the change during the peried in deferred tax assets and liabilities. Components of the income tax provision are as follows:

Current
Federal
State

Foreign

Current
Deferred
Federal
State
Foreign

Deferred

Total tax benefit (expense)

Years ended December 31,

\come tax benefit (expense) differs from the smounts computed by applying the U.5. federal income tax rate of 35% as a result of the following:

Computed expected tax benefit (expense)

Impairment charges and amortization of goodwill not deductible for income

tax purposes

State and local income taxes, net of federal income taxes
Change in valuation allowance affecting tax expense
Disallowed interest expense

Dividend received deduction

Disposition of nondeductible goodwill in sales transactions
Other, net

Tncome tax benefit (expense)
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2004 2003 2002
amounts in thousands
b — — 2,918
502 (1,100) (1,302)
(3,780) (1,403) 202
(3,278) (2,503) 1,818
(25,221} (15,628) . 24,536
(7.774) (3,494) i 4,522
1,303 1,469 (397)
(31,692) (17,653) ‘ 28,661
3 (34,970} (20,156) 30,479
[P RRIE e e ] TR
Years ended December 31,
2004 2003 2002
amounts in thousands
$ {35,377y 11,283 _48,834
— — (29,301)
(5,311) (2,986) . 2,225
3,575 (14,719 i(B,747)
— (13,963) (8,655)
— — 15,195
_ —_ 8,590
2,143 229 2,338
8 (34,970) (20,156) 30,479
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“omponents of pretax income (loss), excluding change in accounting principle, are as follows:

Years ended December 31,

2004 2003 2002

amounts in thousands

Domestic $ 96,470 (28,772) (149,476)
Foreign 4,608 {3,466) 9,949
$ 101,078 (32,238) (139,527)

RGOV RRUSHEAUIITOMME DR AR

‘omponents of deferred tax assets and liabilities as of December 31 are as follows:

2004 2003

amounts in thousands

Current assets: ‘
|
|
|

Accounts receivable reserves $ 2423 3,424
Accrued liabilities 11,987 . 8,552
14,410 11,976
Noncurrent assets:
Net operating loss carryforwards 56,689 :79,587
Impairment reserves 2,370 . 4,747
Intangible assets 5,775 19,559
Other 6,960 . 5,843
71,794 99,736
Total deferred tax assets, gross 86,204 111,712
Valuation allowance (76,452) (101,470)
Total deferred tax assets, net 9,752 10,242
Current liabilities:
Prepaid expenses {1,204) (1,362)
Other (2,802) : (2,0407
{4,006) (3,402)

Noncurrent liabilities:
Property and equipment (2,760) (5,287)



Investments

Total deferred tax liahilities

Net deferred tax liability

At December 31, 2004, the Company has $119,474,000 and $371,840,000 in net oper:
losses expire, Tor federal purposes, in 2022 and 2023.

ating loss carryforwards for federal and state tax purposes, respectively. These net operating

F-33

(1,054,666)

(1,086,950)

(1,089,710) (1,059,953)

(1,093,716} (1,063,355)
|

(1,083,964) (1,053,113}
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|

|
The state NOL's begin expiring in 2005 and continue through 2021. In addition, the Company has approximately $600,000 of federal income tax credits, which may be carried f
nitely. The Company has $2,510,000 of state income tax credits, of which $2,342,00C will expire in the year 2012, :
During the current year, management has determined that it is more likely than not that the Company will not realize the tax benefits associated with gertain cumulative net oper
arryforwards and other deferred tax assets, As such, the Company continues to maintain & vatuation allowance of $76,452,000. The total valuation allowance decreased during i
nded December 31, 2004 as a result of other members in the Liberty consolidated tax group utilizing fully reserved NOLs of Ascent Media of $21,442,000 and utilization by A
 of fully reserved deferred tax assets of §3,576,000. Ascent Media has not recorded a receivable from Parent for the utilization of its NOL's since it is untikely they will ever be
ursed by Liberty for these benefits.

During 2004, the Company provided $1,636,000 of U.S. tax expense for future repatnation of cash fTom its Asia operations pursuant to APB 23, This charge represents all

ributed eamings from Asia not previously taxed in the United States. }

Indistributed earnings of foreign subsidiaries, other than the Asia operations, aggregated $3,372,000 on December 31, 2004, which, mder existing law, will not be subject to U
listributed as dividends. Since the earnings have been, or are intended to be, indefinitely reinvested in foreign operations, no provision has been made for any U.S. taxes that m:
able thereto. Furthermore, any taxes paid to foreign governments on those earnings may be used in whole or in part as credits against the U.S. tax on any dividends distributed

arnings. It is not practicable to estimate the amount of unrecognized deferred 11.3. taxes on these undistributed earnings.

‘mployee Benefit Plans

|
\scent Media offers a 401k} defined contribution plan covering most of its full -time domestic employees not covered by employees eligible to parti(;r:ipate in the Motion Picture
1y Pension and Health Plan Q(MPIPHP), a multi-employer defined benefit pension plan. Contributions to the MPIPHP are determined in accordance with the provisions of negof
sontracts and generally are based on the number of hours worked. Ascent Media also sponsors a pension plan for eligible employees of its foreign subsidiaries. Employer
hutions are determined by Ascent Media's board of directors. The plans are funded by employee and employer contributions. Total pension plan expenses for the years ended
nber 31, 2004, 2003 and 2002 were $6,485,000, $6,380,000 and $5,794,000, respectively. ‘

'ommitments and Contingencies

uture minimum lease payments under scheduled operating leases that have initinl or remaining nencancelable terms in excess of one year sre as follows (in thousands):
|

Year ended December 31: i
2005 $ 25,682
2006 b 23,462
2007 3 22,362
2008 $ 19,665
2009 3 17,608
Thereafter $ 52,523
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Yent expense for noncancelable operating leases for real property and equipment was $26,487,000, $21,909,000 and $29,632,000 for the years cnded’Decembcr 31, 2004, 2003
respectively. Various lease arrangements contain options to extend terms and are subject to escalation clauses,

At December 31, 2004, the Company is committed to compensation under long-term employment agreements with its certain executive officers of Ascent Media as follows: 201
2,000, 2006, $1,778,000; and 2007, $296,000.

'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 mate
se impact on the Company's financial position or resufts of ocperations. :

telated Party Transactions [
es Agreement Between Ascent Media and On Command Corporation J

ince October 1, 2002, Ascent Media has provided uplink and satellite transpori services to On Command Corporation {"On Command®), a wholly owned subsidiary of LMC, U
ms of short-term services agreement and a content preparation and distribution services agreement, from October 1, 2002 throngh March 31, 2008, Ascent Media has provided
ntinue to provide, uplink and satellite transport services. The content preparation and distribution services agreement also provides that Ascent Media may supply content prep
es, During the period from April 2003 to October 2004, Ascent Media also installed satellite equipment at On Command's downlink sites at hotels pursuam to a separate servic
nent, All agreements were entered into in the ordinary course of business on arm's-length terms. Ascent Media has provided $449,000, $691,000 and $75,000 in services to On
and for the years ended Decernber 31, 2004, 2003 and 2002, respectively. ‘

{
Relqgted Party Balances and Transactions

scent Media provides services, such as satellite uplink, systems integration, origination, and post-production, to various affiliates of Liberty mcludmg DCI and Court Televisio
1k, LLC. Revenue recordcd by Ascent Media for these services for the years ended December 31, 2004, 2003 and 2002 aggregated $41,785.000, £13,355,000 and $14,043,000
tively.

I
|
iformation About Operating Segments i
he Company's business units have been aggregated into four rcport'tble segments: the Creative Services Group, the Media Managcmcnt Services Group, and the Network Servi
. which are all operating segmenis of Ascent Media, and DCI, which is an equity affiliate. Corporate related items and unallocated income and cxpcnscs are reflecied in the Cor
hcr column listed below.

he Creative Services Group provides post-production services, which are comprised of services necessary to complete the creation of original content including feature films,

ion shows, movies of the week/mini series, television commercials, music videos, promotional and identity campaigns and corporate communications programming. The Medis

ement Services Group provides content storage services, which are comprised of facilities and services necessary to optimize, archive, manage and repurpose media assets for ;

ition via freight, satellite, fiber and the Internet; access to all forms of content, duplication and formatting services, language conversions and laybdcks restoration and preserve

or damaged content, mastering from motion picture film to high resolution or data formats, digita! sudio and video encoding services and digital media management services fo
i
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|

i
t home video, broadcast, pay-per-view and emerging new media distribution channels. The Network Services Group provides broadeast services, which are comprised of servic
sary to assemble and distribute programming for cable and broadcast networks via fiber and satellite to viewers in North America, Europe and Asia. Additionally, the netwarks
ses group provides systems integration, design, consulting, engineering and project management services.

| .
I'te Company's chief operating decision maker, or his desigree (the "CODM"), has identified the Company's reportable segments based on (i) financial information reviewed by
M and (i1) those operating segments that represent more than 102 of the Company's combined revenue or eamings before taxes. In addition, those equity investments whose sh
1gs 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 evaltiates the performance of these operating segments based on financial measures such as revenue and operating cash flow. The Con‘llpany defines operating cas
enue less operating expenses and selling, general and administrative expenses (excluding stock and other equity-based compensation). The Ccmpan} believes this is an import:
tor of the operational sirength and performance of its businesses, including the ability to service debt and capital expenditures. In addition, this measure allows management to

ing results and perform analytical comparisons and identify strategies to improve performance. This measure of performance excludes depreciation and amortization, stock anc
-based compensation and restructuring and impairment charges that are included in the measurement of operating income pursuent to GAAP. Accordingly, operating cash flow
1 be considered in addition to, but not as a substitute for, operating income, cash flow praovided by operating sctivities and other measures of financidl performance prepared in

lance with GAAP. ‘
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ummarized financial information concerning the Company's reportable segments is presented in the following tables:

Media Corporaie

Creative Management Nefwork and Other

Services Services Services and
Media Group Group Group(l) DCI eliminations Total

amounts in thousands

=nded December 31, 2004 :
wvenue from extemnal cusiomers $ 295,841 109,982 2257392 2,365,346 (2,365,346) 631,215
yerating cash flow § 55,847 17,430 62,163 662,690 (790,764) 97,366
pital expenditures $ 18,677 4,142 23,114 88,100 (84,741 49,292
-preciation and amortization 8 31,026 7.750 27,074 129,011 (117,256) 77,605
tal assets $ 208,613 171,588 254,328 3,235,686 1,564,613 5,564,828
“nded December 31, 2003 : i
venue from external customers $ 270,830 107,070 128,203 1,995,047 (1,995,047) 506,103
serating cash flow $ 43,786 22074 43,221 508,452 (542,771) 74,762
pital expenditures b 13,132 4,751 5,207 109,956 (107,183) 25,863
preciation and amortization 3 28,975 11,481 22,17 120,172 (1i12,274) 70,526
tal assets $ 305,576 174,916 239,939 3,194,211 1,481,985 5,396,627
*nded December 31, 2002
venue from external customers $ 275,119 105,091 159,123 1,716,775 (1,716,775) 539,333
serating cash flow $ 50,150 27,682 45,673 378,633 (413,083) 85,055
pital expenditures $ 22,825 15,406 9,958 138,777 (130,608) 56,358
preciation and amortization $ 38,778 7,483 18,863 112,841 (110,693) 67,272

Tncluded in Network Services Group revenue is broadcast services revenue of $135,883,000, $R89.065,000 and $114,400,000 and systems integrat

$39,138,000 and $44,723,000 in 2004, 2003 and 2002, respectively.

)

lfn revenue of $89,509,000,

he Company's reportable segments are strategic business units that offer different products and services. They are managed separately because each segment requires different
logies, distribution channels and marketing strategies. '
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he following table provides a reconciliation of segment operating cash flow to earnings (loss) before income taxes, minority interest and change in accounting principle.

Years ended December 31,

f

.
2004 2003 2002

/

:

amounts in thousands

§ 97,366 74,762 189,055

Segment operating cash flow

Stock compensation (2,775) (2,602) ;48
Depreciation and amortization (77,605) (70,526) (67,272)
Impairment of goodwill (51) (562) (83.718)
Share of earnings (losses) of DCI 84,011 37,271 t32,046)
Interest expense — (72,178) (64,820)
Other, net 132 (655) 17,674
Eamings (loss) before income taxes, minority interest and change i

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

e

accounting principle

formation as to the Company's operations in different geographic areas is as follows:

Years ended December 31,

2004 2003 2002
|
|

amotiits in thousands

Revenue

United States $ 460,070 390,220 420,827
United Kingdom 148,002 92,523 93,797
Other countries 23,143 23,360 24,709

$ 631,215 506,103 539,333

|
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Report of Independent Registered Public Accounting Firm

= Board of Directors and Stockholders of i
very Communications, Inc.: :

n our opinion, the accompanying consolidated balance sheels and the related consolidated statements of operations, of changes in stockholders' deficit, and of cash flows preser
in all material respects, the financial position of Discovery Communications, Inc. and its subsidiaries at December 31, 2004 and 2003, 2nd the resuits of their operations and th
Yows for each of the three years in the period ended December 31, 2004 in conformity with accounting prineiples generally accepted in the United States of America. These fin:
\ents are the responsibility of the Company's management. Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audi
statements in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to
vable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and

sures in the financial statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial statement present

:lieve that our audits provide a reasonable basis for our opinion, i

vaterhouseCoopers LLP ‘
an, Virginia J
ary 22, 2005 |
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sramming rights, net, less current portion

erred launch incentives

dwill

ngibles, net

stments in and advances to unconsolidated affiliates
srred income faxes

=r assels

ASSETS

ITIES AND STOCKHOLDERS' DEFICIT
iabilitics

ounts payable and accrued liabilities

nch incentives payabls

yramming rights payablc

renl portion of long-lerm incentive plan liabilities
ent portion of long-term deht

me taxes payable

s cuzrent linbilities

rent liabilities

m debt, lcay current portion

ve financial instruments, Jess current portion
nceniives payable, less current portion

m incentive plan fiabilitics, lesa current portion
ming rights payable, less current portion
bilities

bilities
rily redeemable interests in subsidiarics
wents and contingencies

iders' deficit

Discovery Communications, Inc.

Consolidated Balance Sheets

A coramon stock; $.01 par value; 100,000 shares authorized; 51,119 shares issued, less 719 and 504 shares of ireasury stack

December 31,

2004

2003

In thousands, except share data

$ 24,282 $ 34,075
527659 6,747
32567 37,004
144,606 2,693
50,578 46,364
55,758 41,500

!
835,450 858,383
380,200 360,411
1,027,379 881,735
314,60 173,579
257,460 253.308
187,761 213,660
74,450 50,765
114673 146,768
3622 | 45,602
s 3,235,686 $ 3104211
[ e s LI e TR DL
$ 338,182 5 156,320
33,500 I 62,841
94,969 | 1340
261,627 L427.755
0,736 ! $17.750
1B 10,564
125,207 90,228
785,353 1,538,798
2,498,287 1,833,942
46,541 88781
34328 4547
60,735 63,844
8027 - 3668
10,774 | 1260
3,544,045 3,585,724
319,567 | @10252

I

1 1 1



Class B common stock; $.01 par value; 60,000 shares authorize

2003
Additionsl paid-in capital
Accumulated deficit
Accumulated other comprehensive income

Total stockholders' deficit

TOTAL LIABILITIES AND STOCKHOLDERS' DEFICIT

The accompanying notes ere an 1

d; 50,615 shares issued and held in treasury stock at December 31, 2004 and

21,003 21,003

(672531) (840,953)

23,911 18,004

(627,926) (201,765)

$ 3,235,686 3,194,211

ntegral part of these consolidated financial statements.
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IATING REVENVE
tising
riber fees

»perating revenue

f revenue

1, general & administrative

ses arising from long-ferm incentive plang
siation & amortization

n sale of patents

yperating expenses
ME FROM OPERATIONS

R INCOME (EXPENSE)
i, net

ized gains (losses) from derivative insiruments, net

ty interests in consolidated subsidiaries
in earnings (losses) of unconsolidated affiliates
ther expense, net
ME (LOSS) BEFORE INCOME TAXES
s tax expense (benefit)

NCOME (LOSS)

Discovery Communications, Inc.

Consolidated Statements of Operations

Year ended December 31,
2004 2003 | 2002
In thousands ‘
$ 1,133,807 $ 1,010,585 & 829,936
976,362 747,927 1 646,500
255,177 236,535 | 240339
2,365,346 1,995,047 L 1,716,775
846,316 751,578 i 699,737
856,340 735,017 638,405
71,515 74,119 96,865
129,011 120,172 112,841
(22.007) _ _
1,881,175 1,680,386 1,547,848
484,171 314,161 168,927
(167,420) (159,409) (163,315)
45,540 21,405 ! {11,607)
(54,940) (35,965) 1 (45,977)
171 (4,477) 2.716)
2,799 2,307 (3,425)
(174,350) (176,139) (227.040)
309,821 138,022 (58,113)
141,799 74,785 l (10,057)
$ 168,022 § 63237 % (48,056)

The accompanying notes are an integral part of these consolidated financial statements.
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TING ACTIVITIES
me (lasa)

ents to recancile net income (loss) to cash provided by operations

reciation and amortization

rtization of deferred launch incontives and representation rights

ision for losscs on accounls receivable, net

enses arising from lang-term incentive plans

ty in (earnings) losses of unconsalidated affiliates
rred income taxes

:alized (gains) losses an derivative financial instruments, net

cash minority interest charges
L ont sale of patents
r non-cash charges

nges in assets and linbilities, net of business combinations

Accounts receivable

Inventories

Other asaets

Programming rights, net of payables
Accounts payable and accrued liabilities
Repreaentation rights

Deferred launch incentives

Long-terin incentive plan liabilitiss

vided by operations

ING ACTIVITIES

jon of property and equipment

‘combinations, net of cash acquired

nts in and advances o unconsolidated affiliates
tions from minority sharchatders

(redemption) of intercsta in subsidiaries

, from gale of patenta, net

d by investing activities

ING ACTIVITIES

| from issuance of long-term debt

| payments of [ong-term debt
financing fees

in note receivable from stockhotder
n of note receivable from stockholder
as¢ of Class A common stock

pse of Class B common stock

anoing

vided (used) by financing activities

JE IN CASH AND CASH EQUIVALENTS
| cash cquivalents, beginning of year
\ND CASH EQUIVALENTS, END OF YEAR

Discovery Communications, Inc.

Consolidated Statements of Cash Flows

Year ended December 31,

2004 2003 . 2002
In thousands
$ 168022 8§ £3,237 {48,056)
129,011 120,172 112,841
107,757 131,980 132,485
250 11,413 20,787
71,515 4119 6,265
Qam 447 2716
108,522 42280 (37.801)
(45,540 (21,405) 11,607
54,940 35,963 45,977
(22.007y — —
£300 5,584 14,325
{60,841) (52759 {46,553}
4,555 22,978 (30,504)
(14,706 (10,212) (8.435)
(122.433) (139,387 (86,103}
55,734 27,646 79,565
(479) (11,250) (10,7503
(74,696 (99,530 (72,963)
(240,752) (51,023 (37,003}
124,680 154,191 139,010
(88,100) (109,956) (138,171
(17.218) (46,541) .
(14,884 (11,754) (27,389)
3,146 21,652 | 12,478
(148,880} — , NI
2007 - ; —
L
243,999 (146,599) J (60,214)
I
1,848,000 — : 391,924
(1,699,21%) (12,638) (330,165)
(8,495} (563 (1,358)
Z (5.238) (10,246)
— 13,600 -
— (55,334 -
- - {109,000)
(30,846} 42,325 (23,415)
109,446 (7,341) (82,260)
9,793) 251 {4,064
34,075 33,824 37,888
$ 34,075

3 24,282

33,824



The accompanying notes are an integral part of these consolidated financial statements.
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ice, December 31, 2001

rehensive Toss

Net loss

‘orcign currency translation, nel of tax of
12,7 millivn

2ealized loss on investments, net of 1ax of
0.2 million

comprehensive lnss

is¢ in loan to steckholder

ensation from redeemable Class A common

ticn of releemable Claas A common slock

chase of Class B common stock treasury shares

ice, Decemher 31, 2002

rehensive income

Net income

Foreign cumency tranalation, net of tax of
55,7 million

(nrealized gain on investments, net of lax of
52.4 million

compirehensive income

:asc in loan to stockhobder
ction of ion from r
sor stock

tion of redeemable Class A common stock

rchase of Clasa A common stock treasury shares

e, Diecem ber 31, 2003

wehensive incame

Net income

Foreign currency franslation, net of tax of
£5.2 million

nrealized loss on investmenls, ned of lax of
§1.7 million

comprehensive income

rce, Decem ber 31, 2004

d hle Class A

Discovery Communications, Inc.
Consolidated Statements of Changes in Stockholders' Deficit
Other Com prehensive Infome {Loss)
Class A Clasa B
Additionsl Foreign Unrealized
Paid-In Accumulated Currency Gain (Loss) on
At Par Redeemable At Par Capital Deficit Translation [Investments TOTAL
In thousands
s 15 52,7191 § 13 121,002 § (852,07 $§ (0 $ (334) % (6814
(48,056)
6,568
334
(41,1
(10,246} (10,2
2,324 2.3
5,827 (5,827)
[$}) {99,599) (5,000) (1094
5 1 8 50,69 $ — 21,093 § {915,590} ¢ 4206 § — 3 (839,53
63,237
10,027
371
77,0
18,362 18,
(2,324} (2.
(11,400} 11,400
(55,334) (55,3
s 1 5 — 8 - § 21,083 § (840,053) § 14323 § 3 8 (801,
i
168,022 i
8409
(2,592)
173,
£ 18 — % — 5 21,093 § 6T1931) § 22,732 % 1L,17¢ § {627,
The accompanying notes are an integral part of these consolidated financial statements.
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Discovery Communications, Inc.

Notes to Consolidated Financial Statements

Description of Business

Discovery Communications, Inc. (the "Company") is a privately held, diversified worldwide entertainment company whose operations are organized into four business units; 1.5
works, International Networks, Commerce and Fducation. 1).S, Networks operates cable and satellite television networks in the United States, including Hiscovery Channel, TLC,
nal Planet, The Travel Channel and Discovery Health Channel. International Networks operates cable and satellite television networks worldwide, including regional variants of
overy Channel, Animal Planet, People & Ans, Travel & Adventure, and Discovery Health Channel. Commerce operates 115 Discovery Channel retail stores as well as direct-to-

umer sales in the United States, and manages licensing for the Company. Education provides preducts and services to educational institutions.

Summary of Significant Accounting Policies i

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly owned and controlled subsidiaries. The equity method of acca
nsofidated affiliates in which the Company's cwnership interests range from 20% to 50% and the Company exercises significant influence over operating
ificant intercompany transactions and balances among the consolidated entities have been eliminated.

Use of Estimates

The preparation of financial statements in accordance with generally accepted accounting principles requires management 10 make estimales and assump
unis of assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenue and
ods. Actual results may differ from those estimates and could have a material impact on the consolidated financial statements.

unting 15 used for
and financial policies. All

tions that affect the reported
expenses during the reportin

The Company has issued redeemable interests in a number of its consolidated subsidiaries for which the redemption evenis are outside of the Company's control. Estimating the

mplion values of these inlerests requires making assumptions regarding fair velue, future performance, comparing (o similar transactions, and complex cd

Other significant estimates include the recoverability of programuming rights, the amortization period and method of programming rights, valuation and
1s and other long-lived assets, the fair value of derivative financial instruments, and the adequacy of reserves associated with accounts receivable and reta

Recent Accounting Pronouncemenis

In December 2003 the Financial Accounting Standards Board (FASB) issued Consolidation of Variable Interest Entities: an Interpretation of FASB No.
clive as of Morch 31, 2004 Vaniable interest entities (VIEs) are primarily entities that lack sufficient equity to finance their aclivities without additional fj
es or whose equity holders possess governance rights that are not proportionate with their equity holdings. All VIEs with witich the Company is involved
rmine the pnmary beneficiary of the risks and rewards of the VIE. The primary beneficiary is required to consolidate the VIE for financial reporting purp
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The Company has minority interests in cerlain entities as discussed in Note 9. In connection with the adoption of FIN 46R, the Company's preliminary agsessment is that certain of it
aterial unconsolidated fntemational joint ventures may be VIEs in which the Company is the primary beneficiary. Pursuant to the transition provisions of FIN 46R, the Company will
n consolidating such ventures commencing 2005, however the impact on the consolidated financial statements is not expected to be material. See Note 9 for summarized balance shee
ments of operalions and cash Mows of all equily method investments.

FASB Statement No. 150 Financial Instruments with Characteristics of Both Liabilities and Equity , (FAS 150) establishes standards for classifying andimeasuring as liabilities cert:
1¢ial instruments that embody obligetions of the issuer and have traditionally been characterized as equity. The Financial Accounting Standards Board detayed the FAS 150 effective
for nonpublic companies with respect to instruments that are mandatorily redeemable on fixed dates for amounts that are either fixed or determined by reference to an index to

ary 1, 2005. Il the Company were o public registrant, mandatorily redeemable minority interests in the amount of $142.9 million would be classified as ciprrent liabilities.

Revenue Recognition
The Campany derives revenues from five primary sources: (1) advertising revenue for commercial spots aired on the Company's networks, {2) subscriber revenue from cable system
atars {affiliates), (3) retail sales of consumer product inventory, (4} licensing of the Company's programming and other intellectual property, and (5) prodhpet and service sales to

ational institutions.

Advertising revenue is recorded net of agency commissions and audience deficiency liabilities in the pericd when the advertising spots sre broadcast. Subscriber revenue is recognize
e periad the service is provided, net of launch incentives and other vendor consideration. Retail revenues are recognized either at the point-of-sale or upon preduct shipment. Program
5ing revenues are recognized when the programming is available to broadcast and upon satisfaction of other revenue recognition conditions. Trademarks jand other non-programming
sing are generally recognized ratably over the term of the agreement. Product and service sales to educational institutions are generally recognized ratably over the term of the

ement or as the prodoet is delivered.

Advertising Costs

The Company expenses advertising costs as incurred. The Company incurred advertising costs of $170.3 million, $140.2 million and $111.9 million in 2004, 2003 and 2002.

Cash and Cash Equivalents

Highly liguid investments with original maturities of ninety days or less are recorded as cash equivalents. The Company had $4.3 million and $3.9 millic1n in restricted cash included
r assets as of December 31, 2004 and 2003 due to foreign currency restrictions.

Derivative Financial Instruments

Derivative financial instruments are recorded on the balance sheet at fair value. The Company did not apply hedge accounting during 2004, 2003 and 20T)2, and therefore changes in
air values of derivative financial instruments are recorded in the stalements of operations.
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Inventosies

Inventories are carried at the lower of cost or market and inciude inventory acquisition costs. Cost is determined using the weighted average cost method

Programming Rights

1ates the net realizable value of programming by considering the fair value and net realizable values of the underlying produced and licensed programs, r

pectively. The costs of

Costs incurred in the direct production or licensing of programming rights are capitalized and stated at the lower of unamortized cost, fair value, or net ri{le izable value. The Company

uced programming are capitalized and amortized based on the expected realization of revenues, resulting in an accelerated basis over four years for devel
inel, TLC, Animal Planet, and The Travel Channel) in the United States, a straight-line basis over three to five years for developing networks in the Unite
 over three years for all International networks,

The cost of licensed programming is capitalized and amortized over the term of the license period based on the expected realization of revenues, resulting
loped networks in the United States, and a straight-line basis for all International networks and developing networks in the United States.

Property and Equipment

Property and equipment arc stated at cost less accumulated depreciation. Depreciation is recognized on a straight-line basis over the estimated useful livel
yment, furpiture and fixtures, five Lo forty yeurs for building structure and construction, and six to fifteen years for satellite transponders. Leasehold imprq
thi-line basis over the lesser of their estimated useful lives or the terms of the related leases. Equipment under capital lease represents the present value of
> inception of the lease, net of accumulated depreciation.

Capitalized Software Costs

Capitalization of software development costs occurs during the application development stage. Costs incurred during the pre and post implementation sta
talized software is amortized on a straight-line basis over its estimated useful lives of one to five years. Unamortized computer software costs totated $55
-mber 31, 2004 and 2003.

Recoverability of Long-Lived Assets, Goodwill, and Intangible Assets

ped networks (Discovery
d States, and a straight-line

r in an accelerated basis for

s of three to seven years for

rvemenls are amorlized on a
the minimum lease paymen

ges are expensed as incurred
2 miltion and $49.6 millien

The Company periodically reviews the carrying value of its acquired intangible assets, including goodwill, and its other long-lived assets, including defefred taunch incentives, to
-mine whether an impairment may exist. Goodwill impairment is determined by comparing the fair value of the reporting unit to its carrying value. If Lhe [air value of the reporling un

;s than its carrying value, an impairmenl loss is recorded to the extent that the fair value of the goodwill within the reporting unit is less than its carrying y

alue. Intangible assets and

- lemg-lived assets are grouped for purposes of evaluating recoverability at the lowest leve] for which independent cash flows are identifiable. Tf the canying amount of an intangible

. long-lived asset, or asset grouping exceeds its fair value, an impairment loss is recognized. Fair values for reporting units, goodwill and other intangible
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rmined based on discounted cash flows, market multiples, or comparable assets as appropriate. Generally, the Company's reporting units and asset groups
rorks or olher operating units.

consist of the individual

The determination of recoverability of goodwill and other intangible and long lived assets requires significant judgment and estimates regarding future cLsh flows, fair values, and the
opriate grouping of assets. Such estimates are subject to change and could result in impairment losses being recognized in the future. If different reporting units, asset groupings, or

rent valuation methodologies had been used, the impairment test results could have differed.

Deferred Launch Incentives

Consideration issued 1o cable affiliates in connection with the execution of long-term network distribution agreements is deferred and amortized on a straight-line basis as a reductior
vente over the terms of the agreements. Obligations for [ixed launch incentives are recorded al the inception of the agreement. Obligations for performance-based arrangements are
rded when performance thresholds have been achieved. Following the extension or renewal of an original launch agreement, remaining deferred considerption is amortized over the
period. Amortization of deferred launch incentives and interest on unpaid deferred launch incentives was $98.4 million, $122.7 million and $122.8 million in 2004, 2003 and 2002.

Foreign Currency Translation

|
The Company's foreign subsidiaries' assets and liabilities are translated at exchange rates in effect at the balance sheet date, while results of operations uv‘e translated at average

ange rates for the respective periods. The resulting translation adjustments are included as a separate component of stockholders’ equity in accumulated g

ther comprehensive income.

effect of exchange rate changes on cash balances held in foreign currencies impacting the Consotidated Statements of Cash Flows totals $2.5 million, $1.2 million, and $0.2 million i

, 2003 and 2002.
Long-term Compensation Programs

The Company grants unit uwards under its long-term incentive plans. These unit awards, which vest over a period of years, are granted to employees and
d on a specified formula of certain business metrics of the Company. The Company accounts for these units simifar to siock appreciation rights and appli
pretation Number 28, " Accounting for Stock Tssued 1o Employees.” The Company adjusts compensation expense for the changes in the accrued value of
>d.

Mandatorily Redeemable Interests in Subsidiaries

Mandatorily redeemable interests in subsidiaries are initially recorded at fair value and accreted or decreted to the estimated redemption value ratably ov
_as appropriate. The Company records aceretion 2nd decretion on these instruments in minority interest expense.
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Treasury Stock

Treasury stock is accounted for using the cost method. The repurchased shares are held in treasury and are presented as if retired. Treasury stock activity
ember 31, 2004 is presented in the Consolidated Statements of Stockholders' Deficit,

Income Taxes

for the three years ended

Income taxes are recorded using the asset and liability method of accounting for income taxes. Deferred income taxes reflect the net tax effect of temporary differences between the

ing amounts of assets and liabilities for financial reporting purposes and the amounts used for income tax purposes. A valuation allowance is provided fo
: likely than not such assets will not be realized.

Reclassifications
Certain prior period financial slalement amounis have been reclassified to conform to the 2004 presentation.

During 2004, the Company reclassified book overdrafts at December 31, 2003 and 2002. These reclassifications increased cash and current liabilities by
zcember 31, 2003 and 2002, Additionally, the Company reclassified approximately $15.5 million and $6.0 million in restricted cash and other assets prev
mber 31, 2003 and 2002, As a result of these reclassifications, cash flows from operating activities decreased £9.5 million and $1.9 million for the years
|, und cash flows [Tom lingancing activities increased $42.3 million and decreased $23.4 million for the same year ends.

Supplemental Disclosures to Consclidated Statements of Cash Flows

r deferred tax assets if it 1s

$42.9 million and $0.6 millic
ously reported as cash at
ended December 31, 2003 ar

Year ended December 31, 2004 2003 1002
In thousands
Cash pmd for acquisitions:
Fair value of assets acquired $ 21414 % 50,509 § —
Net liabilities assumed (4,196) (3,968) —
Cash paid for acquisitions, net of cash acquired 17,218 46,541 —
Cash paid for interest, net of capitalized interest 166,584 162,904 154,288
Cash paid for income taxes 28,999 32,395 25,537

Business Combinations

During 2004, the Company completed two acquisitions in its Education division, in which the Company acquired customer lists valued at $14.6 million, povenants not to compete
zd at $0.6 million and trademarks valued at $0.1 million, which are being emortized over their useful lives, of three years for the customer lists and covenants nol to compete.

During 2003, the Company completed two acquisitions, one in its Education division and one in iis international Networks division. In connection with {

pany acquired customer lists valued at $27.7 million, which are being amortized over their useful lives of three years. The Company also acquired deferr,
7 million. Of these, $13.2 million are
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, amortized over the five-year term of the agreements, and $3.5 million relate to & penalty for non-renewal in 2008. If no renewal is effectuated in 2008, the acquiree will refund the

pany. If renewed, the Company will amortize this amount over the renewal period.

Purchase price in excess of the fair value of the assets and liabilities acquired of $1.1 million and $6.0 million was recorded to goodwill in 2004 and 2003.

Programming Rights

Programming Rights, December 31, 2004 2003 !
In thousands

Produced programming rights

Completed 1,009483 § 893,867

In process 100,086 71,062
Co-produced programming rights

Completed &§08,758 626,934

In process 38,575 44,464
Licensed programming rights

Acquired 189,662 243,541

Prepaid 4,232 1.9
Programming nghts, st cost 2,130,7% 1,892,587
Accumulated amortization (1,052,839) (964,488)
Programming rights, net 1,077,957 923,099
Current portion, licensed programming rights {50,578) (46,364)
Non-current porticn 1,027,379 < 881,735

Amortization of programming rights was $494.2 million, $413.9 million and $365.4 million in 2004, 2003 and 2002, and is recorded s a cost of revenue.

The Compuny estimates that 91.1% of unamortized costs of programming rights at December 31, 2004 will be amortized within the next three years. The Company expects lo amorti
0 million of nnamertized programming rights, not including in-process and prepaid productions, during the next twelve months.

Property and Equipment
Property and Equipment, Decem ber 31, 2004 2003
In thousands

Equipment and software 344,525 % 346,438
L.and 28,781 27,575
Buildings 136,088 137,190
Fumniture, fixtures, leasehold improvements and other assets 160,418 160,744
Assets in progress 60,806 29,582
Property and equipment, at cost 730,618 701,#29
Accumulated depreciation and amortization (350,328) (341,118)



Property and equipment, net
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The cost and accumulated depreciation of satellite transponders under capital leases were $23.5 million and $4.1 million at December 31, 2004, and $64.3 million and $45.4 million
smber 31, 2003, Depreciation and amoertization of property and equipment, including equipment under capital lease, was $83.4 miilion, $86.4 million and|$96.3 million in 2004, 2003
2002,

Through December 3§, 2004, total capitalized costs associated with facility construction projects include land costs of $2.3 million, and building and leasehold improvement costs of
8 million. The Company expects these facilities to be completed in 2005,

The Company completed construction of its worldwide headquarters facility in Silver Spring, Maryland, in the first quarter of 2003. The final facility is comprised of land costs of
5 million, building structure and construetion costs of $121.4 million, and interest costs of $14.7 million.

Sale of Long-lived Assets

In 2004, the Company recorded a net gain of $22.0 million on the sale of certain of the Comnpany's television technolegy patents. The transaction closed August 19, 2004 and the gair
2sents the sale price less costs to sell. The Company expensed all of the costs to develop this technology in prior years.

Goodwill and Intangible Assets

Geodwill and Intangible Assets, December 31, 2004 2003

In thousands

Goodwill 5 257460 % 253,p08
Trademarks 13,383 13,230
Customer relationships and lists, net of amortization of $86,406 and $64,393 64,109 72,153
Non-compete and other, net of amortization of $43,021 and $33,229 33,068 42,343
Representation rights, net of amortization of $60,528 and $51,198 77,201 85,934
Goodwill and intangible assets, net $ 445,221 :S 466 P68

Goodwill and trademarks are not amortized. Customer relationships and lists are amortized on a straight-line basis over estimated useful lives of three to|seven years. Non-compete
s are amortized on a straight-line basis over the contractual term of five to seven years. Other intangibles are amortized on a straight-line basis over estimlated nsefu] lives of ten years
esentation rights are amortized on a straight-line basis over the contractual term of fifteen years,

During 2004 and 2003 the Company reduced its estimate of certain pre-acquisition contingencies associated with certain subscriber contractual arrangements acquired as part of the
isition of The Health Network. These revisions resuited in'a reduction of goodwill of $8.0 million and $26.7 miltion at December 31, 2004 and 2003.

The $4.2 million net increase in goodwill resulis from 1) a $8.0 million reduction related o an adjustment for pre-acquisition conlingent liabilities (diseussed abave), 2) a $9.5 millio
stment to increase goodwill for recognition of certain deferred tax liabilities, 3) a $1.1 million addition related to current year acquisitions and 4) n $1.6 niillion increase for foreign
enoy translation eftect.
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