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0 all operating segments of Ascent Media, and DCI, which is an equity affiliate. Corporate related items and unallocated income and expenses are reflected in the Corporate and Other 

column listed k low.  - 
The Creative Services Group provides post-production services, which are comprised of services necessary to complete the creation of original content including feature films, 

television shows, movies of the weeWmini series, television commercials, music videos, promotional and identity campaigns and corporate communications programming. The Media 
Management Services Group provides content storage services, which are comprised of facilities and selvices necessary to optimize, archive, manage and repurpose media assets for global 
distribution via freight, satellite, fiber and the Internet; access to all forms of content, duplication and fomiatting services, language conversions and laybacks, restoration and preservation 
of old or damaged content, mastering from motion picture film to high resolution or data formats, digital audio and video encoding services and digital media management services for 
global home video, broadcast, pay-per-view and emerging new media distribution channels. The Network Services Group provides broadcast services, which are comprised of services 
necessary to assemble and distrihute programming for cable and broadcast networks via fiber and satellite to viewers in North America, Europe and Asia. Additionally, the Networks 
Services Group provides systems integration, design, consulting, engineering and project management services. 

nic Company's chief operating decision maker, or his designee (the "CODM"), has identified the Company's reportable segments based on (i) financial information reviewed hy the 
CODM and (ii) those operating segments that represent more than 10% of the Company's combined revenue or earnings before taxes. In addition, those equity investments whose share of 
earnings represent more than 10% of the Company's earnings before taxes are considered reportable segments. 

The accounting policies of the segments are the same as those described in the summary of significant accounting policies and are consistent with GAAP, 

The Company evaluates the performance of these operating segments based on financial measures such as revenue and operating cash flow. The Company defines operating cash flow 
as revenue less operating expenses and selling, general and administrative expense (excluding stock and other equity-based compensation). The Company believes this is an importent 
indicator of the operational strength and performance of its businesses, including the ability to service debt and capital expenditures. In addition, this measure allows management to view 
operating results and perform analytical compnrisons and identify strategies to improve performance. This measure of performance excludes depreciation and amortization, stack and other 
equity-based compensation and restructuring and impairment charges that are included in the measurement of operating income pursuant to GAAP. Accordingly, operating cash flow 
should he considered in addition to. hut not as a substitute for. oneratine income. cash flow orovided bv ooeratine activities and other measures of financial Derformance oreoared in . .  " , .  " . .  
accordance with GAAP. 
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Summarized financial information concerning the Company's reportable segments is presented in fhe following tables: 

Three months ended March 3 I ,  2005 
Revenue from external customem 
Operating cash flow 
Capital expenditures 
Depreciation and amortization 
Total assets 

Three months ended March 3 I ,  2004 
Revenue from extemnl cuslomem 
Operating cnsh flow 
Capital expenditures 
Devreciation and amortization 

$ 74,228 
$ 13,051 
$ 4.499 
$ 7;499 
$ 295,970 

$ 75,166 
$ 14.381 
$ 4,368 
$ 7,182 

28.776 71.286 601.471 (601.471) 174.290 
31691 15&6 1481454 &0;351 j 191851 
5,261 10.249 35,459 04,547) 20.92 I 
2,186 4,709 28;821 (26,454) 16,761 

170,069 291,723 3,192,249 1,627,699 5,577,710 

( I )  Included in Network Services Group revenue is broadcast sen'ices revenue of $35,912,0oO and $25,741,000 and systems integration revenue of $35,374,000 and $19,586,000 for the 
three months ended March 3 1, 2005 and 2004, respeclively. 

The Company's reportable segments are strategic business units that offer different products and services. They are managed separately because each segment requires different 
technologies, distribution channels and marketing strategies. 

The following table provides a reconciliation of segment operating cash flow to earnings before income taxes. 

Thrrrmanlhscndsd March31. 

Segment operating cash flow 
Stock compensation 
Depreciation and amortization 
Share of earnings of DCI 
Other, net 

Earnings before income taxes 

$ I9,85 I 22,488 
(213) (522) 

(16;761) (16,052) 

322 (111) 
22,814 10,449 

$ 26,013 16,252 
____94 
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OD 
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Report of Independent Registered Publie Aeeountlng Firm 

The Stockholders and Board of Directors 
Liberty Media Corporation: 

We have nudited the accompanying combined balance sheets of LMC Discovery Group (a combination of certnin assets and businesses owned bY Liberty Media Corporation, as 
defined in note 1) as of Decemher 3 1, 2004 and 2003, and the related combined statements of operations, parent's investment and cash flows for each of the years in the three-year period 
ended Decemher 31, 2004. These combined financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these combined 
financial statements based an our audits, We did not audit the financial statements of Discovery Communications, Inc. (a 50 percent owned investee company). The Company's investment 
in Discovery Communications, Inc. at December 31, 2004 and 2003, was 52,945,782,000 and $2,863,003,000, respectively, and its equity in earnings (losses) ofDiscovery 
Communications. Inc. was $84,011,000, 537,271,000 and 5(32,046,000) for the years 2004,2003 and 2002, respectively. The financial statements of Discovery Communications, Inc. mere 
audited by other auditors whose report has been furnished to us. and our opinion, insofar as it relates to the amounts included in the financial statements of Diswvely Communications, Inc. 
that support the equity in earnings (losses) ofDiscovery Communications. Inc. nnd the accumulnted equity earnings (loss) included within the Company's investment in Diswvery 
Communications, Inc., is based solely on the report oflhe other auditors 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United Stares). Those standards require that we plan and perform the 
audit to obtain reasonable assurance about whether the financial statements are free of materinl misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in lhe financial statements. An audit also includes nssessing the nccountingprinciples used and significant estimates made by management, as well as evnluating the overall 
financial statement presentation. We believe that our audits and the report of the other auditors provide n reasonable basis for our opinion. 

In our opinion, based on our audits and the report of the other auditors, the combined financial statements referred to above present fairly. in all material respects, the financial position 
of LMC Discovery Group as of December, 3 I ,  2004 and 2003, and the results of its operations and its cash flows for each of the years in the three-year period ended December 31,2004 in 
wnfomity with U S  generally accepted accounting principles. 

KPMG LLP 

Denver, Colorado 
March 14,2005, except as to the last three paragraphs of note 3, which are as of April 15,2005 
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LMC Discovery Group 

Combined Balance Sheets 

December 31,2004 and 2003 

m co 
d 
0 
0 
0 
0 

Assets 

Current assets: 
Cnsh and cash equivalents 
Trade receivables, net 
Prepaid expenses and other current assets 

Total ament  assets 

Investment in Discovery Communications, Inc. ("DCI") 
Propew, plant, and equipment, net 
Goodwill and other intanpble assets. net 
Other assets, net 

Total assets 

Liahiliiiea and Parent's Investment 

Current liabilities: 
Accounts payable 
Accrued payroll and related liabilities 
Other nccrued liabilities 
Deferred revenue 
Due to parent 

Total current liabilities 

Deferred income tax liabilities 
Other liabilities 

Total liabilities 

Commitments ond contingencies (see note 13) 

Parent's investment: 
Parent's investment 
Accumulated deficit 

d 
Li 
n 

- 
I 

$ 34,441 8,599 
151,120 102,889 
26,208 19,949 

211,769 131,437 

2,945,782 2,863,003 
288,741 257,536 

2,140,358 2,136,667 
8.181 7,984 

$ 5,864,828 5,396,621 

$ 33,327 12,269 
23,632 18,824 
29.606 16.575 
2O;SSS 12;927 

1,104 - 

108,527 60,895 

1,083,964 1,053.1 13 
28.058 22,680 

1,217,549 1,136,358 

5,506,066 5,490,799 
(1,171,097) (1,237,208) 
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LMC Diaeavery Group 

Combined Statements of Operntions 

Years ended December 31,2004,2003 and 2002 

Net revenue 
Cost of services (excluding depreciation shown below) 

Gross profit 

Operating expenses: 
Selling, general, and administrative 
Depreciation and amortization 
Stock compensation 
lmpnirment of goodwill 
Restructuring and other charges 

Operating income (loss) 

Other income (expense): 
Interest expense 
Interest to parent 
Share of earnings (losses) of DCI 
Unrealized gains on derivative instruments. n, 
Other, net 

Earnings (loss) before income taxes, minority interest and change in accounting principle 

Income tax benefit (expense) 
Minority interests in losses of subsidiaries 

Earnings (loss) before change in accounting principle 

Change in accounting principle 

Net earnings (loss) 

2004 2003 2002 

amounts in thourands 

- 
$ 63 1,215 506,103 539,333 

380.290 301,005 322,007 

250,925 205,098 217,326 

153,559 130,336 128,271 
77.605 70.526 67.272 
2;775 21602 (48) 

51 562 83,718 
3.476 (435) - 

233,990 207,502 278,718 

16,935 (2,404) (61,452) 

- (47,489) (42,713) 
- (24,689) (22.107) 

84.01 1 37.271 132,046) . .  
406 6;444 12,416' 

(274) (3,623) 4,823 

84,143 (32,086) (79,627) 

101,078 (34,490) (141,079) 

(34,970) (20,156) 30,479 
- 2,252 1,552 

66,108 (52,394) (109,048) 

- - (20,227) 

$ 66,108 (52,394) (129,275) 

r m 
d 
0 
0 
0 
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0 

0; 
I 
D 



Other comprehensive earnings, net of taxes: 

Unrealized holding gains (losses) arising during the period 
Foreign currency translation adjustments 

Other comprehensive earnings 

Comprehensive earnings (loss) 

Unaudited pro forma basic and diluted earnings (loss) per common share (note 3): 
Earnings (loss) before change in accounting principle 
Change in accounting principle 

Net Earnings (loss) 

(1,162) 1.770 6 5 0  1) 
6,797 7,528 9,103 

5,635 9,298 2,602 

$ 71,743 (43,096) (126,673) - 
$ 0.24 (0.19) (0.39) 

- - (0.07) 

$ 0.24 (0.19) (0 46) 

See nccompnnying notes lo combined financial statements 
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LMC Discovery Gmup 

Combined Statements of Parent's Investment 

Years ended December 31,2004,2003 and 2002 

m rn 
-4. 
0 
0 
0 
0 

Balance at January I ,  2002 
Issuance of stock 
Issuance of stack for interest on convertible subordinated notes 
Reallocation of enterprise level goodwill from parent 
Net cash transfers to parent 
Olher 
Other comprehensive income 
Net loss 

Balance at December 3 I, 2002 
Issuance of stook far interest on conveflible subordinated notes 
Conversion of debt to equity 
Reallocation of enterprise level goodwill from parent 
Acquisition of Ascent Media's minoritv interest 
Other comprehensive income 
Other 
Net loss 

Balance at December 31,2003 
Slock compensation 
Reallocation of enterprise level gwdwill from parent 
Net cash transfersfrom parent 
Other comprehensive income 
Ne1 earnings 

Balance at December31. 2004 

21:268 
184,000 
(54;267) 

1,432 

4,804,212 
11,129 

654,330 
15,000 
5,811 
- 

317 
- 

5,4 90.7 9 9 
2,268 

(1 8,000) 
30,999 
- 
- 

$ 5,506,066 

(1,055,536) - 
- 
- 
- 
- 
- 

(129,275) 

(1,184,81 I )  
- 
- 
- 
- 
- 
- 

(52,394) 

(1,237,205) 
- 
- 
- 
- 

66,108 

(1 ,I7 1,097) 

3,578,364 
13,293 
21,268 

184,000 
(54,267) 

1,432 
2,602 

(129,275) 

3,617,417 
11,129 

654,330 
15,000 
5,811 
9,298 

(52,394) 
(322) 

4,260,269 
2,268 

(18.000) 
30.999 
Si635 

66,108 

4,347,279 

See accompanying notes to combined financial statements. 
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LMC Discovery Gmup 

Combined Statements of Cash Flows 

Years ended December 31,2004,2003 and 2002 

8 
cf 
0 
0 
0 
0 

Cash flows from oneratine activities: 
Net earnings (I&) " 

Adjustments to reconcile net earnings (loss) to net cash provided by operating activities: 
Denreciation and amortization ,~~~~~~~ ~ 

Stock compensation 
Impairment of goodwill 
Noncash interest expense 
Amoitizntion of discount 
Share of losses (earnings) of DCI 
Unrealized gains on derivative instlumenis 
Deferred income tax expense (benefit) 
Change in accounting principle 
Other non-cash charges, net 

Trade receivahles 
Inventories and prepaid expenses 
Pnyables and other liabilities 

Changes in assets and liahilities (net of acquisitions): 

Net cash provided hy operating activities 

Cnsh flows from investing activities: 
Capital expenditures 
Cash paid for acquisitions, net of cash acquired 
Cash proceeds from dispositions 
Other investing activities, net 

Net cash used in investing activities 

Cash flows from financing activities: 
Net cash transfers toifrom parent 
Borrowings of long-term debt 
Payments of long-term debt and capital lease obligations 
Borrowings under convedihle subordinaid notes with parent 
Proceeds from issuance of common stock 
Other financing activities, net 

Net cash provided hy (used in) financing nctivities 

200I 2003 

amounts in thousands 
(m nota 4) 

77.605 70,526 
2;775 2;602 

51 562 
- 26.218 
- 19;044 

(84.01 1) (37,271) 
(406) (6,444) 

3 1,692 17,653 

1,112 3.295 

(36.405) (4.040) 

- - 

84,322 29,682 

(49,292) (25,863) 
(44,238) - 

3,978 5,453 
73 177 

(89,479) (20,233) 

30,999 - 
- 2,945 
- (406,820) 
- 391,027 
- - 
- - 

30,999 (12,848) 

2002 

(129,275) 

67,272 
(48) 

83,718 
24,001 
3,462 

32,046 
(12.416) 
(28,661) 
20.227 
2,076 

(838) 
(1.861) 
3,329 

63,032 

(56,358) 

51,666 
(6,318) 

- 

(11,010) 

(54,267) 
8,955 

(45,802) 
18,151 
13,293 
(3,787) 

(63,457) 
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LMC Discovery Group 

Notes to Combined Finnncial Statements 

December 31,2004,2003 and 2002 

(1) Basis of Presentation 

The accompanying combined financial statements of I IC Discovery Group or the "Company" represent a combination of thc 
Group, Inc. ("Ascent Media"), a wholly owned subsidiary I Liberty Media Corporation ("Liberty"), and (2) Liberty's 50% owners1 
transaction described in note 2, Discovery Holding Company will own the assets that comprise LMC Discovery Group. 

istorical financial information of (I)  Ascent Media , interest in DCI. Upon consummation of the spinoff 

Ascent Media is comprised of three operating divisions or groups. Ascent Media's Creative Services group provides Services necessary to complete the creation of original content, 
including feature films, mini-snies, television shows, television commercials, music videos, promotional and identity campai@s, and corporate communications progamming. The group 
manipulates or enhances original visual images or audio captured in principal photography or creates new three dimensional images, animation sequences, or sound effects. The Media 
Management Services group provides owners of content libraries with an entire complement of facilities and services necessary to optimize, archive, manage, and repurpose media assets 
for global distribution via freight, satellite, fiber, and the Internet. The Networks Services group provides the facilities and services necessary to assemble and distribute programming 
content for cable and broadcast networks via fiber, satellite, nnd the Internet to viewers in North America, Europe, and Asia. Additionally, the networks services group provides systems 
integration, design, consulting, engineering and project management services. 

DCI is a global media and entertainment company that provides original and purchased cable and satellite television programming in the United States and over 160 other countries. 

(2) Spin off Transaction 

During the first quarter of 2005, the Board of Direclors of Liberty (the '"Bourd") approved a resolution to spin off the capitol stock of Discovery Holding Compony Lo the holders of 
Liberty Series A and Series B common stock (the "Spin Off). The Spin Off will he effected as a distribution by Liberty to holders of its Series A and Series B common stock of shares of 
Series A and Series B common stock of Discovery Holding Company. The Spin Off will not involve the payment of any Consideration by the holders of Liberty common stock and is 
intended to qualify as a tax-free transaction. The Spin Off is expected to occur in the thud quarter of 2005. on a date to be determined by the Board, and will be made as a dividend to 
holders of record of Liberty common stock as of the close of business on the date of record for the Spin Off. The Spin Off is expected to he accounted for at historical cost due to the pro 
mta nature of the distribution. 

Fallowing the Spin Off, the Company and Liberty will operate independently, and neither will have any stock ownership, beneficial orotheiwise, in the other. In connection with the 
Spin Off, the Company and Liberty will enter into certain agreements in order to govern certain of the ongoing relationships between the Company and Liberty after the Spin Off and to 
provide for an orderly transition. These agreements include a Reorganization Agreement, a Services Agreement and a Tax Sharing Agreement. 

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

Under the Tax Sharing Agreement, Liberty will generally be responsible for U.S. federal, state, Iocel and foreign income taxes reported on a wnsolidated, combined or unitary retum 
that includes the Company or one of its suhsidiaries and Liberly or one of its subsidiaries. The Company will be responsible for all other taxes that are attributable to the Company or one of 
its subsidiaries, whether accruing before, on or after the Spin Off. The Tsx Sharing Agreement requires that the Company will not take, or fail to take, any action where such sction, or 
failure to act. would be inconsistent with or prohibit Ihe Spin Off from qualifying as a tax-free transaction. Moreover, the Company will indemnify Libelty for any loss resulting from such 
action or failure to act, if such action or failure to act precludes the Spin Off from qualifying as a tax-free transaction. 

(3) Summary of Significant Accounting Policies 

Cash and Cash Equivalents 

The Company considers investments with original purchnsed maturities of three months or less l o  be cash equivalents. 

Trade ReceivabIes 

Trade receivables are shown net of an allowance based on historical collection trends and management's judgment on the wllectibility of these accounts. These collection trends, us 
well as prevailing and anticipated economic conditions, ace routinely monitored by management, and any adjustments required are reflected in current operations. The allowance for 
doubtful accountsasofDecember31,2C'Q4 and 2003 was$I2,104,000 and $1 1,580,000, respectively. 

A summary of activity in the allowance for doubtful accounts is as follows: 

Balance Ch.rbSd Acquired (II Deductia", Bd."rr 

Dryla' IO "pB",' other accounts othw ~ 9 '  

beginning (creditad) msrged to u d  a d d  

amounfs in thoutands 

2004 

2003 

2002 

Conceniratinn of Credii Risk andSigni/icani Customers 

For the years ended December 3 I ,  2004,2003 and 2002, no single customer accounted for more than 10% of combined revenue 

Investment in Discovery 

LMC Discovery Group accounts for its 50% ownership interest in DCI using the equity method of accounting. Under this method, the investment, originally recorded at cost, is 
adjusted to recognize the Company's share of the net earnings or losses of DCI as they occur, rather than as dividends or other distributions are received. The excess of the Comnanv's 
carrying value over its proponionate share of 
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Discovev's equity is accounted for as equity method goodwill, and nceordingly, is not amortized, but periodicdly reviewed for impairment. 

- Changes in the Company's proportionate share of the underlying equity of DCI which result from the issuance of additional equity securities by DCI are recognized as increases or 
decreases in parent's investment. 

The Company periodically compares the carrying value of its investment in DCI to its estimated fair value to determine if there are any other-than-temporary declines in value, which 
would require an adjustment in the statement of operations. The estimated fair value of the investment in DCI exceeds its carrying value for all periods presented. 

Properly nntl Equipmen1 

Property and equipment are camed at cost and depreciated using the straight-line method over their estimated useful lives, Leasehold improvements are umortized over the shorter of 
their estimated useful lives or the term of the underlying Lease. Estimated useful lives by class of asset are as follows: 

Buildings 
Leasehold improvements 
Furniture and fixtures 
Computers 
Machinery nnd equipment 

20 years 
15 years or lease term, if shorter 
7 years 
3 years 
5 to 7 years 

Depreciation expense for property and equipment was $74,986,000, $68,032,000 and $64,134,000 for the yean ended December 31,2004.2003 and 2002, respectively 

Goorhvill nnrlNonnnronSznble Other Intangible Assets 

Effective January 1, 2002, the Company adopted SFAS No. 142, Gooddl  ondOrlier Inrangible Asserf ("SFAS No. 142"), and ceased amortizing goodwill and nonamortizable other 
intangible assets. In accordance with SFAS No. 142, the Company reviews the impairment of goodwill annually and whenever events or changes in circumstances indicate that the carrying 
value may not be recoverable. The effect ofthe adoption was to record a transitional impairment of $20,227,000 during the first qunrter of fiscal2002 reflected ns a change in accounting 
principle in the consolidated statements of operations. 

Other Intnngible Assets 

Amortizable other intangible assets are amortized on a straight-line basis over their estimated useful lives of four to five years, and are reviewed for impairment in accordance with 
SFAS No. 144, Accountingfor Irnpninnenf or Disposal o/Long-LivedAsserJ ("SFAS No. 144"). 

Long-Lived Ass& 

In accordance with SFAS No. 144, management reviews the realizability of its long-lived assets whenever events or changes in circumstances indicate that the carrying amount of an 
asset may not be recoverable. In evaluating the value and future benefits of long-term nssets, their carrying value is compared to management's best estimate of undiscounted future cash 
flows over the remaining amortization period. If such assets are considered to be impaired, the impairment to be recognized is 
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measured by the amount by which the carrying value of the assets exceeds the estimated fair value of the assets. 

Foreign Currency Transl&'on - 
The functional currencies of the Company's foreign subsidiaries are their respective local currencies. Assets and liabilities of foreign operations are translated into U.S. dollars using 0 

exchange rates on the balance sheet date, and revenues and expenses are translated into U.S. dollars using average exchange rates for the period. The effects of the foreign currency 
translation adjustments are deferred and are included in parent's investment as a component of accumulated other comprehensive earnings. 

Fnir Value of Finnncial Insfrumenfs 

The carrying amounts of cash and cash equivalents, accounts receivable, and accounts payable approximate fair value because of the short-term maturity of these instruments. 

Interest Rate Siunp Agreements 

From time to time, the Company may utilize interest rate swap agreements to manage interest rate exposure. The Company accounts for these swaps in accordance with SFAS No. 133, 
Accountingfor Derivative Instnrments andHedging Activities, and SFAS N O .  138, Accotmtingfor Certain Derivative Insmintents and Certoin Hedging Activities-an Amendment ofSFAS 
No. 133,  The Compnny records d l  derivatives on the balance sheet at fair value, At December 31,2004 the Company had no interest rate swap agreements. 

Revenue Recognition 

Revenues from post-production and certain distribution related services are recognized when senices are provided. Revenues on long-term contracts are recorded on the basis of the 
estimated percentage of completion of individual contracts. Estimated losses on long-term contracts are recognized in the period in which a loss becomes evident. 

Prepayments received for services to be performed at a later dnte are reflected in the combined balance sheets as deferred revenue until such services are provided. 

Income Tmes 

The Company accounts for income taxes under Statement of Financial Accounting Standards No. 109, Accountingfor Income Tmes W F A S  No. 109"). SFAS No. 109 is an asset and 
liability approach that requires the recognition of deferred tax assets and liabilities for the expected future tax consequences of events that have been recognized in the Company's 
consolidated financial statements or tax returns. In estimating future tax consequences, SFAS No. 109 generally considers all expected future events other than proposed changes in the tax 
law or rates. 

AdverfisinE Cmis 

Advertising costs generally are expensed as incurred. Advertising expense aggregated $3,303,000, $3,089,000 and $3,025.000 for the years ended December 31,2004,2003 and 2002, 
respectively. 
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Stock-Based Compensation 9 
9 
ci prescribed by Accounting Principles Board (APB) Opinion No. 25, dccounringfor Srock Issued to Employees , and related interpretations including FASB Interpretation No. 44, 

Accountingfor Cerrain Transactions involving Srock Cornpensotion, an inrerprrrurion ofdPB Opinion No. 25 , to account for its fixed-plan stock options. Under this method, compensation n 

- Employees of the Company hold stock options with respect to shares of Liberty Series A common stock. The Company applies the intrinsic-value-based method of accounting 
I 

expense is recorded an the date of grant only if the ament  market price of the underlying stock exceeds the exercise price and is recognized on a straight-line basis over the vesting period 
SFAS No, 123,dccoudingjorSiock-Bnsed Compensution ,established accounting and disclosure requirements using a fair-value-based method of accounting for stock-based employee 
compensation 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 has adopted only the 
disclosure requirements of SFAS No. 123. 

The following table illustrates the effect on net earnings (loss) if the fair-value-hased method had been applied to all outstanding and unvested awards in each period 

Ye.rsmdnl Decemhsr31. 

2w1 2003 1002 

amounts in thousands, 
except per I L . I O  .mounts 

Net earnings (lass), as reported $ 66,108 (52,394) (129,275) 
Add 

Stock-based employee compensation expense included in reported net 
IOSS 2,268 2,452 3,189 

Stock-based employee compensation expense determined under fair 
value based method for all awards (6,247) (4,817) (3.709) 

Pro forma net earnings (loss) $ 62,129 (54,759) (129,795) 

Deduct: 

- 
Unaudited pro forma basic and diluted net earnings (loss) per share: 
As reported $ 0.24 (0.19) (0.46) 
Pro forma for fair value stock compensation $ 0.22 (0.20) (0.46) 

Unaudited Pro Forma Earnings (Loss) Per Common Share 

Unaudited pro forma hasic earnings (loss) per common share ("EPS") is computed by dividing net earnings (loss) by the pro forma number of common shares outstanding for the 
period. The pro forma number of shares outstanding for all periods presented is 279,996,000 shares, which is the number of shares that would have been issued on December 3 I ,  2004 if the 
Spin Off had been completed on such date. Dilutive EPS presents the dilutive effect on a per shares basis of potential common shares as if they had been converted at the heginning of the 
periods presented. Due to the relative insignificance of the dilutive securities in 2004, their inclusion does not impact the EPS amount as reported in the accompanying combined statement 
of operations. 
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- The preparation of the combined financial statements in conformity with accounting principles generally accepted in the United States of America ("GAAP") requires management to 
make estimates and assumptions that affect the reported amounts of revenues and expenses for each reporting period. The significant estimates made in preparation of the Company's 

accounts. Actual results could differ from the estimates upon which the carrying values were based. 

Recent Acconnting Pronouncements 

consolidated 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 

In December 2004, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards No. 123 (revised 2004), " Sltnre-Based Pnymenfs " ("Statement 
123R"). Statement 123R, which is B revision of Statement 123 and supersedes APB Opinion No. 25, establishes standards for the accounting for transactions in which an entity exchanges 
its equity instruments for goods or services, primarily focusing on transactions in which an entity obtains employee services. Statement 123R generally requires companies to measure the 
cost of employee services received in exchange for an award of equity instruments (such as stock options and restricted stock) based on the grant-date fair value of the award, and to 
recognize that cast 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 measure 
the cast of employee services received in exchange for an award of liability instruments (such as stock appreciation rights) based on the current fair value of the award, and to remeasure the 
fair vnlue of the award nt ench reporting date. 

Public companies were originally required to adopt Statement l23R as of the beginning of the first interim period that begins after June IS, 2005. On April 14,2005, the Securities and 
Exchange Commission amended the effective date to the beginning of a registrant's next fiscal year, or January I ,  2006 for calendar-year companies, such as the Company. The provisions 
of Statement 123R will affect the accounting for all awards granted, modified, repurchased or cancelled after Janualy 1, 2006. The accounting for awards granted, but not vested, prior to 
Janualy I ,  2006 will 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 123 was 
effective. The Company expects to adopt Statement 123R on a prospective basis, and will include in its financial statements for periods that begin after December 3 1,2005 pro forma 
information as though the standard had been adopted for all periods presented. 

While the Company has not yet quantified the impact of adopting Statement 123R, it believes thnt such adoption could have a significant impact an its operating income nnd net 
earnings in the future. 
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(4) Supplemental Disclosure of Cash Flow Information 
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Cash paid for acquisitions: 
Fair value of assets acquired 
Net liabilities assumed 
Deferred tax liability 
Contribution from parent 

Cash paid for acquisitions, net of cash acquired 

Cash paid during the year for: 
Interest 
Income taxes 

Stock issued far payment of interest on convertible subordinated notes 
Conversion of subordinated notes to parent's investment 

Noncash investing and financing activities: 

(5) Investment in DCI 

2004 2003 2w2 

amounts in thousands 

$ - 11,129 21,268 
$ - 654.330 - 

The Company has a 50% ownership interest in DCI and accounts for its investment using the equity method of accounting. DCI is a global media and entertainment company, that 
provides original and purchased video programming in the United States and over 160 other countries. 

Included in the Company's share of earnings (losses) of DCI in 2003 and 2002 is the Company's 50% share of adjustments to the redemption value of redeemable common stock held 
by an officer of DCI. Such adjustments were recorded as reductions to equity by DCI. These shares were redeemed in June 2003. 

In 2001, the Company acquired 25,200 shares of DCI Class B non-voting common stock for an additional $49,788,000 cash investment. In 2002, DCI redeemed these shares for 
$54,269,000. The Company recorded the $4,481,000 difference between its 2001 investment and the redemption proceeds LIS interest income. 
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Summarized financial information for DCI is as follows: 

Consolidated Balance Sheets 

In 
0 
0 
0 
9 
0 

4 
0 

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 

2004 2003 

smaunfsin Ilmusands 

s 838,480 888,383 
380,290 360.4 1 1  
445,221 466,968 

1.027.379 881.738 
547,346 626,714 

3,238,686 3,194,211 

885,383 1,538,798 
2,498,287 1,833,942 

160,408 212,984 
319,867 4 10,282 

(627,926) (801,765) 

3,194.21 1 

Consolidated Statements of Operations 

2004 2003 2002 

Revenue 

Cost of revenue 
Selling, general and administrative 
Equity-based compensation 
Depreciation and smortization 
Gain on sale of patents 

Operating income 

Interest expense 
Other expense 
Income tnx benefit (expense) 

a m ~ u d s  In thaurmdi 

$ 2,368,346 1,995,047 1,716,778 

(846,316) (781,878) (699,737) 
(886.340) (738.017) (638.405) 
'(771,515j '(74;l I$ '(96;86sj 
(129,011) (120,172) (1 12,841) 

22,007 - - 

484,171 314,161 168,927 

(167,420) (159,409) (163,318) 
(6,930) (16,730) (63,725) 

(141,799) (74,785) 10,057 
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The following table provides the activity and bslances of goodwill for the years ended December 31,2004 and 2003: 

Net balance at January 1.2003 $ 105,761 86,519 138,425 

Acquisitions 2,092 1,337 1,176 
Foreign exchange and other 137 169 243 

Add 

Deduct: 
- - 2003 Impairment (562) 

1,774,000 2,104,705 

- I I ,205 
15,000 15,549 

Net balance at December 31,2003 
Add: 

Acquisitions 
Foreign exchange and other 

2004 Impairment 
Deduct: 

Net balance at December 3 1.2004 

107,428 88,025 146,444 

- 5,325 17,379 
(104) - - 

- - (51) 

$ 107,377 93,350 163.719 
_______p_.l 

1,789,000 2,130,897 

- 22,704 
(18,000) (18,104) 

(51) 

1,771,000 2,135,446 

- 

P 

Included in goodwill and other intangible nssets n t  December 3 1, 2004 nre nmortizable intangibles with n net book value of $2,469,000 and trndennme (which is not subject to 
amortization) of $2,440,000. 

For the years ended December 3 1,2004,2003 and 2002, the Company recorded $2,619,000, $2,494,000 and $3,138,000, respectively, of amortization exyense for other intangible 
assets. 

(8) Restructuring Charges 

During 2003, the Company completed certain restructuring octivities designed to improve operating efficiencies and effectiveness nnd to strengthen its wmpetitive position in the 
marketplace primarily through cost and expense reductions. In connection with these integration and consolidation initiatives, the Company recorded a charge of $3,476,000. This 
restructuring charge is related to the consolidation of facilities and closure-related costs in the Creative Sewices group both domestically and in the United Kingdom. The restructuring 
charge includes $1,170,000 for employee severance, 52,130,000 related to excess lease commitments as a rcsult of facility closures, and $176,000 for contract exit costs. 
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The following table provides the activity and balances of the restmchiring reserve. 

Excess facility costs 
Employee separations 

December 3 I ,  2002 

Excess facility costs 
Employee separations 
Contract exit costs 

December 31,2003 

Excess lacility costs December 31,2004 

(9) Acquisitions 

London Playoui Cenire. 
~ 

On March 12,2004, pursuant to an Agreement for the Sale and Purchase (the "Purchase Agreement"), Ascent Media acquired all of the issued share capital of London Playout Centre 
Limited ("LPC") from an independent third party for a cash purchase price of $36,573,000 paid at closing. In addition, in the event certain existing LPC contracts, which currently expire in 
2005 through 2007, are renewed on terms similar to existing terms, Ascent Media may be required lo pay up to an additional f5,000,000 ($9,M)O,OOO at December 31,2004). As the amount 
of the contingent consideration in not determinable at December 31,2004, no liability has been recorded in the accompanying combined balance sheet. At the point in time that the amount 
of contingent consideration is determinable, Ascent Media will record an increase to the LPC purchase price. LPC is a LK-based television channel origination facility. The purchase was 
funded, in part, by proceeds from Liberty. 

Sony Electronics' Svsiem Integration Center. 

On December 3 1,2003, the Company acquired Sony Electronic's ("Sony's") systems integration center business and related assets ("SIC"). In exchange for SIC, Sony received the 
right to be paid 20% of the value of the combined business of the Company's wholly owned subsidiary, A.F. Associates, Inc. ("AFA") and SIC as set forth in agreements related to the asset 
purchase, The acquisition was accounted for using the purchase method of accounting, and the value of 20% of the combined business of AFA and SIC was estimated at $6,000,000. 

The following unaudited pro forma information was prepared assuming the acquisitions of LPC and SIC occurred on January I ,  2003. However. those pro forma amounts are not 
necessarily indicative 
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of operating results that would have occurred if the LPC and SIC acquisitions had occurred on January I ,  2003. 

Revenue 
Net earnings (loss) 
Pro forma basic and diluted net earnings (loss) per common share 

$ 651317 (541530) 
$ 0.23 (0.19) 

(10) Long-Term Debt 

Senior Credii Agreentenl 

On December 23,2003, Ascent Media retired its Senior Credit Agreement with Bank of America by paying down in full the Term A loan, Term B loan, and Revolver, with cash 
provided by Libelty. 

Liberiy Subordininmed Credit Agreemeni 

In December 2000, when Ascent Media was a publicly traded company and had a senior bank credit facility, Liberty and Ascent Media entered into a subordinated credit agreement 
pursusnt to which Liberty agreed to make subordinated convertible loans to Ascent Media. From December 2000 through December 2003, Ascent Media bomwed funds under the 
subordinated credit agreement as needed, and as agreed fa by its senior lenders, for acquisitions, capital expenditures, working capital and payments under its senior bank credit facility, 
From December 2000 through June 2003, at which time Liberty acquired the minority interest in Ascent Media held by the public, Ascent Media paid interest at the rate OF 10% per annum 
on the subordinated debt primarily with shares of its common stock. From June 2003 through December 2003, accrued interest was added to the principal amount of debt. In 
December2003, Liberty contributed the total amount of debt and accmed interest of $654,330,000 to equity and the subordinated credit agreement was cancelled. 

Proper@ Mflrtgflges and Oiher Deb1 

In December 2003, Ascent Media, through a capital contribution from Libelty, paid down all principal amounts outstanding on all property mortgages, capital loans, and other debt 

(11) Income Taxes 

Deferred income tax assets and liabilities are computed annually for differences between the financial statement and tax bases of assets and liabilities that will result in taxable or 
deductible amounts in the future. Such deferred income tax asset and liability computations are based on enacted tax laws and rates applicable to periods in which the differences are 
expected to affect taxable income. Valuation allowances are established when necessary to reduce deferred tax assets to the amount expected to be realized. Income tax expense is the tax 
payable or refundable for the period plus or 
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