8 SeriesA $ 33.92 November 17,2004 

27,277 Series A 
13,298 Series A 

104,743 Series A 
13,298 Series A 

$ 33.92 April 1,2012 
$ 33.92 July 31,2013 

$ 33.92 February 28,2011 
$ 33.92 July 31, 2013 

Aggregate OptIonlSAR Exercises In Last Fiscal Year and Fiscal Year-End OptionlSAR Values 

None of our named executive officers held options to purchase our common stock during the year ended December 3 I ,  2004. The following table sets forth certain information 
concerning exercises of options andlor stock appreciation rights for LMC's common stock during the year ended December 3 1,2004, by our named executive officers: 

7s 

l.4 
8 
0 
0 
0 
d - 
0; 
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