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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Dated: February 28, 2007

DISCOVERY HOLDING COMPANY

By/s/ John C. Malone

John C. Malone
Chief Executive Officer

Pursuant 1o the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the date indicated.

February 28, 2007

February 28, 2007

February 28, 2007

February 28, 2007

February 28, 2007

February 28, 2007

February 28, 2007

fs/  John C. Malone

John C. Malone
Chairman of the Board, Director
and Chief Executive Officer

fs/ Robert R. Bennett

Robert R. Bennett
Director and President

/s Paul A. Gould

Paul A. Gould
Director

/s! M. LaVoy Robison

M. LaVoy Robison
Director

/s/ 1. David Wargo

I. David Wargo
Director

/sf David J.A. Flowers

David J.A. Flowers
Senior Vice President and Treasurer
(Principal Financial Officer)

/s/ Christopher W. Shean

Christopher W. Shean

e pT—. T 7 ————— At o 5

Senior Vice President and Controller
(Principal Accounting Officer)
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EXHIBIT INDEX

Listed below are the exhibits which are filed as a part of this Report (according to the number assigned 1o them in
Item 601 of Regulation S-K):

2 — Ptan of Acquisition, Reorganization, Arrangement, Liquidation or Succession:

2.1 Reorganization Agreement among Liberty Media Corporation, Discovery Holding Company (“DHC”) and
Ascent Media Group, Inc. (incorporated by reference to Exhibit 2.1 to DHC’s Registration Statement on
Form 10, dated July 15, 2005 (File No. 000-51205) (the “Form 107)).

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).
3.2 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 comunon stock, par value $.01 per share, of DHC
(incorporated by reference to Exhibit 4.1 to the Form 10).

4.2  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 Trust Company, N.A., as Rights Agent (incorporated by
reference to Exhibit 4.3 to the Form 10).

10 — Materjal Contracts:

10.1 The Shareholders Agreement, dated as of November 30, 1991 (the “Stockholders’ Agreement”™), by and
among Discovery Communications, Inc. (“Discovery™), Cox Discovery, Ine. (“Cox”), NewsChannels TDC
Investments, Inc. (“NewChannels™), TCI Cable Education, Inc. (“T'CID") and John S. Hendricks
(“Hendricks") (incorporated by reference to Exhibit 10.1 to the Form 10).

10.2  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 Colorado corporation (“Liberty”) (incorporated by
reference to Exhibit 10.2 to the Form 10).

10.3  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).

10.4 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).

10.5 Fourth Amendment 1o the Stockholders’ Agreement, dated as of June 23, 2003, by and among Discovery,
Cox NewChannels, TCID, Liberty Animal, Inc. (the successor in interest to L.MC) for the purposes stated in
the First Amendspent to the Stockholders” Agreement, and Hendricks (incorporated by reference to
Exhibit 10.5 to the Form 10).

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

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

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

10.9 Discovery Holding Company Transitional Stock Adjustment Plan {(incorporated by reference to Exhibit 10.9
to the Form 10).

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

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

10.13  Indemnification Agreement, dated as of June 24, 2005, between NewChannels and DHC (incorporated by
reference to Exhibit 10.13 to the Form 10).

10.14  Form of Indemnification Agrecment with Directors and Executive Officers (incorporated by reference to
Exhibit 10.14 to the Form 10).
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21 — Subsidiaries of Discovery Holding Company, filed herewith.
23.1 Consent of KPMG LLP, filed herewith.
23.2  (Consent of PricewaterhouseCoopers LLP, filed hevewith.
31.1 Rule 13a-14(a)/153d — 14¢{a) Certification, filed herewith.
31.2 Rule 13a-14{a)/15d — 14(a) Cerufication, filed herewith.
31.3 Rule 13a-14{(a)/15d — 14(a) Certification, filed herewith.
32 — Section 1350 Certification, filed herewith.
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EXHIBIT 31.1

CERTIFICATION

I, John C. Malone, certify that:
1. T have reviewed this annual report on Form 10-X of Discovery Holding Company;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit
o state a material fact necessary to make the statements made, in light of the circunstances under which such
statements were made, not misleading with respect to the period covered by this annnal report;

3. Based on my knowledge, the fimancial statements and other financial information included in this annual
report fairly present in all matenial respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this annual report; '

4. ‘The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e}) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d -15(f)) for the registrant and we have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant, including its
consohdated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this annual report is being prepared;

b) designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under cur supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

¢) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
annual report our conclusions about the effectiveness of the disclosure contrels and procedures as of the end of
the period covered by this annual report based on such evaluation; and

d) disclosed in this annual report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the regisirant’s fourth fiscal quarter in the case
of an annual report) that has malterially affected, or is reasonably likely to materally affect, the registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s anditors and the andit committee of the registrant’s board
of directors (or persons performing the equivalent function):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely 1o adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: February 28, 2007 /s/  John C. Malone
John C. Malone
Chief Executive Officer
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EXHIBIT 31.2

CERTIFICATION

I, David J. A, Flowers, certify that:
1. I have reviewed this annual report on Form 10-K of Discovery Holding Company;

2. Based on my knowledge, this anpual report does not contain any untrue statement of a material fact or omit
to stale a material fact necessary 1o make the statements made, in light of the circumstapnces under which such
siatements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the finaocial statements and other financial information included in this annual

report fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the pericds presented in this annual report;

4. The registrant’s other cenifying officers and 1 are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d -15(f)) for the registrant and we have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this annual report is being prepared,;

b} designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

¢) evalualed the effectiveness of the registrant’s disclosure controls and procedures and presented in this
annual report our conclusions about the effectiveness of the disclosure controls and procedures as of the end of
the period covered by this annual report based on such evaluation; and

d) disclosed in this annual report any change in the registrant’s internal control over financial reporting
that oceurred during the registrant's most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case
of an anmual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board
of directors {or persons performing the equivalent function):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over
- fipancial reporting which are reasonahly likely to adversely affect the registrant’s ability to record, process,

summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: February 28, 2007 fs/ David J.A, Flowers
David J.A, Flowers
Senior Vice President and Treasurer
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EXHIBIT 31.3

CERTIFICATION

I, Christopher W. Shean, certify that:
1. T have reviewed this annual report on Form 10-K of Discovery Holding Company;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit
to state a material fact necessary fo make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements and other financial information included in this annual
report fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officers and 1 are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d -15(f)) for the registrant and we have:

a) designed such disclosure controls and procedures, or cansed such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant, including its

consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this annual report is being prepared;

b) designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
annual report our conclusions about the effectiveness of the disclosure controls and procedures as of the end of
the period covered by this annual report based on such evaluation; and

d) disclosed in this annual report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case
of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s
integnal control over financial reporting; and

5. The registrant’s other certifying officers and 1 have disclosed, based on our most recent evaluation of
nternal control over financial reporting, to the registrant’s anditors and the audit committee of the registrant’s board
of directors (or persons performing the equivalent function):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) any fraud, whether or not material, thal involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: February 28, 2007 fs/  Christopher W. Shean
Christopher W. Shean
Senior Vice President and Controller

DHC.1.D.0000815




Exhibit 32

Certification

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
{Subsections (a) and (b) of Section 1350, Chapter 63 of Title 18, United States Code)

Pursuant to section 906 of the Sarbanes-Oxley Act of 2002 (subsections (a) and (b) of section 1350, chapter 63
of title 18, United States Code), each of the undersigned officers of Discovery Holding Company, a Delaware
corporation (the “Company’”), does hereby centify, to such officer’s knowledge, that:

The Annual Report on Form 10-K for the period ended December 31, 2006 (the “Form 10-K™) of the Company
fully complics with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934 and
information contained in the Form 10-X fairly presents, in all material respects, the financial condition and results
of operations of the Company as of December 31, 2006 and 2005 and for the three years ended December 31, 2006.

Dated: February 28, 2007 /s/ John C. Malone

John C. Malone
Chief Executive Officer

Dated: Febmary 28, 2007 /si David J.A. Flowers

David J.A. Flowers
Senior Vice President and Treasurer
(Principal Financial Officer)

Dated: February 28, 2007 /s/  Christopher W. Shean

Christopher W. Shean
Senior Vice President and Controller
(Principal Accounting Officer)

The foregoing certification is being furnished solely pursuant to section 906 of the Sarbanes-Oxley Act of 2002

(subsections (a) and (b) of section 1350, chapter 63 of title 18, United States Code) and is not being filed as part of
the Form 10-K or as a separate disclosure document.

A —
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BOWNE. Electronic Proof

This proof may not fit on letter-sized
(8/5 x 11 inch) paper.
f copy is cut off,
please print to larger, e.g., legal-sized
(8,5 x 14 inch) paper.

Accuracy of proof is guaranteed
ONLY if printed to a PostScript printer
using the correct PostScript driver
for that printer make and model.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2006
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission File Number 000-51205

DISCOVERY HOLDING COMPANY

{Exact name of Regisiront as specified in its charter)

i

State of Delaware 20-2471174
{Siate or other jurisdiction of (L.R.S. Emplayer
incorporalion or arganization) Jdentification No. }
12300 Liberty Boulevard
Englewood, Colorado 80112
(Address of principal executive offices) (Zip Coade)
Registrant’s telephone number, including area code:
(720) B75-4000
Securities registered pursuant to Section 12(b) of the Act:
Title of each class Name of exchange on which registered
Series A Common Stock, par value $.01 per share Nasdaq
Series B Common Stock, par value $.01 per share Nasdaq

Securities registered purspant to Section £2(g) of the Act: None

Indicate by check mark if the Registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Actof 1933. Yes T No BF

Indicate by check mark if the Registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Securities Exchange Act of 1934. Yes 0 NoH

Indicate by check mark whether the Registrant (1) has filed all reports requireg to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months and (2) has been subject to suck filing requirements
for the past 90 days. Yes &1 No [l

Indicate by check mark if disclosure of delinquent filers pursuant 1o Item 405 of Regulation $-K is not contained
herein, and will not be contained, 10 the best of Registrant’s knowledge, in definitive proxy or information statements
incorporated by refercnce in Part 1T of this Form 10-K or any amendment 1o this Form 10-K. ¥

Indicate by check mark whether the Repistrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer (as defined in Rule 12b-2 of the Act).

Large accelerated filer P Accelerated filer 0  Non-accelerated filer O

Indicate by check mark whether the Registrant is a shell company (s defined in Rule 12b-2 of the Act)
Yes O NoH

The aggregate market value of the voting stock held by nonaffiliates of Discovery Holding Company computed by
reference to the last seles price of such stock, as of the closing of trading on June 30, 2006, was approximately
$3.9 billion.

e The number of shares outstanding of Discovery Holding Company’s common stock as of January 31, 2007 was:

Series 4 Common Stock - 268,197,601; and
Series B Common Stock - 12,025,078 shares.
Documents Incorporated by Reference
The Registrant's definitive proxy statement for its 2007 Annual Meeting of Stockhalders is hereby incorporated by
reference into Part 1 of this Annual Report on Form 10-K
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PARTI.
Itemn 1. Business.
(a) General Development of Business

Discovery Holding Company was incorporated in the state of Delaware on March 9, 2005 as 2 wholly-owned
subsidiary of Liberty Media Corporation, which we refer to as Liberty. On July 21, 2005, Liberty completed the spin off
of Discovery Holding Company to Liberty’s shareholders. In the spin off, each holder of Liberty common stock received
0.10 of a share of our Series A common stock for each share of Liberty Series A common stock held and (.10 of a share
of our Series B comumon stock for each share of Liberty Series B common stock held, Approximately 268.1 million
shares of our Series A common stock and 12,1 million shares of our Series B common stock were issued in the spin off,
which is intended 10 qualify as a tex-free transaction.

‘We arc a holding company. Through our wholly owned subsidiary, Ascent Media Group, LLC {*Ascent Media™),
and our 50% owned equity affiliate Discevery Communications, Inc. (“Discovery”™ or “DCT”), we are enpzped primarily
in (i) the production, acquisition and distritmition of entertainment, educational and information programming and
software. (2) the retail sale and licensing of branded and other specialty products and (3} the provision of creative and
network services 1o the media and entertainment industries. Qur sebsidiaries and affiliates operate in the United States,
Europe, Latin America, Asia, Africa and Australia.

The assets and operations of Ascent Media are composed primarily of the assets and operations of 13 companies
acquired by Liberty from 2000 through 2004, including The Todd-AQ Corporation, Four Media Compeny, certain assets
of SounDelux Entertainment Group, Video Services Corporation, Group W Network Services, London Playout Centre
and the systems integration business of Sony Electronics, The cornbination and intepration of these and other acguired
entities allow Ascent Media to offer integrated cutsourcing solutions for the technical and creative requirements of its
clients, from content creation and other post-production services to media management and transmission of the final
product to broadcast television stations, cable system head-ends and other destications and distribetion points.

Discovery is a leading global media and entertainment company. Discovery has grown from the 1985 Jaunch in the
United States of its core property, Discovery Channel, to current global operations in over 170 countries across six
continents, with over 1.5 billion total cumulative subscription units. Discovery operates its businesses in three groups:
Discovery networks U.5., Discovery networks international, and Discovery commerce, education and other.

On January 27, 2006, we acquired AccentHealth, LLC (*AccentHealth™) for cash censideration of $45 million, plus
working capitat adjustments of $1.8 million. AccentHealth operates an advertising-supported captive audience television
network in doctor office waiting rooms nationwide. For financial reporting purposes, the results of operations of
AccentHealth have been included in our consolidated results as part of Ascent Media’s network services proup.

* k ko

Certain statements in this Annual Report on Form 10-K constitute forward-loolking statements within the meaning of
the Private Securities Litigation Reform Act of 1995, including statements regarding our business, marketing and
operating strategies, integration of acquired businesses, new service offerings and anticipated sources and uses of capital.
In particular, statements under Item 1. “Business,” Ttem 1A. “Risk Factors”, liem 2. “Properties,” Item 3. “Legal
Proceedings,” Hem 7. “Management's Discussion and Analysis of Financial Condition and Results of Operations” and
Ttem TA. “Quantitative and Qualitative Disclosures About Market Risk"” contain forward-looking statements, Where, in
agy forward-looking statement, we express an expectation or belief as to future results or events, such expectation or
helief is expressed in good faith and believed to have a reasonable basis, but there can be no assurance that the
expectation or belief will result or be achieved or accomplished. The following include some but not all of the factors
that could cause actial results or events to differ materialty from those anticipated:

general economic and business conditions and industry trends including the timing of, and spending on, featurs
film and television production;

spending on domestic and foreign television advertising and spending on domestic and foreige first-run and
existing content libraries;

the regulatory and competitive environment of the industries in which we, and the entities in wiich we have
INERESTE, OperaiE;

connnued consolidation of the broadband distribution and movie studio industries;

I
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uncertainties itherent in the development and integration of new business lines, acquired operations and business
strategies;

changes in the distribution and viewing of television programming, including the expanded deployment of
personal video recorders and other technology, and their impact on television advertising revenue;

* rapid technological changes;

uncertainties associated with produet and service development and market acceptance, including the development
and provision of programming for new television and telecommunications technologies;

» future financial performance, including avaifability, terms and deployment of capital;
fluctuations in foreign curmency exchange rates and political unrest o international markets;
the ability of suppliers and vendors to deliver products, equipment, software and services;

* the outcome of any pending or threaiened litigation;

» availability of qualified personnet;

the possibility of an industry-wide strike or other job action affecting a major entertainment industry union;

changes in, or failure or inability to comply with, government regulations, including, without limitation,
regulations of the Federal Communications Commission, and adverse outcomes from regulatory proceedings;

changes in the nature of key strategic relationships with partners and joint venturers;

competitor responses to our products and services, and the products and services of the entities in which we have
interests; and

» threatened terrorists attacks and ongoing military action in the Middle East and other parts of the world.

These forward-looking statements and such risks, uncertainties and other factors speak only as of the date of this Anmal
Report, and we expressly disclaim any obligation or undertaking to disseminate any updates or revisions to any forward-
looking statement contained herein, to reflect apy change in our expectations with regard thereto, or any other change in
events, conditions or circumstanees on which any such statement is based, When considering such forward-lecking
statements, you should kecp io mind the factors described in Item 1A, “Risk Factors™ and other cautionary statements
confained in this Annual Report. Such risk factors and statements describe circumstances which could cause actual
results to differ materially from those contained in any forward-looking statement.

(b) Financial information About Operating Segments

We identify our reportable segments based oo financial information reviewed by our chief operating decision maker,
or his designee. We report financial information for our consolidated business segments that represent more than 10% of

our consclidated revenue or earnings before taxes and equity affiliates whose share of earnings represent more than 10%
of our earnings before taxes.

Based oa the foregoing criteria, our three reportable segments are our Creative Services group and Network Services
group, which are operating segments of Ascent Media, and Discovery, which is an equity affiliate. A fourth reportable
segment, media management services group, existed for a portion of 2006, but was realigned within the Creative
Services group and Netwerk Services group during the third and fourth quarters of 2006. Financial information related o
our operating segments can be found in note 17 1o our consolidated financial statements found in Part 1T of this report.

(c) Narrative Description of Business
ASCENT MEDIA

Ascent Media provides a wide varisty of creative and network services to the media and enterlainment industries.
Ascent Mcdia's clients include major motion picture studios, independent producers, broedcast networks, programming
netwarks, advertising agencies and other companies that produce, own and/or distribute enteriainment, news, sports,
corporale, educational, industrial and advertising content.

Following an operational realignment in 2006, Ascent Media’s operations are organized into two main catepories:
Creative services and Network services.

DHC.1.D.0000823




BOWNE INTEGRATED 1YEPESETTING §YSTEM  Sile: BOWNE OF DENVER Fhooe: {303) 196 Dll: ZB-FEB 2007 15:42:28.75
Wame: DISCOVERY HOLDING CO

sm'
[ A_/E} CRC: 37875 m"" 4/2

EDGAR 2 mmmnmnmmnlm

D43634.5UB, DocName: 10-K. Doc: 1, Pege. 5

Teble of Contenic

Creative Services

Ascent Media’s creative services group provides varicus technical and creative services necessary to compleie
principal photography into final products, such 2s feature films, movie trailers, documentaries and independent films,
episodic television, TV movies and mini-series, television commercials, music videos, interactive games and new digital
media, promotional and identity campaigns and corporate communications. These services are referred to generally in the
entertainment industry as “post-production”™ services. In addition, the creative services group provides a full complement
of facilities and services necessary to optimize, archive, manage and repurpose cempleted media assets for global
distribution via freight, satellite, fiber and the Internet.

Ascent Media markets its creative services under various brand names that are well known in the entertainment
indusmy, inciuding Blink Digital, Cinetech, Company 3, Design Music Group (DMG), Digiral Media Darg Cenrer -
(DMDC), Digital Symphony, Encore Hollywood, FilmCore, Level 3 Post, Method, Moderm Music, One Post, FOP .
Sound, R!(T. Rushes, Soho Images, Soundelux, Seund One, S1. Anne’s Post, Todd-AQ and VisionText.

The creative services client base comprises major motion picture studios and their international divisions,
independent television production companies, broadcast networks, advertising agencies, creative editorial companies,
corporate media producers, mdependent owners of television and film libraries and emerging new media distribution
channels. The principal facilities of the creative services group are in Los Angeles, New York, Northvale (New Jersey),
Atlanta, San Frapcisco, Mexico City and London.

Key services provided by Ascent Media's creative services group include the following:

Dailies. Clients require daily screening of their previous day’s recorded work in order 10 evaluate technical and
aesthetic qualities of the production and to bepin the creative editoral process. Ascent Media provides the film
development, digital transfer from film to video and video processing necessary for clients to view principal photography
on a daily basjs, also known as “dailies.” For clients that record their productions on film, Ascent Media processes and
prints fiim negatives for film projection. The company also delivers dailies that are transferred from film 10 digital media
using telecine equipment. The transfer process is technically challenging and is used to integrate various forms of audio
and encode the footage with feet and frame numbers from the criginal film. Dailies delivered as a digital file can be

processed in high definition or standard definition vides and can be screened in a nonlinear manner on & variety of
playback equipment.

Telecine. Telecine is the process of transferring film into video (in either analog or digital medivm). During this
process, a variety of parameters can be manipulated, such as celor and contrast. Because the color spectrum of film and
digital media are different, Ascent Media has creative talent who utilize creative colorizing techniques, equiproent aod
processes 1o enable its clients 1o achieve a desired visval look and feel for lelevision commercials and music videos, as
well as feature films and television shows. Ascent Media also provides live telecine services via satellite, using a secure
closed network able to accurately transmit subtle color changes to connect its telecine artists with client offices or other
affiliated post-production facilities.

Digital intermediates. Ascent Media's digital intermediates service provides customers with the ability to convert
film to a high resolution digitzl master file for color correction, creative editorial and electronic assembly of masters in
other formats. If needed, the digital file can then be converted back to film.

Creative editorial. Afier principal photography has been completed, Ascent Media’s editors assemble the various
elements into a cohesive story consistent with the messaging, branding and creative direction by Ascent Media's
advertising egency clients. Ascent Media provides the fools and talent required to support its clients through 211 stages of
the editing process, Beginning with the low-resolution digital images and off-line editing workstations used to create an
cdit decision list, through the high-resolution editorial process used to compleie 2 final product suitable for broadcast. In
addition, Ascent Media is able to offer expanded communications infrastructure to provide digital images directly from
the film-to-tape transfer process to a workstation through dedicated data lines.

Visual gffects. Visual effects are used to enhance the viewing audience’s experience by supplementing images
obtained ie principal photography with computer-generated imagery and graphical elements. Visual effects are typically
used 10 create images that cannot be created by any other cost-cffective means. Ascent Media also provides services on

an array of graphics and animation workstations using a variety of software 1o accomplish unique effects, including
three-dimensional animation.

Assembly, formaning and duplicarion. Ascent Media implements clients’ creative decisions, including decisions
ding the- ingration-of sound-and viiwal effects, 10 assemble sourcs material into its finat form Tn addirien Ascent
Med:a uses snpl.ushcaled coraputer graphics eguipment to penerate titles and character imagery and to format a piven
program to meet specific network requirements, including time compression and commercial breaks. Finally, Ascent
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Media creates multiple master videotapes for delivery to the network for broadeast, archival and other purposes
designated by the customer.

Diiszribugion. Once a television commercial has been completed, Ascent Media provides broadeast and support
services, including complete video zod audio duplication, distribution, and storage and asset management, for advertising
agencies, corporate advertisers and entertainment companies. Ascent Media uses domestic and international sateliite,
fiber and Integrated Services Digital Network, or ISDN, Internet access, and conventional air freight for the delivery of
television and radio spots. Ascent Media currently houses over 85,000 comunercial production elements in its vaults for
fulure use by its clients. Ascent Media's commercial television distribution facilities in Los Angeles and San Francisco,
California enable Ascent Media to service any regional or national client.

Sound supervisicr, sound design and sound editorial. Asccnt Media provides creative talent, facilities and suppert
services 1o create sound for feature films, television content, commercials and trailers, interactive muitimedia games and
special live venues. Sound supervisors ensure that all aspects of sound, dialogue, sound effects and music are propecly
coordipated. Ascent Media’s sound services include, but are not limited to, sound editing, sound design, sound effect
Lbraries, ADR (automated dialegue replacement, a process for recording dialogue in synchronization with previcusly
recorded picture) and Foley (non-digital sound effects).

Music services. Music services are an essential component of post-production sound. Ascent Media has the
technology and talent to handle all types of music-relaled services, including criginal music compeosition, music
supervision, music editing, scoring/recording, temporary sound tracks, composer support and preparing music for
soundtrack album release.

Re-recording / Mixing. Once sound editors, sound designers, composers, music editors, ADR and Foley crews, and
many others, have prepared the elements that will make up the finished product, the final compoenent of the creative
sound post production process is the mix (or re-recording). Mixing a film involves the process of combining multiple
elements, such as tracks of sound effects, dialogue and music, 1o complete the final product. Ascent Media maintains a
significant noumber of mixing stages, purpose-built and provisioned with advanced recording equipment, capable of
handling any type of project, from major motion pichures to smalier independent films.

Sound effects and music libraries. Through its Soundelux brand, Ascent Media maintains an extensive sound
effects library with over 300,000 unique sounds, which editors and clients access through the company’s intranet and
remotely via the Internet. The company also owns several production music libraries through its Hollywoed Edge brand.
Ascent Media's ¢lients use the sound effects and music Libraries in feature films, television shows, commercials,
interactive and multimedia games. Ascent Media actively continues to add new, original recordings to its library.

Negative developing and cumting. Ascent Media’s film laberatories provide negative developing for television
shows such as ont-hour dramas and movie-length programuning, including negative developing of “dailics™ (the original
negative shot during each production day), as well as the often complex and technically demanding commercial work

and motion picture trailers. Ascent Media also provides negative cutting services for the distribution of commercials on
film.

Resrorarion, preservation and asser protection of existing and damaged content. Ascent Media provides film
restoration, preservation and asset protection services. Ascent Media®s technicians use photochemical and digital
processes to clean, repair and rebuild a film’s elements in order to reham the content to its origingl and sometimes to an
improved image quality. Ascent Media also protects film element content from future degradation by transferring the
film's image to newer archival flm stocks. Ascent Media dlso provides asset protection services for its clients” color
hibrary titles, which is a preservation process whereby B/W, silver image, polyester, positive and color separation masters
are created, sufficiently protecting the images of new and older films.

Transferring film 1o analeg video or digital media. A considerable amaount of film content is ultimately distributed
Lo the home video, broadcast, cable or pay-per-view television markets. This requires film images to be transferred to an
analog video or digital file format. Each frame must be celor correcied and adapted 1o the size and aspect ratio of a
television screen in order to ensure the highest level of conformity to the original film version. Because certain film
formats require transfers with special characteristics, it is pot unusual for a motion picture to be mastered in many
different versions. Technological developments, such as the demestic introduction of television sets with a 16 X 9 aspect
ratio and the implementation of advanced and high definition digital television systems for terrestrial and satellite
broadcasting, are expected to contribute to the growth of Ascent Media's film transfer business. Ascent Media also
digitally removes dirt and scratches from a damaged film masier that is transferred 1o a digital file format,

meesswnal duplwatmn cma' srandard.r comerswn. Ascent Media provides prof:ssnmal duplication, which is the

1 dant £
procesy of treating brondeast-quality-and-reselution-indep b for-di 1o-p ional end users

Ascent Media uses master elements to make sub-maslers in numerous domestic and ml:mahonal broadcast standards as
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well as up to 22 different tape formats. Ascent Media also provides standards conversion, which is the process of
changing the frame rate of a video signal from one video standard, such as the United States standard (NTSC), 1o
another, such as a Buropean standard (PAL or SECAM). Content is regularly copied, converied and checked by quality
control for use in intermediate processes, such as editing, on-air backup and screening and for final delivery to cable and
pay-per-view programumers, broadeast networks, television stations, airlines, home video duplicators and foreign
distributors. Ascent Media's duplication and standards conversion facilities are technically advanced with unique
characteristics thai significantly increase equipment capacity while reducing error rates and labor cost.

DVD compression and authoring and menu design. Ascent Media provides all stages of DVD production, including
creative menu design, special feature production, project management, enceding, 5.1 surround editing and guatity
control, Ascent Media also prepares and optimizes content for evolving formats of digital distibution, such as
video-on-demand and interactive television.

Storage of original elements and working masters. Ascent Media's archives are designed to store working master
videotapes and film elements in 4 highly controlled environment protecied from temperature and humidity vadation,
scismic disturbance, fire, theft and other external eveats, In addition to the physical security of the archive, content
owners require frequent and regular access 10 their libraries. Physical elements stored in Ascent Media®s archive are
uniguely bar-coded and maintained i a library management database offering rapid access to elements, concise eporting
of element status and element tracking throughout its travel through Ascent Media's operations.

Syndicated television distribution. Ascent Media’s syndication services provide AMOL-encoding and closed-
captioned sub-mastering, commercial integration, library distribution, station list management and v-chip encoding.
Ascent Media distributes syndicated television content by freight, satellite, fiber or the Internet, in formats ranging from
Jow-resolution proxy streams to full-bandwidth high-definition television and strearning media.

Network Services

Ascent Media's network services group provides origination, transmission/distribution and techaical services to
broadcast, cable and sate]lite programming networks, locat television chaonels, broadeast syndicators, satellite
broadcasters, povernment, other broadband elecommunications comparies and corporations that operale private
networks. Ascent Media's network services group operates from facilifies located in California, Connecticut, Florida,
Minnesota, New York, New Jersey, Virginia and the United Kingdom and Singapore.

Key services provided by Ascent Meadia’s network services group include the foliowing:

Nerwork erigination and master control. The network services group provides videotape and file-based playback
and crigination (o cable, satellite and pay-per-view programming networks. Ascent Media accepts daily program
schedules, programs, promotional materials and advertising and transmits 24 hours of seamless daily programming 10
cable operators, direct broadcast satellite systems and other destinations, over fiber and satellite, using sutomated
sysiems for broadeast playback. Associated services include cut-to-clock and compliance editing, tape library
management, ingest & quality control, format conversion, and tape duplication. For programming designed for export to
other markets, Ascent Media provides subtitling and veice dubbing. Ascent Media also cperates industry-standard
encryption: and/or compression systems as needed for customer saiellite transmission. Currently, over two hundred
programming feeds — running 24 hours a day, seven days a week — are supported by Ascent Media’s facilities in the
United States, London and Singapore. Ascent Media operates television production studios with lve-to-satellite
interview services, cameras, production and audio control rooms, videotape playback and record, multi-language
prompters, computerized lighting, dressing and makeup rooms and field and teleconferencing services. Ascent Media
offers complete post-production services for on-air promotions, including graphics, editing, voice-over record, sound
effects editing, sound mixing and music composition.

Transport and connectiviry. Ascent Media operates satellite earth station facilities in Singapore, California, New
York, New Jersey, Minnesota, Connecticut and Florida. Ascent Media's facilities are staffed 24 hours a day and may be
used for uplink, downlink and turnarcund services. Ascent Media accesses various “satellite neighborhoods,” including
basic and premium cable, broadeast syndication, direct-to-home and DBS markets. Ascent Media resells transponder
capacity for eccasional and full-time wse and bundles its transponder capacity with other broadeast and syndication
services to provide a complele broadcast package at a fixed price. Ascent Media's “teleports™ are high-bandwidth
communications gateways with video switches and facilities for satellite, optical fiber and microwave transmission.
Ascent Media’s facilities offer satellite aniennae capable of transmitting and receiving feeds in both C-Band and Ku-
Band frequencies. Ascent Media also provides transportable services, including point-to-point microwave transmission,
transportable up-link and downlink transmission and broadcast quality teleconference services. Ascent Media operates
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2 global fiber network (branded Global Interconnect) o carry real-time video between its various locations in the US,
London, and Singapore. This network is used to provide full-time program feeds and ad hoc services to clients.

Cornsulting Services. Ascent Media provides strategic, technology and business consulting services 1o the media and
entertainment industry, leveraging the core strengths and knowledge-base of the company. Key practice areas include:
digital migration; content delivery strategies; workflow analysis and design; emerging delivery platforms (such as
Internet-protocol television, mobile and broadband); technology assessment; and technelogy-enabled business strategies.

Engincering and systems integration. Ascent Media designs, builds, installs and services advanced technical
systems for production, management and debivery of rick media content to the worldwide broadcast, cable television,
broadband, povernment and telecommunications industries. Ascent Media's engineering and systems inlegration
business operates cul of facilities in New Jersey, California, Florida, and London, and services global clients including
major broadcasters, cable and satellite networks, telecommunications providers, corporate television networks, a major
telecommunications company as well as mumerous production and post-production facilities. Services offered include
program management, engincering design, equipment procurement, software integration, construction, installation,
service and support. Ascent Media also designs and constructs satellite earth stations and related {acilities.

Network Operations, Field Service and Call Center. The network services group provides field service
operations — 24 hours a day, seven days a week — through an on-staff network of approximately 50 field engineers
located throughout the United States. Services include preventative and reactive maintenance of satellite earth staticns,
satellite networks, fiber-based digital transmission facilities, cable and telecommunications stations (also called head
ends), and other technical facilities for the disttibution of video content. The group operates a call center — 24 hours a
day, seven days a weck — out of its Palm Bay, Florida facility, previding outsourced scrvices for technology
manufacturing companies, petworks and telecoms. In addition, the group operates a network operations cepter, providing
outsourced services relating 10 menitoring and management of satellite and terrestrial distribution networks and remote
monitoring and controt of technical facilities. End users for field service, call center and network operaticn center
services include major US broadeast and cable networks, felecommunications providers, digital equipment
manufacturers, and governmeni and corporate operations.

Strategy

The entertainment services industry has been historically fragmented with numerous providers offering discrete,
geographically-limited, non-intcgrated services. Ascent Media's services, however, span the entirety of the valuc chain
from the creation and management of media content fo the distribution of media content via multiple transmission paths
including satellite, fiber and Internet Protocol-based networks, Ascent Media believes the breadth and range of its
services uniquely provide it the scale and flexibility necessary to realize significant operating and marketing efficiencies:
a global, scaleable media services platform integrating preparation, management and fransmission services; and common
“best practices™ operations rnanagement across the Ascent Media enterprise. Ascent Media's goal is to be the premier
end-to-end digital media supply chain services provider to the media and entertainment industry, creating, managing and
distributing rich media content across all diswibution channels on a global basis. Ascent Media believes it can optimize
its position in the market by pursuing the following strategies:

Grow digital media manzgemeni business. Ascent Media intends to increase business with major media and
entertainment clients by storing, managing and distributing their digital media, which arc necessary for repurposing for
file-based network origination and other forms of digital distribution. In this regard, it intends to deploy its digital media
management system, which is currentty deployed in Los Angeles, in the United Kingdom and the East Coast of the U.S,

Increase scale of operations. Ascent Media intends to increase the scale of its operations through a combination of
internal investment in facilities plus external investment in companies and joint ventures. Its goal is to attract addjtional
customers in its cxisting lines of business and expand its business operations geographically.

Expand scope of services. Ascent Media intends to expand the scope of its services by applying its core capabilities
to new business activities, providing content managemerit and distribution services based on electronic data files rather
than physical tapes, participating in emerging high revenue-generating services such as re-formatting content for
distribution 1o new platforms, and attracting new customers with unigue service needs that are less susceptible to
competitive threats.

Deploy an interconnected global media network. Ascent Media plans to provide clients access to an Internet-based
network that manages and provides solutions for integrated workflows. The network will provide global conpectivity and
file transport capabilities, which will make client workflows more efficient and enhance Ascept’s internal business
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Optimize the erganization. In order Lo reach the strategic goals described above, Ascent Media streamlined its
imternal organization in 2006, Specifically, Ascent Media re-aligned its divisional structure to become more compatible
with its diversified customer base and the integrated file-based solutions that they seek.

Seasonality

‘The demand for Ascent Media’s core motion picture services, primarily in its creative services group, has
historically been seasonal, with higher demand in the spring (second fiscal quarter} and fall (fourth fiscat quarter), and
lower dernand in the winter and summer. Similarly, demand for Ascent Media's television program services, primarily in
its creative services group, is higher in the first and fourth quarters and Towest in the summer, or third quarter. Demand
for Ascent Media's commercial services, primarily in its creative services group, are fairly coasistent with slightly higher
activily in the third quarter. However, changes in the timing of the demand for television program services may result in
increased business for Ascent Media in the summer. In addition, the timing of long-ierm projects in Ascent Media’s
creative services group and netwaork services group are beginning 1o offset the quarters in which there has been
historically lower demand for Ascent Media’s motion picture and television services. Accordingly, Ascent Media expects
to experience less dramatic quarterly fluctuations in its operating performance in the future.

DISCOVERY

Discovery Communications, Inc. is a jeading global media and entertainment company. Discovery has grown from
the 1985 launch ia the United States of its core property, Discovery Channel, to current global operations in over 170
countries across six continents, with over 1.5 billion total cumnulative subscription units. The term “subscription units™
means, for each separate network or other rogramming service that Discovery offers, the number of television
households that are able to receive that network or programming service from their cable, satellite or other television
provider, and the term “cumulative subscription units™ refers to the sum of such figures for multiple networks andfor
programming services, including: (1) multiple networks received in the same household, (2) subscription units for joint
venture networks, (3) subscription units for branded programming blocks, which are: generally provided without charge,
and (4) houscholds that receive Discovery programming networks from pay-television providers without charge pursuant
to various pricing plans that include free periods and/or free carriage. Discovery operates its businesses in three groups:
Discovery Networks 1).5., Discovery Networks Interational, and Discovery Commerce, Education and Other,

Discovery™s relationships and agreements with the distributors of its chaanels are eritical to its business as they
provide Discovery's subscription revenue stream and access to an audience for advertising sales purposes. There has
been a great deal of consolidation among cable and satellite 1elevision operators in the United States in recent years, with
over 30% of the pay television households in the country now controlled by the top cight distributors. Discovery also
operates in certain overseas markets which have experienced similar industry conselidation. Industry conselidation has
generally provided more leverage to the distributors in their relationships with programumners. Accordingly, as its
affiliation agreements expire, Discovery may not be able 1o obtain terms in new affiliation agreements thal are
comparable to terms in its existing agreemenis.

Discovery earns revenue from plobal delivery of its programming pursuant to affiliation agreements with cable
television and direct-to-home satellie operators (which is described as distribution revenue throughout this report), from
the sale of advertisiog on its networks and from product and subscription sales in its commerce and education businesses.
Distribution revenue includes all components of revenue carned through affiliation agreements. Discovery’s affiliation
agreements typically have terms of 3 to 10 years and provide for payments based on the number of subscribers that
receive Discovery's services. Discovery has grown its global network business by securing as broad & subseriber base as
possible for each of its channels by entering into affiliation agreements. After obtaining scalable distribution of its
networks, Discovery invests in prograriing and marketing in order to build a viewing sudience to support advertising
sales. In certain cases, Discovery has made cash payments to distributors in exchange for carmriage or has entered into
conirachial arrapgements that allow the distributors to show certain of Discovery's chennels for extended free periods. In
the United States, Discovery has the necessary audience and ratings for its programming such that advertising sales
provide more revenue than channel subscripticns. Distribution revenue still accounts for the majority of the international
petworks® revenue base, and this is anticipated 1o be the case for the foreseeable future. As a result, growing the
distribution base for existing and newly launched international networks will continue to be the primary focus of the
international division. No single custorner represented more than 10% of Discovery's consolidaied revenue for the year
ended December 31, 2006.

Discovery’s principal operating costs consist of programming expense, sales and marketing expense, personnel
expense and general and administrative expenscs. Programming is Discovery's largest expense. Costs incurred and

capitalized for the direct production of programmming content are amartized over varyilg periods based of The expected

realization of revenue from the underlying programs. Licensed programming is amortized over the contract period based
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on the expected realization of revenue. Discovery incurs sales and marketing expense to promote brand recognition and
10 secure quality distribution channels worldwide.

Discovery produces original programming and acquires content from numerous producers worldwide that is tailored
to the specific preferences of viewers around the globe. Discovery believes it is generally well positioned for continved
access 10 a broagd range of high-quality programming for both its [J.S. and international networks. It has assembled one of
the larpest libraries of non-fiction programming and footage in the world, due both to the agpregate purchasing power of
its many networks and a policy to own as many rights as possible in the programs aired on jts networks. Discovery also
has long-term relationships with some of the world’s most significant non-fiction program producers, including the
British Broadcasting Corperation, which we refer to as the BBC., Discovery believes the broad international appeal of its
content combined with its ability to utilize its programming library on a global basis is one of its competidve advantages.
Discovery is alse developing programming applications designed to position the company ta take advantage of emerging
distribution technologies including video-on-demand, IP-delivered programming and mobile.

Discovery’s other properties consisl of Discovery.com and over 100 retail outlets that offer technology, kids,
lifestyle, health, science and education oriented products, as well as products related to other programming offered by
Discovery. Additionally, Discovery's newest division, Discovery Education, distributes digital-based educational
products to schools and consumers primarily in the United States.

Discovery is a leader in offering solutions to advertisers that allow them to reach a broad range of audience
demographics in the face of increasing fragmentation of audience share. The overall industry is facing several issues with
regard 10 its advertising revenue, including (1} audience frapmentation caused by the proliferation of other television
networks, video-on-demand offerings from cable and satellite comnpanies and broadband content offerings; (2) the
deployment of digital video recording devices (D'VRs), allowing consumers to tirse shift programming and skip or fast-
forward through advertisemenis; and (3) conselidation within the advertising industry, shifting more leverage to the
bigger agencies and buying groups.

Discovery Networks U.S.

Discovery neiworks U.S. currently operates 12 channels and provides distribution and advertising sales services for
BBC America and distribution services for BBC Workd News. The division’s channels include the Discovery Channel,
TLC, Animal Planet, Travel Channel, Discovery Heaith Channel, Fit TV and the following emerging digital tier
networks: The Science Channel, Discovery Kids, The Military Chaonel, Discovery Home, Discovery Times and
Discovery HD Theater, which we refer to collectively as the emerging networks. All of these channels are wholly owned
by Discovery other than Animal Planet, in which Discovery has an 80% ownership interest. Cox Communications,
Advence/MNewhouse and a subsidiary of Discovery Holding Company, combined, own the remaining 20% interest in
Animal Planet, Discovery networks U.5. also operates web sites related to its channel businesses and various other new
media businesses, inctuding & video-on-demand offering distributed by various cable operators.

Discovery Networks International

Discovery networks international, of the international networks, manages a portfolio of channels, led by Discovery
Channet and Animal Planet, that are distributed in virtually every pay-ielevision market in the world via an infrastructure
that includes major operational centers in London, Singapore, New Delhi and Mizmi, Discovery networks Internati onal
currently operates over 100 separate feeds in 35 languages with ¢hannel feeds customized according 1o language peeds
and advertising sales opportunities. Most of the divisicn's channels are wholly owned by Discovery with the exception of
(1) the international Animal Planet channels, which are generally 50-50 joint ventures with the BBC, (2) People + Arts,
which operates in Latin America and Theria as a 50-50 joint venture with the BBC and (3) several channels in Japan and
Canada, which operate as joint ventures with strategicalty important focal partners. As with the U.S. networks division,
the international networks division operates web sites and other new media businesses.

Diiscovery Commerce, Education & Other

This group includes Discovery commerce, which operaies a chain of retail stores in the United States that offer
techrology, kids, lifestyle, bealth, science and education-oriented produets, as well as products specifically related 1o
programming on Discovery”s netwarks. This division also operates a catalog and clectronic commerce business selling
products similar to that sold in the Discovery Channel Siores, as well as a business that licenses Discovery trademarks
and intellectual property to third parties for the purpose of creating and selling retail merchandise.

This group &lso includes Discovery education. In 2004, the company expanded beyond its traditional education

businesses of airing educational programming on 15 networks anid sellng hard copigs of such progranis Wb S0ty amt
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began streaming educational video material inlo schocls via the Internet. Discovery education now operates
Unitedstreaming, Power-Media-Pius and Cosmeo, some of the leading educational broadband streaming services in the

United Stzies. These services earn revenue through subscription fees paid by schools, schoot districts and consumers
which use the services,

Discovery Stockholders® Apreement

A subsidiary of ours, together with a subsidiary of Cox Comumunications, which we refer to as Cox
Communications, and Advance/Newhouse Programming Partnership, which we refer to as Advance/Newhouse, and John
Hendricks, the founder and Chairman of Discovery, are parties to a Stockholders’ Agreement. We own 50%, and Cox
Communications and Advance/Newhouse each own 25%, of Discovery. Mr, Hendricks is the record holder of one share
of capital stock of Discovery; however, Mr. Hendricks cannot transfer this share, the share is subject to an irrevocable
proxy in favor of Advance/Newhouse and the share is subject to a call arrapgement pursuant to which
Advance/Newhouse can purchase the share. Accordingly, we treat such share as being owned by Advance/Newhouse for
purposes of Advance/Newhouse’s percentage ownership of Discovery as described in this Annual Report. As a “close
corporation” under Delaware law, the stockholders manage the business of Discovery, rather than a board of directors.
The Stockhotders” Agreement provides that a number of decisions affecting Discovery, such as, among other things, a
decision 1o effect 2 fundamental change in its business, 2 merger or other business combination, issnance of Discovery's
equity securities, approval of transactions between Discovery, on the one hand, and any of its stockhoiders, on the other
hand, and adoption of Discovery’s annual business plan, must be approved by the holders of B0% of its outstanding
capital stock. In addition, other matters, such as the declaration and payment of dividends on its capital stock, require the
approval of the holders of a majority of Discovery’s outstanding capital stock.

Because we own 30%, Cox Communicatiops owns 25% and Advance/Newhouse owns 23% of the stock of
Discovery, any one of us may block Discovery from taking any action that requires 80% approval. In addition, because
Cox Communications and Advance/Newhouse, on the one hand, and our company, on the otber, each owns 50% of the
outstanding stock of Discovery, there is the possibility that the stockholders couid deadlock over various other matters,
which require the approval of the holders of a majority of its capital stock. To reduce the possibility that this could occur,
the stockholders have given John Hendricks, the founder and Chairman of Discovery, the right (but not the obligation),
subject 1o certain limitations, (o cast a vote to break a deadlock on certain matters requiring a majority vote for approval.

The Swockholders’ Agreement also restricts, subject to cerfain exceptions, the ability of a stockholder to transfer its
shares in Discovery to a third party. Any such proposed transfer is subject 1o 2 pro rata right of first refusal in faver of the
other stockbolders. 1f all of the offered shares are not purchased by the other stockholders, then the selling stockholder
may sell all of the offered shares to the thind party that originally offered to purchase such shares at the same price and on
the same terms, provided that such third party agrees to be bound by the restrictions contaioed in the Steckholders’
Agreement. in addition, in the event that either Cox Communications or Advance/Newhouse proposes do transfer sharcs,
Cox Communicalions or Advance/Newhouse, whichever is not proposing to transfer, would have a preemptive right to
buy the other's shares, and if it does not elect to purchase all such shares, then the remzining shares would be subject to
the pro rata right of first refusal described zbove.

The Stockholders’ Agreement also profibits Cox Communications, Advance/Newhouse and our company from
starting, or acquiring a majority of the voting power of, a basic programming service carried in the United States that
consists primarily of documentary, science and nature programming, subject to certain exceptions.

In connection with the spin off, Liberty contributed to us 100% of an entity that owns a 10% interest in the Animal
Planet limited partnership. Our partpers in this entity include Discovery, Cox Commurications and Advance/Newhouse.
The Stockholders’ Agreement protubits us from selling, transferring or otberwise disposing of either of the subsidiaries
that hold the Discovery interest or Animal Planet interest, respectively, unless, after such transaction, such subsidiaries
are controlled by the same person or entity.

The foregoing summary of the Discovery Stockholders™ Agreement is qualified by reference to the full text of the
agreement and amendments.

Reguolatory Matters
Ascent Media

Some of Ascent Media's subsidiary companies hold licenses and authorizations from the Federal Commnunications
Commission, or FCC, required for the conduct of their businesses, mcluding earth station and various classes of wireless
o —— —licenses and an anthorization to provide certain services pursuant to Scction 214 of the Communications Act, Most of the
FCC licenses held by such subsidiaries are for transtnit/receive earth stations, which cacnot be operated without
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individual licenses. The licenses for these stations are granted for a period of fifteen years and, while the FCC generally
renews licenses for satellile earth stations, there can be no assurance that these licenses will be renewed at their
expiration dates. Registration with the FCC, rather than licensing, is required for receiving transmissions from domestic
satellites from points within the United Staies. Ascent Media relies on third party Bcenses or authorizations when it and
its subsidiaries transmit domestic satellite traffic through earth stations operaied by third parties. The FCC establishes
technical standards for satellite transmission equipment that chanpe from time to time and requires coordiration of earth
statjons with land-based microwave systems at certain frequencies to assure pon-interference. Transmission equipment
must also be installed and operated in a manoer that avoids exposing humans to harmful levels of radio-frequency

rediation. The placement of earth staticns or other antennae also is typically subject to regulation under local zoning
ardinances.

Discovery

In the United States, the FCC regulates the providers of satellite communications services and facilities for the
transmission of programming services, the cable television systems that carry such services and, 10 some extent, the
availability of the programiming services themselves through its regulation of program licensing. Cable television
systems in the United States are also regulated by municipalities or other state and local government authorities and are
currertly subject 1o federal rate regulation on the provisicn of basic service, Continued rate regulation or other franchise
conditions could place downward pressure on the fees cable television companies are willing or able to pay for the

Discovery networks. Regulatory carriage requirements alse could adversely affect the number of channels zvailable to
carry the Discovery netwarks.

The Cable Television Consumer Protection and Competition Act of 1992 (the 1592 Cable Act) directed the FCC to
promulgate regulations regarding the sale and acquisition of cable programming between multi-channel video
programming distributors (including cable operators) and satellite-delivered programming services in which a cable
operator has ar attributable interest Because cable operaiors have an attributable interest in Discovery, the Diiscovery
networks are subject to these rules. The legislation and the implementing regulations adopted by the FCC preclude
virtually all exclusive programrming contracts between ceble operators and satellite programmers affiliated with any
cable operator and the 1992 Cable Act requires that such affiliated programmers make their programming services
available to cable operators and competing multi-channel video programming distributors on terms and conditions that
do not unfairly discriminate among distributors. As a result, Discovery has not bezn, and will not be, able to enter inlo
exclusive distribution agreements, which could provide more favorable terms than non-exclusive agreements. The
contract exclusivity restrictions will sunset in 2007, unless extended by the FCC, The FCC is expected to initiate a
proceeding to consider the extension of the contract exclusivity rules early in 2007.

The 1992 Cable Act required the FCC, among other things, to prescribe rules and regulations establishing
reasonable limits on the number of channels on a cable system that will be allowed to carry programming in which the
owner of such cable systemn has an attributable interest, In 1993, the FCC adopted such channe] carriage limits. However,
in 2001, the United States Court of Appeals for the District of Columbia Circuit found that the FCC had failed to
adequately justify the channel carriage limit, vacated the FCC’s decision and remanded the rule to the FCC for further
consideration. In response 1o the Court’s decision, the FCC issued & further notice of proposed ra}emaking in 2001 to
consider channel carriage limitations. The FCC issued a Second Further Notice of Proposed Rulemaking on May 17,
2005, requesting comment on these issues. If such channel carriage limitations are implemented, the ability of Cox
Commaunications and Advance/Newhouse (o cary the full range of Discovery’s networks could be limited.

The 1992 Cable Act granted broadcasters a choice of must carry rights or retransmissiocn consent rights. The rules
adopted by the PCC generally provided for mandatory carriage by cable systems of all local full-power commercial
ielevision broadcas! signals sclecting must carry rights and, depending on & cable system’s channel capacity, non-
commercial television broadcast signals. Such stattorily mandated carriage of broadcast stations couplad with the
provisions of the Cable Communications Policy Act of 1984, which require cable television systems with 36 or more
“activated” channels o Teserve a percentage of such channels for commercial use by unaffiliated third perties and permit
franchise authorities 10 require the cable operator to provide channel capacity, equipment and facilities for public,
educational and government access channels, could adversely affect the Discovery networks by limiting their carriage of
such services in cable systems with limited channel capacity. In 2001, the FCC adopted rules relating to the cable
carriage of digital television signals, Among other things, the rules clarify that a digital-only television station cap assert
a right to analog or digital cartiage on a cable system. The FCC initiated a further proceeding to determine whether
television statjons may assert rights (o carriage of both analeg and digital signals during the transition to digital television
and to carriage of all digital signals (“muiticast must carry™), On February 10, 2005, the FCC denied mandatory dual
carriage of a television station’s analog and digital signals during the digital welevision transition and mandatory carriage
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signals, other than its “primary™ signal. Television station owners have petitioned the FCC to reconsider its decision and
are seeking legislative change. Those peiitions are still pending. In addition, Congress may address this issue.

In 2004, the FCCs Media Burezu conducted a notice of inquiry proceeding regarding the feasibility of selling video
programming services “a la carte™, i.¢. on an individua) or small tier basis. The Media Bureau released a report in
Novernber 2004, which concluded that a 1a carte sales of video programming services would not result in lower video
programming costs for most consumers and that they would adversely affect video programming networks. On
February 9, 2006, the Media Burcau released a new report which stated ¢that the 2004 report was flawed and which
concluded that a la carte sales could be in the best interests of consumers. Although the FCC likely cannot mandate a la
carte sales, its endorsement of the concept could encourage Congress to consider proposals to mandate a 1a carte sales or
otherwise' seek 1o impose greater reguiatory controls on how a la carte programming is sold. The programming
companies that distribute these services in tiers or packages of programming services could expericnce decreased
distribution if a la carte carriage were mandated.

In general, authorization from the FCC must be obtained for the construction and operation of a communications
satellite. Satellite orbital slots are finite in number, thus limiting the number of carriers that can provide satellite
iransponders and the number of ransponders available for transmission of programming services. At present, however,
there are numerous competing satellite service providers that make transponders availzble for video services fo the cable
industry. The FCC atso regulates the earth stations uplinking to and/or downlinking from such satellites.

The regulation of programming services is sutject to the political process and has heen in constant flux over the past
decade. Further material changes in the law and regulatory requirements must be anticipated and there can be no
assurance that our business will not be adversely affected by future legislation, new regulation or deregulation.

International Regulatory Matters

Video distribution and content businesses are regulated in each of the countries in which we operate. The scope of
regulation varies from country 1o country, although ir some significant respects regulation in Westem European markets
is harmonized under the regulatory structure of the Evropean Unijon, which we refer to as the EU. Adverse regulatory
developments could subject our businesses (o a number of risks. Regulations could limit growth, reveme znd the number
and types of services offercd. In addition, regulation may restrict our operations and subject them to further competitive
pressure, including restrictions impased on foreign programming distributors that could limit the content they may carry

in ways that affect us adversely. Failure to comply with current or future regulation of our businesses could expose our
businesses to varicus penalties.

Competition

The creative media services industry is highly competitive, with much of the competition centered in Los Angeles,
California, Lhe largest and most competitive market, particularly for Jomestic television and feature film production as
well as for the management of content libraries. We expect that competition will increase as a result of industry
consolidation and alliances, as well as from the emergence of new competitors. In particular, major motion picture
studios such as Paramount Pictures, Sony Pictures Corporation, Twentieth Century Fox, Universal Pictures, The Walt
Disney Company, Metro-Goldwyn-Mayer and Warner Brothers, while Ascent Media's customers, can perform similar
services in-house with substantially preater financial rescurces than Ascent Media®s, and in some cases significant
marketing advantages. These studios may also outsource their requirements to other independent providers like us or to
other studios. Thomsor, = French corporation, is alse a major competitor of Ascent Media, particularly under its
Technicolor brand, as is Kodak through its Laser Pacific division. Ascent Media also actively competes with certain
industry participants that have a unigue operating niche or specialty business. There is no assurance that Ascent Media
will be able to compete effectively against these competitors, Ascent Media's management belicves that importaat
competitive factors include the range of services offered, reputation for quality and innovation, pricing and long-term
relationships with customers.

The business of distributing programming for cable and satellite television is highly competitive, both in the United
States and in foreign countries, Discovery competes with other programmers for distribution on a limited number of
channels. Increasiog concentration in the multichanoel video distribution industry could adversely affect Discovery by
reducing the number of distritutors available to carry Discovery's networks, subjecting more of Discovery’s subscriber
fees to volume discounts and increasing the distributors® bargaining power in negotiating new affiliation agrecments.
Once distribution is obtained, Discovery’s programming services compete, in varying degrees, for viewers and
advertisers with other cable and off-zir broadeast television programming services as well as with other entertainment

_media, including home video, pay-per-view services, onlipe activities, movies and other forms of news, information and

entertainment. Discovery also competes, to varying degrees, for creative talent and programming content. Discovery's
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management believes that important competitive factors include the prices charged for programming, the quantity,
quality and variety of the programming offered and the effectiveness of marketing efforts,

Employees

We currently have no corporate employees. Liberty provides us with certain management and administrative
services pursuant to a services agreement, which includes the services of our executive officers some of whom remain
executive officers of Liberty.

As of December 31, 2006, Ascent Media had approximately 4,000 employees, most of which worked on 4 full-time
basis. Approximately 2,900 of Ascent Media’s employees were employed in the United States, with the remaining 1,100
employed outside the United States, principally in the United Kingdom and the Republic of Singapore. Approximately
400 of Ascent Media's eraployees belong to cither the International Alliance of Theatrical Stage Employees in the United
States or the Broadcasting Entertainment Cinematograph and Theatre Union in the Ugited Kingdom.

As of December 31, 2006, Discovery had approximately 4,500 employees.

(1) Financial Information About Geographic Areas

For financial information related to the geographic areas in which we do business, see note 17 to our consolidated
financjal statements found in Part TT of this report.

(e) Available Information

All of our filings with the Secunities and Exchange Commission {the *SEC"), inchuding our Form 10-Ks,
Form 10-Qs and Form 8-Ks, 18 well as amendments to such filings arc avaitable on our Internet website free of charge
generally within 24 hours after we file such material with the SEC. Our website address is
www.discoveryholdingecompany.com.

Our corporate governance guidelines, code of ethics, compensation commitiee charter, and audit committee charter
are available on cur website. In addition, we will provide a copy of any of these documents, free of charge, to any
shareholder who calls or submits a request in writing to Investor Relations, Discovery Holding Company, 12300 Liberty
Bovlevard, Englewood, Colorado 80112, Tel. No, (366) 8760451,

The information contained on our website is not incorporated by reference herein.

Item 1A. Risk Factors.

An mvestraent i our common stock involves risk. You should carefully consider the risks described below, together
with all of the other information included in this annval report in evaluating our company and cur commen stock. Any of
the following risks, if realized, could have 2 material adverse effect on the value of our cornmeon stock.

We are a holding company, and we could be unable in the future 10 obrain cash in amounrs sufficient to service our
financial obligations or meet our other commitments. Our ability to meet cur financial obligations and other contractual
commitments depends upon our ability to access cash. We are a holding company, and our sources of cash include our
avaiigble cash balances, net cash from the operating activities of our subsidiaries, any dividends and interest we may
receive from our investments, availability under any credit facilities that we may obtain in the future and proceeds from
any asset sales we may undertake ia the future. The ability of our operating subsidiazies to pay dividends or 10 make
vther payments of advances to us deperds on their individual operating results and any statutory, regulatory or
contractual restrictions to which they may be or may become subject.

We do not have accéss 10 the cash thar Discovery generates from irs operating activiries. Discovery generated
approximately $480 million, $69 million and $125 million of cash from its cperations during the years ended
December 31, 2006, 2005 and 2004, respectively, Discovery uses the cash it generates from its operations to fund its
investing activities and to service its debt and other financing obligations. We do not have access to the cash that
Discovery generates unless Discovery declares a dividend on its capital stock payable in cash, redeems any or all of its
autstanding shares of capital stock for cash or otherwise distributes or makes paymeats to its stockholders, including us.
Historically, Discovery has not paid any dividends oa its capital stock or, with limited exceptions, atherwise distributed
cash 1o its stockholders and instead has used alf of its available cash in the expansion of its business and to service its
debt obligations. Covenants in Discovery’s existing debl instruments aise restrict the payment of dividends and eash

_ distributions to stockholders. We expect that Discovery will continue 10 apply its available cash to the expansion of its

business. We do not have sufficient voting control 1o cause Discovery to pay dividends or make other paymenis or
advances to its stockholders, or otherwise provide us access to Discovery’s cash,
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We have limited operating history as a separate company upon which you can evaluate our performance. Although
our subsidiary Ascent Media was a separate public company prior to June 2003 (when Liberty acquired the outstanding
shares of Ascent Media that it did not already own), we have limited operating history as a separate public company.
Additionally, the historical financial information inchuded ia this annval report for periods prier to our existence may not
necessarily be representative of our resulls as a separale company. There can be no assurance that our business strategy
will be successful on a long-term basis. We may not be able to grow our businesses as planned and may not be profitable.

We do not have the right 1o manage Discovery, which means we cannot cause Discovery (o operate in a manner that
is favorable 1o us, Discovery is managed by its stockholders rather than a board of directors. Generally, all significant
actions to be taken by Discovery require the approval of the holders of & majerity of Discovery’s shares; however,
pursuant to a Stockholders’ Agreement, the taking of certaio actions (including, among other things, a merger of
Discovery, or the issuance of additicnal shares of Discovery capital stock or approval of annual business plans} require
the approval of the belders of at least B0% of Discavery’s shares. Because we do not own 2 majority of the outstanding
equity interests of Discovery, we do not have the right to manage the businesses or affairs of Discovery, Although our
status as a 50% stockholder of Discovery enables us 1o exercise influence over the management and pelicies of
Discovery, such status does not enable us 10 cause any actions to be taken. Cox Communications and
Advance/Newhouse each hold a 25% interesi in Discovery, which ownership interest enables each such company to
prevent Discovery from taking actions requiring 80% approval,

Actions to be taken by Discovery that require the approval of a majority of Discovery's shares may, under certain
circumstances, result in a deadlock. Because we own a 50% interest in Discovery and cach of Cox Communications and
Advance/MNewhouse own a 25% interest in Discovery, a deadlock may occur when the stockholders vole to approve an
action that requires majority spproval. Accordingly, unless either Cox Commurications or Advance/Newhouse elects to
vote with us on Hems that require majority action, such actions may net be taken. Pursuant to the terms of the
Stockholders™ Agreement, if an action thal requires approval by a majority of Discovery's shares is approved by 50%,
but net more than 50%, of the outstanding shares then the proposed action will be submitted to an arbitrator designated
by the stockhetders. Currently, the arbitrator is John Hendricks, the founder and Chairman of Discovery. Mr. Hendricks,
as arbitrator, is entitled te cast the deciding vote on matters where the stockholders have deadlocked because neither side
has a majority. Mr. Hendricks, however, is not obligated to take action to break such a deadlock. In addition,

Mr. Hendricks may elect to approve actions we have opposed, if such a deadlock exists, In the event of a dispute among

the stackholders of Discovery, the possibility of such a deadlock could have a material adverse effect on Discovery's
business.

The liguidity and value of our interest in Discovery may be adversely affecied by a Stockholders’ Agreement 1o
which we are a parry. Our 50% interest in Discovery is subject o the terms of a Siockholders™ Agreement amoug e
holders of Discovery capital stock. Among other things, the Stockholders’ Agreement restricts our ability to directly sell
or transfer our interest in Discovery or to borrow against its value. These restrictions impair the liquidity of ouwr interest in
Discovery and may make it difficult for us to obtain full value for our interest in Diiscovery should such a need arise. In
the event we chose 1o sell all or a portion of our direct interest in Discovery, we would first have to obtain an offer from
an unaffiliated third party and then offer to sell such interest to Cox Communications and Advance/Newhouse on
substantially the same terms as the third party had agreed 10 pay.

If eather Cox Communications or Advance/Newhouse decided to sell their respective ioterests in Discovery, then the
other of such two stockholders would have 3 right to acquire such interests on the terms set by a third party offer
obtained by the selling stockholder. If the non-selling stockholder elects not to exercise this acquisition right, then,
subject to the terms of the Stockholders™ Agreement, we would have the opportunity to acquire such interests on
substantially the terms set by a third party offer obtzined by the selling stockholder. We anticipate that the purchase price
to acquire the interests held by Cox Communicagons or Advacce/Newhouse would be significant and could require us to
obtain gignificant fanding in order to raise sufficient funds to purchase one or both of their interests This opportunity to
purchase the Discovery interests held by Cox Communications and/for Advance/Newhouse may arise (if at all) at & time
when it would be difficult for us to raise the funds necessary to purchase such interests.

We do not have the ability to require Cox Communications or Advance/Newhouse to sell their interests in
Discovery to us, nor do they have the ability 1o require us to sell our interest to them. Accordingly, the current
govemance relationships affecting Discovery may continue indefinitely.

Because we do not conirel the business management practices af Discovery, we rely on Discovery for the financial
information that we ase in accounting for our ownership interest in Discovery, We account for our 50% ownership
interest m D1scov=ry usmg the eq:.uty m:thod of accounting and, accord.mgly, 1n our fma.nmal statcmems we rccord our

e
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ma.nagcmcnt pracuces thhm lh: meaning cf U S. accounting rules, we rely on D:scovcry io prov1d: us with ﬁnanmal
inforzpation prepared in accordance with generally accepted accounting principles, which we use in the application of the
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