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DISCOVERY COMMUNICATIONS, INC.
Notes to Consolidated Financial Statements

1. Description of Bosiness

Diiscovery Communications, Inc, (the “Company™ is a privately-held, globall y-diversified entertainment
company whase operations are organized into four business units: U.8. Networks, Intemational Networks,
Commeree and Education. U.8. Networks operates cable and satellite television netwaorks i the United States,
including Discovery Channel, TL.C, Animal Planet, The Travel Channet and Discovery Health Channel. International
Networks operates cable and salellite television networks worldwide, including regional variants of Discovery
Charnel, Animat Planet, People & Arts, Discovery Travel & Living, and Discovery Real Time. Commerce operates
over 100 Discovery Channel retail stores and manages consumer ventures in the United States. Education provides
products and services to educational institutions and consumers,

2. Summary of Significant Accounting Policies
Principles of Consolidation

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

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

Use of Estimates

The preparation of financial staterments in accordance with generally accepted accounting principles reguires
management 1o make cstimates and assumptions that affect the reported amounts of assets and liabilities, disclosure
of contingent assets and liabilities at the date of the financial statements and the reported amounis of revenue and
expenses during the reporting periods. Actual results may differ from those estimates and could have a matcrial
impact on the consolidated financial statements.

The Company has issued redeemsble interests in a pumber of its consolidated subsidiaries for which redemption
events are ouiside of the Company’s control, Estimating the redemption value of these interests requires complex
contract interpretation and the use of fair value and future performance assumptions. Certain of our ventures with the
British Broadcasting Company (“BBC") are operated under interim or unfinalized agreements, which contribute to
the complexity of assochated estimates.

Other significant estimates include the amortization method and recoverability of conteat rights, the valuation
and recoverabitity of intangible assets and other long-lived assets, the vaiuation of deferred tax assets, the fair value
of derivative financial instruments, and the adequacy of reserves associated with accounts receivable 2nd retail
inveolory.

Recent Accounting Pronouncements

In July 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes — an
interpretation of FASB Statement No. 109 (“FIN 48™), which clarifies the accounting for uncertainty in income t1ax
positions. This Interpretation requires the Company 1o recognize in the consolidated financial statements the impact
of a tax posjtion that is more likely than not to be sustained upon examination by the applicable taxing authority
based on the technical merits of the position. The provisions of FIN 48 will be effective for the Company as of the
beginning of the Company's 2007 fiscal year, with the cumulative effect of the change in accounting principle
recorded as an adjustment to opening retained earnings. The Cornpany is currently evatuating the impact of adoptisg
FIN 48 on the consolidated financial statements.
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DISCOVERY COMMUNICATIONS, INC.
Notes to Consolidaied Financial Statements — (Continoed)

Revenue Recognition

The Company derives revenue from four primary sources: (1) advertising revenue for commercizl spots aired on
the Company’s networks, (2) distribution revenue from cable system and saiellite operators (distributors}, (3) retail
sales of consumer preducts, and {4) educational product and service sales.

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

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

Advertising Costs

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

Cash and Cash Equivalents

Hiphly liquid investments with oniginal maturities of ninety days or less are recorded as cash equivalents, The
Company had $7,1 million and $4.5 million in restricted cash included in other current assets as of December 313,
2006 and 20035. Book overdrafts representing cutstanding checks in excess of funds on deposit are a component of
accounts payable and total $30.9 million and $40.9 million in 2006 and 2005.

Derivative Financial Instruments

Statement of Financial Accounting Standards {“SFAS™} No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” requires every derivative instrument to be recorded on the balance sheet at fair value as either
an asset or a liability. The statement also requires that changes in the fair value of derivatives be recognized currently
in eamings unless specific hedge accounting criteria are met. From time to time, the Company uses financial
instruments designated as a cash flow hedpge of a forecasted transaction to hedge its exposures to interest rate risks.
The cffective changes in fair value of derivatives designated as cash flow hedges are recorded in accumulated other
comprehensive income (loss). Amounts are reciassified from accumulated other comprehensive income (loss) as
interest expense is recorded for debt. Nooe of the Company's financial instruments were desipnawed as a bedge in
2006 and 2004 and most of the Company’s financial instruments were not designated as a hedge in 2005.

Inventories

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

Content Rights

Costs incurred in the direct production, co-production or licensing of content rights are capitalized and stated at
the lower of unamortized cost, fair value, or net realizable value. The Company evaluates the net realizable value of
rontent by considering the fair value of the underlying produced and co-produced content and the net realizable
values of the licensed content at least annually.

The costs of produced and co-produced content ziring on the Company’s networks are capitalized and amortized
based ca the expected realization of revenues, resulting in an accelerated basis over four years for developed
petworks (Discovery Channel, TLC, Animal Planet, and The Travel Channel) in the United States, and a straight-line
basis over three to five years for developing petworks in the Urited States and all International networks, The cost of
licensed coatent is capitalized and amortized over the term of the license period based on the expected realization of
revenues, resulting in an accelerated basis for developed networks in the United States, and a straight-line basis for
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for electronic, video and hardcopy educational supplements and tools for educational ventures are amortized straight-
fine over 2 three Lo seven vear period.
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DISCOVERY COMMUNICATIONS, INC.

Notes to Consolidated Financial $tatements — (Continved}

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

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation. Depreciation is recognized on a
straight-line basis over the estimated useful lives of three to seven years for equipment, furniture and fixtures, five to
forty years for building structure and construction, and six 10 thirteen years for satellite transponders. Leasehold
improvements are amortized on a straight-iine basis over the lesser of their estimated useful lives or the termas of the
related leases, beginning on the date the asset is put into use. Equipment under capital lease represents the present
value of the minimum lease payments at the inception of the lease, net of accumulated depreciation.

Capitalized Software Cosis

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

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

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

The determination of recoverability of goodwilt and other intangible and long-lived assets requires significant
judgment and estimates regarding future cash flows, fair values, and the appropriate grouping of assets. Such
estimates are subject to change and could result in impairment losses being recognized in the future. If different
reporting units, asset groupings, or different valuation methodojogies had been used, the impairment test results
could have differed.

Deferred Launch Incentives

Consideration issued to cable and satellite distributors in connection with the execution of long-term network
distribution agreements is deferred and amortized on a straight-line basis as a reduction to revenue over the terms of
the agrecments. Obligations for fixed launch incentives are recorded at the inception of the agreement. Obligations
for performance-based arrangements are recorded when performance thresholds have been achieved. Follewing the
rencwal of a distribution agreemeat, the remaining deferred consideration is amortized over the extended period.
Amortization of deferred lmanch incentives 2nd interest oo unpaid deferred launch incentives was $79.1 million,
$74.1 million and $98.4 million in 2006, 2005 and 2004,

Foreign Currency Transiation

The Company's foreign subsidiaries’ assets and liabilitics arc translaied a exchange rates in cffoct at the balance
sheet date, while results of operations are translated at average exchange rates for the respective pepiods. The

resulting translation adjustments are included es & separate component of stockbolders' deficit in accurpulated other
comprehensive income (loss).

DHC.1.D.0000887
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DISCOYERY COMMUNICATIONS, INC.

Notes to Consolidated Financial Statements — (Continoed)
Long-term Incentive Flans

Prior to October 2005, the Company maintained two unit-based, cash settled, long-term incentive plans. Under
these plans, unit awards, which vest over a period of years, were granted to ¢ligible employees and increased or
decreased in value based on a specified formula of Company business metrics. The Company accounted for these
units similar to stock appreciation rights and applied the guidance in FASE Interpretation Number 28, “ Accounting
for Stock Issued to Employees,” (“FIN 287). Accordingly, the Company adjusted compensation expense for changes
in the accried value of these awards over the period outstanding.

During August 2005, the Company discontinued one of its long-term incentive plans and settled all amounts
with cash payments. In October 2005, the Company established a new long-term incentive plan for cenain eligible
employees. Substantially all participants in the remaining plan redeemed their vested units for cash payment and
received units in the new plan.

Under the new plan, eligible employees receive cash settled unit awards indexed to the price of Class A
Discovery Holding Company (“DHC™ stock. As the units are indexed 10 the equity of anether entity, the Company
treats the units similar to a derivative, by determining their fair value &ach reporting period. The Company attributes
comnpensation expense for the new awards on a straight-loe basis; the Company attributes compensation expense for
the iniual grant of partially vested units by continuing to apply the FIN 28 model that was utilized over the awards’
ariginal vesting periods. Once units are fully vested, the Company recognizes all mark-to-mark adjustments to fair
wvalue, in each period 25 compensation expense, In March 2003, the Securities and Exchange Commission (the “SEC™)
issued Staff Accounting Bulletin No. 107 (“SAB 1077 regarding the classification of compensation expense
assoctated with share-based payment awards, The Compeny has applied the provisions of SAB 107 and has recorded
long term incentive compensation expense as 2 component of selling, general and administrative expenses. Prior year
amounts have been reclassified to conform to current year presentation.

The Company classifies as a current Liability 75% of the intrinsic value of the units that are vested or will
become vested within one year. This emount corresponds to the value potentially payable should 2ll participants
separate from the Company. Upon voluntary termination of employment, the Company distributes 75% of unit
benefits. The remainder is paid at the one-year anniversary of termination date.

Mandatorily Redeemable Interests in Subsidiaries

Mandatorily redeemable interests in subsidiaries are initially recorded at fair value. For those instruments with
apn estimated redemption valve, the Company aceretes or decrotes to the estimated redernption value ratably over the
period to the redemption date. Aceretion and decretion are recorded as a component of minority interest expense. For
instruments with a specified rate of return, the Company records interest expense as incurred. Cash receipts and

payments for the sale or purchase of mandatorily redeemable interests in subsidiaries are included as a component of
investing cash flows.

Treasury Stock

Treasury stock ts accounted for using the cost method. The repurchased shares are held in treasury and are
preseated as if retired, There was no treasury stock activity for the three years ended December 31, 2006,

Income Taxes

Income taxes are recorded using the asset and liability method of accounting for income taxes. Deferred income
taxes reflect the net tax effect of wmporary differences between the carrying amounts of assets and liabilities for
financizal reporting purposes and the amounts used for income tax purposes. A valuation allowance is provided for
deferred tax assets if it is more likely than not such assets will be unrealized.
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DISCOVERY COMMUNICATIONS, INC.
Notes to Consolidated Financial Statements — {Continned)

3. Supplemental Disclosares to Consolidated Statements of Cash Flows

Year Ended December 31

tions, net of cash acquired

i 5106 7413 ;
Cash pald for income taxes s '?0 215 27,678 28,999
4. Basiness Combinations

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

In March 2006, the Company acquired zll of the catstanding common shares of Antenna Audio Limited
{(“Amenna’), a provider of audio tours and multimedia at museums and cultural attractions around the plobe. The
resulis of Antenna's operations have been included in the consolidated financia} statements since that date. The
Company scquired Antenna to facilitate the expansion ¢f its braud and media content to other platforms. The
aggregate purchase price was $64 4 million, primarily in cash. Of the $46.1 million of acquired intangibles,
$6.4 million was assigned (o assets subject to amortization with useful lives berween two and seven years and the
balance of $42.7 million to goodwill.

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

= Petfinder.com, a facilitator of pet adoptions and PeisIncredible, a producer and distributor of pet-training
videos. The Company alsc has certain contingent considerations in connection with this acquisition payable in
the event specific pusiness metnics are achieved totaling vp to $13.5 million over 3 years, which could result
in the recording of additional goodwill.

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

.

Academy]23 Inc., a provider of online supplemental, educational content focusing largely on mathematics
and sciences,

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

Goodwill recognized for these transactions amounted to $27.9 million. Purchased identifiable intangible assets
for these acquisitions are being amortized on a straight-line basis over lives ranging from one to ten years (weighted-
average life of 4.4 years).

DHC.1.D.0000889
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DISCOVERY COMMUNICATIONS, INC.
Notes to Consolidated Financial Statements — (Continued)

The following table summarizes the estimated fair values of the assets acquired and the lisbilities assumed at the
dates of acquisition.

Aggregation of
Remulning

Aunsef {Liability) DMAX Aniennk Acquisitions Total

Cash paid, net of cash acquired $60.176 64,357 70,572 194.905

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

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

acquired custemer lists valued at $14.6 miltion and covenants not to compete valued at $0.6 millien, which are being
amortized over their usefil ives of three years.

5. Contenat Rights

Content Rights 2006

Prisdiced gonient High
Completed
= nprocess

$ 1053555 1,175,988

Amortization of content rights was $696.0 million, $601.1 million and $494 2 million in 2006, 2005 and 2004,
and is recorded as a component of cost of revenue. Amortization of content rights includes incremental amortization
for certain programs to net realizable velue of $34.6 million, $8.0 million, and $18.7 million in 2006, 2005 and 2004.

The Company estimates that approximately 6% of unamortized costs of content rights at December 31, 2006
will be amortized within the next three years. The Company expects to amortize $477.5 miilion of unamortized
coment rights, not including in-process and prepaid productions, during the next twelve months.

V.13
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DISCOVERY COMMUNICATIONS, INC.

Notes 1o C lidated Financial Stat ts — (Continned)

6. Property and Equipment

Properly and Equipment

Pmpcny and cqu.lpmeut, net 3 424 41
The cost and accumulated depreciation of equipment under capital leases was $39.7 miliion and $13.2 million at
December 31, 2006, and $23.5 million and $7.0 million at December 31, 2005. Depreciation and amortization of

property and equipment, including equipment under capital lease, was $89.9 million, $85.0 millien and $85.4 million
in 2006, 2005 and 2004.

7. Sale of Equity Investments and Long-lived Assets

In April 2006 and January 2005, the Company recorded gains of $1.5 million and $12.8 million, as a component
of other non-operating expenses for the sale of certain equity investments, previously accounted for under the cost
methed. The gains represent the difference between the proceeds received and the net book valuc of the investments.

In 2004, the Company recorded a net gain of $22.,0 million oo the sale of certain television technology patents.
The transaction closed in August 2004, and the gain represents the sale price Iess costs 1o sell. The Comnpany
expensed all of the costs to develop this technology in prior years.

8. Goodwill and Intangible Assets

Goodwill and Intangible Assets

Purchase price in excess of the fair value of the assets and Labilities acquired of $101.8 million 2nd $1.1 million
was recorded to goodwill in 2006 and 2004. Changes of $8.5 millicn, $(2.5) millicn, and $1.6 million in goodwill
resulied from fluctnations in foreign currency in 2006, 2005 and 2004.

Goodwill and trademarks are not ameortized. Customer lists are amortized on a straight-line basis over the
estimated usefu! lives of three to seven years. Non-compete assets are amortized on & straight-line basis over the

contractual term of one to seven years. Other intangibles are amortized on a straight-line basis over the estimated
useful lives of three to ten years.

During April 2006, the Company terminated its existing agreement and entered into new agreements regarding
its exclusive nghl to rcpzcs::m BBC America (“BBCA") a cable nelwork, in sales, marketing, distribution and other
B th

593 2 uulhon rcsulnng in adct‘crrcd gain of §27 71:mlhon Th.'lS deferred gam is recorded a5 component of other
current and non-
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DISCOVERY COMMUNICATIONS, INC.
Notes to Consclidated Financial Statements — (Continued)

current liabilities, is being amortized on a straight-line basis over the six year lerm of the agrecnent, and is reported
in other revenue. The cost of acquiring the representation rights was amortized on a straight-line basis over the
fifteen-year term of the original agreement, and was reporied as a reduction of other revenue.

Amordzation of intangible assets inclading representation rights, totaled $46.0 million, $45.0 million and
541.8 milliog in 200§, 2005 and 2004. The Company estimates that unameortized costs of intangible assets at
December 31, 2006 will be amertized over the next five years as follows: $37.0 million in 2007, $28.3 million in
2008, $13.2 million in 2009, $10.4 million in 2010, and $3.4 million in 2011.

9. [nvestments

The following table outlines the Company’s less than wholly-owned ventures and the method of accounting
during 2006:

Acconnling

Joint Ventures with the BBC

The Company and the BBC have formed several cable 2nd satellite television network joint ventares, TP, a
venture 1o proguce and acquire factual-based content, and TVN, a venture 10 provide debt funding to these joint
ventures.

In addition to ifs owa funding requirements, the Company has assumed the BBC funding requirements, giving
the Company preferential cash distribution with these ventures, The Company controts substantizlly all of the BBC
ventures and consolidates them accordingly. As the BBC does not have risk of loss, no losses were gllocated to
minority inicrest for consolidated joint ventures with the BB, and the Company recognizes both its and the BBC’s
share of sarnings and losses in the equity method venture with the BBC.

In connection with the adoption of FIN 46R, the Company concluded that TVP and AP are VIEs and the
Company is the primary bepeficiary. Therefore, on January 1, 2005, the Company begae consclidating these entities,
which had aggregate fair value net asset balances of $58.0 million. There is no minority interest income or expense
for TVP; minority interes! for APT is an expense of $0.3 million in 2006 and income of $1.4 million in 2005 and is
reported us 1 component of minority interest expense. Previcusly, the Company accounted for JVP and APY under
the equity methed of accounting.

Oeher Vents

The Company is a parter in other international joint venture cable and satellite television networks. The
Company provided ao funding to these ventures jn 2006. Funding to these joint ventures totaled $0.2 rmillion and
$3.3 million during

DHC.1.D.0000892
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DISCOVERY COMMUNICATIONS, INC.
Notes to Consolidated Financial Statements — (Continned)

2005 and 2004. At December 31, 2006, the Company’s maximum exposure to loss as a result of its involvement with
these joind ventures is the $15.6 million investment book value and future operating losses, should they occur, of these
joint ventures that the Company is obligated to fund. These joint ventures have no third party debt. These other ventures

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

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

Yesr Ended December 31,

Operating Results (Unandhed)

10. Long-Term Debt

Long-Term Debt

a:}qunl terest, d.}lc~ O
il e, G D 0,000
emi annual interest, due December 2015 390,000
Icases

In March 2006, the Company’s United Kingdem (*UK™) subsidiary, Discovery Communications Europe Limited
(“DCEL™), entered into a €70.0 million three year multicurrency revolving credit sgreement. In April 2006, the UK
credit agreement was amended and restated to provide for syndication znd to increase the revolving commitments to
€260.0 miltion. The Company guarantees DCEL’s obligations under the UK credit agreement. Borrewings under this
agreament bear interest at London Interbank Offered Rate (“LIBOR”) plus an applicable margin based on the Company’s
leverage ratios. The cost of the UK credit agrecmnent also includes a fee on the revolving commitments {ranging from
0.1% to 0.3%) based on the Company’s leverage ratio. DCEL capitalized £0.7 million (approximately U.S. $1.4 million)

v-16
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DISCOVERY COMMUNICATIONS, INC.
Notes to Consolidated Financial Statements — {Continned)

of deferred financing costs as a result of this transaction. At the ¢nd of 2006 there was £95.9 million (approximately
US. $187.8 wmillion) outstanding under the multicurrency credit agreement with a weighted average inierest rate of
5.91%. The interest rate during 2005 averaged 5.62%. The UK credit agreement matures April 2009.

In March 2006 the Company borrowed additional funds under its Revolving Loan to redeem the maturing
$300.0 million Senior Notes. At the cod of 2006 there was $1,24%9.5 millien outstanding under the Revolving Loan
with a weighted average interest rate of 6.35%. The amount available under the Revolving Loan was
%1.302 8 million, net of amounts committed for standby letters of credit of $2.7 million issued under the credit
facility. At the end of 2005 there was $1,103.0 million outstanding with a weighted interest rate of 5.32%. The
average interest rate under the U.5. Credit Agreement was 6.01% and 4.41% in 2006 and 2005.

1 October 2008, the Company refinanced its syndicated bank credit agreement, replacing the existing Term
Loan and the Revolving Facility, which had principal payments beginning in 2007 and finel matarity in 2009, with a
new $1,000 million Term Loan and §1,555 million Revolving Facility, with principal payments beginning in 2008
and final matrity in 2G10. The Term and Revolving Loans are unsecured. Interest, which is payable quarterly at a
minimum, is based on LIBOR plus a margin based on the Company’s leverage ratio or prime. The cost of the
Revolving Facility includes a fee on the revolving commitment (ranging from 0.1% to 0.3%) based on the
Company’s leverage ratios.

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

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

The Company uses derivative instnuments to modify its exposure to interest rate flyctuations on its debt. The
Term Loans, Revolving Facility, and Senior Notes contain covenarnts that require the Company to meet certain
financial rades and place restrictions on the payment of dividends, sale of assets, borrowing level, mergers, and
purchases of capital stock, assets, and investments.

Future principal payments uader the current debt arrangements, exclnding obligations under capital leases and
other notes payable, are as follows: pone in 2007, $242.5 million in 2008, $617.8 million in 2009, $812.0 million in
2010, $220.0 million is 2011 and $715.0 milkion from 2012 to 2015. Future minimum payments under capital leases
are as follows: $9.3 million in 2007, $7.3 million in 2008, $7.3 million ir 2009, $5.1 million in 2010, $4.5 millicn in
2011 and $5.4 million thereafter.

11. Mandatorily Redeemable Interests in Subsidiaries

Red bl I in Subsidiaries 2006 2005

Discovery Times

In Aprﬂ 2002, the Compa.ny sold a 50% interest in Discovcry Times Channel to the New York Times (“NYT™

tor SO0 U ittor B o the MY T s Tedemptionr rightsthisransactionr resahted loss-to-the C

irrme-pein-or Joss-t
In September 2006, NYT exercised its tight (o pui its interest back to the Company for $100.0 million. Prior to 1.hc
exercised put, the Company accreted or decreted the mandatorily redeemable interest in a subsidiary through the
redemption date to its estimated redemption value, never decreting below the NYT's estimated minority interest. The
Company updated its
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estimate of the redemption value and estimated minority interest each period. The Company recorded decretion of
$6.9 million in 2006 as a result of the redemption, and decretion of $19.5 million in 2005 and accretion of
$1.3 million in 2004 as a result of valuation adjustments 1o minority interest expense.

FuTV (formery known as The Health Network)

Fox Entertainment Group (“FEG”) had the right, from December 2003 to February 2004, to put its FitTV
interests back to the Company. In December 2003, FEG notified the Company of its inlention to put its interest in
FitTV back to the Company. The Company acquired this interest for approximately $52.9 million in 2005. The
Company recorded decretion of $1.1 million in 2004 to minority interest expense.

Animal Plapet LLC

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

Animal Planet LP

Qoe of the Company's stockholders held 44,000 senior preferred parinership units of Animal Planet LP
(“APLP") that have a redemption value of $44.0 million and carry a rate of return ranging from 8.75% 1o 13%.
Payments are made quarterly and totajed $4.6 million during 2006 and 2005 and $5.8 million during 2004. APLP’s
senjor preferred partnership units may be called by APLP during the period Jameary 2007 through December 2011
for $44.0 miliion, and may be put to the Company by the holder beginning in Januvary 2012 for $44.0 million. In
January 2007, the Company exercised its call rights and paid $44.0 million plus accrued interest of $0.5 million on
January 31, 2007. At December 31, 2006, and 2003, the Company has recorded this security at the redemption value
of $44.0 million plus accrued returns of $5.0 million and $4.8 million. Preferred returns have been recorded as a
component of interest expense based on a constant rate of return of 10.75% through the full term and aggregated
$4.7 million in 2006, 2005 and 2004.

People & Arts Latin America and Animal Planet Channel Group

The BBC has the right, upon a faiture of the People & Arts Latin America or the Animal Planct Channel Group
(comprised of Animal Ptanet Europe, Animal Planet Asin, and Animal Planet Latin Amoerica), the Channel] Groups,
to achieve certein financial performance benchmarks to put its interests back to the Company for a value determined
by a specified formula every three years which commenced December 31, 2002, The Company accreles the
mandatorily redeemable equity in a subsidiary to its estimated redemption value through the applicable redemption
date. The redemption value estiroate is based on a coptractual formula considering the projected results of each
network within the channel group.

Based on the Company's catculated performance benchmarks, the BBC has the right to put their interests as of
Deceriber 2005, The BEC has 90 days following the valuation of the Channel Groups by an independent appraiser to
exercise their right. During 2006 the Company was notified that the BBC is evaluating whether to execute their rights
under the agreement. As of December 31, 2006, the BBC has not advised the Company of their intention. The
Company is now accreting 1o the 2008 redemption date and has estimated a redemption value of $45.9 million as of
December 31, 2006. Accretion to the redemption value has been recorded as a component of minority interest
expense of $9.1 million, $34.6 million, and $2.2 million in 2006, 2005 and 2004.
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12. Commitments and Contingencies

Yeur Ending Decesuber 31,

Fotnre Minimum Payrocnts Leasey Content ey Total
thomsan

FExpenses recorded in connection with operating leases, including rent expense, were $142.5 million,
$142. million and $127.8 milion for the years ended December 31, 2006, 2005 and 2004. The Comypany receives
contributions from certain tandlords to fund leasebold improvements. Such contributions are recorded as deferred
rent and amortized as reductions to lease expense over the lease term. Cerlain of the Company’s leases pravide for
Tental rates that increase or decrease over time. The Company recognizes operating lease mirimum rentals on a
straight-line basis over the lease term. The Compeny’s deferred rent balance was $37.4 million and $29.8 million at
December 31, 2006 and 2005. The lease term begins on the date the Company has access to the ieased property.

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

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

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

‘The Company is solely responsible for previding financial, operational and administrative support to the JVP,
JVN, Animal Planet Latip America, People & Ans Latin America, Animal Planct Asia, and Anima] Planet Europe
ventares and has committed to do se through at least fiseal 2007,

The Company is invelved in Litigation incidental to the conduct of its business. In addition, the Company is
involved in negotiations with organizations holding the rights 1o music used in the Company’s content. As giobal
music rights societies evolve, the Company uses all information available 1o estimate appropriate obligations. During
2005, DCI analyzed its music rights reserves and recorded a net reduction to cost of revenue of approximately
$11.0 million. The Company believes the reserves related to these music rights are adequate and does not expect the
outcome of such litigation and negotiations to have a material adverse effect on the Company’s results of operations,
casb flows, or financial position.

13. Employee Savings Plans

defz:rmd compcnsanon plan for certam managemcnt employees, together thc Savmgs Plans The Company
contributions to the Savings Plans were $9.9 million, $8.2 rnillion and $6.8 million during 2008, 2005 and 2004.
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14. Long-term Incentive Plans

In October 2005, the Company established a new long-term incentive plan, At inception of the plag, eligible
participants in one of the Company’s previously established long-term incentive plans chose to either continue in that
plan or to redeem their vested units af the December 31, 2004 valuation apnd receive partially vested uaits in the aew
plan. Substantially all participants io the previously established plan redeemed their vested units and reccived
partially vested units in the new plan. Cenain eligible employees were granted new units in the new plan.

Units partially vested i the new plan have vesting similar to units in the previously established plan, New units
awarded vest 25% per year. The units in the new plan are indexed to the market price of Class A DHC stock. Every
two years, one guarter of the units awarded will expire and the employee will receive a cash payment for the increase
in value throughout an eight-year period after the grant date. The Company has authorized the issuance of up to
31.% million units under this plan,

Prior te Qctober 2005, the Company maintained two unil-based, long-term incentive plans with substantially
similar terms. Units were awarded to eligible employees following their one-year annvversary of hire and vested 25%
per year thereafter. Upon exercise, participants received the increase in value from the date of issuance. The value of
the units was based on changes in the Company’s value as estimated by an exterpal investment-banking firm utilizing
a specified formula of Company business metrics. The average assumptions used in the valuation model included
adjusted projecied operating cash flows segregated by business group. The valuation also included a business group
specilic discount rate and terminal value based on business risk. The intrnsic value for unit appreciation had been
recorded as compensation expense over the period the units were outstanding. In August 2005, the Company
discontinued one of these plans, which resulted in the full vesting and cash redemption of units af the December 31,
2004 vajuation, including a 25% premium on appreciated value.

Upon voluntary tecmination of employment, the Compary distributes 75% of the intrinsic value of the
participant’s vested units, as participants are required to comply with post-employment cbligations for one year in
order 1o receive remaining benefits. The Company’s cash disbursements under the new plan aggregated $0.3 million
in 2006. There were no peyments during 2005 related to the new plan. The Company’s cash disbursements under the
prior plans aggregated $325.8 million and $45.9 million during 2005 and 2004. Compensation expense under the
prior plans was $20.4 million and $68.8 million in 2005 and 2004. The fair value of the units issued upder the new
plan has been determined using the Black-Scholes option-pricing model, The expected volatility represents the
calculated volatility of the DHC stock price over each of the various contractual terms. As a result of the limited
trading history of the DHC stock, this amount was determined based on an analysis of DHC's industry peer group
over the comesponding periods.

In 2006 znd 2005, the weighted average assumplions used in this option-pricing medel were as follows:

Year Ended
December 31,
Welghted Average Assumptions 2006 2005

Dividend yield

The weighted average grant date fair values of units granted during 2006 and 2005 were $6.48 ad $5.83, The
weighted average fair velues of units outstanding are $6.71 and $6.63 at December 31, 2006 and 2005.
Compensation expense in connection with the new plan was $39.2 millioa in 2006 2nd $29.1 million in 2005,
Included in the 2005 cxpense is $12.8 million related to the exchange of the partially vested units which represents
the difference between the fair value of the award and the intrinsic value of the award attributable to prior vesting.
The accrueg fair values of units outstanding under the new plan were $84.2 million and $45.5 million at
December 31, 2006 and 2005.

DHC.1.D.0000897
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The following table summarizes information about vnit transactions (units in millicns) for the new plan:

2006 2005
Weighted Weighted
Average Average
Exercise Exercise
Frice Ul Price

Outstand.mg. al Dec.:mher 31

Visted 2¢ Dece ity 31

The Company has classified as a current ligbility $43.3 million for the intrinsie value of units that are or will become
fully vested and potentially payable in tbe next twelve months. The aggregate intrinsic value of units outstanding at
December 31, 2006 and 2005 is $82.0 million and $50.1 million. At December 31, 2006, there was $92.0 million of
unrecognized compensation cost related to unvested units, which the Company expects to recognize over 2 weighted
average period of 2.2 years.

The following 1able summarizes information about unit awards outstanding at December 31, 2006 (units in

millions):
__Oulstunding _ Vested
Weighted Average Welighted A verage
Remainfng Yeurs of Remuinicg Years of
Calt Price Number of Uslts Contractos] Life Number of Units C dunl Life

The following table summarizes information about unit transactions (units in milliens) for previousty established

plans:
2005 2004
Weighied Welghied
Average Average
Exercise Exercise

Unlts Price Units Price

Units ;cdeempd{canc;}lg;l
Cruisianding # Devember:
Vested at December 31
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15. Income Taxes

Year Endes] December 31,

Income Tex E‘;!E 206 2008

103742 103484

Total income tax cxpense V $176788 162,343  141.79%
December 31,
2006
Deferred Income Tax Axsets and Liabllilies Current Non-current Current Now-current

in thowsands
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Reconciliation of Effective Tax Hate

Federal st el
Increase {decrease) in tax rate ari;ing from:

" Foreign income taxes, net of Federal

Effective income tax rate 504% 45.8%

s " ey
The Company has Federal operating loss carryforwards of $56.7 million that begin to expire in 2021 and state

operating loss camryforwards of $728.1 million in varjous state jurisdictions available to offset future taxable ipcome

that cxpire in various amounts through 2025, The Company also has $8.6 million of alternative minimum tax credits
that do not have an expiration date.

Deferred Lax assets are reduced by a valuation aliowance relating Lo the stale tax benefits atiributable Lo net
operating fosses in certain jurisdictions where realizability is not more likely than not.

16. Fipancial Instraments
Dervative Financial Instruments

The Company uses derivative financial instruments to modify its exposure to market risks from changes in
interest rates and foreign exchange rates. The Company does oot hold or enter into financial instruments for
speculative trading purposes.

The Company’s interest expense is exposed 1o movements in short-term inferest rates. Derivative instraments,
including both fixed to variable and variable to fixed interest rate instruments, are used to modify this exposure,
These instruments include a combination of swaps, caps, collars, and other structured instruments to modify interest
rate exposure. At December 31, 2006 and 2005, the variable to fixed interest rate instruments have a notional
principal amouot of $1,025.0 millien and $1.200.0 million and bave a weighted average interest rate of 5.09% and
5.82%. At December 31, 2006 apd 2005, the fixed 1o variable interest rate agreaments have a notional principal
amoun: of $225.0 million and have a weighted average interest rele of 9.86% and 8.39%. At December 31, 2006, the
Company heid an unexercised interest rate swap put with 2 notional emount of $25.0 million at a fixed rate of 5.44%.
As a result of unrealized mark to market adjustments, the Company recorded $10.4 million, $29.1 million and
$44.1 million in gains on these instruments during 2006, 2005 and 2004, The fair value of these derivative
instruments is recorded as a component of long-term ligbilities and other current liabilities in the conselidated
balance sheets, Changes in the fair value of these derivative instruments are recorded as a component of operating
cash flows. These derivative instruments did not receive hedge accounting treatment.

The foreign exchange instruments used are spot, forward, and option conltracts. Additionally, the Company
eniets into non-designated forward contracts to hedge non-dollar dencminated cash flows and foreign currency
balances. Al December 31, 2006 and 2005, the notional amount of foreign exchange derivalive contracts was
$364.1 million and $91.4 million. As a result of unrealized mark to market adjustments, the Company recognized a
$2.0 million gain and $2.3 million and $0.4 million in losses on these instruments during 2006, 2005 and 2004. The
fair value of these derivative instruments is recorded as a component of long-tera liabilities and other current
liabilities in the consolidated balance sheets. These derivative instruments did pot receive hedge accounting
treatment.

Puring 2003, the Company entered into several reasury locks to bedpe a forecasted debt financing transaction,
The vaiue of the hedges at closing was $3.3 million, These derivatives received hedge accounting treatment and the
deferred gain has beep recorded as a compenent of Other Comprehensive Income (Loss), net of taxes and is being
amortized a5 an adjustment to interest expense.

Fair Value of Financial Instruments

i (%] 3 thai i
trpayanie-appr BeIF-CaFFyIng

values. Marketable equity securities are carried at fair value and fluctuations in fair value are recorded through other

. 4 PR T ERC T S
Tie fiut valoes-of veshrasd-cashrequivalents; reeervablesand
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comprehensive income. Losses on investments that are other than temperary declines in value are recorded in the
stafement of operations.

The carrying amount of the Company’s borrowings was $2,641 million and the fair value was $2,702.0 million
at December 31, 2006. The carrying amount of the Company’s borrowings was $2,597.0 million and the fair value
was $2,674.0 million at December 31, 2005.

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

nel fair value of the Company's short and long-term derivative instruments was $(19.8) million at December 31,
2005,

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

Credit Concentrations

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

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

17. Related Party Transactions

The Company identifies related parties as investors and their consolidated businesses, the Company’s equity
investments, and the Company's executive management. The most significant transactions with related parties result
from companies that distribute networks, produce content, or provide media uplink services. Gross revenue eamned
from related parties was $90.0 million, $73.7 million and $71.8 million in 2006, 2005 and 2004. Accounts receivable
from thest entities were $15.0 million and $17.0 million al Pecember 31, 2006 and 2005, Purchases from related
parties totaled $83.3 million, $71.4 millien, and §133.2 million in 2006, 2005 and 2004; of these $8.4 millicn,
$23.1 million and $91.0 million relate to capitalized assets. Amounts payable to these parties totaled $2.4 million and
$2.3 million at Decernber 31, 2005 and 2005,
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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

Jobn C. Malone
Chief Executive Officer

Pursuani (o the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persoas on behalf of the Registrant and in the capaciti¢s and on the date indicated.

February 28, 2007

February 28, 2007

February 28, 2007

February 28, 2007

Febrvary 28, 2007

February 28, 2007

February 28, 2007

/sf Fohn C. Malone

Jobn C. Malone
Chainman of the Board, Director
and Chief Executive Officer

/s/ Robert R, Bennett

Robert R. Bennett
Director and President

/sf Paul A Gould

Paul A. Gould
Director

Js! M. LaVoy Robison

M. LaVoy Robison
Director

fsi 1. David Wargo

5. David Wdrgo
Director

/s/ David J.A. Flowers

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

Jsf Christopher W, Shean

Christopher W. Shean
Senior Vice President and Controller
(Principal Accounting Officer)
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Listed below are the exhibits which are filed as a part of this Report (according to the number assigoed to them in
ltem 601 of Regulation S-K):

2 — Plan of Acquisition, Reorganization, Arrangement, Liguidation or Succession:
2.1 Reorganization Agreement among Liberty Media Corporation, Discovery Holding Company (“DDHC™) 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. 000-51203) (the “Form 10™).
3 — Articles of Incorporation and Bylaws:
31 Restated Certificate of Incorporation of DHC (mcarpom:.ed 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 common stock, par value $.01 per share, of DHC (incorporated
by reference 1o 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 meference to Bxhibit 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).
1) — Material Contracts:

10.1  The Shareholders Agreement, daied as of November 30, 1991 (the “Stockholders” Agrecment”), by and among
Discovery Coramunications, Inc. {*Discovery™), Cox Discovery, Iec. (“Cox™), NewsChannels TDC
Investments, Inc. (“NewChannels™}, TCI Cable Education, Inc. {(*TCID™) and John §. Hendricks (“Hendricks™)
{(imcorporated by reference to Extubit 10.1 10 the Form 10).

0.2 First Amendment to the Stockholders’ Agreement, dated as of December 20, 1996, by and among Discovery,
(‘ox Communications Holdings, Inc. (the suceessor to Cox), Newhouse Broadcasting Corporation ¢ the
successor to NewChannels), TCID, Hendricks and for the purpeses stated therein only, LMC Animal Planet,
Inc. {“1LMC™) 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 Stockbolders” Agreement, dated as of September 7, 2000, by and among Discovery,
Cox Commupications 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 1o Exhibit 10,3 to the Form 10),

10.4  Third Amendment to the Stockbiolders® Apreement, dated as of September, 2001, by and among Discovery,
Cox, NewChannels, TCID, Hendricks and Advance Programming Holdings Corp. (incorporated by reference to
TFoxhibit 10.4 to the Form 10).

10.5 Fourth Amendment to the Stockhelders’ Agreement, dated as of June 23, 2003, by and among Discovery, Cox
NewChannels, TCID, Liberty Animal, Inc. (the successor in interest ta LMC) for the purposes stated in the First
Amendment to the Stockholders’” Agreement, and Headricks (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 ta
Exhibit 10.6 1o the Form 10},

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

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

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

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

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

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

10.13  Tndemnification Agresment, dated as of June 24, 2005, between NewChannels and DHC (incorporated by
reference to Exbibit 10.13 1o the Form 10).

10.14  Fomm of Indemnification Agreement with Directors and Executive Officers (incorporated by reference to
Exhibit 10.14 to the Form 10).
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21 — Subsidiaries of Discovery Helding Company, filed herswith.
23.1  Consent of KPMG LLP, filed herewith.
23.2  Conseat of PricewaterhouseCoopers LLP, filed herewith-
311  Rule 13a-14(a)/15d — 14{a) Certification, filed hercwith.
31.2  Rule 13a-14{a)/15d — 14(a) Certification, filed herewith.
31.3  Rule 13a-14(2)/15d — 14(a) Certification, filed herewith.
32 — Section 1350 Certification, filed herewith,
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EXHIBIT 21
As of December 31, 2006
A table of subsidiaries of Discovery Holding Company is set forth below, indicating as to each the state or jurisdiction of organization

and the names under which soch subsidiaries do business. Subsidtaries not included in the table are inactive or, considered in the
aggregate as a single subsidiary, wonld not constitute a significant snbsidiary.

SuteCountry
of Formation

! ; i R! i
Symphony: Encore Hollywood; L:veI 3 Post; Method; POP Suund FilmCore Ed:lonal Santa Mo:uca.
FilmCore Distrivution Hollywood; FilmCore Editorial §an Francisco; FilmCore Distribution San Francisco;
FilmCore Editorial New York] e CA

[dba Level 3 Post; Digital Transform; Ascent Media DVD ank;
Ascent Media Laboratory; Ascent M:dla Management Services:
Burbank; Ascent Media Mauagement Services: Hellywood; Ascent Media Syndication Services; Ascent
Media Digital Media Center; Ascent Media Vault; Ascent Media Management Services East; Blink Digital;
Cinetech] N DE

Todd-AQ UK Limited

DHC.1.D.0000206
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EXHIBIT 23.1

Consent of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Discovery Holding Company:

We consent to the incorporation by reference in the following registration statements of Discovery Holding Company of our report dated
February 28, 2007, with respect to the consolidated balance sheets of Discovery Holdiag Company and subsidiaries as of December 31, 2006
and 2005, and the related consclidated statements of operations and comprehensive carnings {loss), cash flows and stockholders’ equity for
zach of the years in the three-year period ended December 31, 2006, which report appears in the December 31, 2006, anmual repert on Form
10-K of Discovery Holding Company.

Our report on the 2forementioned consclidated financial statement refers to Discovery Holding Company’s adoption of Statement of Financial
Accounting Standards No. 123(R), $hare-Based Payment, effective January 1, 2006.

K¥PMG LLP
Denver, Colorado
February 28, 2007
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