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DISCOVFXY COMMUNICATIONS, INC. 

Not- to Coasulida<ed Financial S!Arrnen(r 

1. Dmcription d B o r i o e s  

Diwov- Communicatioo~. Inc. (the "Compmy7 Is B pnrarcly-held, globally-diuaslfvd cnlcnaivncnt 
company w h o a  operations M organized ioio fovr business unis: U.S. Networks, lnlrmational Nclwoiks. 
Commrce and Education. U.S. Network o p v r  cable and ~steUltC lclcvision octwmkr m b e  Uoivd  Stam. 
including Dissovcry Channd, X C ,  Animal Plane. The Trarcl Channel and Discovay Health Channsl. International 
Nctworb o p ~ a t c r  cabis and ralelliv Wcnrion networks worldwide. including rrgional variants of D i r c o v q  
Chamcl Animal Phn. Pcoplc 81 A r t s .  Discovery Travel R Linng. and Discovery Rcal limc. Commerce opcmes 

I Somrnary of Sipincant Arcovotiog Policies 

Principles 0 f ~ " S O l ~ W "  

Tbr consolidatcd fmanrial sfafcmmi~ iocludc thc ~ccounu of ali majonry-owcd and conmlied subsidiaries. lo 
dditioo. fhs Compaoy cvaluater i ts  mIationship9 with othsr cntitics to identify whemu thsy 8re variablc iotuerf 
m m i ~ s  as defined by Financial Acsounung Standard% B o d  ("FASB") Inlcrprctation No. ("FIN7 46. 
Tonsabdaboo of Variabic Intcmn Entiticr. 20 lokprctatian of ARB No. 51" M xvircd in Ixccmber 2003 
("FIN 46R") and IO BISCIS whethcr it  i s  the primary kncficiary of such sotitics. Variable lntcrcrt Entities ("VIES") 
arc generally tntiticr that lack suffilcisnf cquiby to financs thci activiliss w i t h a l  additional financial suppon from 
other pmics or whore equity holdas pmscrr rights no1 pmpmfiooatt to thch ovncnhip. Thhc equity mcthcd of 
accounting i s  uscd for affiliates ovci which the Company exaciscs iigoificanl intlucncc but does no1 contzol. 

AU rigoificant intercompany accounts and ~anrastioonr haw bsen eliminated 10 consolidation. 





DISCOVERY C O ~ T C A T I O N S .  INC. 

Nota to Consolidated Financial Sfsternem - (Continued) 

AU produced and co-produced conlcnl i r  chrrificd ai long-em. The @ion of the u n m m i z d  Licensed 
con l~n t  bahncc that will bc amortized within one ycar i s  classified as a -01 asecl. 

P m p q  and EquipmcnI 

steight-line basis o v a  thc crtimaed ursful liver of h Io icvco yeam for eqvipmcnt furmmc and Ii=mes. fivc to 
fony y- for building ~ m c m  and conrmruction. and six 10 lhirtem ycarr for mellite wnrpmdcra. h e h o l d  
improvemcnrr M ammtivd m a  straight-tine basis o v a  che k s e r  of Iheircrtimaled nseful Bvsr a ths t- of  chc 
related IC~ECS. begming on tbc dale the asst  is put into ux. Equipment undu capital lcasc ' cp~csrntr  the present 
VIIYS of Ihe minimum lcasc payments at lhc inception of lhc Icarc. ocf of mumuhtcd depreciation. 

PIopsrly and equipment arc rLlUd a1 SUI1 lcra accumulalci dcprrciation. Dcprsciation U XeCogdlcd 00 a 

Cap&rd Sofmm Costs 

AU capitahud roflwarc cos& arc for infcmd w5. Capltalizatioo of costs mu d-8 lhc application 
dcvclopmcnr sage. Corti incurred during (he p ~ c  and post implnocnts5on stagcr are cxpascd as incurrd 
caplteilred costs M mdzd on stmight-Lia basis O V ~  lhcir estimated ueful l i v a  of ooc to fivc ycm. 
u ~ a m o f l i z d  capializd cos& totakd $61.4 million and $59.1 million a1 Wcmbsr 31.2W6 and U X i S .  Ihs 
Company capitalized software cost% of$21.6 miliion. 123.2 million. and $28.6 million in UXib.ZW5 and 2004. 
Amolhzation of capitalilcd roflwme COEW fofakd $18.3 d l h n .  $19.3 d o n .  and $18.4 million during 2006.2005 
and 24x4 Wntc-off% of capitauzd romvar~ totaled $1.0 mllion and 41.0 million io Z W 6  and Zw4: hac w e n  no 
-boffs for c a p i t d i d  software COILS during 2005. 

RecouembXitj ofLonpLivrdArsrk, G o o d d 4  Md lntnnpible Arseh 

Thc Company mual ly  PEISEISI tk czxying value of its acquicd intangible BSYU, including goodwill and i ts  
0th- long-lived ascu. including deferred launch incrotivca. 10 dcicrmioe whcthcr impairment may sxirl, d e s $  
indicalorr of imp-cnt become cvidml rrqulnng immcdiats B S I C I I ~ C ~ L  Goodwill impairmcot is identified by 

carrying ualuc. an imp-cnt 10s is rrcorded to lhc cdcol that Us implied fair value of fhc goodwill within ths 
reporling "mi is lei$ &an it! c d g  value. lnlsngiblc assets and other long-Lid assefp M ETOupcd forpvrposcr of 
cvaluaung recoYembabiliry at fhc l a w a l  l e ~ d  for which indcpcodcni carh flows arc idcnti6ablc. If ulc -ng amount 
of an inmgiblc assst l o n g - l i d  arret or ass51 grouping cxccedr its fair valuc, an lmpairmcol IOEI 1% recogrlizd. Fair 
values for rcpolfing d u .  goodwill and oiha inrangiblc asses M det-oed bascd on discmlcd cash flaw. 
markct multipla. or comparable assell m apprOpd*~c. 

compming Ihc fair Val= or lhc 'EP0rli'"g ""it to  iu Carryi"E valuc. If lhs fair value of Ihc 'cponing unit il ICIS ban itE 

Thc dctcmunation of rrcovcrabliily of gondwiU and other intangible aod long-Lived 81SsD rsquLer rigrlificanl 
judgmenc and estimates regarding futm cash flow, fUr Valuc~. and lhc approplale grouping of am. Such 
estimates arc subject to change and cmld result in impairment lorrcs being rrcognilcd in ths fu-. If different 
mponing uoitr, ~ 1 x 1  groqingr, DT diffcrcnf valuation mclhcdologici had bccouscd. lhe i m p h e 0 1  L~st-ltE 
could have differed. 

Defcmd rlnunrh lnsrnfivrr 

C o n r i d d o o  Urued to cabie and sakllife drrmbvlors in cmccflon wilh lhc s m t i o n  of long-Em ncfurork 
direbution agccmcnti is dcfcmd md ammized on a straight-iioc basis PI a reduction to revenue wu thc !zrm of 
the agrrcmcm. Obligations for f i r4  launch incentives ~ r s o r d e d  at the inception of fhc *Wee-1. Obligations 
for oerfomancc-based m s c m u t s  arc rrroided when ~crfmmancc h r h o l d i  hnvc k c o  %chicd. Failowing the 
ren;wal of B direhition a&mcot chs remainiog der& c ~ n ~ i d e r a f i o ~  is amonivcd o w  the cricoded pceod. 
~ m o i l l ~ a t i o n  of dcfcrrcd launch ioccntivcr aod infcrcrt on unpeid dcfcrred launch mccotivcr was S79.l d o n .  
n4.1 Muion and $98.4 million io ?M)6.UXiS and 2w4. 



DISCOVERY COMMUNICATIONS, INC. 

Yolcs 10 Conmlidaled Financial Statuncnts - (Continoed) 

LOng-1En. InrrnRvr Plans 

%or $0 octobcr m5. tbc Company maiotaiocd two mi-bare4 cash retiled. 1008-lcrm ioccotivc plaor. Under 
there plans. unit a w d .  whish v a t  ma a pcnd of yean. w e  gjznfsd to eligible cmployccr and increased M 

d m a s c d  in value bared on L mcclfrcd formula of ComBoY hwinerr mctics. Thc C o w a n v  accounfsd fM hepc 



DISCOVERY COMMUNICATIONS, INC. 

Notes Lo Coa~olidated Financial Statuneab - (Continodl 

3. Svpplcmentnl DiTcbsmm to C o m l l d a t d  Ststuneob olCssh Floors 



I 1.253.553 1.175.988 -- 

DHC.I.D.0000890 

.- I ~.~ .-.- - . .. . ~ . __ . ~ --__I. 
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DISCOVERY COMMUNICATIONS, INC. 

Note  to Conoolidated Fioaorhl Sf.temcnU - (Continued) 

m c n l  liabilities. is k i n g  a m a n i d  on a %mi@-line baris ovcl the six year 1- of tbs a w n r o t  and is rrpofied 
IO o t h a  ~cuuluc. The cos  of acquiring the reprcscnmion tighe wm a m d u d  on B $mi@-line bmia DYCI the 
fifteen-year lcrm of the ocginnl ~ e m n l .  and was reponed 86 a reduction of oths ICVCI)YC. 

Amo&ation of intanablc mscu including rcpicrcnration tights, lotaid 546.0 million. 545.0 million and 
$41.8 million in 2W6.2WS and 2004. Ihc Company cIimaIcs thalunamortid cos16 of inmgiblc arsctr at 
Drcember31,ZW6wiUbrammrivdoverthsncrtflveyearrmf~Uowr:S37.0million in7007.SZ.3 miillonin 
?W8.113.?rmllionin%X19,$10.4million~?010.aodS3.4 m i h o n m  ?Oil. 

9. Ioratmrot. 

The foliowmg tabie ourliner thc Company's iar than wholly-owed v c n m s  and the mcthcd of accovotiog 
dun% 2OOb 

N-15 



Unaudited financial inIomatlon of the Company's unconsolidalcd venlmcs (amounts do not reflect elkination9 Of 
ac,i,-ity with lhr Company): 

DHC.I.D.0000893 

-..- I ~ .. ... ~ ~ ~ . __ I 



DISCOVERY COMMUNICATIONS, INC. 

Nota to Coowlidaled Fiaaacial Slalernecd- (Continoed) 

of d e f d  fmanciog cor* 8% P result of Cnis msadcfion. At the end of 2W6 thcrc was 595.9 million (approximavly 
U.S. $1 67.8 million) outstanding undu fbc multic-ncy d i t  ageemen1 with a weighted anrage iolcresl rav of 
5.91%. The i n c u e s  iav dming 2006 8"ragcd 5.62%. Thc UK credit agreemen1 mlltYTCs April 20W. 

In March zW6 !he Company borrowcd additional b d a  undcr its Revolving Loan to d e e m  !hc maluring 
1300.0 million Sccor Notcr. At !hc cod of 2W6 !hac was $1.2495 milliao outstanding v n d a  tbc Rcvolviog Loan 
w i h  B weighed average inluest lille of 6.35%. The mount available vndcr Lhs Revolving Loan was 
$1,302.8 million. on of amounts commiffcd f a  standby IC- of edit of P.7 milliw irrucd v n d a  !hc acdit 
facility. At the end of 2005 thoc was $1,103.0 &on outsfanding w%th a weighted h k r e s l  rale of 5.32%. The 
zveragc invrcstmtcuoder the U.S. Credit A p m c n f  was 6.01% and 4.41% in 2006 and 2005. 

In Uctobsr 2005. fbc Company rsfinaoccd i ts ryndicafcd hank crrdll agreement replacing the airring Tcrm 
Loan and &E R e u o l ~ g  Faclliry. which had pixipal  pa-I$ beginning in ?M7 and find mahnity in 2009. wi!h B 
new $I ,000 million Term Loan and 51.555 million Revolving Facility. wilh p"ncipd payments kginning in 2008 
and End maturity in 2010. The T- and Revolving Loans 8rc unrs-d Inlemrl which i s  p~yablc p m e r l y  at B 
muUmum, is h d  on LIBOR plus a margln bawd 00 the Company's Lcvcrags ratio or pi=. Thc cost of fhr 
Rcvolvlng Facility includes a fee on mc revoiuiop, commifmcnl ( rawim from 0.1% 10 0.3%) bared 00 !he 
Company's icvcragc ratios. 

Jn Navemba 2w5, !hc Company mdificd thc ouc~tandiog unrccvrcd Scnim Notcr. lo D c c c m k  2W5. !he 
Company iorucd two scncr of v n r s c d  Scoim N ~ c r ,  $90.0 millioo of floating mc Ssniar N o w  duc k m b a  
2012and$390.0milliunof 6.014bScnimNotcrducDcrrmba2OLS.Thcwsighlcdavcragcintnertrateon thc 
floatlngravScnioiNotcwas6.10%atDccunha31.2W6and5.33% atDccEmba31.2005.ThIbsavwge~o~~l  
rate u n d u  mc floating me Senior Nov d c n g  2006 was 5.656.  

Company c r ~ n s c d  14.2 million in capi(alzd C D E ~ E  as a componcnl diniercst cxppcnsc assc&vd vi& fbc 
refmanciog of mc prcvious credit m g c m e n t .  

Term Loaoi. Rsvolving Facility, and Senior Nates coofain covenans that r q u k  !he Company 10 mcct certain 
financial ratios aod plzcc rcslrictionr on the paymcof of dividcods. ralc of BSIC~S. bormulng Icvcl. mcrgcrs, and 
p h a . r  ofrepiral stock assets. and invcrtmcotr. 

other m f ~  payable, M as follows: DOOC io 2037, S242.5 d o n  io 2038. $617.8 million in 2009.S812.0 million in 
2010.5220.0 nullion in 201 1 and $715.0 million from 2012 to 2015. Future minimum paymcnlr undu capital Icam 
me as follows: sP.3 million in 2007 S1.3 million io 2008.17.3 million in 2009. $5.1 million in 2010. y1.5 million in 

The Compaoy cqimhzrd 14.8 million io dcfcmd financing cos= ln 2w5 as B r c d t  of mcrc mnsactim. The 

The Company UYI derivative i n s m n o l t s  Io modify i ts cxpo~vrc to inlcrc61 rate fluctustionr on i16 debt. Ihc 

Fume principal paymmtr under he m a t  debt arrangemmts. ~rcluding obligations under capiral 1*1Ys and 

Dircow~y T h a  

In Apnl2002 the Company sold B 50% i n k s t  in Diicovcry T i n  Chavnd to the Ncw Yoik T-3 ("NYT? 

In Sqxptcmber 2006. NYT ciercircd iu "ght lo put its interest back LO the Company for $100.0 million. Rim to the 
cxcrci~cd pu'. the Company acflstcd M dccrctcd !he mandatorily rcdcemabis iilllrest in a ruhubridiq fhiougb the 
rcdcmption date to ill  cstimafed redemption value. oevudccrcting bdow !he NYT's estimated minonty internst. The 
Company updatcd ils  



DISCOVERY COMMUNICATIONS, W C .  

N o h  ta Consolidated F inaxia l  SmemenB - (Contiaoed) 

~snmafc of thc rdcmption valve and &mated minority inlmst cach perid. The Company rccorded dccrction of 
S6.9 million in 2006 as a result of thc rcdcmption. and dtcmiao of SI95 million in ldos and a c a t i o n  of 
SI .3 million in 2OM ar a rervlt of valuation adjusmmu IO minonty ininert expense. 

FilTV &vmrr?v known rn The H e d h  NemorkJ 

For E n t d n m c o l  Group ("FED') had the "ghg from Dcccmbcr 2003 to Fcbruaq 2 W .  to put i U  Fit'TV 
intcrert~ back to thc Company. In Dcccsmber 2003. F!&I notifled fhc Company of iu intcncion LO put ilr i n t m r l  in 
Film back to Ibe Company. Thc Company acqvircd fhrr inkrest for approximately 192.9 d o n  in 2035. The 
Company morded decretion of $1.1 million in 2oM 10 minority interest expense 

A ~ ~ P ~ ~ L L L C  

In April ?OM. the BBC notified fhc Company of IS intention to put i& intacrf in Animal Planet LLC back to the 
Company. Tht redemption value of 180.0 million was pald in Apnl ZW6. The Company recorded acc~ctioo of 
S30.0 million and S50.0 million in 2W5 and 2w4 to minority inlaest cxpemc. 

A n i d  P h d  LP 

Onr of lhs Company's stockholders held &.OW rcolor prcfcrred panocrship uIU of Animal FlanU LP 
("APLP)thaf havcarcdemption valusof144.0~lhooandfprryaratcolruvmranginghom8.758lo 13%. 
P a p n c m  mc made qusncrly and totnicd $1.6 million dunng ?w6 and 2005 and $5.8 million during 2w4. AF'lPr 
senior pmfmcd pamenhip uoltr may bc c d c d  by APLP during the period Jmaq 2007 rhrougb December 201 1 
for 144.0 million, and m y  bc put to lhs Company by thc holdsr bcgiginning in J a n v q  2012 for 144.0 rmllion. In 
lanvary 2037. the Company cicrciscd is call nghfs and paid 144.0 Muion plus acrmcd intcmsl of 10.5 million on 
lanuarv 31.2Wl. At kxcembu 3 1.ZW6. and Mo5. thr Comomnv has mordcd this d t v  8 L  the dcmotian value 

Peopled AnrLndnArnrrvn.ndAnidPhndCh.vln.lG~oup 

The BBC has the right. upon a f d u c  of lhc Pcoplc R Arts Latin Amcnca 01 !he Arumal Plane Channcl Group 
(comprised of Animal PlanctEwope. Animal Planct Asia. and Animal Plane Latin America). the Channel Groups. 
to achicvc ccMl0 floancial pdomance bcnchrarkz to put  it^ i n ~ r t s  back lo the Company for B valve d e l e d n c d  
by a specified formula every h ycarr which commcoccd h c m b c r  3 I. 2WZ. Thc Company BECISICS the 
mandato"ly ndcemable yni ty  in s sububsidinry lo its ertimmtd d e m p t i o n  value through the gplicablc redemption 
dak. The redsmptioo value srtimk is bared on a canmctval formula considering the projeztcd rcrulls of cach 
"CtYOrL within thc C h a n n C l  group. 

Based on the Company's calculated pzrfmancc b c n c k b .  thc BBC has thc "ght 10 put heir intcrcrtr as of 
Dcccmbci 2005. The BBC hac 90 days following the valuation of the Channel Groups by M iodcpcndcol a@= 10 
cremisc thcir right During 2W6 thc Comprny was notified that ths BBC is evaluating whether lo EXCN~C thcir rights 
under lhc '-cor. AI of Dcccmbcr 3 1.2036. the BBC has ob advlscd the Company of their intention. The 
Company is DOW accrsting to Ibs D O 8  rdcmptlon datc and has ertimrrd a d e m p t i o n  value o f s 5 . 9  milhoo as of 
Dcccmbsr 3 I. 2036. Accmioo to the d s m p t i o n  valuc has k s o  rccoidcd as a componcnt of minority interest 
expanse 01 $9.1 million, $34.6 mllion. and $22 million in 2006,2005 and ZOM. 

N-I8  



rhaigh-lioc basis ovcr thc 1-c tern. Thc Company's dcfcmd rent bslane was $37.4 nUllioo and $29.8 million 
December 3 1.2W6 and 2W5. Tbc Icasc t a m  bsgins on the date the Compaoy has access to the lsased property. 

In Augurl2OOS. the Company subleared rcnlcd propmy and guaranteed bird party p"r0rmancc under the lcarc. 
The guarante f o r t h  SS.2 miuioo valur of the I E ~ E  is full and uoconditionaL b o u g h  March 2008. The Company 
has 0th- gumantees tofaling 54.1 d o n .  

in the cvmt specific busincs) menics am achieved folding up lo S 135 million oycc 3 w (roc Notc 4). 
The Company har ccRsin cootingcnt coosidcmtionr io comsctim wilh lhs aquirition of Pslhodm.com payable 

in conncctioo wi!h the long-tern dirmbution w c m c o t s  for ccnaio of its Europsm cable o lworh.  the 
Company commimd to pay a ralclli*c 6YIIrm operator 25% to 49% of thc fair "al"C of thcw ncwarh. if any. BI Of 

December 3 I ,  2006. Tblhc Company complcld negotiations for ihe renewed distribution agreiccmcnts inc ldng 
Bddilional European czbk nctworh lo Januari 2007. including an loduamcot payment of UW.0 million 
(appraxlmatcly U.S. $185.4 million), which alro rcftled any liabilities from the pdor agreement. Tbc valus of the 
networks. and the Company's liability thereon, BIC maleally impacted by ihc l m  of fnllm rcncwed diruibvtion 
agrrsmsnu with thc rskhte systcm opsmtoi. The commitment was dcrigned as M ioduccmcnl for rcocwed 
dismbution apemcnlsAsofDcccmbcr31.2W6. ! h ~ C ~ ~ a o ~ h ~ ~ ~ ~ d c d ~ t i * b i ~ ~ ~ $ l 0 . 4 ~ l l i o n a r ~ ~ i = l d  
with !Air ~ a n g c m c n t  bawd m tbc range of crtimafcd value of tbc netwab 
wiihoul rcncvcd distribution agremnts. Thc balance of the inducement ~)aymcnl will be dcfcmd and morlizd BI 
a reductmu of ~ C V C ~ Y C  over P five ye' m o d  

the tcminntiao of !he agtemcnt 

The Company is solely reSponsible for providing financial. operational and adminirmtivc mppm $0 the JVP. 
IW. Animal Plana Latin Amem Pwpk & Arb Latin Amctim. Animal Planct Asiq and Animal Plancl Europe 
VC.O~UISI and has committed IO do EO though 81 lcasf fiscal 2001. 

Ibc Company is lnvolvcd in litigation inndental to the conduct of it8 buincrr. Io additim. Ihc Company i6 
involved in oegotiationr with organiratioos holding thc dghtr to music uwd io the Company's content. As glow 
music r i g h ~  rocicllcr svolvc. the Company UYI all loformatian availablc to cstimaIc approp"81c obligaliono. During 
200s. DCI andyed ill  music r i g b ~  TCSWCS and recorded a act reduction to cost of ~ c n u c  of appnaUmatcly 
l i  1.0 million. n e  Company behcvcs thc rcrwe$ relafed to Ihchere music dghU art adequate and d m  not cxpczl Ihc 
O U ~ C O ~ C  of such litigation and ncgotiafioni Io have a material advms sffccf on thc Company's multr  of opcralions. 
cash now$, m financial paritioo. 

13. Employer Savings Rnns 

-~ .- 
defcmd compsnsatioo plan fa ccrtVn management cmploycsr. togetba the "Savings Plans.'' The Company 
conmbulims IO thc Savings Plans 'WE $9.9 million, $8.2 million and 56.8 million during 2W6. 2W5 and 2024 

N - I 9  



DISCOVERY COMMUNICATIONS, INC. 

Nota to C o ~ d i d a l e d  financial Statemeals - (Contbucd) 

14. Loag-lem laeenuw Plans 

In Oclokr ZWS. the Company csfabbshcd B new long-tern incsotive plan. At inception of the p h ,  chgiblc 
partlcipanrs in o x  of  fhc Company's previously established long-trrm iomntive plans chose to cithcr contiouc in that 
pianoriored~mfhclrvcstedunilr arthclkccmbsr31,~~lvat ionandrr~ivcpart la l lyverMuinrrin  k o c w  
p h .  Substantially all pdc ipant r  io the p~cviously crtablished pizn rcdccmcd thcir YCstsd units and mcivcd  
pafiiaUy v e r a  uniu in the n ~ w  plan. G n a i n  cligiblc smployee~s w a c  granted newvniU in the new plan. 

Units panially vceted io the ~ C W  plan have vesting similar to mil l  in the prwimsly crtabliahcd plan. Ncw mils 
a w d c d  vcst 25% per year. The uuiw in the new plan arc iodsred lo fhc mark& prim of Cisar A DHC stcck. E v q  
two years. one q-r of the miu swmded will expire and thc cmplayec uill receive a cash paymml for fhc ionease 
in vsiuc ihmughout an eight-Far pctiod afm ihc grant dace. The Company has authorized the issuance of up to 
3 1 . 9 m i h w ~ l ~ u n d c r t h i r p l a n .  

&or to October m5. the Company maiokncd two unit -bad iong-urn iocsntivc p l m  with substantially 
similar terms. Uniu - ewudcd 10 cligiblc employees following lhelr --year anivcnsry of kic 2nd vested 25% 

thc "mu was based on changer in the Company's value as estimated by an external iovcstmsnt-banling f m  utlliiing 
a specified fmmuia of Company business metiics. The avaage assumptions used in the valuation model included 
adjusted projected optrating cash flowr ~ c p g a l d  by hurinssr g a p .  Thc valuation also included a business group 
spocfic disccount ruc and lcmYnal value baxd on burincrr risk Thc inlrimic valve for urd appreciation had bccn 
r c w r d d  as compcnsatim expcpcnre o v a  thc M o d  the mild w a e  outstanding. In August 2005. the Company 
disontinucd one of there plans. which mrvlM in ths full vesting and cash redemption of units a1 Ihe Decem& 31. 
2004 vaiuatim including a 25% premium m apprecialcd valuc. 

per ycBl IhCrsdWi. up00 crcrcirc. panlcipanm -ived Ihc iocreasc in valus from rhc date of issuance. The "al"C Of 

Upon voluntary tsrmination of cmpl-cot. ihc Company dirtribvtss 75% of the inens ic  vslvc of Ihe 
panicipaot's vested uniu. a~ padcipanis M q u i d  (0  comply wifh pml-emplaymcnl obligations forone y e a  in 
order to rcctivc xmluomg bcncfiu. The Company's cash dirhunemcnlr u o d a  the new plan aggrcgaled 50.3 million 
in 2W6. Thcrc were no paymcm dming 2W5 related to thc new plan. The Company's cash dirbimcmcolp under the 

plans aggngatcd 5325.8 million and $45.9 million dming 2W5 and Zw4. Compennsation npcnrc u n d a  the 
p o i  plaru was $20.4 million and $68.8 million in 2W5 and 2W4. The fair value of thc mils issued u o d n  the ocw 
plan bar bcen dclemind using thr Black-Scholer option-pricing modd The expected volalilrty rep-ns thc 
calcuistcd volatility of fhc DHC stock pncc over each of thc various c o n m u d  terns .  As B result of the limited 
@ding history of !he DHC rtxk. !hi$ amount was determined based on nn analysis of DHC'r indurvy pccc group 

la 2006 and 2005. lhc weighted avcragc asrumptioos used in this oplioo-@cing model W a c  as follows: 

DVCr thc concspondiog p a i d $ .  

Diwdcnd y d d  0% 0% 

Thc wcightsd a-gc giant date fair valucs of units granted dming 2006 and ZWS were 16.48 m d  15.83. Ihc 
weighted average fairvaluer of mits outstanding M $6.71 and $6.63 at Dcmmba 31. ?w6 and 2Wf. 
Compnsation cxpenns in connection ai& the new pl8n w s  $39.2 d a r  in 2w6 a d  $29.1 miXw in 2005. 
Included in thc ZWS c x p s m  is 112.8 million related 10 the sichangc of fhc pardally vcrlcd urzitr which r e p m n l E  
fhc differencs bchvvceo the fair value of the award and thc ineinric value of the award Utibumble to Wior vesting. 
The accrued fair valves of units outrtandingvoder the new plan w a c  $84.2 milhoo and $45.5 milbon al 
Decsmkr ;I. ZWb and 2005. 

~ ~- ~~ 
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DISCOVERY COMMUNICATIONS, INC. 

Notes to Conrolidated Nnsmi.1 Slatemen* - (Conliauedd) 

me following table rvmmarizcr information about w i t  transactimonr (units in rmllions) for tbc ocw plao: 

DHC.I.D.0000898 
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DlSCOVERY COMMUNICATIONS, INC. 

%ter to Consolidnled Nnrncinl Shlemene- (Continued) 

15. Income Taxer 

* n n C T . r E y m r  
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DISCOVERY COMMUNICATIONS, INC. 

Nota to Consolidntd Rnsncid SlAemcrd- (Cootimud) 



DlSCOVERY COMMUNICATIONS, 1NC. 

Notes to Conrolldated Flnanrlal S t a I e m r . ~ -  IContiooed) 

comprchcnrivc incomc. Lorscs on lnvcrlmene thal M othn than temporary dechcr io value M recorded in the 
SmIEmenl O f  OpCmIionr. 

n e  c q i n g  amount of ulc Company's bonowmgr was $2.641 million and Lhc f a t  valuc U I ~  n.102.0 million 
al Dccembo 3 I, 2006. Tbc wrying amount of the Company'$ borrowings was $2597.0 d h o n  and Ihc faiI valuc 
was $2.674.0 millioo dl Dcambcr 31. ZWS. 

$2.3 million ill Dcambcr 31, 2W6 and 2W3. 
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DISCOVERY HOLDING COMPANY 

Datcd: Fchruary 28.2Wl By Is/ JohnC.Maionc 
John C. Malonc 
CbicfExrccutiucOffxci 

finuanl Lo Ihc rcqvlrcmcnLI 01 Lhc SccUritis Exchange Act of 1934. +his q D i t  hlu beco signed bclow by ulc 
following persons on behalf of the Rcgirhanl and in Ihe capacities and on Ihe datc indicated. 

February 28,2007 Id Robsn R. Bcvlstt 
R o w  R. Bcmsll 
D u m a  and hridcnt  

February 28, 2Wl 

February 28. ?W7 

Fcbrvary 28,ZWl 

February 28.2Wl 

Id Paul A. Gauld 
Paul A. Gould 
D k C O r  

id M. LaVoy Robiran 
M. LaVoy Robiron 
DlrcCtOr 

Id 1. David Wargo 
3.DavidWUgo 
DiICCtCT 

/r/ David LA. Flowera 
David J.A. Flowers 
Senior Vice Resident and T n m r  
mrinnpai Financial OfflC4 

hl Chnslophcrw. Sbcan 
QvlrlopbmW. Sbsan 
Scnior Vice Rcridcot and Controller 
(Principal Accavnfing Officcr) 

DHC. I. D.0000902 

--- i_ , .. .- ~.,..~I -~ ~ 



EX3lBl'I LVDEX 

Listcd below nrc thc cxhibita which &-e filed as a pan of !his Rcpon (accordiog lo the oumba assigocd 10 them in 
I t a  601 of Rc.wlation S-K): 

2 -Plan of Acq"irilion. Rcoi@Lation, Arrangement. Liquidation m Succession: 
2.1 Reorganization Agreement among Liberty Media Corparatioq Dircauvy Holdiog Company ("DHC') and 

Ascent Media Gmup, Inc. (harporated by rdcrcocc to Exhibit 2.1 to D H C r  Rcgirmion SLatcmcnt on 
Form IO. dated July IS. ZCU5 (File No. 000-51205) Ithe "Fmm lo'?). 

10.2 

10.3 

10.4 

10.5 

10.6 

10.7 
10.8 

10.9 

10.10 
10.11 

10.12 

10.13 

10.14 

(mcorporakd by iEfcrcocc to Exh,hit 10.1 Lo the Form 101. 
First Amendment 10 thc Stakholdcn'  Amcement. dalcd ai of Ikcsmber 20.1996. by and amow Discovery. . 
Cor Communications Holdings. Inc. (the wccc~sor to Cor). Ncwhmsc Broaddcarling Corpmtion ( the 
succcs~or to NeulChanoclsl. TCID, Hcndnch and for the p q o s c r  stated therein only. LMC AoLnal Planet. 
Lnc. ("LMC') aod Libmy Mcdia Carporatioq a Colorado corporation ("Litay") (incorporated by zcfmncc to 
Exhibit 10.2 to Ihc Fmm IO). 
Second Anwodmcnt Lo tbc Stociiboldcrs' Agffimsnl. dated as of Scpvinbcr J ,  2033. by and mong Dircovcry, 
Cox Communications Holdings, lnc. (tbc s ~ ~ c c s s o r  to Cox). Advandcwbobourc Rogramming P-crJhip (uls 
successor to NcwChannclr), LMC D I S C O Y ~ ,  Inc. (fomcrlylmown PI TCID) and Hcndnclc. (mCmpomd by 
rrfocncctoExhibil 10.3IoihcFm 10). 
'%rd Amcndmsnt 10 !he Sl&olden' Ageemcot. dated as of  Scptcmbcr, 2001. by and among Discovery. 
Cor. Ncwa~hannslr. TCD.  Hcndnch and AdVaoCF F T O g d o g  Holdings C q .  (harpmld by refcrcncs 10 
Exhibit 10.4 to tbc Fmm IO). 
F o h  Amcodmsnt 10 tbc Stockhaiderr' Agfeement. datsd as of lune 23,2033, by and amoog Dbcovvy. Cor  
NeuChanncls. TCW. Libwty Animal Inc. (the SucccSsDr in interest 10 LMC) for tbe p q m c J  slated in the First 
Amendment to thc Stockholden' AqCEmcOt. and Hcodnch (UlcqcmIed by rdoenrr toE=.hibif 10.5 10 the 
Form IO). 
Form of Tar Shaing AgrssmEot kfwffin Liberty Media Corporation and DHC (incorporaled by rrfsrsnce 10 

&bit 10.6tothcF- IO). 
Discovcry Holding Company 2M5 Incentive Plan (incorporated by r s f m c c  to Exhibit 10.7 Io ulc Form 10). 
Dircovvy Holding Company ZW5 Non-Employce DkclorPIso (~curporB~ed by rducucs Lo Exhibit 10.8 10 

thcForm IO). 
Discovcry Holding Company T m i t i o n a l  Stock Adjmuocnt Plan (incorporaled by rdmencc 1b Exhibit 10.9 10 
thc Form 101. 
.~~~cmcnfbetwccnDHCandJahnC.Mal~oc(incqoratcdbyrcf~occloExhihil  10.1OtOthcFmm 10). 
Amccment. dated June 24.2005. k lwezn  Discauw and DHC (incomoralcd by mfncncc 10 Exhibit 10.1 I lo 

Form 10). 
I n d e d c s t i o n  Agreemen\ dated PI of lvnc 24.2W5. between Cor and DHC (Lncorporstced by rcfmocc Io 
Exhibit 1O.IZlalhcForm IO). 
hdcmwfcation Agrrsmsnt dated as of lune 24.2005. between Newchaulcls and DHC Cicorporafcd by 
rcfcrencc toExbibii 10.13 t o t h ~ F m  1O). 
Form of lndcmoifiradon Agrssmmt with Dirccton and Exccvtivc Officers (iocorporatsd by nfcmncs 10 
Exhibit 10.14totheFmm IO). 







BurbanL. Arssnl Media Management ScMcer: Hollywood; Ascent Mcdia Syndication SCniccs: Ascent 
Mcdia Digital Media C a w  Arccnl Mcdia Vault: Asccnt Media Management SnVices Ears B W  Dipital: 





cmc-a, 
<TYPE> EX-23.1 
CFILENRME> d43634e-23wl.hm 
‘DESCRIPTION, Consent of KPMC LLP 
<TEXT> 
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ow report oil the aforcmcntiond conaolidatcd fmancial stntcmcnl rcfm 10 Dircovcry Holding Company's adoption of Statemcot of Financial 
~ccounling Standards No. 123(R). Share-Bared Payment. cffcctivc January 1.2006. 

KF'MG LLP 

F c h m q  28.2Wl 
Denver. Colorada 
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