PART ITL

The following required information is incorporated by reference to our definitive proxy statement for our 2007
Annuat Meeting of Stockholders presently scheduled 1o be held in the second quarter of 2007:

Item 10. Directors, Executive Officers and Corporate Governance

ltem 11. Executive Compensation

ltem 12, Security Ownership of Certain Beneficial Owners and Management and Related Stockhelder Matters

Ttlem 13. Certain Relationships and Related Transactions, and Director Independence

Item 14. Principal Accounting Fees and Services

We will file our definitive proxy statement for our 2007 Annual Meeting of stockholders with the Securities and
Exchange Commission on or before April 30, 2007.
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PART IV.

Item 15. Exhibits and Financial Statement Schedules.

(a) (1) Financial Statements

Included in Part II of this Report:

Page No.
Discovery Holding Company:
Management’s Report on Internal Control over Financial Reporting . . .. ... ..oty I-15
Report of Independent Registered Public Accounting Firm. . ... .. ... ... oo 1I-16
Report of Independent Registered Public Accounting Firm. ... .. ... oo n-17
Consolidated Balance Sheets, December 31, 2006 and 2005, .. ... oo ittt i et e inaeas T1-18
Consolidated Statements of Operations and Comprehensive Earnings (Loss), Years ended December 31,

2006, 2005 and 2004 . . ... e e II-19
Consoclidated Statements of Cash Flows, Years Ended December 31, 2006, 2005 and 2004 . ... .... ... 11-20
Consolidated Statements of Stockholders” Equity, Years ended December 31, 2006, 2005 and 2004 .. .. II-21
Notes to Consolidated Financial Statements, December 31, 2006, 2005and 2004 .. ... ... .. .. ... 11-22

(a} (2) Financial Statement Schedules
Included in Part IV of this Report:

(i) All schedules have been omitted because they are not applicable, not material or the requived information is set
forth in the financial statements or notes thereto.

(ii} Separate financial statements for Discovery Communications, Inc.:

Report of Independent Registered Public Accounting Firm ... .. ..o V-3
Consolidated Balance Sheets, December 31, 2006 and 2005 .. ... ... ... oot V-4
Consolidated Statements of Operations, Years ended December 31, 2006, 2005 and 2004. ., ... ... Iv-5
Consolidated Statements of Cash Flows, Years ended December 31, 2006, 2005 and 2004 ... ... .. V-6
Consolidated Statements of Changes in Stockholders’ Deficit, Years ended December 31, 2006,

2005 and 2004 . . . . e e e e -7
Notes to Consolidated Financial Stalements . . ... ..ot un s v et enmnneeannneenns V-8

(a) (3) Exhibits

Listed below are the exhibits which are filed as a part of this Report (according to the number assigned to them in Item 601
of Regulation 8-K):

2 — Pian of Acquisition, Reorganization, Arrangement, Liguidation or Succession:

2.1 Reorganization Agreement among Liberty Media Corporation, Discovery Holding Company (“DHC”) and
Ascent Media Group, Inc. (incorporated by reference to Exhibit 2. 10 DHC’s Registration Statement on
Form 10, dated July 15, 2005 (File No. 000-51205) (the “Form 10™)).

3 — Articles of Incorporation and Bylaws:
3.1 Restated Certificate of Incorporation of DHC (incorporated by reference to Exhibit 3.1 to the Form 10).
32 Bylaws of DHC (incorporated by reference to Exhibit 3.2 to the Form 10).

4 _ Instruments Defining the Rights of Securities Holders, including Indentures:

4.1 Specimen Certificate for shares of the Series A common stock, par value $.01 per share, of DHC

42 Specimen Certificate for shares of the Series B common stock, par value $.01 per share, of DHC
(incorporated by reference to Exhibit 4.2 to the Form 10).

4.3 Rights Agreement between DHC and EquiServe Tmst Company, N.A | as Rights Agent (incorporated by
reference to Exhibit 4.3 to the Form 10).
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10 — Material Contracts:

10.1

10.2

103

10.4

10.5

106

10.7
10.8

10.9

10.10
10.11

10.12

10.13

10.14

The Shareholders Agreement, dated as of November 30, 1991 (the “Stockholders’ Agreement™), by and
among Discovery Communications, Inc. (“Discovery™), Cox Discovery, Inc. (“Cox™), NewsChannels TDC
Tavestments, Inc. (“NewChannels™), TCI Cable Education, Inc. (“TCID™) and John S. Hendricks
(“Hendticks™) (incorporated by reference to Exhibit 10.1 10 the Form 10).

First Amendment to the Stockholders’ Agreement, dated as of December 20, 1996, by and among
Discovery, Cox Communications Holdings, Inc. (the successor to Cox), Newhouse Broadcasting Corporation
( the successor to NewChannels), TCID, Hendricks and for the purposes stated therein only, LMC Animal
Planet, Inc. (*LMC”) and Liberty Media Corporation, a Colorade corporation (“Liberty”) (incorporated by
reference to Exhibit 10.2 to the Form 10).

Second Amendment to the Stockholders’ Agreement, dated as of September 7, 2000, by and among
Discovery, Cox Communications Holdings, Inc. (the successor to Cox), Advance/Newhouse Programming

Partnership (the successor to NewChannels), LMC Discovery, Inc. (formerly known as TCID) and Hendricks
(incorporated by reference to Exhibit 10.3 to the Form 10).

Third Amendment to the Stockholders” Agreement, dated as of September, 2001, by and among Discovery,
Cox, NewChannels, TCID, Hendricks and Advance Programming Holdings Corp. (incorporated by reference
to Exhibit 10.4 to the Form 10).

Fourth Amendment to the Stockbolders’ AgreemeﬁL dated as of June 23, 2003, by and among Discovery,
Cox NewChannels, TCID, Liberty Animal, Inc. {the successor in interest to LMC) for the purposes stated in

the First Amendment to the Stockholders’ Agreement, and Hendricks (incorperated by reference 1o
Exhibit 10.5 to the Form 10).

Form of Tax Sharing Agreement between Liberty Media Corporation and DHC (incorporated by reference to
Exhibit 10.6 to the Form 10).

Discovery Holding Company 2005 Incentive Plan (incorporated by reference to Exhibit 10.7 to the Form 10).

Discovery Holding Company 2005 Non-Employee Director Plan (incorporated by reference to Exhibit 10.8
to the Form 10).

Discovery Holding Company Transitional Stock Adjustment Plan (incorporated by reference to Exhibit 10.9
to the Form 10},

Agreement between DHC and John C. Malone (incorporated by reference to Exhibit 10.10 to the Form 10).

Agreement, dated Tune 24, 2005, between Discovery and DHC (incorporated by reference to Exhibit 10.11
1o the Form 10).

Indemnification Agreement, dated as of June 24, 2005, between Cox and DHC (incorporated by reference to
Exhibit 10.12 to the Form 10).

Indemnification Agreement, dated as of June 24, 2(H)5, between NewChannels and DHC (incorporated by
reference to Exhibit 10.13 to the Form 10).

Form of Indemnification Agreement with Directors and Executive Officers (incorporated by reference to
Exhibit 10.14 to the Form 10).

21 — Subsidiaries of Discovery Holding Company, filed herewith,

231
23.2
311
312
N3

Consent of KPMG LLP, filed herewith.

Consent of PricewaterhouseCoopers LLP, filed herewith.
Rule 13a-14{a)/15d — 14(a) Certification, filed herewith.
Rule 13a-14(a)/15d — 14(a) Certification, filed herewith.
Rule 13a-14(a)/15d — 14{a) Certification, filed herewith.

32 — Section 1350 Certification, filed herewith.
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Report of Independent Repistered Public Accounting Firm

To the Board of Directors and Stockholders of
Discovery Communications, Inc.:

In our opinicn, the accompanying consolidated balance sheets and related consolidated statements of operations, of
changes in stockholders® deficit, and of cash fows, present fairly, in all material respects, the consolidated financial
position of Discovery Communications, Inc. and its subsidiaries at December 31, 2006 and December 31, 2003, and the
results of their operations and their cash flows for each of the three years in the period ended December 31, 2006 in
conformity with accounting principles generally accepted in the United States of America. These financial statements are
the responsibility of the Company’s management; our responsibility is to express an opinion on these financial statements
based on our avdits. We conducted our audits of these statements in accordance with the standards of the Public Company
Accounting Oversight Board (Uniled States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

fs/PricewaterhouseCoopers LLP
Mclean, Virginia
February 23, 2007
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DISCOVERY COMMUNICATIONS, INC.
Consolidated Balance Sheets

December 31,

2006

2008

in thousands,
except share data

ASSETS

Current assets

Cash and cash equivalents . .. .. .. .. .. ... $ 52,263 34,451

Accounts receivable, less allowances of $25,175and $35079. . ... ... ... .o L 657,552 565,407

IOVENIOMES . « « v v o o e o e e e e e e e e e e 35,716 30,714

Deferred IDCOME TAXES - . .« o v i e e e e e e e e e 76,156 88,765

Content Tights, DB, . . . . .. .. e e e e e 64,395 55,125

Other CUITENL ASSEIS . . . . . . o ot ittt e e e e e e e 84,554 56,867
Total CUITEOE ASSEES . . . . o o i e e e et e e e e e e e 970,636 831,369
Property and equipment, net . .. ... ... . L 424,041 397,578
Content rights, net, less current porfion . .. ... ... .. o 1,253,553 1,175,988
Deferred launch INCENLIVES. . . o oo ot o e e e 207,032 255,259
GoodWill . ... e 365,266 254,989
Intangibles, BEL. . ... ... .. 107,673 142,938
Investments in and advances to unconsolidated affiliates .. ... ... ... .... ... ... ... ... 15,564 11,528
Deferred INCOMIE LAXES. . . . .\ o i et ot e e e e e e e e e — 69,316
(010772 Y = - O 32,788 35,655
TOTAL ASSE TS . . . i e e e $3,376,553 3,174,620

LIABILITIES AND STOCKHOLDERS’ DEFICIT

Current liabilities

Accounts payable and accrued liabilities . ... ... ... ... Lo $ 316,804 283,326

Accrued payroll and employee benefits. . ... ... ... 122,431 88,000

{aunch incentives payable . . ... . ... ... L 17,978 22,655

Content Tights payable. . .. . . ... ... .. 57,654 97,075

Current pertion of long-term incentive plan liabilities. . . ... .. ... .. ... . .. oL 43,274 20,690

Current portion of long-term debt. . .. .. ... .. ... Lo 7.546 6,470

Income taxes Payable .. .. .. .. ... 55,264 51,226

Uneamned TEVEIIUE . . . . . o o it e e e e e e e e e e e 68,339 89,803

Other cumrent Habilites - . . . v oot e e e e e e e e e 45,194 33,220
Total current Habilities . . .. o .. .t e e 734,524 692,465
Long-termn debt, less current pOFHON. .. . oot e s 2,633,237 2,550,440
Derivative financial instruments, less current portion . . ... .. ... . oL ool 8,282 18,592
Launch incentives payable, Jess current portion. .. . ... .. .. .. ..o 10,791 21,910
Long-term incentive plan liabilities, less cumrent portion . .. ... ... ... ... ... oL 41,186 25,380
Content rights payable, less current portion. .. ... ... .o .o 3,346 4,380
Deferred INCOIME BXES. o . . . . ottt e et e e e e e e 46,289 —
Other Habillties . . . .. . e e 64,861 31,309
Total labllies . . . . . . . . e e e 3,543,016 3,384,476
Mandatorily redeemable interests in subsidiaries . . .. ..... ... . ... ol 94,825 272,502
Commitments and contingencies
Stockholders’ deficit
Class A common stock; $.01 par value; 100,000 shares authorized; 51,119 shares issued, less

719 shares of treasury stock . . . .. .. e 1 i
Class B common stock; $.01 par value; 60,000 shares authorized; 50,615 shares . . .. .. ...... — -—

issued and beld in treasury stock
Additional paid-in capital . .. ... ... L 21,093 21,093
Accummalated efiCit . . . . ... e e e (306,135) (513,311}
Accumulated other comprehensive InCOME . . . ... ... ...l 23,753 9,859
Total stockholders” deficit . . . .. . oo oo i e e o (Z61,288) (482,358
TOTAL LIABILITIES AND STOCKHOLDERS' DEFICIT . ... ... .......... ... ... $3,376,553 3,174,620
The accompanying notes are an integral part of these consolidated financial statements.
v-4
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DISCOVERY COMMUNICATIONS, INC.
Consolidated Statements of Operations

Year Ended December 31,

2006 2005 2004
in thoasands

OPERATING REVENUE
AdVertising . . oo o i e e e e e et $1,243,500 1,187,823 1,133,807
Distribution .. ... e 1434901 1,198,686 976,362
10717 334,587 285,245 255,177
Tolal Operalilg TEVEIUE . . . .. vt it it et ettt ca et e e e et 3,012,988 2,671,754 2,365,346
Cost of revenue, exclusive of depreciation shown below................ 1,120,377 979,765 846,316
Selling, general & administrative. . . . ... ... ... ... .. ... . ..., 1,209,420 1,054,816 027855
Depreciation & amortizaltion . ... ..ottt ot cae e 133,634 123,209 129,011
Gain on sale of long-lived asset. . .. .. ... ... ... . . ... — — (22,007}
Total operaling €XPemses . . .o v vt r e ettt 2,463,431 2,157,790 1,881,175
INCOME FROM OPERATIONS . . .. .. ... . ... ... . . ... .. 549,557 513,964 484,171
OTHER INCOME (EXPENSE)
Interest, Det . .. ..ttt e e SR (194,227 (184,575  (167,420)
Realized and unrealized gains from derivative instruments, net........... 22,558 22,499 45,540
Minonty interests in consolidated subsidiaries . .. ... .. ... ... . L. (2,451 (43,696) (54,940)
Equity in eamings of unconsclidated affiliates . .. ... ... .. .. .... . ... 7,060 4,660 171
L4011 R = (N 1,467 9,111 2,299
Total Other eXPense, NEL . . .. v ot i n et i et a et e aeaaeeen e ne (165,593 (192,001 (174,350}
INCOME BEFORE INCOME TAXES . . .. .........iiinirnn... 383,964 321,963 309,821
Income tax eXpense. . . ..o oot i it i N 176,788 162,343 141,799
NET INCOME ...ttt e it e s ie e aaea e ann 3 207,176 159,620 168,022

The accompanying notes are an integral part of these consolidated financial statements.
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DISCOVERY COMMUNICATIONS, INC.
Consolidated Statements of Cash Flows

OPERATING ACTIVITIES
Net IO - . .. .ottt i it e e e
Adjustments to reconcile net income to cash provided by operations
Depreciation and amortization ...... ..o i i iii i i
Amortization of deferred launch incentives and representation rights . . ..
Provision for losses on accounts receivable . . ... ...... ... ... .. ...
Expenses arising from long-term incentive plans
Equity in earnings of unconsolidated affiliates
Deferred IDCOME tAXES . . o v v v e vt et e e ee e ea b e
Realized and unrealized gains on derivative financial instruments, net . . .
Non-cash minority interest charges
Gain on sale of INVESLMENTS . . .. .ot om it i e a e
(Gain on sale of long-lived assets
Oiher non-cash (income} charges .. ... L L i e
Changes in assets and liabilities, net of business combinations
Accounts receivable
L E135057 11 o o T
OUhET BSSEIS . . . .. o i ittt e e
Content rights, netof payables . .......... .. .. .. .ciiineann-.
Accounts payable and accrued Yabilittes . .. ... . ... .. L L
Representation rights . ... ... ... . . i
Deferred launch incentives .. ... ..o v ittt ittt ianennann
Long-term incentive plan liabilities

Cash provided by operations. - . . ... ... oo L i e

INVESTING ACTIVITIES
Acquisition of property and equipment . ... ... ...l
Business combinations, net of cash acquired . .. ... ... ... ... ... ...
Purchase of intangibles. . .. ... ... i e
Investments in and advances to unconsolidated affifiates .. .............
Redemption of interests in subsidiaries
Proceeds from sale of investments ... ... .. ... ... ... .. ciaiiaaan
Proceeds from sale of long-lived assets

Cash used by investing activities

FINANCING ACTIVITIES

Proceeds from issuance of long-termdebt. . ............ .. ... . il
Principal payments of lopg-termdebt . . . ... ... ... ... ol
Deferred fipancing fees ... ... ... ... i
Contributions from minority shareholders
Other financing

Cash (used) provided by financing activities - . .. ... .. ... c.vunnn
Effect of exchange rate changesoncash........... ... ... ... ...
CHANGE IN CASH AND CASH EQUIVALENTS .................
Cash and cash equivalents, beginning of year . .................. ...
CASH AND CASH EQUIVALENTS, END OF YEAR ..............

Year Ended December 31,

2006 2005 2004
in thousands
$ 207,176 159,620 168,022
133,634 123,209 129,011
71,778 83,411 107,757
3,691 12,217 959
30,233 49,465 71,515
(7,060) (4,660) (171)
108,903 109,383 105,522
(22,558) (22,499) {45,540)
2,451 43,696 54,940
(1,467) (12,793} —
— — (22,007
2,447 9,675 (2.681)
(84,598) (37,207) (60.841)
(4,560) 1,853 4,555
(7,434) (18,748) 3,711}
(84,377 (108,155 (122,433)
73,646 47,913 55,734
93,233 (6,000) (479)
(49,386) (35,731) (74,696)
(841} (325,756) (240,752)
479,911 68,893 124,704
(90,138) (99,684} (88,100)
(164,905) (400) (17,218)
—_ (583) -
— (363) (17,433)
(180,000) (92,874) (148,880)
1,467 14,664 —
— — 22,007
(463,576) (179,240) (249.624)
316,813 1,785,955 1,848,000
(307,030) (1,697,068) (1,699,215)
(1,144) (4,810) (8,499)
- 603 31,146
(9,963) 32,153 (30,840}
(1,324) 116,833 112,592
2,761 3,723 2,535
17,772 10,209 (9,793)
34,491 24,282 34975
$ 52,263 34,491 24,282

The accompanying noles are an integral part of these consolidated financial statements.
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DISCOVERY COMMUNICATIONS, INC.
Consolidated Statements of Changes in Stockholders’ Deficit

Other Comprehensive Income (Eoss)
Class A Additional Forcign Unnealuui Unan!urﬁ:m!
_UiassA Paid-In  Accumulated Currency Galn (Loss)on  Gainoon
At Par Redeemable Capital Deficit  Translation Investments  Derivatives TOTAL
in theusands
Balance, December 31,2083 .. ... .. ... $1 -— 21,093 (840,953} 14,323 3,771 —  (B01,76%)
Comprehensive income
Net COME .. . ..ottt e e 168,022
Foreign currency translation, net of tax of
$52million .. ... . ... .. ... 8,400
Unrealized loss on investments, net of tax
of $1.7millien .. ............ _. (2,592)
Total comprehensive income .. ......... o 173,839

Balance, December 31,2004 .. ... ... .. 51 — 21,093 (672,931) 22,732 1,179 — (627,926}
Coraprehensive income
Netincome ............. ... «--- 156,620
Foreigo cumrency translation, net of tax of
$96 million . .................. (16,017)
Unreahized loss on investments, net of tax
of 0.1 million ................. (101)
Unamertized gain on cash flow hedge,
net of tax of $1.3 million . . .. .. .. .. 2,066
Total comprehensive income . .. .. ...... 145,568

Balance, December 31,2005 ... ... ... $1 — 21,093 (513,311) 6,715 1,078 2,066  (482,358)
Comprehensive income
MNel ICOME ., - - .\ v vee e iene e 207,176
Foreign currency trapslation, net of tax
of$88milllon. .. ............. 14,458
Unrealized loss on iavestments, net of
tax of $0.2 million ... .......... {355}
Amortization of gain on cash flow
hedge, net of tax of $0.1 million . . . (20%)
Total comprehensive income . . . ........ 221,070

Balance, December 31, 2006 .. .. .. ... . 31 21,093  (306,135) 21,173 723 1857 (261,288)

The accompanying notes are an integral part of these consolidated financial statements.
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DISCOVERY COMMUNICATIONS, INC.

Notes to Consolidated Financial Statements

1. Description of Business

Discovery Communications, Inc. (the “Company™)} is a privately-held, globally-diversified entertainment company
whose operations are organized into four business units: U.S. Networks, International Networks, Commerce and
Education. U.S. Networks operates cable and satellite television networks in the United States, including Discovery
Channel, TLC, Animal Planet, The Trave] Channel and Discovery Health Channel. International Networks operates cable
and satellite felevision networks worldwide, including regional variants of Discovery Channel, Animal Planet, People &
Arts, Discovery Travel & Living, and Discovery Real Time. Comimerce operates over 100 Discovery Channel retail stores

and manages consumer ventures in the United States. Education provides products and services to educational institutions
and consumers.

2. Summary of Significant Accounting Policies
Principles af Consolidation

The consolidated financial statements include the accounts of all majerity-owned and controlled subsidiaries. In
addition, the Company evaluates its relationships with other entities to identify whether they are variable interest entities
as defined by Financial Accounting Standards Board (“FASB”) Interpretation No. (“FIN™) 46, “Consolidation of Variable
Interest Entities, an Interpretation of ARB No. 517 as revised in December 2003 (“FIN 46R™) and to assess whether it is
the primary beneficiary of such entities. Variable Interest Entities (“VIEs”) are generally entities that lack sufficient equity
10 finance their activities without additional financial support from other parties or whose equity holders possess rights not
proportionate to their ownership. The equity method of accounting is used for affiliates over which the Company exercises
significant influence but does not control.

All significant intercompany accounts and transactions have been eliminated in consolidation.

Use of Estimates

The preparation of financial statements in accordance with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts of revenue and expenses

during the reporting periods. Actual results may differ from those estimates and could have a material impact oa the
consolidated financial statements.

The Company has issued redeemable interests in a number of its consolidated subsidiaries for which redemption
events are outside of the Company’s control. Estimating the redemption value of these interests requires complex contract
interpretation and the use of fair value and future performance assumptions. Certain of our ventures with the British

Broadcasting Company (“BBC™} are operated under interim or unfinalized agreements, which contribute to the
complexity of associated estimates.

Other significant estimates include the amortization method and recoverability of content rights, the valuation and
recoverability of intangible assets and other long-lived assets, the valuation of deferred tax assets, the fair value of
derivative financial instruments, and the adequacy of reserves associated with accounts receivable and retail inventory.

. .Recent Accounting Pronouncements

In July 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes — an
interpretation of FASB Statement No. 109 (“FIN 48™), which clarifies the accounting for uncertainty in income tax
positions. This Interpretation requires the Company 1o recognize in the consolidated financial statements the impact of a
tax position that is more likely than not to be sustained upon examination by the applicable taxing authority based on the
technical merits of the position. The provisions of FIN 48 will be effective for the Company as of the beginning of the
Company’s 2007 fiscal year, with the cumulative effect of the change in accounting principle recorded as an adjustment to

opening retained carnings. The Company is currently evaluating the impact of adopting FIN 48 on the consolidated
financial statements.
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DISCOVERY COMMUNICATIONS, INC.
Notes to Consolidated Financial Statements - (Continued)

Revenue Recognition

The Company derives revenne from four primary sources: (1) advertising revenue for commercial spots aired on the
Company’s networks, (2} disiribution revenue from cable system and satellite operators (distributors), (3) retail sales of
consumer products, and (4) educational product and service sales.

Advertising revenue is recorded net of agency commissions and audience deficiency liabilities in the period
advertising spots are broadcast. Distribution revenue is recognized over the service peried, net of launch incentives and
other vendor consideration. Retail revenues are recognized either at the point-of-sale or upon product shipment.

Educational service and product sales are generally recognized ratably over the term of the agreement or as the product
is delivered.

Advertising Costs

The Company expenses advertising costs as incurred. The Company incurred advertising costs of $207.7 million,
$208.6 million and $170.3 miilion in 2006, 2005 and 2004.

Cash and Cash Equivalents

Highly Fiquid investments with original maturities of ninety days or less are recorded as cash equivalents. The
Company had $7.1 million and $4.5 million in resiricted cash included in other current assets as of December 31, 2006 and
2005. Book overdrafis representing outstanding checks in excess of funds on deposit are a component of accounts payable
and total $30.9 millien and $40.9 million in 2006 and 2005.

Derivative Financial Insiruments

Statement of Financial Accounting Standards (“SFAS™) No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” requires every derivative instrument to be recorded on the balance sheet at fair value as either an asset
or a liability. The statement also requires that changes in the fair value of derivatives be recognized currently in eamings
unless specific hedge accounting criteria are met. From time to time, the Company uses financial instruments designated
as a cash flow hedge of a forecasted transaction 10 hedge ils exposures to interest rate risks. The effective changes in fair
value of derivatives designated as cash flow hedges are recorded in accumulated other comprehensive income (loss).
Amaounts are reclassified from accumulated other comprehensive income (loss) as interest expense is recorded for debt.
None of the Company’s financial instruments were designated as a hedge in 2006 and 2004 and most of the Company's
financial instruments were not designated as a hedge in 2005.

Inventories

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

Content Rights

Costs incurred in the direct production, co-production or licensing of content rights are capitalized and stated at the
lower of unamwortized cost, fair value, or net realizable value. The Company evaluates the net realizable value of content

by considering the fair value of the underlying produced and co-produced content and the net realizable values of the
licensed content at least annually.

The costs of produced and co-produced content airing on the Company s networks are capitalized and amortized
based on the expected realization of revenues, resulting in an accelerated basis over four years for developed networks
{Discovery Channel, TLC, Animal Planet, and The Travel Channel) in the United States, and a straight-line basis over
three to five years for developing networks in the United States and all International networks. The cost of licensed
content is capitalized and amortized over the term of the license period based on the expected realization of revenues,
resulting in an accelerated basis for developed networks in the United States, and a straight-line basis for all Iniernational
networks, developing networks in the United States and educationat ventures. The costs of content for electronic, video
and hardcopy educational supplements and tools for educational ventures are amortized straight-line over a three to seven
year period.
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DPISCOVERY COMMUNICATIONS, INC.
Notes to Consolidated Financial Statements — (Continued)

All produced and co-produced conient is classified as long-term. The portion of the unamortized licensed content
balance that will be amortized within one year is classified as a current asset.

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation. Depreciation is recognized on a straight-
line basis over the estimated useful lives of three to seven years for equipment, furniture and fixtures, five to forty years for
building structure and construction, and six to thirteen years for satellite transponders. Leasehold improvements are
amortized on a straight-line basis over the lesser of their estimated useful lives or the terms of the related leases, beginning

on the date the asset is put into use. Equipment under capital lease represents the present value of the minimum lease
payments at the inception of the lease, net of accumulated depreciation.

Capitalized Sofrware Costs

All capitalized software costs are for internal use. Capialization of costs occurs during the application development
stage. Costs incurred during the pre and post implementation stages are expensed as incurred. Capitalized costs are
amortized on a straight-line basis over their estimated useful lives of one to five years. Unamortized capitalized costs
totaled $61.4 millicn and $59.1 million at December 31, 2006 and 2005. The Company capitalized software costs of
$21.6 million, $23.2 million, and $28.6 million in 2006, 2005 and 2004. Amortization of capitalized software costs totaled
$18.3 million, $19.3 million, and $18.4 million during 2006, 2005 and 2004. Write-offs of capitalized software totaled
$1.0 million and $4.0 million in 2006 and 2004; there were no write-offs for capitalized software costs during 2005.

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

The Company annually assesses the carrying value of its acquired intapgiblie assets, including goodwill, and its other
long-lived assets, including deferred launch incentives, to determine whether impairment may exist, unless indicators of
impairment become evident requiring immediate assessmeat. Goodwili impairment is identified by comparing the fair
value of the reporting unit to its carrying value. If the fair value of the reporting unit is less than its carrying value, an
impairment Joss is recorded to the extent that the implied fair value of the goodwill within the reporting unit is less than its
carrying value, Intangible assets and other long-lived assets are grouped for purposes of evaluating recoverability at the
lowest level for which independent cash flows are identifiable. If the carrying amount of an intangible asset, long-lived
asset, or assel grouping exceeds its fair value, an impairment loss is recognized. Fair values for reporting units, goodwill
and other intangible assets are determined based on discounted cash flows, markes multiples, or comparable assets as
appropriate.

The determination of recoverability of goodwill and other intangible and long-lived assets requires significant
judgment and estimates regarding future cash flows, fair values, and the appropriate 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, of different valuation methodologies had been used, the impairment test results could have differed.

Deferred Launch Incentives

Consideration issued to cable and satellite distributors in connection with the execution of long-term network
distribution agreements is deferred and amortized on a straight-line basis as a reduction to revenue over the terms of the
agreements. Obligations for fixed launch incentives are recorded at the inception of the agreement. Obligations for
performance-based arrangements are recorded when performance thresholds have been achieved. Following the renewal
of a distribution agreement, the remaining deferred consideration is amortized over the extended period. Amortization of

deferred launch incentives and interest on unpaid deferred launch incentives was $79.1 million, $74.1 milhon and
$98.4 million in 2006, 2005 and 2004.

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 are translated at average exchange rates for the respective periods. The resulting

translation adjustments are included as a separate component of stockholders’ deficit in accurnulated other comprehensive
income (loss).
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Long-term Incentive Plans

Prior to October 2005, the Company maintained two unit-based, cash settled, long-term incentive plans. Under these
plans, unit awards, which vest over a period of years, were granted to eligible employees and increased or decreased in
value based on a specified formula of Company business metrics. The Company accounted for these units similar to stock
appreciation rights and applied the guidance in FASB Interpretation Number 28, “Accounting for Stock Issued to

Employees,” (“FIN 28"). Accordingly, the Company adjusted compensation expense for changes in the acerned value of
these awards over the period outstanding.

During August 2005, the Company discontinued one of its long-term incentive plans and settled all amounts with
cash payments. In October 2005, the Company established a new long-term incentive plan for certain eligible employees.

Substantially all participants in the rematning plan redeemed their vested units for cash payment and received units in the
new plan.

Under the new plan, eligible employees receive cash settled unit awards indexed to the price of Class A Discovery
Holding Company (“DHC”) stock. As the units are indexed to the equity of another entity, the Company treats the units
similar to a derivative, by determining their fair value each reporting period. The Company attributes compensation
expease for the new awards on a straight-line basis; the Company attributes compensation expense for the initial grant of
partially vested units by continuing to apply the FIN 28 model that was utilized over the awards’ original vesting periods.
Once units are folly vested, the Company recognizes all mark-to-mark adjustments to fair value in each period as
compensation expense. In March 2005, the Securities and Exchange Commission (the “SEC”) issued Staff Accounting
Bulletin No. 107 (“SAB 107"} regarding the classification of compensation expense associaled with share-based paymeat
awards. The Company has applied the provisions of SAB 107 and has recorded long term incentive compensation expense

as a component of selling, general and administrative expenses. Prior year amounts have been reclassified to conform to
current year presentation.

The Company classifies as a current liability 75% of the intrinsic value of the units that are vested or will become
vested within one year. This amount corresponds to the value potentially payable should all participants separate from the
Company. Upon voluntary tenmination of employment, the Company distributes 75% of unit benefits. The remainder is
paid at the one-year anniversary of termination date.

Mandatorily Redeemable Interests in Subsidiaries
Mandatorily redeemable interests in subsidiaries are initially recorded at fair value. For those instruments with an
estimated redemption value, the Company accretes or decretes to the estimated redemption value ratably over the period
1o the redemption date. Accretion and decretion are recorded as a component of minority interest expense. For instruments

with a specified rate of retum, the Company records interest expense as incurred. Cash receipts and payments for the sale
or purchase of mandatorily redeemable interests in subsidiaries are included as a component of investing cash flows.

Treasury Stock

Treasury stock is accounted for using the cost method. The repurchased shares are held in treasury and are presented
S fyeTiTEd—Tt stock-activityforthe-1 ted B ber-33-2006-

Income Taxes

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 carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used for income tax purposes. A valuation allowance is provided for deferred tax
assets if it is more likely than not such assets will be unrealized.
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DISCOVERY COMMUNICATIONS, INC.
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3. Supplemental Disclosures to Consolidated Statements of Cash Flows

Year Ended December 31,
2006 2005 2004
in thousands

Cash paid for acquisitions:

Fair value of assetsacquired . ... ... ... ... ... ... . ... ... .. $223,293 400 21,414
Fair value of Labilities assumed ... ... ... ... ... .. ... .. ...... (28,388) —_— {4,196)
Cash paid for acquisitions, net of cash acquired . .. ... ......... 194 905 400 17,218
Cash paid FOr iBIerest . . ..o vttt c i e e e $196,195 171,151 166,584

Cash paid forincome taxes. . .. ..... ... ... . ... il $ 70,215 27,678 28,999

4. Business Combinpations

During February 2006, the Company acquired 98 percent of DMAX (formerly known as XXP), a free-10-air network
in Germany. The results of operations have been included in the consolidated financial statements since that date. The
acquisition of a free-to-air network 1s intended to support the Company’s strategic priority of strengthening its global
presence. The aggregate purchase price was $60.2 million primarily in cash. Of the $54.3 million of acquired intangible
assets, $23.0 million was assigned to contract-based distribution channels subject to amortization with a usefu! life of
approximately 5 years and the remaining balance of $31.3 million to goodwill.

In March 2006, the Company acquired all of the outstanding common shares of Antenna Audio Limited (“Antenna™),
a provider of andio tours and multimedia at museums and cultural altractions around the globe. The results of Antenna’s
operations have been inclnded in the consclidated financial statements since that date. The Company acquired Antenna fo
facilitate the expansion of its brand and media content 1o other platforms. The aggregate purchase price was $64.4 million,
primarily in cash. Of the $49.1 million of acquired intangibles, $6.4 million was assigned o assets subject lo amortization
with useful lives between two and seven years and the balance of $42.7 million to goodwill.

1In 2006, the Company also acquired the following four entities for a total cost of $70.4 million, which was paid
primarily in cash:

+ Petfinder.com, a facilitator of pet adoptions and PetsIncredible, a producer and distributor of pet-training videos.
The Company also has certain contingent considerations in connection with this acquisition payable in the event

specific business metrics are achieved totaling up to $13.5 million over 3 years, which could result in the recording
of additional goodwill.

* Clearvue and SVE, Inc., a provider of curriculum-oriented media educational products.

« Academy123 Inc., a provider of online supplemental, educational content focusing largely on mathematics and
sciences.

» Thinklink, Inc., a provider of formative assessment testing services to schools servicing students in grades K
through 12.

Goodwill recognized for these transactions amouated to $27.9 million. Purchased identifiable intangible assets for

these acquisitions are being amortized on a straight-line basis over lives ranging from one to ten years (weighted-average
life of 4.4 years).

A, mA e mean L i e P VIR kb ek R i Twwv "
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The following table summarizes the estimated fair values of the assets acquired and the liabilities assumed at the
dates of acquisition.

Aggregation of
Remaining
Asset (Liability} DMAX Ant Acquisitions Total
in thousands
Current assets and content. .. ... oo ov et ot 510,119 21,403 8,843 40,365
Other tangible assels. ... ... ... it — 6,244 1,521 7,765
Finite-lived intangible assels . . . ........ ..o 23,006 6,383 43989 73,378
GoodWill ... e 31,255 42,667 27,863 101,785
Liabilities assumed . . . ... oot vt v e (4,204) (12,340 (11,844) {28,388)
Cash paid, net of cash acquired . . .................. $60,176 64,357 70,372 194,905

Pro forma information related to 2006 acquisitions, either individuaily or in the aggregate, is not considered to be
material to the Company’s consolidated results of operations.

During 2004, the Company completed two acquisitions in its Education division, in which the Company acquired

customer lists valued at $14.6 million and covenants not to compete valued at $0.6 million, which are being amortized
over their useful lives of three years.

5. Content Rights

December 31,
Content Rights 2006 2005
in thousands
Produced content rights
Completed . .. ... e $ 1,594,549 1,272,331
ID PIOCESS .« e e e e i e e e ot et i 161,942 122,366
Co-produced content rights
Completed . . . ... . e 688,023 731,344
% - T I 86,359 53,704
Licensed content rights
Acquired . ... .. 220,878 214,100
T 10,386 3,371
Content tights, at COSt ... ..o it e 2,771,137 2,397,216
Accumulated AmMOTHZALO + « v v v e vttt m e ot e et e eem et anaaea s (1,453,189) (1,166,103
Content Tights, NEL. .. . .ottt i r e ci i a i ian e 1,317,948 1,231,113
Current portion, licensed content rights. . .. .. .. oot in e (64,395) (55,12%)
NON-CUITERE POTEOT .+« 4+ v v o v e vt v e e ot a e e asanas $ 1,253,553 1,175,988

Amorlization of content rights was $696.0 million, $601.1 million and $494.2 million in 2006, 2005 and 2004, and is
recorded as a component of cost of revenue. Amortization of content rights includes incremental amortization for certain
programs to net realizable value of $34.6 million, $8.0 millicn, and $18.7 million in 2006, 2005 and 2004

amortized within the next Lhrce years. The Company cxpecls to amortize $477 ] tmlh(m of unamortmed conlent nghls. not
including in-process and prepaid productions, during the next twelve months.
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PISCOVERY COMMUNICATIONS, INC.
Notes to Consolidated Financial Statements — (Continued}
current liabilides, is being amortized on a straight-line basis over the six year term of the agreement, and is reported in

other revenue. The cost of acquiring the representation rights was amortized on a straight-line basis over the fifteen-year
term of the original agreement, and was reported as a reduction of other revenue.

Arportization of intangible assets including representation rights, totaled $46.0 million, $45.0 million apd $41.8 mil-
lion in 2006, 2005 and 2004, The Company estimates that ynameortized costs of intangible assets at December 31, 2006
will be amortized over the next five years as follows: $37.0 million in 2007, $28.3 million in 2008, $13.2 million in 2009,
$10.4 million in 2010, and $3.4 million in 2011.

9. Investments

The following table outlines the Company’s less than wholly-owned ventures and the method of accounting during

2006:
Accounting

Affiliates: ' o Method
Joint Ventures with the BBC:
TV Programs LG TV ) Lo i e e s Consolidated
Joint Venture Network LLC (“JVN ™) . ..o i e i e e et e e e eaee et Consolidated
Animal Planet United States (see Note 11). .. . ... i, Consolidated
Animal Planet BUIODE . ... ..o i i e et Consolidated
Animal Planet Latin America. . . ... ... ... i e e Consolidated
People & Arts Latin America. . ... ... ... .o e Consolidated
Animal Planet ASla . .. .o oot i e e e Consolidated
Anisnal Planet Japan (AP ) . ... e e Consolidated
Animal Planet Canada . .. ... ... . ... ... e Equity
Other Ventures:
Discovery Canada _ . . ... ... . a s Equity
Discovery JAPAN . ... it e et Equity
Discovery Health Capada. . ... ... ... . . i Equity
Discovery Kids Canada . . . ... ... ... i it Equity

Discovery Civilization Canada. . . .. ... ... i i i e iner i ianran e Equity
Meteor Studios . .. .. .. e i e Equity
Joint Ventures with the BBC

The Company and the BBC have formed several cable and satellite television network joint ventures, JVP, a venture
to produce and acquire factual-based content, and JVN, a venture to provide debt funding o these joint ventures.

In addition to its own funding requirements, the Company has assumed the BBC funding requirements, giving the
Company preferential cash distribution with these ventures. The Company controls substantially all of the BBC ventures
and consolidates them accordingly. As the BBC does not have risk of loss, no losses were allocated to minority interest for
consolidated joint ventures with the BBC, and the Company recognizes both its and the BBC's share of earnings and
losses In the equity method venture with the BBC.

. Tn connecticn with the adoption of FIN 46R, the Company concluded that JVP and AP] are VIEs and the Company is

the primary beneficiary. Therefore, on January 1, 2005, the Company began consolidating these entities, which had
aggregate fair value net asset balances of $58.0 million. There is no minority interest income or expense for JVP; minority
interest for APJ is an expense of $0.3 million in 2006 and income of $1.4 million in 2005 and is reported as a component of
minority interest expense. Previously, the Company accounted for JVP and APT under the equity method of accounting,

Other Ventures

The Company is a partner in other international joint venture cable and satellite television networks. The Company
provided no funding (o these ventures in 2006. Funding to these joint ventures totaled $0.2 million and $3.3 million during
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DISCOVERY COMMUNICATIONS, INC.

Notes to Copsolidated Financial Statements — (Continued)

2005 and 2004. At December 31, 2006, the Company’s maxirmum exposure to loss as a result of its involvement with these
joint ventures is the $15.6 million investment book value and future operating losses, should they occur, of these joint
ventures that the Company is obligated to fund. These joint ventures have no third party debt. These other ventures do not

require consolidation. These other ventures are accounted for under the equity method as the Company does not have a
controlling financial interest.

Unaudited financial information of the Company’s unconsolidated ventures (amounts do not reflect eliminations of
activity with the Company):

Year Ended December 31,

Operating Results (Unaodited) 2006 2005 2004
in thousands
Nt REVEIUIC. « . o ettt v et e e et e e et m e e e anaaeenn $123,486 111,872 163,630
Tncome from OPerations . - .. ..o or i i e e e 42,090 41,934 26,201
(B 1Y 1 L= 24,463 24,634 8,688
December 31,
Balance Sheets (Unsodited) 2006 2005
in thonsands
CUITERL BSSEES . . . o ot ittt et v e m et e et $ 77,767 68,529
Total ASSELS. « + o o ot e e e i e e 89,058 80,365
Current Habilitles . . ... .. oo e e e e 25,515 24,204
Total Habilities . . ... vt e ittt e e e et et e 33,619 33,578
Total shareholders™ equity or partners’ capital . ................... 55,439 46,787
10. Long-Term Debt
December 31,
Long-Term Debt 2006 2005
in thonsands
$1,000,000.0 Term Loan, due quarterly December 2008 to October 2010.. .. .. $1,000,000 1,000,000
$1,555,000.0 Revolving Loan, due October 2010, . . ... ...t 249,500 103,000

€260.0 Revolving Loan, due April 2009 ..., ... ... ... ... . il 187,828 —
7.81% Senior Notes, semi annual interest, due March 2006 . ............... — 300,000
8.06% Senior Noles, semi annual interest, due March 2008 ... ............. 180,000 150,000
7.45% Senior Notes, semi annual interest, due Seplember 2009 ... ... ... ... 55,000 55,000

8.37% Senior Notes, semi annual interest, due March 2011 . ... ........ ... 220,000 220,000
8.13% Senior Noles, semi annmal interest, due September 2012 . ............ 235,000 235,000
Senior Notes, semi annual interest, due December 2012, ... ... ..ot ivnn ey 90,000 90,000
6.01% Senior Notes, semi annual interest, due December 2015 . ............ 390,000 390,000
Obligations under capital leases .. ... ... ..o i s 32,355 23,910
Othermotes payable .. . ... ... i e 1,100 —
Total long-term debt. . . .. ... .. i 2,640,783 2,596,910
CHITENT POTTON. . . o« v ettt i e ie et e s a e ean e s (7,546) (6,470)
NOD-CWITENt POTHON « . o vt v oo ittt s v e arrmm e e e nmmar o e enaans 32633, 25T 20,34

In March 2006, the Company’s United Kingdom (“UK”) subsidiary, Discovery Communications Europe Limited
(“DCEL"™), entered into a €70.0 million three year multicurrency revolving credit agreement. In April 2006, the UK credit
agreement was amended and restated to provide for syndication and to increase the revolving commitments to
€260.0 million. The Company guarantees DCEL’s obligations under the UK credit agreement. Borrowings under this
agrecment bear interest at London Interbank Offered Rate (“LIBOR™) plus an applicable margin based on the Company's
leverage ratios. The cost of the UK credit agreement also includes a fee on the revolving commitments (ranging from
0.1% 10 0.3%) based on the Company’s leverage ratio. DCEL capitalized £0.7 uillion (approximately 11.S. $1.4 million)
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of deferred financing costs as a result of this transacticn. At the end of 2006 there was £95.9 million (approximately U.S.
$187.8 million) outstanding under the multicurrency credit agreement with a weighted average interest rate of 5.91%. The
interest rate during 2006 averaged 5.62%. The UK credit agreement matures April 2009.

In March 2006 the Company borrowed additional funds under its Revolving Loan to redeem the maturing
$300.0 million Senior Notes. At the end of 2006 there was $1,249.5 million outstanding under the Revolving Loan
with a weighted average interest rate of 6.35%. The amount available under the Revolving Loan was $1,302.8 million, net
of amounts comumitted for standby letters of credit of $2.7 million issued under the credit facility. At the end of 2005 there
was $1,103.0 million outstanding with a weighted interest rate of 5.32%. The average interest rate under the U.S. Credit
Agreement was 6.01% and 4.41% in 2006 and 2005.

In October 2005, the Company refinanced its syndicated bank credit agreement, replacing the existing Term Loan
and the Revolving Facility, which had principal payments beginning in 2007 and final maturity in 2009, with a new
$1,000 million Term Loan and $1,555 million Revolving Facility, with principal payments beginning in 2008 and final
maturity in 2010, The Term and Revolving Loans are unsecured, Interest, which is payable quarterly at a minimurm, is
based on LLIBOR pius a margin based on the Company’s leverage ratio or prime. The cost of the Revolving Facility
includes a fee on the revolving commitment (ranging from 0.1% to 0,3%) based on the Company’s leverage ratios.

In November 2005, the Company modified the outstanding unsecured Senior Notes. In December 2005, the
Company issued two series of unsecured Senior Notes, $90.0 million of floating rate Senior Notes due December 2012
and $390.0 million of 6.01% Senior Notes due December 2015. The weighted average interest rate on the floaling rate
Senior Note was 6.10% at December 31, 2006 and 5.33% at December 31, 2005. The average interest rate under the
floating rate Serior Nole during 2006 was 5.85%.

The Company capitalized $4.8 million in deferred financing costs in 2005 as a result of these transactions. The
Company expensed $4.2 mitlion in capitalized costs as a component of interest expense associated with the refinancing of
the previous credit arrangement.

The Company uses derivative instraments to modify its exposure to interest raie fluctuations on its debt. The Term
Loans, Revolving Facility, and Senior Notes contain covenants that require the Company to meet certain financial ratios

and place restrictions on the payment of dividends, sale of assets, borrowing level, mergers, and purchases of capital stock,
assets, and investments.

Future principal payments under the cuirent debt arangements, excluding obligations nnder capital leases and other
notes payable, are as follows: none in 2007, $242.5 million in 2008, $617.8 million in 2009, $812.0 million in 2010,
$220.0 million in 2011 and $715.0 million from 2012 to 2015. Future minimum payments under capital leases are as
foliows; $9.3 million in 2007, $7.3 million in 2008, $7.3 million in 2009, $5.1 million in 2010, $4.5 million in 2011 and
$5.4 million thereafter.

11. Mandatorily Redeemable Interests in Subsidiaries

December 31,

Mandatorily Redeemable Interests in Subsidiaries 2006 2005
in thousands
Discovery THIES .. . ..ottt it it e ittt et e e $  — 106,862
Amimal Planet LI . ...t e e e e — 80,000
Animal Planet L. . o e e e e e e i e 48,950 48,840
People & Arts Latin America and Animal Planet Channel Group. ... ......... ... . ..... 45,875 36,800
Mandatorily redeemable Interests in subsidiaries $94.825— 272,502

................................... SIFBLY LTZJ UL

Discovery Times

In April 2002, the Company sold a 50% interest in Discovery Times Channel to the New York Times ("NYT”) for
$100.0 million. Due to the NYT’s redempticn rights, this transaction resulted in no gain or loss te the Company. In
September 2006, NYT exercised its right to put its interest back to the Company for $100.0 million. Prior to the exercised
put, the Company accreted or decreted the mandatorily redeemable interest in a subsidiary through the redemption date to
its estimated redemption value, never decreting below the NYT’s estimated minority interest. The Company updated its
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estimate of the redemption value and estimated minority interest each period. The Company recorded decretion of
$6.9 million in 2006 as a result of the redemption, and decretion of $19.5 million in 2005 and accretion of $1.3 million in
2004 as a result of valuation adjustments to minority interest expense.

FiuTV (formerly known as The Health Network)

Fox Enlentainment Group (“FEG™) had the right, from December 2003 to February 2004, to put its FitTV interests
back to the Company. In December 2003, FEG notified the Company of its intention to put its interest in FitTV back to the

Company. The Company acquired this interest for approximately $92.9 million in 2005. The Company recorded decretion
of $1.1 million in 2004 to minority interest expense.

Animal Planet LLC

Tn April 2004, the BBC notified the Company of its intention to put its interest in Anjmal Planet LLC back to the
Company. The redemption value of $80.0 million was paid in April 2006. The Company recorded accretion of
$30.0 million and $50.0 million in 2005 and 2004 to minority interest expense.

Animal Planet LP

One of the Company’s stockholders held 44,000 senjor preferred partnership units of Animal Planet LP (“APLP™)
that have a redemption value of $44.0 million and carry a rate of return rangiag from 8.75% to 13%. Payments are made
quarterly and totaled $4.6 million during 2006 and 2005 and $5.8 million during 2004. APLP’s senior preferred
partnership units may be called by APLP during the period January 2007 through December 2011 for $44.0 million, and
may be put to the Company by the holder beginning in January 2012 for $44.0 million. In January 2007, the Company
exercised its call rights and paid $44.0 million plus accrued interest of $0.5 million on January 31, 2007. At December 31,
2006, and 2005, the Company has recorded this security at the redemption value of $44.0 million plus accrued returns of
$5.0 million and $4.8 million. Preferred returns have been recorded as a component of interest expense based on a
constant rate of rewrm of 10.75% through the full ferm and aggregated $4.7 million in 2006, 2005 and 2004,

People & Arts Latin Americe and Animal Planct Channel Group

The BBC has the right, upon a failure of the People & Arts Latin America or the Animal Planet Channel Group
{comprised of Animal Planet Europe, Animal Planet Asia, and Animal Planet Latin America), the Channel Groups, to
achieve certain financial performance benchmarks to put its interests back to the Company for a value determined by a
specified formula every three years which commenced December 31, 2002. The Company accreles the mandatorily
redeemable equity in a subsidiary to its estimated redemption value through the applicable redemption date. The

redemption value estimate is based on a contractual formula considering the projected results of each network within the
channel group.

Based on the Company’s calculated performance benchmarks, the BBC has the right to put their interests as of
December 2005. The BBC has 90 days fellowing the valuation of the Channel Groups by an independent appraiser to
exercise their right. During 2006 the Company was notified that the BBC is evaluating whether to execute their rights
under the agreement. As of December 31, 2006, the BBC has not advised the Company of their intention. The Company is
now accreting to the 2008 redemption date and has estimated a redemption value of $45.9 million as of December 31,
2006. Accretion to the redemption value has been recorded as a component of minority interest expense of $9.1 million,
$34.6 million, and $2.2 million in 2006, 2005 and 2004,
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12. Commitments and Contingencies

Year Ending December 31,

Foture Minionun Payments Leases Coolenl Other Total
io thousands

20T e $ 83,533 260,829 86,965 431,327
2008 . e e 78,999 55,447 61,467 195,913
2000 e 60,850 50,556 54,635 166,041
2000 e 52,683 44,129 17,388 114,200
2000 L e 47932 43,295 7,876 99,103
Thereafter. .. .. .. ... ... e 176,070 43,837 1,120 221,027
Total ... $500,067 498,093 229451 1,227,611

Expenses recorded in connection with operating leases, including rent expense, were $142.5 million, $142.1 million
and $127.8 miltion for the years ended December 31, 2006, 2005 and 2004. The Company receives contributions from
certain landlords to fund leasehold improvements. Such contributions are recorded as deferred rent and amortized as
reductions to lease expense cver the lease term. Certain of the Company’s leases provide for rental rates thaf increase or
decrease over time. The Company recognizes operating lease minimurm rentals on a straight-line basis over the lease term.
The Company’s deferred rent balance was $37.4 million and $29.8 million at December 31, 2006 and 2005. The lease
term begins on the date the Company has access to the leased property.

In August 2005, the Company subleased reated property and guaranteed third party performance under the lease. The
guarantee for the $5.2 million value of the lease is full and unconditional, through March 2008. The Company has other
guarantees totaling $4.1 million.

The Company has certain contingent considerations in connection with the acquisition of Petfinder.com payable in
the event specific business metrics are achieved totaling up to $13.5 million over 3 years (see Note 4),

In connection with the long-term distribution agreements for certain of its European cable networks, the Company
committed to pay a satellite system operator 25% to 49% of the fair value of these networks, if any, as of December 31,
2006. The Company completed negotiations for the renewed distribution agreements including additional European cable
networks in January 2007, including an inducement payment of £100.0 million (approximately U.S. $185.4 million),
which also settled any liabilities from the prior agreement. The value of the networks, and the Company’s liability thereon,
are materially impacted by the terms of future renewed distribution agreements with the satellite system operator. The
commitment was designed as an inducement for renewed distribution agreements. As of December 31, 2006, the
Company has recorded a liability of $10.4 million associated with this arrangement based on the range of estimated values
of the networks at the termination of the agreement without renewed distribution agreements. The balance of the
inducement payment will be deferred and amortized as a reduction of revenue over a five year period.

The Company is solely responsible for providing financial, operational and administrative support to the JVP, JVN,
Animal Planet Latin America, People & Arts Latin America, Animal Planet Asia, and Animal Planet Europe ventures and
has committed 1o do so through at least fiscal 2007.

The Company is invelved in hitigation incidental to the conduct of its business. In addition, the Company is involved
in negotiations with organizations holding the rights to music used in the Company’s content. As global music rights
societies evolve, the Company uses all information available 1o estimate appropriate obligations. During 2005, DCI
analyzed its music rights reserves and recorded a net reduction to cost of revenue of approximately $11.0 million. The

Company believes the reserves related to these music rights are adequate and does noi expect the cuicome ol such
litipation and negotiations to have a material adverse effect on the Company’s results of operations, cash flows, or
financial position.

13. Employee Savings Plans

The Company maintains employee savings plans, defined contribution savings plans and a supplemental deferred

compensation pian for certain management employess, together the “Savings Plans.” The Company contributions to the
Savings Plans were $9.9 million, $8.2 million and $6.8 million during 2006, 2005 and 2004.
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14. Long-term Incentive Plans

In October 2003, the Company established a new long-term incentive plan. At inception of the plan, eligible
participants in one of the Company’s previously established long-term incentive plans chose to either continue in that plan
or to redeem their vested umits at the December 31, 2004 valuation and receive partially vested units in the new plan.
Substantially all participants in the previously established plan redeemed their vested units and received partially vested
units in the new plan. Certain eligible employees were granted new units in the new plan.

Units partially vested in the new plan have vesting similar to units in the previously established plan. New units
awarded vest 25% per year. The nnits in the new plan are indexed to the market price of Class A DHC stock. Every two
years, one quarter of the units awarded will expire and the employee will receive a cash payment for the increase in value

throughout an eight-year period after the grant date, The Company has authorized the issuance of up to 31.9 million units
under this plan.

Prior io Octaber 2005, the Company maintained two unit-based, long-term incentive plans with substantially similar
terms. Units were awarded 10 eligible employees following their one-year anniversary of hire and vested 25% per year
thereafter. Upon exercise, participants received the increase in value from the date of issuance. The value of the units was
based on changes in the Company's value as estimated by an external investment-banking firm utilizing a specified
formula of Company business metrics. The average assumptions used in the valuation model included adjusted projected
operating cash flows segregated by business group. The valuation also included a business group specific discount rate
and termina} value based on business risk. The intrinsic value for unit appreciation had been recorded as compensation
expense over the period the units were outstanding. In August 2005, the Company discontinued one of these plans, which

resulted in the full vesting and cash redemption of units at the December 31, 2004 valuation, including a 25% premium on
appreciated value.

Upen voluntary termination of employment, the Company distributes 75% of the intrinsic value of the participant’s
vested units, as participants are required to comply with post-employment obligations for one year in order to receive
remaining benefits. The Company’s cash disbursements under the new plan aggregated $0.3 million in 2006. There were
no payments during 2005 related to the new plan. The Company’s cash disbursements under the prior plans aggregated
$325.8 million and $45.9 million during 2005 and 2004. Compensation expense under the prior plans was $20.4 million
and $68.8 million in 2005 and 2004. The fair value of the units issued under the new plan has been determined using the
Black-Scholes option-pricing model. The expected volatility represents the calculated volatility of the DHC stock price
over each of the various contractual terms. As a result of the limited trading history of the DHC stock, this amount was
determined based on an analysis of DHC’s industry peer group over the corresponding periods.

In 2006 and 2005, the weighted average assumptions used in this option-pricing model were as follows:

Year Eoded
December 31,
Weighled Average Assmmptions 2006 2005
Risk-free iNIereSI TALE . . . .. ..ottt it et et iar i aaen e nsanetnnrtaneenns 479% 4.36%
Expected term (YEars) . . . .. ... e 4.42 475
Expected volatility . ... it i i i e i 27.07% 30.36%
Dividend yield . . ... ... e e 0% 0%

The weighted average grant date fair values of units granted during 2006 and 2005 were $6.48 and $5.83. The
weighted average fair values of units outstanding are $6.71 and $6.63 at December 31, 2006 and 2005. Compensation
expense in connection with the new plan was $39.2 million in 2006 and $29.1 million in 2005. Included in the 2005
expense 15 $12.8 million related to the exchange of the pa.mally vested units whlch represents the dxfference between the

fair value of the award and the irnsic value of

Y
IS

outstanding under the new plan were $84.2 million and $45.5 million at December 31 2006 and 2005.
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The following table summarizes information about unit transactions {(units in millions} for the new plan:

Ontstanding at December 31

Vested at December 31 .

2006 2005
Weighted Weighted
Average Averape
Exercise Exercise
Units Price Uuits Price
242 $14.82 - § —
— — 7.8 12.77
35 16.36 164 15.81
0.1 13.12 —_— e
a3 1543 — —
263 1500 242 1482
85 §1378 16 1.2

The Company has classified as a current liability $43.3 million for the intrinsic value of units that are or will become
fully vesied and potentially payable in the next twelve months. The aggregate intrinsic value of units outstanding at
December 31, 2006 and 2005 is $82.0 million and $50.1 million. At December 31, 2006, there was $92.0 million of
unrecognized compensation cost related to unvested units, which the Company expects to recognize over a weighted

averape period of 2.2 years.

The following table summarizes information about unit awards outstanding at Decerber 31, 2006 (units in millions):

Vested
Weighted Average

Unit Price

plans:

Ouitstanding

Weighted Average
Remaining Years of

Numbher of Units Coptractual Life

Number of Units

Remaining Years of

Contractual Life

...... 0.1 375
...... 0.6 375
...... s.1 3.75
...... 17.1 3.74
...... 11 425
______ 13 4.5
...... 1.0 493
...... 263 3.86

0.1
0.6
3.3
4.5

The following table summarizes information about unit transactions (units in millions) for previously established
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2005 2004

Weighted Weighted

Average Average

Exercise Exercise

Units Price Units Price

Ouistanding at January 1.. ... ... ... .. it 256  $24.10 191 $18.18
Unitsexchanged . . . ... ... ... ... .. . i e (7.8) 34 31 — —
Units granted ... ..ottt i e 0.5 37.35 8.7 3422
s thnitsredesmedfcanceted ——————— Tt 45-3) 20.53 {22} 13.49
QOutstanding at December 31......... .. ............... ..., — — 236 24.10
Vestedat December 31 .. .. .. ... ... i $ — 17.5 $19.76

DHC.1.D.0000806




e e
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15. Income Taxes

Year Ended December 31,

Income Tax Eﬂ?ﬁ“‘* 2006 2005 2004
in thousands
Current
Federal . .. ot e e $ 3,906 (1,479) (231)
Al . . . i et 4,101 (3,205) 3,952
FoTelgn. .. oo e s 59,879 57,644 32,556
Total current iNCOME (AX PIOVISION . .. ...t \ vt vur o mecacceen s 67,886 52,960 36,277
Deferred
s = -1 103,672 95,098 95,761
BALE . . i e e e 3,707 16,298 7,723
BOrBIgN. .« ot e e (3,637) (3,851) —
Total deferred income tAX EXPENSE . .. v vt e e eevr ianrnrierenors 103,742 107,545 103,484
Change in valuation allowance ... ... .. ... ... ..o iiinan 5,160 1,838 2,038
Total INCOME AX EXPETISE -+« -« o vt vttt e e e ia i cnasens $176,788 162,343 141,799
December 31,
2006 2005
Deferred Income Tax Assets and Liabilities Current Non-current Current Non-current
in thousands
Assets
Loss carryforwards .. ... ... ... oot $19,855 27712 43,470 61,974
Compensation .. .....cveommieianuranronnnn 30,981 15,563 15,185 12,432
Accrued EXPENSES . .- it e e 12,088 14,981 17,769 —
Reserves and allowances ... ... ..., 10,938 — 10,392 463
Tax credits, « . vt i it e e — 8,574 —_ 3,823
Derivative financial instruments . ... .. ............ — 3,141 — 7,052
INVESIMENTS . . oo v v v e e e e et nn e e — 10,445 — 86,039
Intangibles. .. oo v e — 104,078 — 41,401
L7117 O 4,301 20,897 3,689 11,732
78,163 205,391 90,505 224916
Valuation allowance . . o oo v c i s et et i — (26,552) — (21,392)
Total deferred income tax assets .. ... .........v.... 78,163 178,839 90,505 203,524
Liabilities
Accelerated depreciation .......... ... 0. — (6,164) — {11,948)
Content rights and deferred launch incentives .. ... ... —  (200,732) — (109,009)
Foreign currency translation . ... ... ... .. — (12,936) — (4,103)
Unreatized gains on investments. . . ... ............ — (861) — (1,920)
—Other T T T T e £2.000 4,435y (1,740) (1,228
Total deferred income tax Habilities . . ............... (2,007) (225,128) (1,740)  (134,208)
Deferred income tax assets (liabilities), net, .. ......... §76,156 {46,289) 88,765 69,316
v-22
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DISCOVERY COMMUNICATIONS, INC.
Notes to Censolidated Financial Statements — (Continued)

comprehensive income. Losses on investments that are other than temporary declines in value are recorded in the
statement of operations.

The carrying amount of the Company’s borrowings was $2,641 million and the fair value was $2,702.0 million at

December 31, 2006. The carrying amount of the Company’s borrowings was $2,597.0 million and the fair value was
$2,674.0 million at December 31, 2005.

The carrying amount of all derivative instruments represents their fair value. The net fair value of the Company’s
short and Jong-term derivative instruments is $(6.5) million at December 31, 2006; 18.0%, 37.0%, 0.0%, 2.0%, and 43.0%
of these derivative instrument contracts will expire in 2007, 2008, 2009, 2010 and thereafter. The net fair value of the
Company’s short and long-term derivative instroments was $(19.8) million at December 31, 2003.

The fair value of derivative contracts was estimated by obtaining interest rate and volatility market data from brokers.
As of December 31, 2006, an estimated 100 basis point parallel shift in the interest rate yield curve would change the fair
value of the Company’s portfolio by approximately $9.5 million.

Credit Concentrations

The Company continually monitors its positions with, and the credit quality of, the financial institutions that are
counterparties Lo its financial instruments and does not anticipate nonperformance by the counterparties. In addition, the
Company limits the amount of investment credit exposure with any one institution.

The Company’s trade receivables and investments do not represent a significant concentration of credit nisk at
December 31, 2006 diie to the wide variety of customers and markets in which the Company operates and their dispersion
across many geographic areas.

17. Related Party Transactions

The Company identifies related parties as investors and their consolidated businesses, the Company’s equity
investments, and the Company’s executive management. The most significant transactions with relaled parties result from
companies that distribute networks, produce content, or provide media uplink services. Gross revenue earned from related
parties was $30.0 million, $73.7 million and $71.8 million in 2006, 2005 and 2004. Accounts receivable from these
entities were $15.0 million and $17.0 million at December 31, 2006 and 2005. Purchases from related parties totaled
$83.3 million, $71.4 million, and $133.2 million in 2006, 2005 and 2004: of these $8.4 million, $23.1 million and
$21.0 million relate 1o capitalized assets. Amounts payable to these parties totaled $2.4 million and $2.3 million at
December 31, 2006 and 2005.
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