DISCOVERY HOLDING COMPANY AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements — (Continued)

(6) Goodwill
Goodwill is comprised of the following:
March 31, December 31,

2007 2006
amounts in thousands

Goodwill
Crealive SErvICES SIOUP . . . . oo v v v e e e i e et i aas $ 106,599 106,599
Network Services group ... ..o oo oo e 197,283 197,190
DHSCOVEIY & . ot i i et e e e 1,771,000 1,771,000
Total goodwill . . ... ... ... e $2,074,882 2,074,789

GAAP requires companies to allocate enterprise-level goodwill to all reporting units, including equity method
investments. Accordingly, the Company has allocated $1,771,000,000 of enterprise-level goodwill to its investment
in Discovery. This allocation is performed for goodwill impairment testing purpeses only and does not change the
reported carrying value of the investment. However, 1o the extent that all or a portion of an equity method

investment is disposed of in the future, the allocated portion of goodwill will be relieved and included in the
calculation of the gain or loss on disposal.

(7) Investment in Discovery

The Company has a 50% ownership interest in Discovery and accounts for its investment using the equity
method of accounting. Discovery is a global media and entertainment company that provides original and
purchased video programming in the United States and in over 170 other countries. Discovery also develops
and sells branded commerce and educational product lines in the United States.

On March 29, 2007, Discovery announced that it had entered into a non-binding Letter of Intent with Cox
Commnunicarions Holdings, Inc. (“Cox™), a 25% shareholder of Discovery, pursuant to which Discovery would
redeem Cox’s ownership interest in Discovery for all of the capital stock of a subsidiary of Discovery that will hold
Travel Channel, travelchannel.com, Antenna Aundio and approximately $1.275 billion in cash. Discovery expecls 10
raise the cash amount through additional financing, and expects o retire the equiiy shares previously owned by Cox.
Completion of the transaction is subject to negetiation of definitive documents and various conditions, including
regulatory clearances and approvals. Upon completion of the transaction, which is expected to close in the second
quarter of 2007, the Company would own a 66%% interest in Discovery. DHC would continue to account for its

investment using the equity method of accounting due to governance rights which would restrict DHC's ability to
control Discovery.

DHC's carrying vaiue for Discovery was $3,150,457,000 at March 31, 2007. In addition, as described in note 6,
enterprise-level goodwill of $1,771,000,000 has been allocated to the investment in Discovery.
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements — (Continned)

Summarized financial information for DCI is as follows:

Consolidated Balance Sheets
March 31, December 31,
2007 2006
amounts in thonsands
Cash and cash equivalents. . ... ... ... .. ... ... . ........ $ T1,2B5 52,263
Other CUMETt 855015, © .« « o v e ittt m et e e e e e e ettt e s 904,398 918,373
Property and equipment, DEL . .. ... ... ... 417,286 424,041
Goodwill and intangible assels ... .. ... ... .. e 455,906 472939
Programming rights, Jongterm . ..... ... ... ... ... . ... ... ... .. 1,253,539 1,253,553
OB ASSEIS . .\ o vt ettt e e 446,736 255,384
TOtal BSSEIS . o . v o et e e e e e $3,549,150 3,376,553
Current Habilities . . . . .ot e e e e $ 567,276 734,524
Longtermdebt. . . ... i 2,896,186 2,633,237
Other Jiabilites . . . . .. ..o e e e 257,790 175,255
Mandatorily redeemable equity in subsidiaries ... ............... .. 46,586 94,825
Stockholders” deficit . . .. .. .. ... L (218,688) (261,288)
Total labilities and stockholders’ deficit. .. ... ................. $3,549,150 3,376,553

Consolidated Statements of Operations
Three Months Ended

March 31,
2007 2006
amouvnts in thousands
REVEIIIE . . . . e e e $ 727,826 659,601
oSt Of TEVERLE . . . o i e i e e e e e s {257,027y (240,342)
Selling, general and administrative .. ... ... .. ... ... .o (291,002)  (274,348)
Restructuring and other charges . ... ......... . ... .. ... ... ... (10,999) —
Equity-based compensation . . . ... .. ... ... .ol ee i (11,721) {5,169)
Depreciation and amOTUZAGON . . . .. . ... nt ittt (35,188  (30,135)
OPperating ICOMIE . . ...t v vt ottt e e e 121,889 109,607
INLEIESE EXPEASE -« o v coci e ot i (44,556) (49,006)
OIher INCOME, MEL. .« o ittt e et e ettt e e e im e e 2,407 10,005
INCOTNE TAX EXPEISE . . o vt v e e e e et teeiee ot ina o a s in o (36,626)  (28,259)
Net CaMINES « -« . oot r oot i e et e s § 43,114 42,347
DHC’s share of net eamnings - . .. ... ... i i $ 21,557 21,173

(8) Income Taxes

Effective Jamary 1, 2007, the Company adopted FASB Interpretation No. 48, “Accounting for Uncertainty in
Income Taxes, an interpretation of FASB Statement No. 109™ ("FIN 48”). FIN 48 clarifies the accounting for
uncertainty in income taxes recognized in a company’s financtal statements and prescribes a recognition threshold
and measurement attribute for the financial statement recognition and measurement of 2 tax position taken or
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements — (Continued)

expected to be taken in a tax return. In instances where the Company has taken or expects 1o take a tax position in its
tax return and the Company believes it is more likely than not that such tax position will be upheld by the relevant
taxing authority, the Company may record the benefits of such tax position in its consolidated financial statements.
Upon adoption of FIN 48, the Company’s wholly-owned subsidiary, Ascent Media, reversed $255,000 of tax
liabikities included in the Company’s December 31, 2006 consclidated balance sheet with a corresponding decrease
o accumulated deficit. The Company’s 50%-owned equity affiliate, Discovery, recorded a $5,011,000 net tax

liability upon adoption of FIN 48, so the Company charged its 50% share, or $2,506,000, directly to accumulated
deficit, net of a $991,000 deferred tax impact,

As of January 1, 2007, the Company’s lax reserves related to unrecognized tax benefits for uncertain tax
positions was not significant. The Company does not expect that the total amounts of unrecognized tax benefits will
significantly increase or decrease during the year ended December 31, 2007.

When the tax law requires interest to be paid on an underpayment of income taxes, the Company recognizes
interest expense from the first period the interest would begin accruing according to the relevant tax law. Such
interest expense is included in Other income, net in the accompanying condensed consolidated staternents of
operations. Any accrual of penalties related to underpayment of income taxes on uncertain tax positions is included
in Other income, net in the accompanying condensed consolidated statements of operations. As of January 1, 2007,
accrued interest and penalties related to uncertain 1ax positions was not significant.

As of March 31, 2007, the Company’s tax returns for the period July 21, 2005 through December 31, 2006
remain subject to examination by the RS for federal income tax purposes.

(9) Commitments and Contingencies

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

The Company and its subsidiaries lease offices, satellite ransponders and certain equipment under capital and
operating lease arangements.

On December 31, 2003, Ascent Media acquired the operations of Sony Electronic’s systems irtegration center
business and related assets, which we refer to as SIC. In exchange, Sony received the right to be paid in 2008 an
amount equal to 20% of the value of the combined business of Ascent Media’s wholly owned subsidiary, AF
Associates, Inc. and SIC. The valne of 20% of the combined business of AF Associates and SIC is estimated at
$6,100,000, which Tiability is included in long-term Other liabilities in the accompanying condensed consolidated
balance sheets. SIC is included in Ascent Media's network services group.

(10) Related Party Transactions

In connection with the Spin Off, DHC and Liberty entered into a Services Agreement. Pursuant to the Services
Agreement, Liberty provides the Company with office space and certain general and administrative services
including legal, tax, accounting, treasury and investor relations support. The Company reimburses Liberty for
direct, out-of-pocket expenses incurred by Liberty in providing these services and for the Company’s allocable
portion of facilities costs and costs associated with any shared services or personnel. Liberty and DHC have agreed

R ER R P

that they will review cost allocalions every SiX MONINS and adjust Such CHaTges, if APPTOPIaTE. ATmounts Tharged w
DHC by Liberty under the Services Agreement aggregated $552,000 and $565,000 for the three months ended
March 31, 2007 and 2006, respectively.

Ascent Media provides services, such as saiellite uplink, systems integration, crigination, and post-production,

to Discovery. Revenue recorded by Ascent Media for these services for the three months ended March 31, 2007 and
2006 aggregated $4,960,000 and $6,768,000, respectively.
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements -— (Continued)

(11) Information About Operating Segments

The Company’s chief operating decision meker, or his designee (the “CODM”), has identified the Company’s
reportable segments based on (i) financial information reviewed by the CODM and (ii) those operating segments
that represent more than 10% of the Company’s consolidated revenue or earnings before taxes. In addition, those
equity investments whose share of earnings represent more than 10% of the Company’s earnings before taxes are
considered reportable segments.

Based on the foregoing criteria, the Company’s business units have been aggregated into three reportable
segments: the creative services group and the network services group, which are consolidated operating segments,
and Discovery, which is an equity affiliate.

The creative services group provides various technical and creative services necessary to complele principal
photography into final products, such as feature films, movie trailers, documentaries and independent films,
cpisodic television, TV movies and mini-series, television commercials, music videos, interactive games and pew .
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
completed media assets for global distribution via freight, satellite, fiber and the Internet. The network services
group provides broadcast services, which are comprised of services necessary to assemble and distribute
programming for cable and broadcast nerworks via fiber and satellite to viewers in North America, Europe, Asia
and Latin America. Additionally, the networks services group provides systems integration, design, consulting,
engineering and project management services.

DHC corporate related itemns and unallocated Ascent Media corporate expenses are reflected in the Corporate
and Other column listed below. As a product of Ascent Media’s recrganization completed in the fourth quarter of
2006, the segment presentation for prior periods has been conformed to the cumrent period segment presentation.

The accounting policies of the segments that are consolidated entities are the same as those described in the
surnmary of significant accounting policies and are consistent with GAAFP.

The Company evaluates the performance of these operating segments based on financial measures such as
revenue and operating cash flow. The Company defines operating cash flow as revenue less cost of services and
selling, general and administrative expense (excluding stock and other equity-based compensation and accretion
expense on asset retirement obligations). The Company believes this is an important indicator of the operational
strength and performance of its businesses, including the businesses’ ability to service debt and capital expen-
dimres. In addition, this measure allows management 10 view operating results and perform analytical comparisons
and identify strategies 10 inprove performance. This measure of performance excludes depreciation and amor-
tization, stock and other equity-based compensation, accretion expense on asset retirement obligations and
restructuring and impairment charges that are included in the measurement of operating income pursuant 1o
GAAP. Accordingly, operating cash flow shounld be considered in addition to, but not as a substitute for, operating

income, cash flow provided by operating activities and other measures of financial performance prepared in
accordance with GAAP.

The Company's reportable segments are strategic business units that offer different products and services.
They are managed separately because each segment requires different technologies, distribution channels and
__markeling strategies.
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES
Notes 1o Condensed Consolidated Financial Statements — (Continned)

Summarized financial information concerning the Company’s reportable segments is presented in the
following tables:

Consolidated Reporiable Segments

Creative Network Equity
Services Services Corporate Consolidated Affiliate-
Group Groop(1) and Other Total Discovery

amounnts in thoosands

Three months ended March 31, 2007

Revenue from external costomers . .. ... .. $110,712 63,170 —_— 173,882 727,826
Operating cash flow (deficit) ........ ... $ 14,284 8,288 (7,210) 15,362 179,797
Capital expenditures. . .. .............. $ 6,132 5,587 1,688 13,407 13,407
Totalassets .............. ... ... .... $412284 383,532 5099418 5,805,234 3,549,150
Three months ended March 31, 2006
Revenue from external customers . . ... ... $ 98,530 55,038 — 153,568 659,601
Operating cash flow (deficity .. ...... ... § 13,098 9,497 (9,251} 13,344 144,911
Capital expenditures. . . ............ ... $ 5,595 7,603 604 13,802 7,344

(1) included in Network Services group revenue is broadcast services revenue of $37,415,000 and $39,290,000 and

systems integration revenue of $25,755,000 and 515,748,000 for the three months ended March 31, 2007 and
2006, respectively.

The following table provides a reconciliation of segment operating cash flow 1o eamings before income taxes.

Three Monihs Ended
March 31,
207 2006

amounts in thonsands

Segment operating cash flow . ... . ... . ... .. . ... $ 15,362 13,344
Stock-based COMPENSAHON . . .. . ... .. ...t (966) (546)
Depreciation 2nd amortzation . . ... ... ...ttt e {15,571) (15,653)
Share of earnings of DiscoOvery ... ... .ot i 21,557 21,173
Other, met. . . e 9,271 1,950
Earnings before income taxes . . - ... .. L e $ 29,653 20,266
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements — (Continued)

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

Three Months Ended

March 31,
2007 2006
amounts in thomsands
Revenue
United SUaleS. . . . ..ottt e e e $137,212 116,189
United Kingdom . . .. ... .. .. .. . ... 30,140 32,080
Other COUNITIES . . . .. .. st e e et ae et e 6,530 5,299

$173,882 153,568

March 31,  December 31,
2007 2006

amounis in thonsands

Property and equipment, net

United States .. . ... ... ... .. ... $189,798 184,052
United Kingdom _ ... ... ... . ... ... . ... ... ... ... 70,345 70,363

Other CONNTTIES . .. . et et e e e e e e e e e 25,029 26,360
$285,172 280,775
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results Of Operations

Certain statements in this Quarterly Report on Form 10-Q) constitute forward-looking statements within the
meaning of the Private Securities Lingation Reform Act of 1995, including statements regarding our business,
marketing and operating stralegies, integration of acquired businesses, new service offerings, and anticipated
sources and uses of capital. Where, in any forward-looking statement, we express an expectation or belief as 1o
future results or events, such expectation or belief is expressed in good faith and believed 10 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 canse actual resulis or events to differ materially from those
anticipated:

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

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

the regulatory and competitive environment of the industries in which we, and the entities in which we have
interests, operate;

+ continued consolidation of the broadband distribution and movie studio industries;

uncertainties inherent in the development and iniegration of new business lines, acquired operations and
business strategies;

-

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

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

rapid technological changes;
+ future financial performance, including availability, terms and deployment of capital;

* fluctuations in foreign currency exchange rates and political unrest in international markets;

the ability of suppliers and vendors to deliver products, equipment, software and services;

.

the outcome of any pending or threatened lirigation;

availability of qualified personnel;

» the possibility of an industry-wide strike or other job action by or affecting a major entertaimment industry
uniom;

» 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 Tesponses to our products and services, and the products and services of the entities in which we
— e~ _have interests; and.

» threatened terrorists attacks and ongoing mititary 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 Quarterly Report, and we expressly disclaim any obligation or undertaking to disseminate any updates or
revisions 1o any forward-looking staternent contained herein, o reflect any change in our expectations with regard
thereto, or any other change in events, conditions or circumstances on which any such statement is based.
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The following discussion and analysis provides information concerming our results of operations and financial
condition, This discussion should be read in conjunction with our accompanying condensed consolidated financial
statements and the notes thereto; and our “Management’s Discussion and Analysis of Financial Condition and

Results of Operations” and our consolidated financial statemnents included in our Annnal Report on Form 10-XK for
the year ended December 31, 2006.

Overview

We are a holding company and our businesses and assets include Ascent Media and AccentHealth, which we
consolidate, and a 50% ownership interest in Discovery, which we account for using the equity method of

accounting. Accordingly, as described below, Discovery’s revenue is not reflected in the revenue we report in our
condensed consolidated financial statements.

Ascent Media provides crearive and network services to the media and entertainment industries. Ascent
Media’s clients include major motion picture studios, independent producers, broadcast networks, cable program-
ming nerworks, advestising agencies and other companies thar produce, own and/or distribute entertainment, news,
sports, corporate, educational, industrial and advertising content. Ascent Media’s operations are organized into the
following three groups: creative services group, network services group and corporate and other. Ascent Media has
few long-term or exclusive agreements with its creative services customers.

AccentHealth, which we acquired on January 27, 2006 for cash consideration of $46,793,000, operates an
advertising-supported captive audience television network in doctor office waiting rooms nationwide. For financial
reporiing purposes, the acquisition is deemed to have occurred on February 1, 2006, and the results of operations of
AccentHealth have been included in our consolidated results as part of the network services group since the date of
acquisition.

Our most significant asset is Discovery, in which we do not have a controlling financial interest. Discovery is a
global media and entertainment company that provides original and purchased video programming in the U.S. and
over 170 other countries. Discovery also develops and sells branded commerce and educational product lines in the
United States. We account for our 50% ownership interest in Discovery using the equity method of accounting.
Accordingly, our share of the results of operations of Discovery is reflected in our consolidated results as earnings or
losses of Discovery. To assist the reader in better understanding and analyzing our business, we have included a
separate discussion and analysis of Discovery’s results of operations and financial condition below.

Operating Cash Flow

We evalate the performance of our operating segments based on financial measures such as revenue and
operating cash flow. We define operating cash flow as revenue less cost of services and selling, general and
administrative expense {excluding stock and other equity-based compensation and accretion expense on asset
retirernent obligations). We believe this is an important indicator of the operational strength and performance of our
businesses, including their ability to invest in ongeing capital expenditures and service any debt. In addition, this
measure allows management to view operating results and perform analytical comparisons and identify strategies o
improve performance. This measure of performance excludes depreciation and amortization, stock and other
equity-based compensation, accretion expense on asset retirement obligations, restructuring and impairment
charges that are included in the measurement of operating income pursuant to GAAP. Accordingly, operating
cash flow should be considered in addition to, but not as a substitute for, operating income, cash flow provided by
operating activities and other measures of financial performance prepared in accordance with GAAP. See note 11 to

jal staternents for 2 reconciliation of operating cash flow 1o

earnings before income taxes.

Results of Operations

Our consolidated results of operations inchude 100% of the results of Ascent Media and AccentHealth, general
and administrative expenses incurred at the DHC corporate level, and our 50% share of eamnings of Discovery.
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Our creative services group revenue is primarily generated from fees for video and audio post production,
special effects and editorial services for the elevision, feature film and advertising industries. Generally, these
services pertain to the completion of feature films, television programs and adverisements. These projects normally
span from a few days to three months or more in length, and fees for these projects typically range from $10,000 1o
$1,000,000 per project Additionally, the creative services group provides owners of film libraries a broad range of
restoration, preservation, archiving, professional mastering and duplication services. The scope of these creative
services vary in duration from one day to several months depending on the nature of the service, and fees typically
range from less than $1,000 o $100,000 per project. The creative services group includes Ascent Media’s digital
media distribution center which is developing new digital service products and businesses in areas such as digital
imaging, digital vault, distribution services and interactive media.

Our network services group’s revenue consists of fees relating to facilities and services necessary 1o assemble
and transport programming for cable and broadcast networks across the world via fiber, satellite and the Internet.
The group's revenves are also driven by systems integration and field support services, technology consulting
services, design and implementation of advanced video systems, engineering project management, technical help
desk and field service. Approximately 60% of the network services gronp’s revenue relages to broadcast services,
satellite operations and fiber services that are earned monthly under long-term contracts ranging generally from one
1o seven years. Additionally, approximately 40% of revenue relates to systems integration and engineering services
that are provided on a project basis over erms generally ranging from three to twelve moenths.

Corporate related items and expenses are reflected in Corporate and other, below. Cost of services and
operating expenses consist primarily of production wages, facility costs and other direct costs and selling, general
and administrative expenses.

Three Months Ended
March 31,

2007 D06
amounts in thousands

Segment Revenue
Creative SEFVICES ZTOUP . . . . .. .ot it e ettt it e i e e e $110,712 98,530
Network Services grolp. . . . . .. oottt e e e 63,176 55,038
Corporate and other

$173,882 153,568

Segment Operating Cash Flow

Creative ServiCes BIOUD . . L.ttt it ittt et i e i e $ 14,284 13,098
Network Services ZroUP. . ...ttt i e 8,288 9,497
Corporate and other . . . . . .. ... .. i (7,210) (9,251)

$ 15362 13,344

Revenue. Tolal revenue increased $20,314,000 or 13.2% for the three months ended March 31, 2007, as
compared to the corresponding prior year period. The creative services group revenue increased $12,182,000 for the
three months ended March 31, 2007, as compared to the corresponding prior year period. This increase was due to
(1) an increase of $6,241,000 in commercial revenue driven primarily by strong U.S. demand, (ii} an increase of
$3.727,000 in feature revenue driven by increased titles for post prodoction and sudio services, (iii) an increase of
$864,000 in media services driven by growth in digital vaulting and digital distribution services, offset by lower
traditional media, lab and DVD services and (iv) favorable changes in foreign curmrency exchange rates of

g (TS 00 ThESE TEvE e . e = Loe
the U.5. and UK.
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The network services group revenue increased $8,132,000 for the three months ended March 31, 2007, as
compared to the corresponding prior year period. The increase in revenue was due to (i) an increase of $10,008,000
in system integration services revenue due to the timing of projects, (i) an increase of §1,985,000 driven by
AcceniHealth which was acquired in February 2006 and (iii) favorable changes in foreign currency exchange rates
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of $1,363,000. These increases in revenue were partially offset by (i) a decrease of $2,342,000 in content
distribution revenue primarily due to the terminarion of certain distribution contracts in the UK. and (ii) other
revenue decrease of $2,882,000 primarily due to a large one-lime project in 2006.

Cost of Services. Cost of services increased $20,427,000 or 20.9% for the three months ended March 31,
2007, as compared to the corresponding prior year period. The increase 1s atributable to higher costs across crealive
services and network services groups primarily in production material, production personnel and equipment
expenses resulting from increased volumes. Additionally, changes in foreign currency exchange rates resulied in an
increase of $2,157,000. As a percent of revenue, cost of services was 67.9% and 63.6% for the three months ended
March 31, 2007 and 2006, respectively. The percentage increase was a result of revenue mix driven by higher
production material costs for system integration projects at the network services group and by more laber intensive
commercial and feature projects in the creative services group. These material and labor costs have increased at a
faster rate than revenue, contributing to a lower operating cash flow margin.

Selling, General and Administrative. DHC’s selling, geperal and administrative expenses (“SG&A™),
including corporate expenses of both DHC and Ascent Mediz but excluding stock-based compensation and
accretion expense on assel retirement obligations, decreased $2,131,000 or 5.0% for the three mounths ended
March 31, 2007 as compared to the corresponding prior year period. The declive for the three month period was
driven by lower professional fees and lower personnel costs. As a percent of revenue, SG&A was 23.3% and 27 8%
for the three months ended March 31, 2007 and 2006, respectively, with the decrease partially resulung from the
restructuring which occurred in the third and fourth quarters of 2006, lowering headcount and personnel costs.

Depreciation and Amortization.  The decrease in depreciation and amortization expense for the three months
ended March 31, 2007 is due 10 a combination of assets becoming fully depreciated partialy offset by depreciation
on new capital expenditures.

Stock-Based Compensation.  Effective August 3, 2008, Ascent Media adopted its 2006 Long-Term Incentive
Plan (the “2006 Plan”). The 2006 Plan provides the terms and conditions for the grant of, and payment with respect
10, Phantom Appreciation Rights (“PARs™) granted to certain officers and other key personnel of Ascent Media. The
maximum number of PARs that may be granted under the 2006 Plan is 500,000, and there were 423,500 PARs

granted as of March 31, 2007. For the three months ended March 31, 2007, Ascent Media recorded $841,000 of
2006 Plan cxpense.

On July 21, 2005, Liberty completed the spin off of the capital stock of DHC. As a result of the Spin Off and
related adjustments to Liberty’s stock incentive awards, options to acquire an aggregale of approximately
2.0 million shares of DHC Series A common stock and 3.0 million shares of DHC Series B common stock were
issued to employees of Liberty. In additon, employees of Ascent Media who held stock options or stock
appreciation rights (“SARs™) to acquire shares of Liberty commen stock prior to the Spin Off continue to hold
such options. SAR expense was a credit of $12,000 for the three months ended March 31, 2007. Pursuant to the
Reorganization Agreement, DHC is responsible for all stock options related wo DHC cominon stock, and Liberty is
responsible for all incentive awards related to Liberty common stock. Notwithstanding the foregeing, the Company
records siock-based compensation for all stock incentive awards held by DHC’s and its subsidiaries’ employees
regardiess of whether such awards relate to DHC common stock or Liberty common stock. Any stock-based
compensation recorded by DHC with respect to Liberty stock incentive awards is treated as a capital transaction
with the offset 1 stock-based compensation expense reflected as an adjustment of additional paid-in capital. Stock-

based compensation expense was $137,000 and $546,000 for the three months ended March 31, 2007 and 2006,
respectively.

As of March 31, 2007, the total compensation cost related to vnvested equity awards was $960,000. Such

“‘amount will be recognized in our consolidated statemnentis of operations over a weighted average peiriod of

approximately 1.3 years.

Share of Earnings of Discovery. Our share of eamings of Discovery was consistent for the three months
ended March 31, 2007 and 2006, increasing $384,000 or 1.8%.

We have provided a more detailed discussion of Discovery’s results of operations below.
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Other Income. During the first quarter of 2007, we were bought out of an operating lease in New York and
recorded a $6,992,000 gain on this transaction, representing the cash received less the net book valie of leasebold
improvements which were retired.

Income Taxes. Qur effective tax rate was 31.0% and 42.7% for the three months ended March 31, 2007 and
2006, respectively. Qur income tax expense for 2007 is lower than the federal income tax rate of 35% due 10 a
reduction in the valuation allowance from the usage of net operating loss carryforwards to offset taxable income in
the first quarter of 2007. Our income tax expense for 2006 was higher than the federal income tax rate of 35% due to
state and foreign tax expense.

Net Earnings. Our net earnings increased from $11,615,000 for the three months ended March 31, 2006 1o
$720,464,000 for the three months ended March 31, 2007. Such increase is due to the other aforementioned
fluctuations in revenue and expenses.

Liguidity and Capital Resources

Our primary sources of funds are cash on hand and cash flows from operating activities. During the three
menths ended March 31, 2007, our primary use of cash was capital expenditures of $13,407,000. Of the foregoing
2007 capital expenditures, $3,338,000 relates 1o the buildout of Ascent Media’s existing facilities for specific
customer coniracts. The remainder of our capital expenditures relate to purchases of new equipment and the
upgrade of existing facilides and equipment. We currently expect to spend an additional $69,500,000 for capital
expenditures in 2007, which we expect will be funded with cash from operations and cash on hand. At March 31,
2007, we have approximately $154.7 million of corporate cash and short-term investments. For the foreseeable
furure, we expect to have suificient available cash balances and net cash from operating activities to meet our
working capital needs and capital expenditure requirements. We intend 1o seek exiernal equity or debt financing in
the event any new ipvestment opportunities, additional capital expenditures or our operations require additional
funds, but there can be no assurance that we will be able to obtain equity or debt financing on terms that are
acceptable to us.

‘We do pot have access Lo the cash Discovery generates from its operations, unless Discovery pays a dividend
on its capital siock or otherwise distributes cash w its stockholders. Historically, Discovery has not paid any

dividends on its capital stock, and we do not have sufficient voting control to cause Discovery to pay dividends or
make other payments or advances to us.

Discovery

We held a 50% ownership interest in Discovery and account for this investment vsing the equity method of
accounting. Accordingly, in our condensed consolidated financial statements we record our share of Discovery’s net
income or loss available to common shareholders and reflect this activity in one line itern in our condensed
consolidated statement of operations as “Share of earnings of Discovery.” The following financial information of
Discovery for the three months ended March 31, 2007 and 2006 and related discussion is presented 1o provide the
reader with additional analysis of the operating results and financial position of Discovery. Because we do not
control the decision-making process or business management practices of Discovery, we rely on Discovery to
provide us with financial information prepared in accordance with GAAP that we use in the application of the equiry
method. The following discussion and analysis of Discovery’s operations and financial position has been prepared
based on information that we receive from Discovery and represents our views and understanding of ils operating
performance and financial position based on such information. Discovery is not a separately traded public company,
and we do not have the ability to cause Discovery’s management to prepare its own management’s discussion and
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Discovery’s management had prepared it

The following discussion of Discovery’s results of operations is presented on a consolidated basis. In order o
provide a better understanding of Discovery’s operations, we have also included a summarized presentation of
revenue and operating cash flow of Discovery’s three operating groups: Discovery networks U.S., or U.S. networks,
Discovery networks international, or imternational networks, and Discovery commerce, education and other.
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The U.S. networks is Discovery’s largest division, which owns and operates 12 cable and satellite channels and
provides distribution and advertising sales services for BBC America and distribution services for BBC World
News. International petworks manages a portfolio of channels, led by the Discovery Channel and Animal Planet
brands, thart are distributed in virtually every pay-television market in the world via an infrastructure that inclndes
major operational centers in London, Singapore, New Delhi and Miami. Discovery commerce, education and other
includes Discovery's retail chain store operations and other direct-to-consumer marketing activities, as well as
Discovery education, which manages Discovery’s distribution of education content to schools and consumers.

On March 29, 2007, Discovery announced that it had entered into a non-binding Letter of Intent with Cox, a
25% shareholder of Discovery, pursuant to which Discovery would redeem Cox’s ownership interest in Discovery
for all of the capital stock of a subsidiary of Discovery that will hold Travel Channel, travelchannel.com, Antenna
Audio and approximately $1.275 billion in cash, Discovery expects to raise the cash amount through additional
financing, and expects to retire the equity shares previously owoed by Cox. Completion of the transaction is subject
10 negotiation of definitive documents and various conditions, including regulatory clearances and approvals. Upon
completion of the ransaction, which is expected to close in the second quarter of 2007, the Company would own a
66%% interest in Discovery. DHC would continue 0 account for its investment using the equity method of
accounting due o govermnance rights which would restrict DHC’s ability to control Discovery.

Consolidated Results of Discovery
Three Months Ended

March 31,
2007 2006
amounts in thousands
Revenue:
AdVertisiDg. . . .. ... $ 289,769 267,028
Distibubion .. ... ..ottt e 369,879 346,014
(1871 ;7= < 68,178 46,559

........................................... 727,826 659,601

Expenses:
Cost Of TEVENUE . . . v i vt vt v e e e et et e et e (257.027)  (240,342)
Selling, general and administrative (“SG&A™) expense. .. ......... ... 201,002) (274,348)
Operatingcash flow. .. ... ... ... ... .. ... ... ... ... 179,797 144 911
Restructuring and other charges. .. ... ... . ... .. ... .. ... ... (10,999) —
Expenses arising from long-term incentive plans . .. ................ (11,721) (5,169)
Depreciation and amortization . ... .. . ........ ... ... L (35,188 (30,135
Operating INCOMIE . . .. .. ... ... .. i anaraanins 121,889 109,607
Other income (expense):
Interest expense, L . .. ... vt e (44,556)  (49,006)
Unrealized gains from derivative instruments, net. ... ... ... ... .. .. 1,665 6,725
Minority interests in consolidated subsidiaries ... .................. 707 1,878
OBE © . ot e 2,049 1,402
Earnings before INCOME AXES. .. .. ..ot tene it it caus 79,740 70,606
INCOME 18X EXPEMSE. .« - oo ittt e re e e e et e (36,626) (28,259)
NELEAMINES « . o v ev oo e it neecaaaen e innnenns ¥ 43114 X337
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Business Segment Results of Discovery

Three Months Ended

Mereh 31,
207 2006
amounts in thousands
Revenue:
U metWOTKS . . ..o $485,613 443434
International BetwWorks . . . ..ottt e 207,796 193,216

Discovery commesce, education and other .. ... .. ... ... .. ... ..., 34,417 22,951

............................................. 5727826 659,601
Operating Cash Flow:
S meIWOIKS & . . ottt e e e e $180,431 152,117

Total revenve

Intermatonal metworks . . . .. .. .. ... .. 19,496 31,146
Discovery commerce, educationand other . ........... ... ... ...... (20,130y  (38,352)
Total operating cash flow . .. ... .. ... ... . e §178,797 144911

Note: Discovery commerce, education and other includes intercompany eliminations.

Revenue. Discovery's consolidated revenue increased 10% for the three months ended March 31, 2007, as
compared to the corresponding prior year period. Increased revenue was due to a 7% increase in distribution
revenue, a 9% increase in advertising revenue and a 46% increase in other revenue during the same period.

Distribution revenue increased $13,715,000 or 7% at the U.S. networks primarily due to a 6% increase in
paying subscription units combined with contractual raie increases. Launch amortization at the U.S. networks, a
contra-revenue item, was $15,352,000 and $18,548,000 for the three months ended March 31, 2007 and 2006,
respectively. Many of Discovery’s domestic networks are currently distributed to substantially all of the cable
television and direct broadcast satellite homes in the U.S. Accordingly, the rate of growth in U.S. distribution
revenue in fumre periods is expected to be less than historical rates.

At the international networks, distribution revenue increased $10,150,000 or 8% for the three months ended
March 31, 2007, as compared to the corresponding prior yvear period. Such increase was principally comprised of
combined revenue growth in Europe and Asia of $20,424,000, partially offset by a $10,269,000 revenue decline in
the U.X. The net increase in revenue resulted from an increase in paying subscription units of 13% combined with
contractial rate increases in certain markets, partially offset by an increase in launch amortization. In January 2007
and in connection with the setdement of terms under a pre-existing distribution agreement, Discovery corpleted
negotiations for the renewal of long-term distribution agreements for certain of its UK. networks and paid a
distpbutor $195.8 miltion. Most of the payment was attributed to the renewal period and is being amortized over a
five year term. As a result, lannch amortization at the international networks was $10,541,000 for the three months
ended March 31, 2007, as compared to $1,559,000 for the corresponding prior year period.

Advertising revenue, which includes revenue from paid programming, increased $20,446,000 or 10% at the
U.S. networks and increased $2,183,000 or 4% at the intermational nerworks, for the three months ended March 31,
2007 as compared 1o the corresponding prior year period. The increase in advertising revenue at the U.S. networks
was primarily due to higher advertising sell-out rates on certain channels and higher audience delivery on most
channels, notably the Discovery Channel and TLC. The increase in international networks advertising revenue was
due primarily to higher viewership in Europe and Latin America combined with an increased subscriber base in

e b o e e

THOST markers worldwide, partiaity oifser by = dectine imadverntising reverue o the UK

Inclnded in other revenue is education revenue, which increased $6,931,000 or 85%, and commerce revenue,
which increased $3,361,000 or 15%. The increase in education revenue comes from a combination of a 12%
increase in paying school subscription units and improved customer yields as a result of the increased focus on
Discovery’s direct-to-schoo! distribution platform, unitedstreaming, as well as the division’s other premium
direct-to-school subscription services. The increase in commerce revenue is driven by increases in both the retail
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store business and direct-to-consumer e-commerce business. During the first quarter of 2007, Discovery initiated a

strategic review of its commerce business to evaluate potential new operating alternatives with a target of reaching a
conclusion in the second quarter of 2007.

Cost of Revenue.  Cost of revenue increased 7% for the three months ended March 31, 2007, as compared to
the corresponding prior year period. As a percent of revenue, cost of revenue was 35% and 36% for the three months
ended March 31, 2007 and 2006, respectively. The $16,685,000 increase over the prior year period primarily
resulted from an $11,826,000 increase in content amertization expense due to continued investment in original
productions across the U.S. networks combined with increases in Europe associated with the launch of several
networks and a new free-to-air channel in Germany branded as DMAX.

SG&A Expenses.  SG&A expenses increased 6% for the three months ended March 31, 2007, as compared to
the corresponding prior year period. As a percent of revenue, SG&A expense was 40% and 42% for the three
months ended March 31, 2007 and 2006, respectively. During the three months ended March 31, 2007, SG&A
expense increased $11,139,000 and $15,241,000 for U.S. networks and international networks, respectively, as
compared to the corresponding prior year period, but decreased $9,890,000 for the education business. In
UL.S. networks, the increase is primarily due to a $10,623,000 or 22% increase in personnel expense resulting
from increased headcount from 2006 acquisitions combined with compensation increases. In international net-
works, the increase is primarily dve to an $11.959,000 or 35% increase in personnel expense, resulting from
infrastructure expansions in Europe which increased headcount and office locations. In the education business, the
decrease is primarily due o a $4,443.000 or 38% reduction in personuel expense as a resull of business
restructuring, combined with a $5,053,000 or 88% reduction in marketing expense as Discovery re-focuses the
direction of the education business.

While internztional networks revenue increased $14,580,000, operating cash flow decreased $11,650,000 in
2007 as compared 1o 2006 primarily due to the acquisition of DMAX in March 2006 which incurred a $9.027,000
higher operating cash flow deficit in the first quarter of 2007 as compared to 2006.

Restructuring Charges. During the first quarter of 2007, Discovery recorded restructuring charges of
$10,999,000 related to a number of organizational and strategic adjustments. The purpose of these adjustments
was 1o better align Discovery’s organizational structure with the company’s new strategic priorities and to respond
10 continuing changes within the media industry. The charge primarily results from severance due to a reduction in
headcount. There was no restructuring charge in 2006.

Expenses Arising from Long-term Incentive Plans. Expenses arising from long-term incentive plans are
related to Discovery’s unit-based, long-term incentive plan, or LTIP, for its employees who meet certain eligibility
eriteria. Units are awarded to eligible employees and generally vest at a rate of 25% per year. The value of nnits in
the LTIP is indexed 1o the value of DHC Series A common stock and are treated similar to a derivative by
determining their fair value each reporting period. Upon redemption, pariicipants receive a cash payment based on
the change in market price of DHC Series A common stock. The change in unit value of LTTP awards outstanding is
recorded as compensation expense over the period outstanding. Compensation expense aggregated $11,721,000 for
the three months ended March 31, 2007 compared 1o $3,169,000 for the same period in 2006. The increase is
primarily the result of increases in the DHC Series A common stock price offset by a decrease in expense related 1o
the difference in vatue accrued for units pzid or forfeited during the guarter, largely as a result of the restructuring. If
the remaining vested LTIP awards at March 31, 2007 were redeemed, the aggregate cash payments by Discovery
would be approximately $41,328,000.

Depreciation and Amortization.  The increase in depreciation and amortization for the three months ended
March 31, 2007 is due to an increase in new assets placed in service during 2006,

Other Income and Expense

Interest Expense.  The decrease in interest expense for the three months ended March 31, 2007 is primarily a
resnlt of Discovery exercising its call rights in January 2007 to acquire mandatorily redeemable securities and

reversing $4.5 million of accrued preferred returns. Preferred returns had been recorded as a cornponent of interest
expense based on a constant rate of retumn through the full term.
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Unrealized Gains from Derivative Instruments, net. Unrealized gains from derivative transactions relate
primarily to Discovery’s use of derivative instruments to modify its exposure 1o interest rate fluctuations on its debt.
These instrument contracts include a combination of swaps and swaptions. As a result of unrealized mark to market
adjustments, Discovery recognized $1,065,000 and $6,725,000 in unrealized gains on these instruments during the
three months ended March 31, 2007 and 2006, respeciively. The foreign exchange hedging instruments used by
Discovery are spot, forward and option contracts. Additionally, Discovery enters into non-designated forward
contracts to hedge non-dollar denominated cash flows and foreign currency balances.

Minority Interests in Consolidated Subsidiaries. Minority interest represents increases and decreases in the

estimated redemption value of mandatorily redeemable interests in subsidiaries which are initially recorded at fair
value.

Other. Other income in 2007 and 2006 relates primarily to Discovery’s equity share of earnings on their joint
ventures.

Income Taxes. Discovery’s effective tax rate was 46% and 40% for the three months ended March 31, 2007

and 2006, respectively. Discovery’s effective tax rate differed from the federal income tax rate of 35% primarily due
to foreign and state taxes.

Liquidity and Capital Resources

Discovery used $166,931,000 and $24,193,000 of cash from operations during the three months ended
March 31, 2007 and 2006, respectively. Discovery’s payment under deferred launch incentives was $196,801,000

and $13,764,000 for the three months ended March 31, 2007 and 2006, respectively, drving a significant use of cash
during the first quarter of 2007.

During the three months ended March 31, 2007, Discovery spent $13,407,000 on capital expenditures and paid
$44,000,000 to acquire mandatorily redeemable securities related to minority interests in certain subsidiaries.
During the three months ended March 31, 2006, Discovery paid $68,910,000 for business combinations, net of the
cash acquired, and spent $7,343,000 on capital expenditures.

In addition to cash provided by operations, Discovery funds its activities with proceeds borrowed under
various debt facilities, including a term loan, two revolving loan facilities and various senior notes payable. During
the three months ended March 31, 2007 and 2006, net borewings under debt facilities were $262,912,000 and
$147,949 000, respectively. Total commitments of these facilities were $4,071,000,000 at March 31, 2007. Debt
outstanding on these facilities aggregated $2,870,300,000 at March 31, 2007, providing excess debt availability of
$1,200,700,000. Discovery’s ability to borrow the unused capacity is dependent on its continuing compliance with
its covenants at the time of, and after giving effect to, a requested borrowing.

All term and revolving loans and senior notes are unsecured. The debt facilities contain covenants that require
Discovery to meet cerain financial raties and place restrictions on the payment of dividends, sale of assets,
additional borrowings, mergers, and purchases of capital stock, assets and investments. Discovery has indicated it is
in compliance with all debt covenants at March 31, 2007.

During 2007, including amounts discussed above, Discovery expects to spend up to $100,000,000 for capital
expenditures and approximately $180,000,000 for interest expense under its current debt facilities. Payments to
satisfy LTIP cobligations are not expecied to be significant in 2007. Discovery believes that its cash flow from

operations and borrowings available under its credit facRities will be sufficient to fund its working capital
requirements.

Discovery has agreemenis covering leases of satellite trensponders, facilities and equipment. These agree-
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content suppliers that expire over various dates. Discovery also has other contractual commitments arising in the
ordinary course of business.

Discovery is subject 1o a contractual agreement that may require Discovery to acquire the ownership interest of
a minority parmer. The right of this minority partner to put its interest back to Discovery for a value determined by a
specified formula every three years commenced on December 31, 2002. Discovery accretes the mandatonly
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redecmable equity in a subsidiary to its estimated redemption value through the applicable redemption date. The
most Tecent put right has been exercisable since December 2005. During 2006, Discovery was notified that the
minority partner was evaluating whether o execute its rights under the agreement. As of March 31, 2007, the
minority partner had not advised Discovery of its intention. Discovery is now accreting this minority interest to the
December 2008 redemption date and estimates the redemption value w0 be $46.6 million as of March 31, 2007.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

Foreign Currency Risk

We continually monitor our economic exposure to changes in foreign exchange rates and may enter into
foreign exchange agreements where and when appropriate. Substantially all of our foreign wansactons are
denominated in foreign currencies, including the liabilities of our foreign subsidiaries. Although our foreign
iransactions are not generally subject to significant foreign exchange transaction gains or losses, the financial
statements of our foreign subsidiaries are transtated into United States dollars as part of our consolidated financial
reporting. As a result, fluctuations in exchange rates affect our financial position and results of operations.

Item 4. Controls and Procedures

In accordance with Exchange Act Rules 13a-15 and 15d-15, the Company carried out an evalnation, under the
supervision and with the participation of management, including its chief executive officer, principal accounting
officer and principal financial officer (the “Executives™), of the effectivencss of its disclosure controls and
procedures as of the end of the period covered by this report. Based on that evaluation, the Executives concluded
that the Company’s disclosure controls and procedures were effective as of March 31, 2007 to provide reasonable
assurance that information required to be disclosed in its reports filed or submitted under the Exchange Act is
recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange
Commission’s rules and forms.

There has been no change in the Company’s intemal controls oves financial reporting identfied in connection
with the evaluation described above that occurred during the three months ended March 31, 2007 that has materially
affected, or is reasonably likely to materially affect, its internal controls over financial reporting.
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DISCOVERY HOLDING COMPANY
PART [0 — OTHER INFORMATION

Item 1. Legal Proceedings

For information regarding institution of, or material changes in, material legal proceedings that have been

reported this fiscal year, reference is made to Part I, Item 3 of our Annuai Report on Form 10-X filed on February 23,
2007,

Item 6. FExhibits
(a) Exhibits

31.1 Rule 13a-14(ay15d-14(a) Certification*
31.2 Rale 13a-14(a)/15d-14(a) Cenification*
31.3 Rule 13a-14(a)/15d-14(a) Certification*
32 Section 1356 Certification*

* Filed herewith.
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SIGNATURES

Pursuant to the requiremenis 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 autherized.

DISCOVERY HOLDING COMPANY

Date: May 9, 2007 By: /s/ Johm C. Malone

John C. Malone
Chief Executive Officer

Date: May 9, 2007 By: /s/  David J.A. Flowers

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

Date: May 9, 2007 By: /s/ Christopher W. Shean

Christopher W. Shean
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 to them
in Item 601 of Regulation S-K):

31.1 Rule 13a-14(a)/15d-14(a) Certification*
31.2 Rule 13a-14(a)/15d-14(a} Cenification®
31.3 Rule {3a-14(a)/15d-14(a) Certification*
32 Section 1350 Certification®

* Filed herewith.
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Exhibit 31.1

CERTIFICATION

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

2. Based on my knowledge, this quarterly report does not contzin any untrue statement of a material fzct or
OInit to state a material fact necessary io make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect 1o the period covered by this quarterly report;

3. Based on my knowledge, the financial statements and other financial information included in this quarterly
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 quarterly 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
{inancial 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, o 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 quarterly 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;

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

d) disclosed in this quarterly 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
intemal control over financial reporting; and

5. The registrant’s other certifying officers and 1 have disclosed, based on our most recent evaluation of
internal 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 intemal contro] over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial informauon; and

S U U USRS

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

Date: May 9, 2007 s/ John C. Malone

John C. Malone
Chief Executive Officer
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Exhibit 31.2

CERTIFICATION

1, David J.A. Flowers, certify that:

1. 1 have reviewed this quarterly report on Form 10-Q of Discovery Holding Company;

2. Based cn my knowledge, this quarterly report does not contain any untrue statement of a material fact or
Olmit 1o state a material fact necessary 10 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 quarterly report;

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

4. The registrant’s other certifytng officers and I zre respensible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules [3a-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
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this quarterly report is being prepared;

b) designed such internal control over financial reporting, or cansed such internal control! over financial
reporting 1o be designed nnder 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;

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

d) disclosed in this quarterly 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 matenalfy affected, or is reasenably 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 evalnation of
internal control over financial reporting, to the registrant’s aunditors and the audit comnmittee 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

e el e v o meitain

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

Date: May 9, 2007 /s{ David J.A. Flowers

David J.A. Flowers
Senjor Vice President and Treasurer

DHC.1.D.0000955
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Exhibit 3i.3

CERTIFICATION

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

2. Based on my knowledge, this quarterly repori does not conlain any untrue statement of a material fact or
omit to state a material fact necessary to 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 quarterly report;

3. Based on my knowledge, the financial statements and other financial information included in this quarterly
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 quarterly 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 internial 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 2nd procedures
to be designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known 1o us by others within those entities, particularly during the period in
which this quarterly report is being prepared;

b) designed such intemal control over financial reporting, or caused such internal control over financial
reporiing 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 controfs and procedures and presented in this
quarterly repert our conclusions about the effectiveness of the disclosure controls and procedures as of the end
of the period covered by this quartesly report based on such evaluation; and

d) disclosed in this quarterly report any change in the registrant’s internal control cver 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
internal control over financial reporting; and

5. The registrant’s other certifying officers and 1 have disciosed, based on our most recent evalnation of
internal control over financial reporting, to the registrant’s anditors and the audit commitiee 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, that involves management or other employees who have a
significant role in the registrant’s intemmal control over financial reporting.

Date: May 9, 2007 /s Christopher W. Shean

Christopher W. Shean
Senior Vice President and Controller
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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 (2) and (b) of section 1350, chapter 63
of tide 18, United States Code), each of the undersigned officers of Discovery Holding Company, a Delaware
corporation (the “Company”), does hereby certify, to such officer’s knowledge, that:

The Quarterly Report on Form 10-Q for the period ended March 31, 2007 (the “Form 10-QQ”) of the Company
fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934 and
information contained in the Form 10-Q fzirly presents, in all materia] respects, the financial condition and results

of operations of the Company as of March 31, 2007 and December 31, 2006 and for the three months ended
March 31, 2007 and 2006.

Dated: May 9, 2007 By: /s/ Iohn C. Malone
John C. Malone
Chief Executive Officer
Dated: May 9, 2007 By:/s/ David J.A. Flowers

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

Dated: May 9, 2007 By:/s! Christopher W. Shean
Christopher W. Shean
Senior Vice President and Controller
(Principal Accounting Officer)

The foregoing centification 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-(} or as a separate disclosure document.

TP SV
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May 1, 2007

Securities and Exchange Commission
100 F Street, N.E.

Washington D.C. 20549

Atm: Sondra Stokes

Re: Discovery Holding Company (SEC File No. 000-51205) Clarification of Sarbanes-Oxley Section 404
Requirements for Acquired Companies.

Dear Ms. Stokes:

On July 21, 2005, Liberty Media Corporation (“Liberty”) completed the spin off of Discovery Holding
Company (“DHC”} to Liberty’s shareholders. DHC is 2 holding company with wholly-owned subsidiaries,
Ascent Media Group, LLC and AccentHealth, LLC and a 50% owned affiliate D!.SCOVGI’Y Conmmmcanons
Inc. (“Discovery” or “DCI™), which is accounted for using the equity method.

DHC has been an accelerated filer since December 31, 2006, and issued its first Managernent’s Report cn
Internal Control Over Financial Reporting on February 28, 2007, along with the filing of its Annual Report
on Form 10-K for the year ended December 31, 2006. The primary focus of the design and related testing
of DHC’s internal controls is at its wholly-owned subsidiaries.

DCI is a “close corporation” under Delaware law, whereby the stockholders manage the business of DCI,
rather than a board of directors. DCI is not a separate public registrant, but DHC provides separate DCI
financial statements in its Form 10-K pursuant to Rule 3-09 of Regulation S-X. For purposes of accounting
and assessing internal controls over financial reporting, DHC treats its 50% interest in DCI as an equity
investment, As such, DHC assesses control procedures over its application of the equity method for DCI.
Such contrel procedures inclode the performance of an audit and quarterly review procedures by an
independent zccounting firm of DCI's financial staternents.  However, DHC has not assessed, and has no
right of access to personnel, systems or information that could enable us to assess, DCI’s internal control
over financial reporting existing within DCI’s operations and financial reporting processes.

DHC, together with Cox Communications (“Cox™) and Advance/Newhouse (“Newhouse™), arc the
principal parties to a Stockholders’ Agreernent. DHC owns 50%, and Cox and Newhouse each own 25%,
of Discovery. The Stockholders” Agreement provides that a number of decisions affecting DCI, including
approval of annual budgets and employment matters regarding DCI's Chief Executive Officer, must be
approved by the holders of 80% of its cutstanding capital stock. Because DHC owns 50%, Cox owns 25%

and Newhouse owns 25%, any one of these parties can block DCI from taking any action that requires 80%
approval.

Recently, DCI and Cox signed a letter of intent for the redemption of Cox’s interest in DCI (the “Cox
Transaction™). In this trapsaction, DCI will redeem Cox’s shareholdings in exchange for a subsidiary
bolding two consolidated businesses of DCIL, the Travel Channel and Antenna Audio, aleng with $1.275
billion in cash. Upon completion of the Cox Transaction {expected in May 2007), DHC’s interest in DCI
will be increased to 66-2/3%, and Newhouse's interest will be increased to 33-1/3%. Given that 80% of the
outstanding capital stock must agree on a number of decisions affecting DCI, either remaining stockholder
could still block DCI from teking any action that requires 80% approval,

As a result of the potential increase in ownership, DHC is revisiting its accounting treatment with respect to
the DCI investment However, DHC will continue to be umable to control DCI due to the aforementioned
blocking rights beld by Newhouse. These blocking rights are considered substantive participating rights
under EITF 96-186, fnvestor’s Accounting for an Investee When the Investor Has a Majority of the Voting
Interest but the Minority Shareholder or Shareholders Have Certain Approval or Veto Rights and
accordingly, would preclude DHC from consolidating DCI from a voting control perspective. In addition,
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DHC has reviewed FIN 46 (R) Consolidation of Variable Interest Entities to determine if consolidation is
required under this standard. Based on this review, it does not appear that DCI would be considered a-
variable interest entity as it is expected to continue to generate operating profits in the future and the total
equity investment at risk is significant and clearly sufficient to permit the entity to finance its activities
without additional subordinated financial support.  Accordingly, it appears appropriate for DHC to

continue accounting for its investment in DCI under the equity method after completion of the Cox
Transaction.

Assuming tbe completion of the C#& Transaction, it is expected that the managements of DHC and
Newhouse would begin a dialogue that will likely involve the acquisition by DHC of Newhouse's interest
in DCI in a share-for-share exchange transaction (“Potential Newhouse Transaction™). The parties may
want to move quickly on a potential transaction to satisfy the market’s desire to have a simpler ownership
structure and more visibility into DCI’s operations within DHC. If negotiations are successful, it is
possible for a transaction to be completed sometime in the second half of 2007, DCI would then become a
wholly-owned subsidiary of DHC and consolidation would be required. The actual form of a potential
transaction has not been determined and it could possibly be structured as a reverse acquisition by DCI of
DHC or some other construct which would create 2 new enmy as the pubhc reglsl:rant

For illustration purposes we havc attachod an abbreviated proforma balance sheet as of December 31, 2006,
and ap income statement for the year then ended assuming both the Cox Transaction and the Potential
Newhouse Transaction have occurred. DHC recognizes that on a consolidated basis, DCI's balance sheet
accounts would represent a substantial portion of DHC’s total financial position. However, based on the
anticipated closing of a transaction with Newhouse occurring in the second half of 2007, the revenue and
net earnings effect of DCI due to its partial year inclusion would be less dramatic than is depicted in the
accomapanying proforma schedules.

Under Section 404 of the Sarbanes-Oxley Act of 2002 and relevant guidance from the SEC, the SEC would
typically expect DHC’s Management’s Report on Internal Control over Financial Reporting to include
controls at all consolidated entities. However, DHC is requesting confirmation from the SEC that the
guidance in its Octlober 6, 2004 FAQs, specifically FAQ #3, would be applicable to DHC under these facts
and circomstances. If so, it would be permissible for DHC to exclude DCI from its assessment of internal
control over financial reporting for the fiscal year-end December 31, 2007. We also note that strictly from
a form perspective, if the transaction were structured in a way that a new entity were created as the public
reporting company, with substantially different financial statements than that of the current DHC, the new
entity would likely be deemed a new public registrant that at least initially would not be an accelerated filer
and thus would be cligible for & one year moratorjum on the implementation of Section 404 until it became

an accelerated filer. We do not believe the form of the transaction should dictate the ultimate determination
of DHC’s internal control reporting requirements.

DHC management belicves the successfu] implementation of Section 404 at DCI in 2007 may not be
possible for the following reasons:

o DCI is a large and complex private company and has not previously been subject to the
requirements of Sarbanes-Oxley. Management of IXCI has communicated to us that there have

been no meaningful efforts to date to position DCI to be Section 404 compliant given the recent
nature of these events.

e  Although DCI considers its current internal control environment adequate for its purposes, the
requirements for assessing, clcs1gmng and lmp]cmcntmg intermnal controls to meet thc sta.ndards

P

cstablished by Sechon 404

extensive effort requiring numerous resources and mgm.ﬁc:mt time. In addmon, ﬁlerc would be
little time to perform the requisite control testing and remediation of deficiencies. DCI is not
currently staffed at levels necessary to complete the implementation within this time frame.
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