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ng, could issue our preferred stock having terms that could discourage an acquisition attempt through which an acquirer may be able to change the composition of our board of
rs, including a tender offer or other transaction that some, or 2 majority, of onr shareholders might believe to be in their best interests or in which shareholders might receive a
m for their stock over the then-current market price of the stock.

1older Rights Plan

ur board of directors has approved the adoption of a shareholder rights plan that will include the following terms and provisions. Accordingly, the distrbution of our common s
> stockholders of record on the record date for the spin off will include:

. one preferred share purchase right (which we refer to as a "Series A right") for each outstanding share of our Series A common stock, which Series A right will entitle t
registered holder to purchase from us one one-thousandth of a share of our Series A Junior Participating Preferred Stock, par value $0.01 per share (which we refer to a
"Series A junior preferred stock™), at a purchase price of $100.00 per one one-thousandth of & share, subject to adjustment; and

. one preferred share purchase right (which we refer to as o "Series B right") for each outstanding share of our Series B common stock, which Series B right will entitle tl
registered holder to purchase from us one one-thousandth of a share of Series B Junior Participating Preferred Stock, par value $0.01 per share (which we refer to as the
"Series B junior preferred stock™), at a purchase price of $100.00 per one one-thousandth of a share, subject to adjustment.

the event that we issue shares of our Series C commaon stock, such shares will include one preferred share purchase right (which we refer to as a Series C right and, collectively
es A rights and Series B rights, the "rights") for each share of Series C common stock issued, which Series C right will entitle the registered holder to purchase from us one one
dih of a share of Seres C Junior Participating Preferred Stock, at a purchase price of $100.00 per one one-thousandth of a share, subject to adjustment.

e description and terms of the rights will be set forth in a Rights Agreement, beiween us and EquiServe Trust Company, N.A., as Rights Agent a form of which has been filed :
to the Form 10 of which this information statement 13 a part. The following description of the rights is qualified in its entirety by reference to the Rights Agreement.

paration and Distribution of Rights; Exercisablility.  The Series A rights will be attached to all certificates (or, in the case of uncertificated shares, all book-entry notations)
ting shares of our Series A comimon stock then outstanding, the Series B rights will be attached to all Series B certificates (or, in the case of uncertificated shares, all book-entr
15) representing shares of our Series B common stock then outstanding and the Series C rights will be attached to all Series C certificates (or, in the case of uncertificated shares
ity notations) representing shares of Series C Stock, if and when such shares are issued, and no separate rights certificates will be distributed with respect to any of the rights af
1e rights will separate from our common stock on the rights distribution date, which will oeeur upon the earlier of:

. 10 days following a public announcement that a person or group of affiliated or associated persons has become an "acquiring person;” and
g 10 business days (or such [ater date as may be determined by action of our board of directors prior to such time as any person or group of affiliated persons becomes an

*acquiring person") following the commencement of, or announcement of an intention to make, a tender offer or exchange offer the consummation of which would resu
any person or group of affiliated persons becoming an "acquiring person.”
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xcept in certain situations, a person or group of affiliated or associated persons becomes an “acquiring person” upon acquiring beneficial ownership of our outstanding commor
enting in the aggregate ten percent or more of the shares of our common stock then outstanding, For purposes of the shareholder rights plan, "group" generally means any groug
‘the meaning of Section 13(d)(3) of the Securities Fxchange Act of 1934. In addition, the stockholiders of Discovery (other than our company or any of our subsidiaries), each
yeiate of any such stockholder, any other person that has any agreement, arrangement or understanding with any such stockholder (or with any affiliate or associate of any such
older) for the purpose of acquiring, holding, voting (subject to a limited exception) or disposing of any equity securities of Discovery, and each affiliate or associate of any sucl
, shall together constitute a "group” for purposes of the shareholder rights plan.

he rights agreement provides that, until the rights distribution date (or earlier expiration of the rights), the rights will be evidenced by and transferred with (and only with) the s
sates or book-entry notation representing the Series A common stock, Series B common stock ar Series C common stock to which they are attached. Until the rights distributior
lier expiration of the rights), commuon stock certificates will contain a notation incorporating the rights agreement by reference. Until the rights distribution date {or earlier expi
rights), the transfer of any shares of Series A common stock, Series B common stock or Series C common stock outstanding will also constitute the transfer of the rights associ.
1¢ shares of commeon stock represented by such certificate or book-entry notation, As soon as practicable following any occurrence of a rights distribution date, separate certific
cing the rights related to the applicable series of commeon stock (which we refer to as right certificates) will be mailed to holders of record of our common stock as of the close
55 on the rights distribution date and such separate right certificates alone will evidence the rights.

he rights are not exercisable unless and until a rights distribution date occurs. The rights will expire ten years afier the date of the spin off, unless such date is advanced or exter
the rights are earlier redeemed or exchanged by us, in each case as described below.

nti-dilintion Adjustments.  The applicable purchase price payable, the number of shares of the applicable series of junior preferred stock or other securifies or property issnable
reise of the rights, and the number of applicable rights cutstanding are subject to adjustment from time to time to prevent dilution:

. in the event of a stack dividend on, or a subdivision, combination or reclassification of, the applicable series of junior preferred stock;

. if any person acquires, or obtains the right to subscribe for or purchase the applicable junior preferred stock at & price, or securities convertible into the applicable junio
preferred stock with a conversion price, Jess than the then current market price of the applicable junior preferred stock; or

. upon the distribution to holders of the applicable series of junior preferred stock of evidences of indebtedness, cash (excluding regular quarterly cash dividends), assets
than dividends payable in junior preferred stock) or subscription rights or warrants.

1e number of outstanding rights are also subject to adjustment in the event of a stock dividend on, or a subdivision, combination or reclassification of the applicable series of co
n each case until a rights distribution date occurs.

vidend and Liguidation Rights of the Junior Preferved Stock.  No shares of any series of junior preferred stock purchasable upon exercise of the rights will be redesemable. Bs
f the applicable series of junior preferred stock will be entitled, when, as and if declared, to a minimum preferential quarterly dividend payment of the greater of (1) §10 per she
an amount equal to
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times the dividend (other than dividends payable in the related series of common stock) declared per share of our Series A common stock, Sertes B common stock or Series C
on stock, as the case may be. In the event of our liquidation, dissolution or winding up, the holders of each series of junior preferred stock will be entitled in priority to the holde
on stack to a minimum preferential payment equal to the greater of (1) $10 per share (plus any accrzed but unpaid dividends and distributions) and (2) an amount equal to 1,00
yment made per share of our Series A common stock, Series B common stock or Series C common stock, as the case may be. Each share of the applicable series of junior prefes
vill have 1,000 times the number of votes as each share of the correspanding common stock on all matters which the corresponding common stock is entitled, voting together w
ble series of common stock. Upon any merger, consolidation or other transaction in which shares of our Series A common stock or Series B commeon stock or Series C commo
re converted or exchanged, each share of the corresponding series of junior preferred stock will be entitled to receive 1,000 times the amount received per share of our Series A
on stock, Series B common steck or Series C common stock, as the case may be. These rights are protected by customary anti-diluiion provisions.

ecause of the nature of the dividend, liquidation and voting rights of each series of junior preferred stock, the value of the fractional share of Series A junior preferred stock
sable upon exercise of each Series A right and the value of the fractionat share of Series B junior preferred stock purchasable upon exercise of each Series B right, should
imate the value of one share of our Series A common stock and Series B common stock, respectively.

lip-in and Flip-Over Events.  In the event that any person or group of affiliated or associated persons becomes an acquiring person, each holder of a Series A right (other than
1ally owned by the acquiring person, which will become void) will have the right to receive upon exercise of a Series A right shares of Series A common stock, each holder of
B right (other than rights beneficially owned by the acquiring person, which will become void) will have the right to receive upon exercise of a Series B right shares of Series B
m stock, and if shares of Series C commeon stock are issued, each holder of a Series C right (other than rights beneficially owned by the acquiring person, which will become ve
ve the right to receive upon exercise of a Series C right shares of Series C common stock, in each case, having a market value equal to two times the exercise price of the Series
eries B right or Series C right, as the case may be. The events described in this paragraph are referved to as "flip-in events."

the event that, after a person or group has become an acquiring person, we are acquired in a merger or other business combination transaction or 50% or more of our consolida
r earning power are sold, proper provisions will be made so that each holder of a Series A right, Series B right or a Series C right {other than rights beneficially owned by an
ng person, which will have become void) will have the right to receive upon exercise of Series A rights, Series B rights or Series C rights shares of common stack of the person
we have engaged in the foregoing transaction (or its parent) that at the time of such transaction have & market value of two times the exercise price of the Series A right, the Ser
{he Series C right, as the case may be. The events described in this paragraph, are referred to as "flip-over” events.

-change of the Rights. At any time after any persot or group becomes an acquiring person and prior to the earlier of the occurrence of a flip-over event or the acquisition by t
or group of shares of our common stock representing, in the aggregate, 50% or more of our cutstanding voting power, our board of directors may, without payment of the purel
s the holder, cause the exchange of the rights (other than the rights beneficially owned by the ecquiring person, which will become void), in whole or in part, for shares of the
onding series of common stock (or in some circumstances junior preferred stock) at an exchange ratio of one share of the corresponding series of common stock (or junior prefi
f equivalent value) for each right, subject to adjustment.
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edemption of Rights. At any time prior to the time a person or group becomes an acquiring person, our board of directars may redeem the rights in whole, but niot in part, at a
! per right, subject to adjustment, payable, at our option, in cash, shares of common stock or other consideration deemed appropriate by our board of directors. The redemption
may be made effective at the time, on the basis and with the conditions as our board of directors in its sole discretion may establish. Immediately upon any redemption of the ri;
ht to exercise the rights will terminate and the only right of the holders of rights will be to receive the redemption price.

mendment of Rights,  For so long as the rights are redeemable, we may, except with respect to the redemption price, amend the rights agrezment in any manner without appro
ders of our common stock. After the rights are no longer redeemable, we may, except with respect to the redemption price, amend the rights agreement in any manner that does
ely affect the interests of holders of the rights.

o Rights as Stockholder.  Until a right is exercised or exchanged, the holder of the rights, as such, will not have any rights as a stockholder of Discovery Holding, including, v
ion, any right to vote or to receive dividends.

ertain Tare Considerations.  For U.8. federal income tax purposes, the distribution by us of the rights will not be taxable to us, and the receipt in the spin off of the rights whic
ched to our common stock will not be taxable to holders of LMC common stock. See "The Spin Off —Materiat 1.8. Federal Income Tax Consequences of the Spin Off." Deper
he circumstances, holders of the rights could recopnize taxable income or gain on or after the date that the rights become exercisable or in the event that the rights are redeemed
rided above.

nd Policy

‘e presently intend to retain future earnings, if any, to finance the expansion of our business. Therefore, we do not expect to pay any cash dividends in the foreseeable future. Al
ns regarding the payment of dividends by our company will be made by our beard of directors, from time to timne, in accordance with applicable law after taking into account v
, including our financial condition, operating results, current and anticipated cash needs, plans for expansion and possible loan covensants which may restrict or prohibit our pay
lends.

‘akeover Effects of Provisions of our Restated Ceriificate of Incorporation and Bylaws
of Directors

ur restated certificate of incorporation and bylaws provide that, subject to any rights of the holders of any series of our preferred stock to elect additional directors, the number ¢
rs shall not be less than three or more than nine, with the exact number to be fixed from time to time by a resolution adopted by the affirmative vote of 75% of the members of
hen in office. Initially, the board will consist of five members. The members of our board are divided into three classes. Each class consists, as nearly as possible, of a number ¢
rs equal to one-third of the then authorized number of board members. The term of office of our Class [ directors expires at the annual meeting of our shareholders in 2006, The
¢ of our Class II directors expires at the annual meeting of our shareholders in 2007. The term of office of our Class III directors expires at the annual meeting of our sharehold
\t each annual meeting of our shareholders, the successors of that class of directors whose term expires at that meeting shall be elected to hold office for a term expiring at the
s of our shareholders held in the third year following the year of their election. The directors of cach class will hold office until their respective suecessors are elected and quali
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ing the day on which we notify shareholders of the date of the annual meeting, cither by mail or olher public diselosure. In the case of a special meeting of shareholders called ¢
s, the shareholder notice must be received not earlier than 120 days prior to the special meeting and not later than the later of the 90th day prior to the special meeting or the 14
[towing the day on which we notify shareholders of the date of the special meeting, either by mai} or other public disclosure.

he public announcement of an adjournment or postponement of a meeting of our shareholders does not commence a new time peried (or extend any time period) for the giving
hareholder notice. However, if the number of directors to be elected to our board at an annual meeting is increased, and we do not make a public announcement naming all of th
ees for director or specifying the size of the increased board at least 100 days prior to the anniversary date of the immediately preceding annual meeting, a shareholder's notice s
: considered timely, but anly with respect to nominees for any new positions created by such increase, if it shall be delivered to our Secretary at our offices not later than the clc
ss on the 10th day following the day on which we first make the relevant public announcement.

ments

ur restated certificate of incorporation provides that, subject to the rights of the holders of any series of our preferred stock and subject to obtaining the consent of the holders o
e of the outstanding shares of Series B common stock (who may act by written consent in suich circumstances) in the case of certain amendments described above under "Cur
on Stock—Distributions," the affirmative vote of the holders of at least 80% of the voting power of our outstanding capital stock, voting together as a single class, is required &
amend or repeal any provision of our restated certificate of incorporation or the addition or insertion of other provisions in the certificate, provided that the foregoing 80% votir
requirement shall not apply to any adoption, amendment, repeal, addition or insertion (1) as to which Delaware law does not require the consent of our shareholders or (2) whic
sproved by at least 75% of the members of our board then in office. Our restated certificate of incorporation further provides that the affirmative vote of the holders of at least 8
ing power of our outstanding capita] stock, voting together as a single class, is required to adopt, amend or repea! any provision of our bylaws, provided that the foregoing votir
ment shall not apply to any adoption, amendment or repeal approved by the affirmative vote of not less than 75% of the members of our board then in office.

wafority Voting Provisions
addition to the supermajority voting provisions discussed under "—Amendments" above, our restated certificate of incorporation provides that, subject to the rights of the hold

ies of our preferred stock, the affirmative vote of the holders of at least 80% of the voting pawer of our outstanding capitel stock generally entitled to vote upon all matters subr
hareholders, voting together as a single class, is required for:

. our merger or consolidation with or into any other corporation or a business combination involving our company, provided, that the foregoing voting provision shall no
apply to any such merger or consclidation (1) as to which the laws of the State of Delaware, as then in effect, do not require the consent of our shareholders, or (2) that
least 75% of the members of our board of directors then in office have approved,

. the sale, lease or exchange of all, or substantially all, of our assets, provided, that the foregoing voling provisions shall not apply to any such sale, lease or exchange tha
least 75% of the members of our board of directors then in office have approved; or
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. our dissolution, provided, that the foregoing voting provision shall not apply to such dissolution if at least 75% of the members of our board of directors then in office |
spproved such disselution.

rate Opportunities

ur restated certificate of incorporation provides that if one of our directors or officers acquires knowledge of a potential transaction or matter that may be a business opportunity
mpany, such director or officer will to the fullest extent permitted by law have no liability to us related to such person's failure to refer or communicate such opportunity to us, 1

. such opportunity was expressly offered to such person solely in his or her capacity as a director or officer of our company or as & director or officer of any of our
subsidiaries, and

. such oppertunity relates to a line of business in which our company or any of our subsidiaries is then directly engaged.

ny person becoming a stockholder in our company will be deemed to have notice of and have consented to the provisions of our certificate of incorporation related to corporate
mities that are described above.

1 203 of the Delaware General Corporation Law

ction 203 of the Delaware General Corporation Law prohibits certain transactions between a Delaware corporation and an "interested stockholder.” An "interested stockholder’
pose is a stockhoider who is directly or indirectly a beneficial owner of 15% or more of the outstanding voting power of a Delaware corporation. This provision prehibits certa
s combinations between an interested stockholder and a corporation for a period of three years after the date on which the stockholder became an interested stockholder, unless
transaction which resulted in the stockholder becoming an interested stockholder is approved by the corporation's board of directors before the stockholder becarne an intereste
Ider, (2) the interested stockholder acquired at least 85% of the vating power of the corporation in the transaction in which the stockholder became an interested stockholder, o
business combination is approved by & majority of the board of directors and the affirmative vote of the holders of two-thirds of the outstanding voting power not owned by the
ed stockholder at or subsequent to the time that the stockholder became an interested stockholder. These restrictions do not apply if, among other things, the corporation's certif
rporation containg a provision expressly electing not to be geverned by Section 203. In our restated certificate of incorporation, we have elected not to be governed by Section

er Agent and Registrar
uiServe Trust Company, N.A. will be the transfer agent and registrar for our common stock.
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INDEMNIFICATION OF DIRECTORS AND OFFICERS

ction 145 of the Delaware Generzl Corporation Law provides that a corporation may indemnify directors and officers as well as other employees and individuals against expen
ng attorneys' fees, judgments, fines and amounts paid in settlement in connection with various actions, suits or proceedings, whether civil, criminal, administrative or investigat
than an action by or in the right of the corporation, such as a derivative action), if they acted in good faith and in a manner they reasonably believed to be in or not opposed to tl
ts of the corporation, and, with respect to any criminal action or proceeding, if they had no reasonable cause to believe their conduct was unlawful. A similar standard is applica
e of eny actions by or in the right of the corporation, except that indemnification only extends to expenses, including attorneys' fees, incurred in connection with the defense or
ent of such actions, and the statute requires court approval before there can be any indemnification where the person seeking indemnification has been found liable to the

tion. The statute provides that it is not exclusive of other indemnification that may be granted by a corporation's certificate of incorporation, bylaws, agreement, a vote of
rlders or disinterested directors or otherwise.

ar restated certificate of incorporation provides that we will indemnify and hold harmless, to the fullest extent permitted by applicable law as it presently exists or may hereafter
ed, any person who was or is mede or is threatened to be made a party or is otherwise involved in any action, suit or proceeding, whether civil, criminal, sdministrative or
rative, by reason of the fact that such person, or a person for whom such person is the legal representative, is or was a director or officer of us or, while a director or officer of u
serving at our request as a director, officer, employee or agent of another corporation or of a partnership, joint venture, limited liability company, trust, enterprise or nonprofit e
ng service with respect to employee benefit plans, against all liability and losses suffered and expenses (including attorneys' fees) incurred by such person in connection therew
tated certificate of incorporation also provides that we will pay the expenses incurred by a director or officer in defending any such proceeding in advance of its final dispositio
to such person providing us with certain undertakings, Notwithstanding the foregoing, our restated certificate of incorporation provides that we shall be required to indemnify ¢
dvances to & person in connection with a proceeding (or part thereof) initiated by such person only if the proceeding (or part thereof) was authorized by our board of directors. |
re not exclusive of any other right that any person may have or thereafter acquire under any statute, provision of our restated certificate of incorporate, bylaws, agreement, vote
Iders or disinterested directors or otherwise. No amendment, madification or repeal of such provision will in any way adversely affect any right or protection thereunder of any
in respect of any act or omission oceurring prior to the time of such amendment, modification or repeal. We intend to enter into indemnification agreements with each of our

3 and officers. A form of indemnification agreement approved by our board of directors is included as an exhibit to the Form 10 registration statement of which this informatio:

1t is a part.

e Delaware General Corporation Law permits a corporation to provide in its certificate of incarporation that a director of the corporation shall not be personally liable to the
tion or its shareholders for monetary damages for breach of fiduciary duty as a director, except for liability for:

. any breach of the director's duty of loyalty to the corporation or its shareholders;

. acts or omissions not in good faith or which involve intentional misconduct or a knowing violation of law;
. payments of unlawful dividends or unfawful stock repurchases or redemptions; or

. ony transaction from which the director derived an improper personal benefit.
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yur restated certificate of incorporation provides that, to the fullest extent permitted by applicable law, none of our directors will be personally liable to us or our shareholders fc
ary damages for breach of fiduciary duty as a director. Any repeal or modification of this provision will be prospective only and will not adversely affect any limitation, right o
tion of a director of our company existing at the time of such repeal or modification.

INDEPENDENT AUDITORS

he audit committee of LMC's board of directors has selected KPMG LLP as our independent auditors for the year ended December 31, 2005.

WHERE YOU CAN FIND MORE INFORMATION

/e have filed a registration statement on Form 10 with the SEC with respect to the shares of our common stock being distributed as contemplated by this information statement.
ation statement is 4 part of, and does not contain all of the information set forth in, the registration statement and the exhibits and schedules to the registration statement, For fu
ation with respect to our company and our common stock, please refer to the registration statement, including its exhibits and schedules, Statements made in this information
ent relating to any contract or other document are not necessarily complete, and you should refer to the exhibits attached to the registration statement for copies of the actual cos
iment. You may review a copy of the registration statement, including its exhibits and schedules, af the SEC's public reference room, located at 450 Fifth Street, N.W., Washin,
0549, as well as on the Internet website maintained by the SEC at www.sec.gov . Information contained on any website referenced in this information statement is not incorpors
ce in this information statement.

s a result of the distribution, we will become subject to the information and reporting requirements of the Securities Exchange Act of 1934 and, in accordance with the Exchang
| file periodic reports, proxy statements and other information with the SEC.

ou may request a copy of any of our filings with the SEC at no cost, by writing or telephoning the office of:

Investor Relations
DISCOVERY HOLDING COMPANY
12300 Liberty Boulevard
Englewood, Colorado 80112
Telephone: (866) 876-0461

e intend to furnish helders of our common stock with annual reports containing consolidated financial statements prepared in accordance with U.S. generally accepted account
les and audited and reported on, with an opinion expressed, by an independent public accounting fimm.

»u should rely only on the information contained in this information statement or to which we have referred you. We have not euthorized any person to provide you with differe
ition or 1o make any representation not contained in this information statement.
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ned Statements of Parent's Investment for the years ended December 31, 2004, 2003 and 2002
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ery Communications, Inc.

of Independent Registered Public Accounting Firm

idated Balance Sheets as of December 31, 2004 and 2003

idated Statements of Operations for the years ended December 31, 2004, 2003 and 2002

dated Statements of Cash Flows for the years ended December 31, 2004, 2003 and 2002

idated Statements of Changes in Stockholders' Deficit for the years ended December 31, 2004, 2003 and 2002
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L assets:

h and cash equivalents

de receivables, net

paid expenses and other current assets

Total current assets .
estment in Discovery Communications, Inc. ("DCI")
perty, plant, and equipment, net

ydwill and other intangible assets, net

er assets, net

Total assets

ties and Parent's Investment

t liabilities:

ounts payable

mied payroll and related liabilities
er accrued liabilities

erred revenue

: to parent

l'otal current liabilities

d income tax ligbilities

abilities

Total liabilities

tments and contingencies (see note 8)
 investment:

nt's investment

umulated deficit

umulated other comprehensive eamnings

Potal parent's investment

[otal liabilities and parent's investment

LMC Discovery Group
Condensed Combined Balance Sheets

(unaudited)

March 31, December 31,

2005

2004

amounts in thousands

$ 15,181 21,641
153,323 151,120

23,547 26,208

192,051 198,969

2,966,139 2,945,782

261,603 258,741

2,140,551 2,140,355

17,366 20,981

$ 5,571,710 5,564,828
$ 36,165 33,327
22,784 23,632

22,546 29,606

18,299 20,858

1,247 1,104

101,041 108,527

1,091,985 1,083,964

24,074 25,058

1,217,100 1,217,549

5,507,874 5,506,066
(1,154,272) (1,171,097}

7,008 12,310

4,360,610 4,347,279

§ 5,577,710 5,564,828




See accompanying notes to condensed combined financial statements.
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LMC Discovery Group

Condensed Combined Statements of Operations and Comprehensive Earnings

venue
{ services (excluding depreciation shown below)

Gross profit

ing expenses:

ing, general, and administrative
ck compensation

yreciation and amortization

rating income
neome (expense):

re of eamings of DCI
er, net

rings before income taxes
 tax expense

earnings

omprehensive carnings {loss), net of taxes:
ealized holding gains arising during the period
ign currency translation adjustments

zr comprehensive eamings (loss)

shensive earnings

na basic and diluted earnings per common share {note 4)

(unandited)

Three months ended March 31,

2005 2004

amoupts in thousands

174,290 145,943
110,854 87,750
63,436 58,193
43,585 35,705
213 522
16,761 16,052
60,559 52,279
2,877 5,914
22,814 10,449
322 (111)
23,136 10,338
26,013 16,252
(9,188) (4.332)
16,825 11,920
39 —
(5,341) 1,001
(5.302) 1,001
11,523 12,921
06 04

See accompanying notes to condensed combined financial statements.
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e at January 1, 2005

wk compensation

t cash transfers from parent
her comprehensive loss

t earnings

e at March 31, 2005

LMC Discovery Group
Coniensed Combined Statement of Parent's Investment

Three months ended March 31, 2005

(unaudited)
Accumilated
other
Parent's Accumulated comprehensive
investment deficit income Total
amaounts in thousands
3 5,506,066 (1,171,097 12,310 4,347,279
566 — —_ 566
1,242 — — 1,242
— — (5.302) (5,302)

— 16,825 — 16,825
$ 5,507,874 (1,154,272) 7,008 4,360,610

See accompanying notes to condensed combined financial statements.
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lows from operating activities:
[ earnings

LMC Discovery Group
Condensed Combined Statements of Cash Flows

(unaudited)

justments to reconcile net earnings to net cash provided by operating activities:

Depreciation and aniortization
Stock compensation

Share of earnings of DCI
Deferred income tax expense
Other non-cash credits, net

anges in assets and liabilities (net of acquisitions):

Trade receivables
Prepaid expenses and other current assets
Payables and other liabilities

Net cash provided by operating activities

lows from mvesting activities:

nital expenditures

sh paid for acquisitions, net of cash acquired
sh proceeds from dispositions

rer investing activities, net

Net cash used in investing activities
lows from financing activities:
 cash transfers from parent

er financing activities, net

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents

nd cash equivalents at beginning of period

nd cash equivalents at end of period

Three months ended March 31,

2005 2004

amounts in thousands

16,825 11,920
16,761 16,052
213 522
(22,814) (10,449)
8,898 3,566
75) (154)
(2,807) (10,262)
2710 (4,847)
(8,706) 7812
11,005 14,160
(20,921) (5,925)
— . (33.717)
38 1,356
2,179 24
(18,704) (38,262)
1,242 30,998
3 43)
1,239 30,955
(6,460) 6,853
71,641 8,599

15,181

See accompanying notes to condensed combined financial statements.
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LMC Discovery Group
Notes to Combined Financial Statements
Maich 31, 2005

(unaudited)

asis of Presentation

he accompanying condensed combined financial statements of LMC Discovery Group or the *Company" represent a combination of the historical financial information of (1) .
Group, Inc. ("Ascent Media"), a wholly-owned subsidiary of Liberty Media Corporation (*Liberty"), and (2) Liberty's 50% ownership interest in DCI. Upon consummation of
f transaction described in note 2, Discovery Holding Company will own the assets that comprise LMC Discovery Group.

scent Media is comprised of three operating divisions or groups. Ascent Media's Creative Services group provides services necessary to complete the creation of original conte!
ing feature films, mini-series, television shows, television commercials, music videos, promotionat and identity campaigns, and corporale communications programming. The g
nlates or enhances original visual images or audie captured in principal photography or creates new three dimensional images, animation sequences, or sound effects, The Medi
ement Services group provides owners of content libraries with an entire complement of facilities and services necessary 1o optimize, archive, manage, and repurpose media as
bal distribution via freight, satellite, fiber, and the Internet. The Networks Services group provides the facilities and services necessary to assemble and distribute prograrmuning
t for cable and broadeast networks via fiber, satellite, and the Intemet to viewers in North America, Europe, and Asia. Additionally, the Networks Services group provides syste
tion, design, consulting, engineering and project management services.

C1 is a globnl media and entertainment company that provides original and purchased cable and satellite television programming in the United States and over 160 other countr

he accompanying interim condensed combined financial statements are unandited but, in the opinion of management, reflect all adjustments (consisting of normal recurring acc
ary for a fair presentation of the results for such pcnods The results of operations for any interim period are not necessarily indicative of results for the full year, These conden:
1ed financial statements should be reed in conjunction with the Company's December 31, 2004 combined financial statements and notes thereto found elsewhere herein.

he preparation of the combined financia] statements in conformity with accounting principles generally accepted in the United States of America ("GAAP") requires manageme
stimates and assumptions that affect the reported amounts of revenues and expenses for each reporting pericd. The significant estimates made in preparation of the Company's
dated financial statements primarily relate to valuation of goodwill, other intangible assets, long-lived assets, deferred tax assets, and the amount of the allowance for doubtful
ts. Actual results could differ from the estimates upon which the carrying values were based.

vinoff Transaction

nring the first quarter of 2005, the Boerd of Directors of Liberty (the "Board") approved e resolution to spin off the capital stock of Discovery Holding Company to the holders
- Series A and Series B common stock (the "Spin Off'), The Spin Off will be effected as a distribution by Liberty to holders of its Series A and Series B common stock of share:
A and Series B common stock of Discovery Helding Company. The Spin Off will not involve the payment of any
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eration by the holders of Liberty common stock and is intended to qualify as a tax-free transaction. The Spin Off is expected to occur on July 21, 2005, and will be made as &
nd 1o holders of record of Liberty commen stock as of the close of business on July 15, 2005. The Spin Off is expected to be accounted for at historical cost due to the pro rata
distribution.

ollowing the Spin Off, the Company and Liberty will operate independently, and neither will have any stock ownership, beneficial or otherwise, in the other. In connection wiil
T, the Company and Liberty will enter into certain agreements in order to govern certain of the ongoing relationships between the Company and Liberty atfter the Spin Off and
e for an arderly transition. These agreements include a Reorganization Agreement, & Services Agreement and s Tax Sharing Agreement.

he Reorganization Agreement provides for, among other things, the principal corporate transactions required to effect the Spin Off and cross indemnities. Pursuant to the Servis
nent, Liberty will provide the Company with certain general and administrative services including legal, tax, accounting, treasury and investor relations support. The Company
irse Liberty for direct, out-of~pocket expenses incurred by Liberty in providing these services and for the Company's allocable portion of costs associated with any shared servic
nel.

nder the Tax Sharing Agreement, Liberty will generally be responsible for U.S. federal, state, local and foreign income taxes reported on a consolidated, combined or unitary rc
ludes the Comnpany or one of its subsidiaries and Liberty or one of its subsidiaries. The Company will be responsible for al} other taxes that are attributable to the Company or
sidiaries, whether accruing before, on or after the Spin Off. The Tax Sharing Agreement requires that the Company will not take, or fail to take, any action where such action, o
to act, would be inconsistent with or prohibit the Spin Off from qualifying as a tax-free transaction. Moreover, the Company will indemnify Liberty for any loss resulting from
or failure to act, if such action or failure to act precludes the Spin Off from qualifying as a tax-free transaction.

berty has aiso agreed to transfer $200 miltion in cash to a subsidiary of Discovery Holding Company prior to the Spin Off.

ock-Based Compensation

nployees of the Company hold stock options with respect to shares of Liberty Series A common stack. The Company applies the intrinsic-value-based method of accounting
bed by Accounting Principles Board (APB) Opinion No. 25, Accounting for Stock fssued to Empleyees , and related interpretations including FASB Interpretation No, 44,

ting for Certain Transactions involving Stock Compensation, an interpretation of 4PB Opinion No. 25 , to account for its fixed-plan stock options. Under this method, compen
= is recorded on the date of grant only if the current market price of the underlying stock exceeds the exercise price and is recognized on a straight-line basis over the vesting pe
No. 123, Accounting for Stock-Based Compensation , established acconnting and disclosure requirements using a fair-value-based method of accounting for stock-based employ
1sation plans. As allowed by SFAS No. 123, the Company has elected to continue to apply the intrinsic-value-based method of accounting described above and hes adopted onl
ire requirements of SFAS No. 123.
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'he following table ilJusirates the effect on net earnings as if the fair-value-based method had been applied to all outstanding and unvested awards in each period.

Three months ended March 31,

2005 2004

amounts in thousands

Net earnings, as reported [ 16,825 11,920
Add:

Stock-based employee compensation expense included in reported net loss 566 590
Deduet:

Stock-based employee compensation expense determined under fair value based method

for all awards {1,466) (2,902)

Pro forma net earnings b 15,925 9,608

Pro forma basic and diluted eamings per share:

As reported $ 06 .04

Pro forma for fair value stock compensation 3 .06 03

n May 24, 2005, Liberty commenced an offer to purchase certain stock options to purchase shares of Liberty Series A common stock held by eligible employees of Ascent Mex
fer to purchase related to 1,173,028 options, and the aggregate offering price for such options was approximately $2.15 million. The offer to purchase expired at 9:00 p.m., Pac
n June 21, 2005, Eligible employees tendered options with respect to 1,112,421 shares of Liberty Series A common stock, and Liberty will purchase such options for aggregate
nts of approximately $2.12 million. In connection with these purchases, Ascent Media will record a compensation charge of approximately $4.0 million.

 December 2004, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards No. 123 (revised 2004), " Share-Based Paymenis " ("Stateme
). Statement 123R, which is a revision of Statement 123 and supersedes APB Opinion No. 25, establishes standards for the accounting for transactions in which an entity excha
ity instruments for goods or services, primarily focusing on transactions in which an entity obtains employee services. Statement 123R generally requires companies to measure
‘employee services received in exchange for an award of equity instruments (such as stock options and restricted stock) based on the grani-date fair value of the award, and to
ize that cost over the period during which the employee is required to provide service (usually the vesting period of the award). Statement 123R also requires companies to mes
t of employee services received in exchange for an award of liability instruments (such as stock appreciation rights) based on the ¢urrent fair value of the award, and to remeast
ue of the award at each reporting date.

1hlic companies were originally required to adopt Statement 123R as of the beginning of the first interim period that begins after June 15, 2005. On April 14, 2005, the Securiti
ge Commission amended the effective date of Statement 23R to the beginning of a registrant’s next fiscal year, or January 1, 2006 for calendar-year companies, such as the

ny, The provisions of
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nent 123R will affect the accounting for all awards granted, modified, repurchased or cancelled after Janvary 1, 2006. The accounting for awards granted, but not vested, prior t
v 1, 2006 wiil also be impacted. The provisions of Statement 123R allow companies to adopt the standard on a prospective basis or to restate all periods for which Statement 1.
ve, The Company expects to adopt Statement 123R on a prospective basis, and will include in its financial statements for periods that begin after December 31, 2005 pro form:
1ation as though the standard had been adopted for all periods presented.

Vhile the Company has not yet quantified the impact of adopting Statement 123R, it believes that such adoption could have a significant impact on its operating income and et
gs in the future,

ro Forma Earnings Per Common Share

ro forma basic earnings per common share ("EPS*} is computed by dividing net eamings by the pro forma number of commen shares outstanding for the period. The pro forme
r of shares outstanding for all periods presented is 280,001,000 shares, which is the number of shares that would have been issued on March 31, 2005 if the Spin Off had been
eted on such date. Dilutive EPS presents the dilutive effect on a per share basis of potential common shares as if they had been converted at the beginning of the periods presen
) the relative insignificance of the dilutive securities in 2005 and 2004, their inclusion does not impact the EPS amount as reported in the accompanying condensed combined
ent of operations.

applemental Disclosure of Cash Flow Information

Three manths ended March 3,

2005 2004

amounts in thousands

Cash paid for acquisitions:

Fair value of assets acquired $ — 49,757
Net liabilities assumed — (16,040)
Cash paid for acquisitions, net of cash acquired 3 — 33,717

ivestntent in DCI

he Company has a 50% ownership interest in DCI and aceounts for its investment using the equity method of accounting. DCI is a global media and enterteinment company, th
es original and purchased video programming in the United States and over 160 other countries.
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ammarized financial infarmation for DCI is as follows:

lidated Balance Sheets

Current assets

Property and equipment
Goodwill and intangible assets
Programming rights, long term
Other assets

Total assets

Current liabilities

Long term debt

Other liabilities

Mandatorily redeemable equity in subsidiaries
Stockholders' deficit

Total liabilities and stockholders' deficit

lidated Statements of Operations

cquisitions

Revenne

Cost of revenue

Selling, general and administrative
Equity -based compensation
Depreciation and amartization

Operating income
Interest expense
Other income (expense)
Income iax expense

Net carnings

March 31, December 31,
2005 2004
amounts in thousands
844,977 835,450
396,623 380,290
433,391 445,221
1,053,354 1,027,379
463,904 547,346
3,192,249 3,235,686
" )
1,112,615 885,353
2,294,070 2,498,287
147,704 160,405
225,071 316,567
(587,211) (627,926)
3,192,249 3,235,686
Three months ended March 31,
2005 2004
amounts in thousands
601,471 527,362
(218,259) (181,737)
(234,758) (208,208)
(22,867) (28,780)
(28,821) (30,833)
96,766 77,804
. (44,908) (40,734)
27,400 (884)
(33,629) (15,335)
45,629 20,851
[




London Playout Centre .

In March 12, 2004, pursuant to an Agreement for the Sale and Purchase (the "Purchase Agreement"), Ascent Media scquired all of the issued share capital of London Playout C
d {"LPC") from an independent third party (the "Seller") for a purchase price of (i) $36,573,000 paid at
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g. In addition, in the event certain existing LFC contracts, which currently expire in 2005 through 2007, are renewed on terms similar to existing terms, Ascent Media may be 1
up to an additional £5,000,000 ($5,453,000 at March 31, 2005), As the amount of the contingent consideration is not determinabie at March 31, 2003, no liability has been recc
accompanying condensed combined balance sheets. At the peint in time that the amount of contingent consideration is determinable, Ascent Media will record an increase to th
1se price. LPC is a UK -based television channel origination facitity. The purchase was funded, in pari, by proceeds from Liberty.

'he following unaudited pro forma information for the three months ended March 31, 2004 was prepared assuming the acquisition of LPC cccurred on January {, 2004, Howeve
pro forma amounts are not necessarily indicative of operating results that would have occurred if the LPC acquisition had aceurred on Jenuary 1, 2004 (amounts in thousands):

Revenue $ 154,446
Net earpings $ 10,970

ommitments and Contingencies

he Company is involved in litigation and similar claims incidental to the conduct of its business. In management's opinion, none of the pending actions is likely to have a mater
e impact on the Company's financial position or results of operations.

clated Party Transactions

ertain corporate geaeral and administrative and spin off related costs have been paid by Liberty on behalf of the Company and reflected as expenses in the accompany ing conde
idated statements of operations. Such expenses aggregated $1,242,000 for the three months ended March 31, 2005.

nce October 1, 2002, Ascent Media has provided uplink and satellite transport services to On Command Corporation ("On Command"), a wholly owned subsidiary of LMC,

nt to the terms of 2 short-term services agreement and a content preparation and distribution services agreement, which continues through March 31, 2008. The content preparat
tribution serviees agreement also provides that Ascent Media may supply content preparation services. During the period from Aprl 2003 to October 2004, Ascent Medis also
d satellite equipment at On Command's downlink sites at hotels pursuant to a separate services sgreement, All agreements were entered into in the ordinary course of business
ength terms. Ascent Media has provided $156,000 and $3,000 in services to On Command for the three months ended March 31, 2005 and 2004, respectively,

scent Media provides services, such as satellite uplink, systems integration, origination, and post-production, to various affiliates of Liberty including DCI and Court Televisior
k, LLC. Revenne recorded by Ascent Media for these services for the three months ended March 31, 2005 and 2004 eggregated $11,141,000 and $2,676,000, respectively.

formation Abott Operating Segments

ye Company's business units have been aggregated into four reportable segments: the Creative Services Group, the Media Management Services Group, and the Network Servic
which are
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