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

Years e n d d  D r s n b s r  31. 

1003 2001 1004 
I 

amounl~io thousands 

Ctrmnt 
Federal 
State 
Foreign 

Current 

D&red 
Federal 
State 
Foreign 

Deferred 

Total tax benefit (expense) 

(25,221) (15,628) 24,536 
(3,494) ' 4,522 

(397) 
(7,774) 
1.303 1,469 - 

(31,692) (17,653) 28,661 
b 

$ (34,970) (20,156) 30,479 - 
Income tax benefit (expense) dflers from the nmounts computed by applylng the U S federal Income tax rate of 35% as a result of the followlng 

Computed expected tax benefit (expense) 
Impairment charges and amortization of goodwill not deductible for income 

Years e n d 4  Dscemher31. 

20Ol 2M2 2004 

mounts in thousands 

6 (35,377) 11,283 48,834 

- - (29.301) tax purposes 
State and locnl income taxes, net of federal income taxes 
Change in vnluation allowance uffecting tax expense 
Disallowed interest expense 
Dividend received deduction 
Disposition of nondeductible goodwill in sales transactions 
Other, net 

Income tax benefit (expense) 

(5,311) 
3,575 - 
- 
- 

2,143 

0.986) 
(14.7 19) 
(13,963) - 
- 

229 

2,225 
(8,747) 
(8,655) 
15,195 
8,590 
2,338 

7- 

$ (34,970) (20,156) 30,479 
~~ 

z 
m 
0 
0 
0 
9 
0 

0; 
n I 
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Components of pretax income (loss), excluding change in accounting principle, are as follows: 

Domestic 
Foreign 

Years ended December 31. 

zon4 2003 2002 

m o u n t i m  thousmds 

96,470 (28,772) (149,476) 
9,949 

$ 101,078 (32.238) (139,527) 

$ 
4,608 (3,466) 

v- 

d 

Components of deferred tax assets and linbilities as of December 3 1 are as follows: 

Current assets: 

Accounts receivable reserves 
Accmed liabilities 

$ 2,423 
11,987 

~ 3,424 
8,552 

14,410 1 1.976 

Noncurrent assets: 
Net operating loss canyfowards 
Impaiment reserves 
Intangible assets 
Other 

56,689 
2,370 
5,775 
6,960 

71,794 

Total deferred tax assets, gross 

Valuation allownnce 

Total defened tax assets. net 

86,204 

(76,452) 

9,752 

Current liabilities: 
Prepaid expenses 
Other 

79,587 
4,747 
9,559 
5,843 

99,736 

1 1  1.7 12 

(101,470) 

10,242 

Noncurrent liabilities: 
Property and equipment 



"E 
0 

0 
0 

"0 

5' 
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The state NOL's begin expiring in 2005 and continue through 202 1 ,  In addition, the Company has approximately $600,000 of federal income tax credits, which may be carried fonvNd 
indefinitely. The Company has $2,510,000 of stnte income tax credits, of which $2,342,000 will expire in theyear 2012. 

During the current year, management has determined that it is more likely than not thRt the Company will not realize the tax benefits associated with 1 ertain cumulative net operating 
loss carryfornards and other deferred tax assets. As such, the Company continues to maintain a valuation allowance of $76,452,000. The total valuation a1 owance decreased during the 
year ended December 3 1,2004 HS R result of other members in the Liberty consolidated tax group utilizing fully reserved NOLs of Ascent Media of $21,442,000 and utilization by Ascent 
Media 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 unlikely they will ever be 
reimbursed by Liherty for these benefits. 

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

I 
I 

undistributed enmingsfmm Asia not previously taxed in the United States. 

Undistributed earnings of foreign subsidiaries, other than the Asia operations, aggregated $3,372,000 on December 31,2004, which, under existing law, will not be subject to U.S. tax 
until distributed as dividends. Since the earnin@ have been, or are intended to he, indefinitely reinvested in foreign operations, no provision has been made for any U.S. taxes that may be 
Hpplicable thereto. Furthennore, any taxes paid to foreign governments on those earnings may be used in whole or in pari as credits against the U.S. tax 04 any dividends distributed from 
siich earnings. It is not practicable to eslimnte fhe amount of unrecognized deferred U.S. taxes on these undistributed earnings. 

(12) Employee Benefit Plans 
I 

Ascent Media offers a 401(k) defined contribution plan coverjng most of its full-time domestic employees not covered by employees eligible to palti&pate in the Motion Picture 
Industry Pension and Health Plan (MPIPHP), a multi-employer defined benefit pension plan. Contributions to the MPIPHP are determined in accordance with the provisions of negotiated 
labor contracts and generally are based on the number of hours worked. Ascent Media also sponsors R pension plan for eligible employees of its foreign subsidiaries. Employer 
contributions 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 
December 31,2004, 2003 and 2002 were $6,485,000, $6,380,000 and $5,794,000. respectively. 

(13) Commitment8 and Contingencies 

Future minimum lease payments under scheduled Operating leases that hnve initiol or remaining noncancelable terms in excess of one yenr nre us follows (in thousands): 
i 

Year ended December 3 1: 
2005 
2006 
2007 
2008 

$ 25,682 
16 23.462 
$ 22&2 
$ 19,665 
$ 171608 2009 

Thereafter $ 52;523 
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Rent expense for noncancelable operating leases for real property and equipment was $26,487,000, $21,909,000 and $29,632,000 for the years ended,December 31,2004,2003 and 
2002, 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 Akent  Media as follows: 2005. 
$3,172,000,2006. %1.778,000; and 2007, $296,000. 

The Company is involved in litigation and similar claims incidental to the conduct of its business. In management's opinion, none of the pending actibns is likely to have a material 
adverse impact an the Company's financial position or results of operations. 

(14) Related Pariy Trnnsnctiona 

Services Agreement Behveen Ascent Media and On Command Corporation i 
Since October 1, 2002, Ascent Media hasprovided uplink and satellite transport services to On Command Corporation r O n  Command"), a wholly owned suhsidiary of LMC. Under 

the terms of sholt-term services agreement and a content preparation and distribution services agreement, fmm October 1,2002 through March 3 1,2008, Ascent Media has provided, and 
will continue to provide, uplink and satellite transpoe services. The content preparation and distribution SeNiCeS agreement also provides that Ascent Media may supply content preparation 
services. During the period from April 2003 to October 2004, Ascent Media also installed satellite equipment at On Command's downlink sites at hotels pursuant to a separate services 
agreement. All agreements were entered into in the ordinary course of business on am's-length terns. Ascent Media has provided $449,000, $691,000 and $75,000 in selvices to On 
Command for the years ended December 3 I ,  2004,2003 and 2002, respectively. 

Other Related Parry Balances and Transneiions 

I 
~ 

Ascenl Medin provides services, such 8s satellite uplink, systems integration, origination, and post-production, to various affiliates of Liberty including DCI and Court Television 
Network, LLC. Revenue recorded by Ascent Medio for these services for the years ended December 3 1,2004,2003 and 2002 aggregated $4 1,785,000. $1 3,355,000 and $14,043,000, 
respectively. 

(15) Informatlon About Operating Segments 
~ 

I 

The Company's business units have been aggregated into fourreportable segments: the Creative Services Group, the Media Management Services Group, and the Network Services 
Gmuu. which are all oDera1in.q 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 below 

- 

The Creative Services Group provides post-production services, which are comprised of Sewices necessary to complete the creation of original content including feature films, 
television shows, movies of the weeklmini series, television commercials, music videos, promotional and identity campaigns and carporate communications programming. The Media 
Management Services Group provides content storage services, which are comprised of facilities and services necessary to optimize, archive, manage and r e p q o s e  media assets for global 
distribution via freight, sntellite, fiber and the Internet; access to all forms of content, duplication and formatting services, language wnversions and laybdcks, 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 manngement services for 
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global home video, broadcast, pay-per-view and emerging new media distribution channels. The Network Services Group provides broadcast smices,  which we comprised of services 
necessnqr to assemble and distribute programming for cable and broadcast networks via fiber and satellite to viewers in North America, Eumpe and Asia. Additionally. the networks 
services group provides systems integration, design, consulting, engineering and project management services. - 

i 
The Company's chief operating decision maker, or his designee (the "CODM), has identified the Company's repoltable segments based on (i) financial information reviewed by 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 shnre of 
earnings represent more than 10% of the Company's earnings before tmes are considered repollable segments. 

The accounting policies of the segments are the same as those described in the summaly of significant accounting policies and 5re consistent with GAM 

The Company  valuates the performance of these operating segments based on financial measures such as revenue and operating cash flow. The CoJpany defines operating cash flaw 
as revenue less operating expenses and selling, general and administrative expenses (excluding stock and other equity-based compensation). The Companj believes this is an important 
indicator of the operational strength and performance of its businesses, including the ability to senrice debt end capital expenditures. In addition, this meahre allows management to view 
operating results and perform analytical comparisons and identify strategies to improve performance. This measure of performance excludes depreciation and amortization, stock and other 
equity-based compensation and restructuring m d  impairment charges that are included in the measurement of operating income pursuant to GAAP. Accordingly, operating cash flow 
should be considered in addition to, but not as a substitute for, operating income, cash flow provided by operating activities and other mensures of finnncinl performance prepared in 
accordance with GAAP. 
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Summarized financinl information concerning the Company's reportable segments is presented in the following tables: 

Media 

S I W i f s  Ssr Y i c e  
Totd 

Creative M n n q e m n t  Ne'."o.t 

GIovp Group GlO"p(1) DCI diminsliona 
Sewice. 

Ascent Medin 

.moY"ll in 1Im"~mds 

295,841 109,982 225,392 2,365,346 (2,3&5,346) 63 1,2 15 
662,690 @0,764) 97,366 

49,292 

3,235,686 1,5164,613 5,564,828 

Year Ended Decemher 3 1,2004 
Revenue from external cusfomers $ 
Operating cash flow $ 
Capital expenditures $ 
Depreciation and amortization $ 

17,430 62,163 
18,677 4,142 23,114 
31,026 7,750 27.074 

Total nssets $ 298,613 171,588 294,328 

55,847 
88,100 (84,741) 

129,011 (117.256) 77,605 

Year Ended Decemher 3 1,2004 
Revenue from external cusfomers 
Operating cash flow 
Capital expenditures 
Depreciation and amortization 
Total nssets 

$ 295,841 

$ 18,677 

$ 298,613 

$ 55,847 

$ 31,026 

109,982 225,392 2,365,346 (2,365,346) 63 1,2 15 
17 A70 67 163 662 690 mo.764) 97,366 
4,142 23,114 sS:ioo '(84i741 j 49,292 

171,588 294,328 3,235,686 1,5164,613 5,564,828 
7,750 27.074 129,011 (117.256) 77,605 

YearEndedDecember31,2003 
Revenue from external customers 
Operating cash flow 
Capital expenditures 
Depreciation and amortization 
Total assets 

Year Ended December 31,2002 
Revenue from external customers 
Operating cash flow 
Capital expenditures 
Depreciation and amortization 

$ 270.830 
$ 43;786 
$ 13,132 
5 28.975 

107,070 128,203 1,995,047 (1,995,047) 506,103 

11,481 22,171 120,172 (li12.274) 70,526 

22,074 43,221 508,452 (542,771) 74,762 
4,751 5,207 109,956 (107,183) 25,863 

174,9 16 239,939 3,194,211 1,481,985 5,396,627 

539,333 
I 

275,119 105,091 159,123 1,716,775 (1.7 16,775) 
50,150 27,682 45,673 378,633 (4 I 3,083) 89,055 
22,825 15,406 9,958 138,777 (130.608) 56,358 
38,778 7,483 18,863 I12,841 (1 10,693) 67,272 

$ 
$ 
$ 
$ 

(1) Included in Network Services Group revenue is broadcast services revenue of $l35,883,oOO, $89,065,000 nnd $1 14,400,000 and systems integrnti revenue of $89,509,000, 
$39,138,000 and $44,723,000 in 2004, 2003 nnd 2002, respectively. 

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

i technologies, 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 ahcounting principle 

Segment operating cash flow 
Stock wmpensation 
Depreciation and amortization 
Impairment of goodwill 
Share of earnings (losses) of DCI 
Interest expense 
Other, net 

$ 97,366 
12.775) 

- 
132 

74,762 

l70.526) 
(2,602) 

,89,055 
48 

(67,272) 
(83.7 18) 
(32,046) 
(64,820) 
17,674 

Earnings (lass) hefore income taxes, minority interest and change in 
accounting principle 

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

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

Yeanended Derernber 31. 

ann1 2003 ioa 
I 

*moanh im  thaulsnds 

Revenue 
United States 
United Kingdom 
Other countries 

460,070 390,220 l420.827 
148,002 92,523 
23,143 23,360 24,709 

93,797 

$ 63 1.2 I5 506,103 539,333 
,aaraaaaasa,-- 

$ 

~ 

I 

I 
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Report of Independent Registered Public Accounting Firm 

To the Board of Directors end Stockholders of 
Discovq  Communications, lnc.: 

In OUT opinion, the accompanying consolidated balance sheets and the related consolidated statements of operations, of changes in stockholders’ deficit, and of cash flows present 
fairly, in all material respects, the financial position of Discovely Communications, Inc. and its subsidiaries at December 31, 2004 nnd 2003, and the results of their operations and their 
cash flows for each of the three years in the period ended December 31,2004 in conformity with accounting principles generally accepted in the United Stales of America. These financial 
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these fmancial statements based on. OUT aud!ts. We conducted our audits of 
these statements in accordance with the standards of the h b l i c  Company Accounting Oversight Board (United States). Those standards require that we p l y  and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, an a test basis, evidence supporting the amounts and 
disclosures in the financial statements, assessing !he accounting principles used and significant estimates made by management, and evaluating the overall financial Statement presentation. 
We believe thnt our nudits provide a reasonable bnsis for our opinion. 

PricewaterhouseCoopen LLP 
McLean, Virginia 
Februaly 22,2005 

! 

E 
v) 
0 
0 
0 
0 

F-39 



Discovery Communications, Inc. 

Connolidnted Balance Sheets 

ASSETS 

Income uxci payable 
0 l h a c w . d  liebiliriu 

S 24,282 
527,659 
32,567 

144,606 
50,578 
55,758 

835,450 

S 24,282 
527,659 
32,567 

144,606 
50,578 
55,758 

835,450 

380,290 
1,027,379 

314,601 
251,460 
187,761 
74,450 

114,673 
43,622 

I 3,235,686 

380,290 
1,027,379 

314,601 

187,761 
251,460 

'858,383 

s 3.194.211 

S 338,182 
33.509 
94;969 

261.627 
9,736 

21.121 
126;207 

885.353 

2,498,287 
46.541 
34,328 

8,027 
10,774 

3,544,045 

319,561 

6a.735 

I 

I 1356,320 
1 62,841 

73.340 1 427.755 
l 517,750 

10,564 1 90.228 

1,538.798 

1,833,942 
88.781 
45;422 
63,844 

3,668 i 11.269 
~ 

i.585.724 

410,252 

I 
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OPERATING REVENUE 
Advertisina 
Subsaiber-fees 
Other 

Total operating revenue 

Cost of revenue 
Selling, general & administrative 
Expenses arising from long-term incentive plans 
Depreciation & amortization 
Gain on sale of patents 

Total operating expenses 

INCOME FROM OPERATIONS 

OTHER INCOME (EXPENSE) 
Interest, net 
Unrealized gains (losses) from derivative instruments, net 
Minority interests in consolidated subsidiaries 
Equity in enmings (losses) of unconsolidated affiliates 
Other 

Totnl other expense, net 

INCOME (LOSS) BEFORE INCOME TAXES 

Income tax expense (benefit) 

NET INCOME (LOSS) 

Dlseovery Communications, h e .  

Consolidated Statements of 0perniion;r 

Year snded DrombDr 31. 

2004 1003 

In thousands 

$ 1,133,807 $ 1,010,585 $ 829,936 
976,362 747,927 646,500 
255,177 236,535 240,339 

2,365,346 1,995,047 1.7 16,775 

846.316 751,578 699,737 
856,340 735,017 638,405 
71,515 74,119 96,865 

129.01 1 120,172 1 112,841 

1.881.175 1.680.886 1.547,848 
~~ 

484.171 314,161 1 168,927 

(174,350) (176,139) (227,040) 

309.821 138.022 I (58,113) 

141,799 74,785 I (10,057) 

$ 168,022 $ 63,237 $ (48,056) 

The accompanying notes are an mtegral part of these consohdated financial statements 
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Discovery Communications, Inc. 

Consolidated Stntements of Cash Flows I 
Year endad December 31. 

(48,0561 

1004 2003 

In thousands 

S 168,022 S 63,231 S 

129.011 120,112 
101,157 131,980 

. n o  11~413 

129.011 120,112 
101,157 131,980 

959 11.413 
11,515 14,119 

4,417 
42.280 

I1711 
105,522 
(45,540) (2l,4051 
14.940 35.965 

112,841 

rn.781 

(37,8011 

132,495 

96.865 
2,116 

11.601 

_ _ _  .~ ,  
11,515 14,119 

4,417 
42.280 

14.940 35.965 

I1711 
105,522 
(45,540) (2l,4051 

4519~1 
- - 

5.584 1 l4.37.J 

(46.553) 
(30,504) 

(8.4351 
(86,103) 
l9,565 

(10.150) 
(lZ963) 
(31,003) 

~ 

124,690 154,191 

(109,956) 
(46,141) 

21.652 
(11.7541 

(88,100) 
(Il,2l8) 
(14,884) 
3.146 

(148,880) 
22,001 

(243,9291 

1.848.000 
(1,699,215) 

(8,4591 
(5.2381 
23,600 
(15,3341 - 
42,325 L 

1 (822601 109.446 

251 
33,824 

S 34.015 

14.M4) 
31,888 

S 33,824 

(9,7931 
34,015 

S 24.282 
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D i s c o v e r y  C a m m n n l c a t i o n 8 ,  Inc. 

C o n s o l i d a t e d  Statements of Change8 in Stockholders' Deficlt 

a h r r  Comprehemsim 11 

Class A c1.m n 
Additional Foreign 

Paid-In Armmul.lrd currrnny 
AI Par R d n n a b l r  At Par C.plt.l hndt  Tl."d.ti.M 

In thousmds 

s I S  52,791 S I S  121,092 S (852.707) I (22721 I 

(48,056) 

6,568 

(5,8271 
(9,WOI - - 

I I S  J0,6% S - I  21.093 f (915,590) S 4.2% S 
I - 

63,237 

10,021 

18,362 

(2324) 
(11.4001 
(55.334) 

I O  ( L O U )  

(334) I (681.4281 

234 
(41,1341 
(10,246) 

2324 

3.771 
77,031 
18362 

(23241 

(55,334) 
~~ 

- - 
3,771 I 1801,7631 I I S  - S  - - I  21.093 S (84.953) S I4,32! I - 

168,022 , 

12.592) 
173,839 - ~ 

8,409 

6 I S  - S  - I  21.093 I (672.931) S 
I_ 

The accompanying noles are an integral pan of these consolidated financial statements. 
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Discovery Communications, Inc. 

Notes to Coaaolldated Plnanclal Statements 

Recent Accounting Pronouncements 

In December 2003 the 1:mancial Acwunting Standards Board (PASB) issued Conrolidalio?! of Variable Infemsr Enlilies: on Inrerprrro~ion oJFASB No. 
enect~ve as of Martih 3 I ,  2W4 Vnrinble inleresl entities (VIES) are primarily entities tho1 lock sufficient equity to f iance  theu activities wilhoul ndditionnl 

51 (FIN J6R) , which was 
finilncinl suppwl h m  other 

0 
0 
0 
0 



ili 
0 
0 
0 
9 
9 
Li 

The Company has minority interests in certain entities as discussed in Note 9. In connection with lhe adoption of FIN 46R. the Company's preliminary a sessment is that certain of its 
immalaial unconsolidntcd intcmationol joint ventwrs mny be VIES in which the Company is the primary beneficiary. Pursuant to the vansition provisions of IN 46R, the Company will 
kg in  consolidating such venlurer commencing 2005, however the impact on the consolidated financial statements is not expcted to he materisl. See Note 9 or summarized hnlonce sheets, 

- 
I 
0 

i; 

I 

slulements UT oprntlions and cash flaws of all equity melhcd investmenls. 

FASB Statement No. I SO Finamid Inshnmenfs with Chorocrevisrics of B d  Liobilifies mdEquify , (FAS 1 50) establishes standards for classifying and measuring as liabilities certain 
financial instrumenls that emhody ahligations of the issuer and have traditionally been charactmized as equity. The Financial Accounting Standards b a r d  de ayed the FAS I50 effective 
date for nonpuhlic companies with respect to instruments that are mandatorily redeemable on tixed dntes for amnuntS that we either fixed or determined by re erence to an index to 
Jiinualy I. 2005. II the Cumpnny were u public registranl, mandatorily redeemable minority interests in the amount of $142.9 million would be classified us c 1 ren t  liohilities. 

Revenue Recognition T 
The Company derives revenues from five primary sources: ( I )  advehsing revenue for commercial spars aired on the Company's networks, (2)  suhscrihe revenue fmm cshle system 

Advertising revenue i3 recorded net of ngency commissions md audience deficiency liohilities in the period when the ndvellising spots are hrondcnst. Su 1 scriber revenue is recognized 

operaton (affiliates), (3) retail sales nf consumer product inventow, (4) licensing of the Company's programming and other intellechlal property, and (5) prod et and sewice soles to 
educational institutions. 

in lhe period the sewice is provided, ne1 of launch incentives and other vendor considerntion. Retail revenues arc recognized either st the point-of-sale or up0 pmduet shipment. Prngram 
licensing revenues are recognized when the programming is availshle IO broadcast and upon satisfaction of other revenue recognition conditions. Trademerkr and other "on-programming 
licensing are pcnernlly recognized ratably over the term of the agreement. Product and service sales to educational institutions are generally recognized ratahl over the term of the 
agreement or as the product is delivered. 

Advertising Contr 

Thc Company expenses advertising costs as incurred. Thc Company incurred adv&ising costs of $170.3 million, $140.2 million and SI 11.9 million in 2 04,2003 and 2002. 1 Cmh and Cash Equivalents 

Highly liquid inverlments with originol mnlurities of ninety days or less are recorded 81s cnsh equivalents. The Company hod $4.3 million nnd $3.9 milli n in restnclrd cash included in 
other wwts as of December 3 1, 2004 and 2003 due to foreign c w m c y  res~ctions.  

I 
Derivative Financial Iartrumentr I 

the fair values of derivative linaneiol instruments are recnrded in the stalemen& of operations 
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Invent"or1er 

Invmtorirs are corried at Uia lower of cost or market and include inventoly acquisition costs. Cast is determined using the weighted wcrage cod method 

Programming Rights 

Cnpit.llzed Software Cost, 

Capitoliwtion of software development cosls occurs during the appliCation development stage. Costs incurred during the prc and post implementalion 
Capitalized software is amortized on a straight-line basis over its estimated useful lives of one to five years Unamortized computer software costs totaled $55 
December 3 I ,  2004 and 2003. 

Reeovcrability of Long-Lived Assets, Gwdwill, and Intangible Aaaeti 

a 
(\I In 
0 
0 

stages are expensed as incurred. 
2 million and $49.6 million at 

s n 
Li 
n I 



determined hnsed on discounted cash flows, market multiples, or comparable assets us appropriate. Generally, the Company's reporting units and a se t  goup consist of the individual 
networks or other operatmg units. i ! 

The Compnny grants unit itwards under its long-term incentive plans. These unit nwadds, which vest over II period of yean. are granted lo employees ani 
hnsed on n sprcificd formula of certain business metrics of the Company. The Company nccounts for these units slmilar to stock appreciation rights nnd appli:s 
Interpretation Numher 28, "Accounting for Stock Issued to Employees." The Company adjusts compensation expense for the changes in the accrued value of 
period. 

Mandatorily Redeemable Interests in Subsidiaries 

Mandatorily rrdeemahle interests in subsidiaries nre initially rewrded at fair value and accreted or decreted to the estimated redemption value ratably over 
date, as appropriate. The Company records accrrtion and decretion on these instruments in minorily interest expense. 
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d - The detcminatinn ofrecoverahility of goodwill and other intangible and long lived assets requires significant judgment and estimates regarding future c nh flows, fair values, and the 
nppropriste grouping of assets. Such estimates we subject to change and could result in impairment losses being recognized in the fulure. If diffwent reportin units, asset proupmgs, or 0: ,I n I different valuation methodolopies had been used, the impairment test resulU could hnve differed. 

1 Deferred Launch Incentives 

Consideration issued to cablc affiliates in connection with the execution of long-term network distribution agreements is deferred and amortized on a str ight-line basis as a reduction 
to revmueoverlhe tamsot the n g r m e n t s .  Obligoliono for f ixed  launch incentives are recorded at the inception ofthe agreement. Obligations Corperformo cc-based arrangements are 
recorded when performance thresholds have heen achieved. Fallowing the extension or renewal of an original launch agreement, remaining deferred consider tion in  amortized over the 
new period. Amortiistion of deferred launch incentives and interesl an unpaid deferred launch incentives was S9R.4 million. $122.7 million and $1 22.8 milli n in 2M4.2003 and 2002. 6 

Foreign Currency Translation I 
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Treasury Stock 

Treasury stock is accounted for using the cost method. The repurchased shares are held in treosury nnd me presented as if retired. Treasury stock nctivit! 
Decemher 31,  2004 is preenled in the Consolidated Statements of Stockholders' Deficit. 

Income Tares 

Income taxes are recorded using the asset and liability method of accounting for income taxes. Deferred income taxes rcflect the net tax effect of tempo 
carrying amounts of assets and liahilities for financial reporting purposes and the amounts used for income tax purposes. A valuation allowance i s  provided I 
more likely than no1 ouch assets will not he realized. 

Reclssslficstiona 

Catlitin prior period finnnciul statement *mounts have been reclassified to c o d o m  to the 2004 presentation. 

During 2004, the Company reclassified hook overdrafts at December 31,2001 and 2002. These reclassifications increased cash and current liabilities h) 
at Decernkr 3 1,2003 and 2002. Additionally, the Company reclassified approximately $15.5 million and $6.0 million in restricted cash and other assels pn ,  
December 3 I ,  2003 and 2IN2. As B rcwlt of these reclassifications. cash flows from operating activities decreased $9.5 million and $1.9 million for the years 
2002, and ensh flows Crum linuncing nclivitiev increased $42.3 million nnd decreased $23.4 million fur the same year ends. 

3. Supplemental Diieloaurei to Conaolidatd Statements of Cash Flows 

Yearended D-mbnJt. lw? 2003 - 
In thousand% 

Cash piiid for acquisitions: 
Fair value of "wets ncquired 
Net liohililier assumed 

Cash pnid for acquisitions, net of cash acquired 
Cash paid for interest. net of capitalized interest 
Cash pnid for income taxes 

$ 21.414 $ 50,509 $ 
(4.196) (3958)  
17~218 46 541 .~ 

1661584 162,904 
28,999 12,395 

4. 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 
valued at $0.6 million and trademarks valued at $0.1 million, which me being amortized over their useful lives, of three years for the customer l ists and cove 

During 2003, the Company completed two acquisitions, one in its Education division and one h its lnternstional Networks division. In connection with 
Compony acquired customer lists valued at $27.7 million, which are being amortized over their useful lives of three years. The Company also acquired defer 
$16.7 million. Ofthex. $13.2 million are 
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Company. If renewed, Ihe Campuny will amortize this amount over the renewal pmod. li 
Purchase price in excess of the fair value ofthe assem and liabilities acquired of $1. I million and $60 million was recorded lo  goodwill in 2004 and 200 

5. Programmlng Rights 

Programming Rl$hls. D-mber 31, 2004 

Produced programming rights 
Completed 
In process 

Completed 
In process 

Acquired 
Prepaid 

Co-produced programming rights 

Licensed programming rights 

Programming rights, SI cost 
A ~ ~ u n ~ ~ l n t e d  amortiislion 

Programming rights, net 
Current portion, licensed programming rights 

Non-current portivn 

$ 1,099,483 
100.086 

698.758 
38,575 

189,662 
4,232 

62 ,934 
4 ,464 

24 1.719 ,541 

2,130,796 
(1,052,839) 

1,89d,587 
(964,488) 

1,077,957 
(50,578) 

$ 1,027,379 

92 ,099 
(4 ,364) L. 88 ,735 

Amortizntion of progrnmming rights was $494.2 million, $41 3.9 million and $365.4 million in 2W4.2003 md 2002, and is recorded os a cost of revenu 

The Compuny eslimales lhol91. I% ol unamortized costs of p m p m m i n g  fights at December 3 1,2004 will be amortized within the next three years Compmy expects to amortize 
$377.0 million of unamortized programming nghts, not including in-process md prepaid productions, during the next twelve months. 

6. Property and Equipment 

Property m d  Equipmenl. Ikrrmbrr  31. ?.OM 

Inthaumnds 

Equipment and softwnre 
land 
Buildings 
Furniture, fixtures, leasehold improvements and other nssels 
Assets in progress 

Property and equipment, at cost 
Accumulated depreciation and amortization 

$ 344,525 $ 
28.781 

137. 90 
160, 44 i 29, 82 

136]088 
160.418 
60,806 

730,618 701,k29 
(350.328) (341.11 18) 
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The cost and accumulaled depreciation of satellite transpanders under capital leases were $23.5 million and 54.1 million at December 31,2004. and $64. million and $45.4 million at 
December 3 I ,  2001. Dcprccialion 2nd amortization ofpropaty and equipment, including equipment under capital lease, was $85.4 million, $86.4 million and 596.3 million in 2 W ,  2003 

Through December 3 I ,  2004. total capitalized costs associated with facility constmction projects include land costs of $2.3 million, and huilding and lea hold improsement COS& of 
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The Company eompleled conslmuction of its worldwide headquarters facility in Silver Spring, Maryland, in the first quarter oC2003. The final facility is omprised of land costs of . and 2002. 

$43.8 million. The Company expecls these fncililies to he completed in 2005. 

$26 5 million, huilding stmcture and mnstmction costs of $121.4 million, and interest costs of$14.7 million. 

I. Snle of  hng-l ived Assets 

In Z W ,  the Company recorded a net gain of $22.Omillion on the saleflf certain of the Company's relevision technology patents. The transaction closed ugust 19,2004 and the gain 
represents Ihe sale price less MSIS to sell. The Company expensed all of the casts to develop this technology in prior years. 

8. Goodwill and lntangililt Aaseta 

Goalni l lsnd I n l a n d b l e * I w l s . D ~ m k 3 1 .  lW4 low 

Goodwill 
Trademarks 
Customer relationships and lists, net of amortization of 586,406 and $64,393 
Noncompele und other, net oI amortiznlion of $43,021 and $33,229 
Represenlalion rights, net of amortization of $60.528 and $51.198 

Goodwill and intangible assels, net 

1" thousands 

16 257.460 5 253.808 
131383 
64,109 
33,068 
77,201 85, 34 

5 445,221 466, 8 


