
* DCI is a global nlcdia and entertainment company with operations m o v a  170 counties across six 
wntincnts. llerefore, the n d r  of in-scope locutions and coukols wuld bc substantial, which 
adds to the scale and dimculty of the implcmcntation effort 

Based on the foregoing and assuming the Cox Transaction and the Potential Ncwhousc Transadion are 
conrpletcd in 2007, DHC is requesting pe-sion from the Staff to exclude DCI eoam its Section 404 
assessment for the year ended Dcccmbcr 31,2M)7. 

Please do not hesitate to contact me with any questions at (720) 8754333. Thnk you for wnsidering om 
request 

Sincercly. 

Diswvcry Holding Company 

is/ Cixistwhcr W. Shean 

DHC. I. D.0000960 
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Discovery Holding C mpany ('DHC") 
Pro Forma Balance heet 
December 31,2006 4 

i 
~ 

i 

0 
I 
0 
P 
- 
0 
0 
0 

1 3  2 

Pro forma 

adjustments for Proposed 
Pro forma adjustments for 

Historical Historical cox Newhouse Pro forma 
- DHC - DCI Transaction (1 Transaction (2) - DHC 

amounts in thousands 
psrsets 

317.362 970,636 (46,609) 1,239,369 

280,775 424,041 (6,474) 696,342 
1,253,553 (1 16.151) 1,135,402 

2,074,769 365,266 7,643,615 10,083.670 
66.699 363,057 (169,412) 242.544 

("DCI") 3,129,157 (3,129,157) 0 

5,670,962 3,376,553 (362,646) 4,514,656 13,399,547 

Current assets 

Content rights 
Goodwill 

Total assets 

Long-term debt 

Other liabiliiies 
Total liabilities 

Minority inlerest 
Equity 

121,667 734,524 (21.996) 
2,633,237 1,275,000 

1 .I 74.594 46.289 

634.413 
3,908,237 
1,220,863 

25.237 128,966 (6,276) 145,925 
1,321,718 3,543,016 1,244.724 6,109,456 

94.625 94.625 
4,549,264 (261;266) (1,607,370) 4,514,658 7,195,264 

, 5,870,982 3,376,553 ( 362,646 ) 4,514.656 13.399.547 

(1) Represents (a) k value of businesses exchanged by DCI for Cox interest in DCI, (b) issuance of debt by DCI and (c) retirement 
from Cox. Exchange will be recorded by DCI al fair value. However, difference between fair value and book 

purposes of these pro formas. 

of historical DCI equity. For simplicity reasons, all step-up has preliminarily been recorded as goodwill. 
common stock by DHC for Newhouse interest in DCI, (b) elimination of DHC historical investment 



December 31.2006 

Revenue 

Cost of sewices 

Interest expense 

Net earnings (lo? 

Pro forma 

adjustments for Proposed 
Pro forma adjustments for 

Historical Historical cox Newhouse Pro forma 
- DHC - DCI T e  Transaction (2) - DHC 

amounts in thousands 

688,087 3.012.988 (190,101) 

(631,848) (2,329,797) 160,059 
(67,929) (133,634) 3,629 
(93.402) 
(10,045) 

(115,137) 549,557 (26,413) 

(1 94,227) (89,229) 
103,588 (103.588) 

9,481 28,634 166 

(2.068) 383,964 (1 15,476) (1 03,588) 
(43,942) (176.788) 53,119 41,435 

(62,153) 

3,510,974 

(2,801,588) 
(197,934) 

(93,402) 
(10,045) 

408.007 

(283.456) 
0 

38.281 

162,832 
(126,176) 

36 656 - 
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co M Y u N I c Ail o NS 

FOR IMMEDIATE RELEASE: MAY 14,2007 

COX COMMUNICATIONS AND DISCOVERY COMMUNICATIONS 
COMPLETE EXCHANGE OF COX’S OWNERSHIP STAKE 

Cox Now Owns Travel Channel and TravelChanneL coni 

ATLANTA, GA and SILVER SPRING, MD - Cox Communications, Inc. and Discovery 
Communications announced today that they have completed the exchange of Cox’s 25% stake in 
Discovery for Travel Media, Inc., the company that owns Travel Channel and TravelChannel.com. 
Travel Media also holds approximately $1.3 billion in cash. 

“We are excited to finalize the deal and to convert our ownership position in Discovery to such a 
strong operating asset as Travel Channel,” said Cox Communications President Pat Esser. “We are 
enthusiastic about its tremendous growth prospects and opportunities to leverage its powerful 
content across the businesses and services of Cox Communications and our parent company, Cox 
Enterprises Throughout our due diligence, we have gotten to know Pat Younge and his team at 
Travel Channel very well. We’re impressed with their operations expertise and strategic vision for 
the business and look foxward to working with them closely as they continue building its impressive 
ratings and content. This is a strong network for video distributors and a popular one among 
viewers, and we’re committed to continuing and enhancing its value.” 

Esser continued, “As a founding investor in Discovery Communications, we have been delighted 
with its phenomenal growth over the past two decades. I’m impressed with David Zaslav’s vision 
for Discovery and am confident it will continue to be one of the most successful programming 
brands in the world over the decades to come.” 

“On behalf of John Hendricks and Discovery’s worldwide workforce, we want to thank Jim 
Robbins, Pat Esser and all of the executives at Cox for their leadership and guidance over the past 
20 years,” said David Zaslav, President and CEO of Discovery Communications. “They have been 
outstanding shareholders, and we wish them and the Travel Channel team nothing but success in the 
future.” 

Cox and Discovery announced their letter of intent concerning the transaction March 29. Travel 
Media’s ownership of Antenna Audio was initiaiiy pan 0-d by 
mutual agreement of the two parties. With the transaction complete, two-thirds of Discovery 
Communications is owned hy Discovery Holding Company and the remaining one-third is owned 
by Advance/Newhouse Communications. 

- more - 



The transaction will not result in any significant changes in the governance rights ofDiscovery 
Holding Company or Advandewhouse  Communications because most matters requiring action 
by the owners of Discovery Communications require an 80% vote. 

About Cox Communications, Iuc. 

Cox Communications is a multi-service broadband communications and entertainment company 
with more than 6 million total residential and commercial customers. The third-largest cable 
t.elevision company in the United States, Cox offers an array of advanced digital video, high-speed 
Internet and telephony services over its own nationwide IF' network, as well as integrated wireless 
services in partnership with Sprint (NYSE: S). Cox Business Services is a hll-service, facilities- 
based provider of communications solutions for commercial customers, providing high-speed 
Internet, voice and long distance services, as well as data and video transport services for small to 
large-sized businesses. Cox Media offers national and local cable advertising in traditional spot and 
new media formats, along with promotional opportunities and production services. Cox owns and 
operates Travel Channel and TravelChannel.com. More information about the services of Cox 
Communications, a wholly owned subsidiary of Cox Enterprises, is available at w w w . c o x . c ~  
www coxbusiness. com, and w. coxmedia. com. 

About Discovery Communications 
Discovery Communications is the number-one nonfiction media company reaching more than 1.5 
billion cumulative subscribers in over 170 countries. Through TV and digital media, Discovery's 
100-plus worldwide networks include Discovery Channel, TLC, Animal Planet, Discovery Health, 
The Science Channel, and Discovery HD Theater. Discovery Communications is owned by 
Discovery Holding Co. (NASDAQ: DISCA, DISCB), Advancdewhouse Communications and 
John S .  Hendricks, Discovery's founder and chairman. For more information please visit 
www.discoverv.com. 

# # #  

Contacts: Cox Communications: 
David Grabert, david.mabert@,cox.com, 404-269-7054 

Discovery Communications: 
Michelle Russo, Michelle Russok2Discovew.c- 240-662-2901 

DHC. I. D.0000964 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 8-K 
CURRENT REPORT 

Pursuant to Section 13 or 15(d) 
of the Securities Exchange Act of 1934 

Date of R e p i  (date of earliest event reported): May 14,2007 

DISCOVERY HOLDING COMPANY 
(Exact name of registrant 8s speciGed in its charta) 

Delaware 
(State or other jwisdiction of 
incorporation or organization) 

000-51205 
(Commission 
File Number) 

20-2471174 
(ZR.S. Employer 
IdentiGcationNo.) 

12300 Liberty Boulevard 
Englewaod, Colorado 80112 

(Address of pnOcipal executive offices and zip d e )  

Registrant's telephone number, including arm code. (720) 875-4000 

(Former name or former address, if changed since last repart) 

Check the appropriate box below if the Form 8-K f i h g  is intended to simultaneously satisfy the Sling obligation ofthe registrant 
under any of lhe follonkg proisions (see General Inslmction A.2. below): 

0 Written comm""jcations pursuant to Rule 425 under the Seaxities Act (17 CF'R 230.425) 

0 Soliciting material pursuant to Rule 14a-12 underthe Exchange Act (17 CF'R 240.14a-12) 

0 be-commencement commUnieations pursuaot to Rule 14d-2@) under the Exchange Act (17 CFR 240.14d-Z(b)) 

0 Precommencwent communications p m m t  to Rule 13ei((c) under the Exchange Act (17 CFR 24O.l3ei((c)) 



Itern 7.01. Regulation FD Disclosure. 

On M a y  14,2007, Discovery ComUnications, LLC (‘;Discovery”), an equity &~liate of Discovery Holding Company (the 
“Company”), issued a press release announcing that it had completed its pieviously m o u ~ c d  transadon with Cox 
Commcations Holdmgs, hc. (“Cox”), pursuant to which Cox exchanged i b  25% stake in Discovery for all ofthe capital stock 
of Travel Media, h., a subsidiary ofDiscovery, that holds Travel Channel, travelchmmel.com and approximately SI .3 billion in 
cash. Although, as a result of this transac6on, the Company’s interest in Discovery incr-d to two-tbirds, there are no 
sipificant changes in the governance rights of Discovery because most mattas require approval of 80% of the outstanding 
equity of Discovery. The remaining one-third interest in Discosay is owed by Advdem,house CommuniCations. 

Whis Form 8-K and the pens release attached herela as Exhibit 99.1 are being furnished to the SEC under Item 7.01 of Form 8-K 
in satisfaction ofthe public disclosure requkemmts of Regulation FD. 

NYU1:193443.1 



SIGNATURE 

Pursuant to the requirements of the Semrities Exchange Act of 1934, BS amended, tbe r e g ~ a n t  has duly caused this 
report to be signed on its behalf by the undersiwed hereunto duly auulorized. 

Date: May 14,2007 

DISCOVERY HOLDING COMPANY 

By /si Christopher W. Shean 
Name: Christopher W. Shean 
Title: Senior Vice Resident and Controller 

DHC.I.D.0000967 
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Discovery Holding Company 
First Q u a r t e r  Earnings Release 

Englewood, Colorado - On May 9, 2001, Discovery Holding Company (“DHC“) will file its Form IO-Q 
with the Securities and Exchange Commission for the three months ended March 31, 2007. The 
following release is being provided to supplement the information provided in the IO-Q. 

DHC is comprised of a 100% ownership interest in Assent Media Group, LLC (“Ascent Media” or 
“AMG). a 100% ownership interest in AccentHealth, LLC (“AccentHealth”) and a 50% ownership 
interest in Discovery Communications. Inc. (“DCI”). Assent Media provides creative and network 
Services to the media and entertainment industries. AccentHealth operates one of the nation’s largest 
advertising-supported captive audience television networks serving doctor office waiting rwms 
nationwide. DCI is a global media and enteltainment company that provides programming in over 170 
countries and tenitories. 

On March 29, 2001. DCI announced that it had enlercd into a non-binding letter of intent with Cox 
Communications Holdings, Inc. (Tux”), a 25% shareholder of DCI, pursuant 10 which DCI would . redeem Cox’s ownership interest in DCI for’all of the capital stock of a subsidiary of DCI that will hold 
Travel Channel, travelchannel.com, Antenna Audio and approximately $1.275 billion in cash. DCI 
expects to raise the cash amount through additional financing. and expects to retire the equity shares 
previously owned by Cox. Completion of the transaction is suhjst  to negotiation 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, DHC would awn a 66-2/38 interest 
in DCI. 

“.a.Y... 
The prescntation k l o u  presents information regarding 100% uf DCI’s revenue. operating cash flow and 
other selecctcd financial melncs evcn thoLgh DHC onl) owns 50% of ihe equity of DCl and accounts for 
DCI as an equity affiliate Pleav see pagr 4 for a discussion of why management heliebes this 
prsrcntation is meaningful to invertor\. 

Dc‘I’s revenue inrreasrd 10% to $728 million and opcratmg cash flow incrcased 24% to $180 million 
Tola1 revenue incrcascd due to a 1% increase in diwibution rewnue. a 9% inrrease in advenising 
revenue and a 51 million. or 85%. Increaw in education revenue. 

U S. Nriworks’ ~ C \ C I I U C  incrrascd 10% to s486 million and operating rash flow increased IS% io $180 
million The increase in revenue w a s  due to growth in dtstribuion and advertising revenue across the 
ponfoliu and the inclusion of Ant-nna Audio rrvenue in the current year. Distribution rc\enue incrcased 
1% due to a 6% mcieaay in pa) mg whxnption units during the ycar and coniractual raw Increases. DCI 
conunued to experience strong ratings increases during the quarler at i ls largest networks. the Disco\ery 
Chammu ILC. 
13% growth in prime i i m c  ratings for Adults 25-53 Nrt nd\enising revenue inrreased 10% primarily due 
tu higher advenising sell-out rates and higher audience delivery on must channels. notably the Discovery 
C‘hannel and T I C  

U S. Nctworks upcrating cxpcnses incrcased 5 %  due to a n  increase in programming cxpense and %&A. 
I’rugramming cxpense incrrasd due tu the company’s continued investment in original productions 
across 811 U S. networks. The increase in SG&;\ uas primarily due 10 an  increase in personnel cxpense 
rcwliin: from headcount from 2006 zcquicitions combined w i t h  compensation increases. 

ilEl3lx ovcryeharmct m partmtar enjoyed an extremely.- - 

I 
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International Networks revenue increased 8% to $208 million and operating cash flow decreased 39% to 
$19 million. The increase in revenue was due to growth in both distribution and advertising revenue. Net 
distribution revenue increased 8% due to a 13% increase in paying subscription units combined with 
contractual rate increases in certain markets. Growth in paying subscription units was primarily due to 
growth in Europe and Asia. In January 2007, and in connection with the settlement of terms under a pre- 
existing distribution agreement. Discovery completed negotiations for the renewal of long-term 
distribution agreemcnts for certain of its U.K. networks and, as previously disclosed, paid a distributor 
$195.8 million. Most of the payment was attributed to the renewal period and is being amortized over a 
five year term As a result. launch amortization at the International Networks, a contra-revenue item, was 
$10 million in 2007 compared to $2 million in 2006. Net advertising revenue increased 4% primarily due 
to higher viewership in Europe and Latin America combined with an increased subscriber base in most 
markets worldwide. Operating expenses increased 17% due to increased programming costs and SG&A 
expense. Programming and S,G&A costs increased due to the launch of several networks along with a 
new free-to-air channel in Germany branded as DMAX which was acquired in March 2006. Excluding 
the effects of exchange rates. revenue increased 2% and operating cash flow decreased 39%. 

Revenue in the Commerce, Education and Other division increased 4846, or $11 million. The increase 
was due to an 85%. or $7 million. increase in education revenue combined with a 15%. or $3 million, 
increase in commerce revenue. 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 af the increased 
focus on Discovery's direct-to-school distribution platform. unitedslrearning, as well as the division's 
other premium direct-to-school subscription services. The increase in commerce revenue was driven by 
increases in both the retail 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. Operating 
expenses decreased 13% due to a decrease in education expenses. In the education business, the decrease 
is primarily due to a $4 million reduction in personnel expense as a result of a business restructuring, 
combined with a $5 million reduction in marketing expense as DCI re-focuses the direction of its 
education business. Operating losses decreased by 50% to $19 million primarily due lo the decrease in 
spending io the education business. 

DCI's outstanding debt balance was $2.9 billion at March 31,2007. 

- DHC 
DHC's consolidated revenue increased $20 million, or 13%. and consolidated operating cash flow 
increased $2 million, or 15%. Ascent Media is structured into two global operating divisions - Creative 
Services Group and Network Services Group. Creative Services Group revenue is generated from fees 
for video and audio post production, special effects and editorial services for the television, feature film 
and advertising induswies. Generally, these services pertain to the completion of feature films, television 

revenue cons ists of fees relatine to facilities and 
services necessary to assemble and transport programming for cable and broadcast networks across the 
world via fiber, satellite and the Internet. The group's revenues 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 services. Thc AccentHealth 
business is accounted for as part 01 the Network Services Group. 

Creative Services Group revenue increased $12 million and operating cash flow increased $1 million. 
Revenue increased $12 million, or 12%. due to higher commercial revenue in the US., higher feature 
revenue driven by increased titles for post-production and audio services and higher media serviccs 

~-.___ ~- 
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revenue driven by growth in digital vaulting and digital distribution services. These revenue increases 
were panially offset by a slight decrease in television post-production services. Operating expenses 
increased due to more labor intensive commercial and feature projects. Network Services Group revenue 
increased $8 million, or 15%. while operating cash flow decreased $ 1  million. The increase in revenue 
was the result of increased system integration services revenue due to the timing of projects and the 
inclusion of AccentHealth's operations forthe entire quarter in the current year. These Network Services 
revenue increases were partially offset by lower content distribution revenue primarily due to the 
termination of certain distribution contracts in the U.K. and other revenue decreases primarily due to a 
large one-time project in 2006. Operating expenses increased due to increased volumes partially offset by 
a $2 million decrease in S,G & A expenses resulting from the restructuring which occurred in the third 
and fourth quarter of 2006, lowering headcount and personnel costs. 

NOTES 
As a supplement to DHC's consolidated statements of operations included in its IO-Q. the preceding is a 
presentation of financial information on a stand alone basis for DCI and for the consolidated results of 
DHC for the three months ended March 31.2007 

Unless orhenvise noted, the foregoing discussion compares financial information for the three months 
ended March 31. 2007 to the same periods in 2006. Please see page 6 of this press release for the 
definition of operating cash flow and a discussion of management's use of this performance measure. 
Schedule 1 to this press release provides a reconciliation of DHC's consolidated segment operating cash 
flow for its operating segments to consolidated earnings before income taxes. Schedule 2 to this press 
relcasc providcs a reconciliation of the opcrating cash flow for DHC and DCI to that entity's operating 
income for the same period, as determined under GAAF. Certain prior period amounts have been 
reclassified for comparability with the 2007 presentation. 

OUTSTANDING SHARES AND LIQUIJMTY 

At March 31. 2007, there were approximately 280.2 million outstanding shares of DISCA and DlSCB 
and 4.9 million shares of DISCA and DISCB reserved for issuance pursuant to warrants and employee 
stock options. At March 31, 2007. there were 4,833,257 options that had a strike price thal was lower 
than the closing stock price. Exercise of the= options would rcsult in aggrcgatc procccds of 
approximately $84.7 million. At March 31, 2007, DHC had $203 million of cash and liquid investments 
and no debt. 
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OUARTERLY SUMMARY 

I93 
23 

$ 659 
$ 152 

31 
0 8 )  

$ 145 
$ I10 

iomounu in mLlbonr) 

D I S C O V E R Y  H O L D r N G  COMPANY (100%) 

207 223 256 208 
28 30 127 34 

133 722 899 728 
206 188 181 I80 

25 36 24 19 
(41) (31) (11) (19) 
I90 I93 I94 I 80 
152 160 128 122 

Revenue I OCF 
Operating Income (Loss) 

D I S C O V E R Y  COMMUNICATIONS,  INC. (50.0%) 
Revenue - U.S. Networks "' 
Revenue ~ International Networks '21''31 

Revenue ~ Commerce, Education & Other '" 
Revenue - Total 
OCF - U.S. Networks ' ' I  

OCF - International N ~ I W O ~ ~  '21.'31 

OCF - Commerce. Education & Other "' 
OCF - Total 
Operatinp Income 

S 443 I 498 I 469 I 516 I 486 

(1) DCI - Discovery Networks US.: Discovery Channel. 71C. Animal Planet. Travel Channel. Diwavery Health Channel. 
Discovcry Kids Channcl, The Scirnce Channel. Dircovcry T i m r  Channcl, Discovery Home. Military Channel, Discovcry 
HD Thcalei. Fit T V  BBC-America. BBC Wurld News Reprcscnlation and onlinc and otha iniriativcs. 

( 2 )  DCI - Discovery Networks Inltrmational: Discovery Channels in UK, Europe, Latin America, Asia. India. Africa Middle 
East; Discovcry Kids in UK. Latin America; Diwavcry Travel & Living in UK. Europe. Latin America, Asia. India: 
Discovery Home &Heal& in UK. b i n  America. Aria; Divovery Red Time in UK. Europe. Aria: Divavery Civilirsian 
in UK. Eumpc. Latin Amcrira. Middlc East; Discovery Scicncc in UK. Europe, Latin Amcrica, Asia. Middlc Fa% 
Discovery Wings in U K  Animal Piancl in UK. Germany. Italy; Discovery en EspaIiol. Divovery Kids en Espa~iol, 
Discovery Travel a Living (Viajar y vivir) in U.S ; Discovery Gerchichte in Germany. Discovery HD in UK. Europe; 
DMAX in Gcrmany; Diwovcry T u r k  in Lain Amcrica Spain and Ponugal and consolidad BBUDCl joint vcnlwc 
networks (Animal Piancr networks in Europc. M i n  Arnica .  Japan. Ash, Africa: Middle East; Pcoplc + Am in Latin 
America. Spain and Panugal). 

D ~ S C O Y ~ ~ Y  Networks International Joint Venture - Consolidated 
Discovery Networks lntcrnatianll joint venlur~ IKtarorks (Animal Plana nctwrkr in Europe. Latin America Japan. Asia. 
Africa, Middlc Errst; Pcoplc + Arur in Latin America Spain and Portugal) M mmposd af joint ~snfllrss with Britih 
Broadcasting Corporalion. Ihese YMN~CI arc u)nvoIIcd by DCI and conrolidated into the results of Discovery Networks 
hiematimil. Ihc equiry in the arrets of rherc joint venNres is predominantly held 50150 by DCI and BBC. Exceptions 
invol~c panicipmis rclalcd to rhc local market in which a spccific network opcmcs 

(3) DCI - Dirmvery Networks Inlrrmstioml - Egully ARillales: 
DCI accounts for i t s  intert~is in joim venturrs it d m  mi control as q u i l y  method invcnmsntr. The operating results of 
joint Y C ~ ~ U E S  thal DCI docs not mntml. including Discovery Channel Canada, Discovery Channel Japan, Discovery HD 
Japan. Discovery Kids Canada. Disco~ery Health Canada. Discovery Civilization Canada. Discovery HD Canada. Animal 
Planet Canada and ~ i r o v e r y  ~ i r ror i r  Poland. are no1 consolidated and are not reflected in the results presented above. 

4 w1-r-u cation & Other is comprised of a Nonh American chain of over - 
100 Discovery Channel retail ~ o i e r .  a mai l -der  catalog buaineri, an on-line shopping sile. 1 licensing and strategic 
nmnerrhior hurinerr~ and an educational busincss hat  reaches many mdcnls  in tk U.S. thmugh the ralc of rupplcmcn~al 
~~~ 

hardcopy k d u c t s  aid the ddivcry of srcaming vidcoon-demand through its digital internel enabled platforms. 

5 



NON-GAAP FINANCIAL MEASURES 

This press release includes a presentation of operating cash flow, which is a nonGAAP financial 
measure, for DHC on a consolidated basis and DCl on a stand alone basis together with a reconciliation 
of that non-GAAP measure to such entity's operating income. determined under GAAP. DHC defines 
operating cash flow as revenue less cost of sales, operating expenses. and selling, general and 
administrative expenses (excluding stock and other equity-based compensation and accretion cxpense on 
asset retirement obligations). Operating cash flow, as defined by DHC. excludes depreciation and 
amortization, 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 to G A M .  

DHC believes operating cash flow is an important indicator of the operational strength and performance 
of its businesses, including the ability to service debt and fund capital expenditures. In addition. this 
measure allows management to view operating results and perform analytical comparisons and 
benchmarking between businesses and identify strategies to improve performance. Because operating 
cash flow is used as a measure of operating performance. DHC views operating income as the most 
directly comparable GAAP measure. Operating cash flow is not meant to replace or supercede operating 
income or any other GAAP measure, but rather to supplement the information to present investars with 
ihe same information as DHC's management considers in assessing the results of operations and 
performance of its assets. Please see the attached schedules for a reconciliation of consolidated segment 
operating cash flow to consolidated earnings before income taxes (Schedule I )  and a reconciliation of 
each identified entitv's ooeratine cash flow to its ODeratine incorne calculated in accordance with GAAP 

(omowu in millions) 
Consolidated segment operating cash flow 
Stock-based compensation 
Depreciation and amortization 
Share of earnings of DCI 
Other, net 

Earnings before income taxes 

, .  - - 
(Schedule 2). 

2006 2007 
$ 13 15 

(1) 
(16) (15) 
21 22 

2 9 
$ ZD 30 

.- 

DISCOVERY HOLDING COMPANY 

SCHEDULE 1 

The following table provides a reconciliation of consolidated segment operating cash flow to earnings 
before income taxes for the three months ended March 31,2006 and 2007, respectively. 
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SCHEDULE 2 

The following tables provide reconciliation of operating cash flow to operating income calculated in 
accordance with GAAP for the three months ended March 31. 2006. June 30, 2006. September 30, 2006, 
December 3 I, 2006 and March 3 I ,  2007, respectively. 

(omounrr in millions) 

DISCOVERY HOLDING COMPANY (100%) 
Operating Cash Flow 
Ueprecialion and Amrtization 
Stock-Based Compensation Expeme .. 
lmoa imnt  of Goodwill .. 
otier 

Operating Loss 

DISCOVERY COMMUNICATIONS, WC. (50.0%) 

Depreciation and Amortization 
Long-Term lncenlive Plan 
Restructuring Charge 

' Operating Cash Flow 

Operating Income 

2QO6 I 3Q06 1 4406 I IQ07 
I I I 
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- UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Wz+ington, D.C. 20549 

FORM 10-K 
0 ANNUAL. REPORT PURSUANT TO SECTION 13 OR 15(d) 

OF THE SECURTFIES EXCHANGE ACT OF 1934 
For tbe 5 s d  year ended Dsanber 31,2006 

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) 
OF THE SECURlTIW EXCHANGE ACT OF 1934 
For the transition prWd from 

OR 
0 

to 
Commlpion File Number 000-5l205 

DISCOVERY HOLDING COMPANY 
4 

(Euur Mnr O J R ~ n m ,  El r p w ~ c d  n IS chmrr )  

slate of D e L m  W-2471174 
(SlmC c, ahrrph.durbn o/ (IRS I 5 v l q . r  It' 
mrorporallm OT orbank&") Idmnfi&NoJ , 
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PART 1. 

Item 1. Business. 

(a) General Development of Buriocrs 

Discovery Holdmg Company war incorporated i n  the state of Dclawarc on March 9, 2005 as a wholly-owned 
sub~idiaryofLibertyMediaCorpontion. which wcreferroasLibeny.OnJuly 21.2005.Libcnycompletedthe spinoffof 
Discovery Holding Company to Libcny's shamholderr. I n  the r g n  off, each holder of Libcny common stock received 
0.lOofa shareofourseries AcommonEtoCkforeach shareofLi&rtySeri~Acommonstockheld~ndO.lOofashareof 
our Series B c o m m n  s twk for each share of LibcRy Series B common stock held. Awoximately 268.1 million shares of 
our Series A common stock and 12.1 million shares of our Series B mmmon stock were issued in the spin off, which is 
intended to qualify as a tax-free transaction. 

We are a holding compmy. Through our wholly owned subsidiaq. Ascent Media Group. LLC ("Ascent Media"), and 
our 50% owned equity affiliare Discovery Communicatimr, Inc. ("Discovery" or "DCI"), we arc engaged primarily in 
(1) Ule production, acquisidon and distribution ofcntenainmnt, educational and information pgram-g and softwarc, 
(2) the retail sale and licensing of branded and othu s-ally products and (3) the provision of creative and netwo& 
sewices to the media and entertainment industricr. Our subsidiaries and affiliates opcrnte in the United States, Europe, 
Latin America. Asia. Africa and Ausualia. 

The assets and operations of Ascent Media are composed primarily of the assets and Operalions of 13 companies 
acquired by Liberty fmm 2wO through 2M!4, including TheTodd-A0 Corporation, Four Mcdia Company, certain assets 
of SounMlux Oltertainment Group, Video Services Corporation, Gmup W Network Services, London Playout Centre 
and the systems integration business of Sony Electronics. The combination and integration of these and other acquired 
entities allow Ascent Media lo offer integrated outsourcing solutions for the technical and creative requirements of its 
clients. from content creation and other post-praduction services to media rnanagemcnt and Innrmissian of thc fmal 
product to broadcast teleuision ~lations, cable system head-ends and other destinations and distribution points. 

Discovery i s  a lcading global media and cnrcnainment company. Discovery has grown fmm the 1985 launch in the 
United Stales of its core propeny, Discoveay Channel, m current global operations in over 170 counrrics amss six 
continem. with over 1.5 billion total cumulative rubscnption units. Discovery operates its businesses in three groups: 
Discovery networks U.S.. Discnvery networks international. and Discovery commerce, education and other. 

On January 27,2006. we acquired AccentHealth, LLC ("AccentHeallh'? for cash consideration of $45 million. plus 
working capital adjusimenls of $1.8 million. AccollHeallh opcrater an advertising-suppond captive audience tclcvirion 
network in doctor oflice waiting rmms nationwide. For financial repaning purposes. the results of operations of 
AceenlHealrh have becn included in our consolidated r~su l t s  as paxt of Arccnt Media's ncwork services grwp. 

* * * *  

Certain statements in lhir Annual Report on Form IO-K constitute f m d - l o o k i n g  statements within the mevling of 
the Private Securities Litigation Reform Act of 1995. including SIaIements regarding OUT business, marketing and 
opeating strategies, integration of acquired businesses. new service offerings and anticipated sources and uses of capital. 
In paticular, statements under Item 1. "Busincss:' Item IA. ''Risk Factors". Item 2. "Properties;' Item 3. 'legal 
Proceedings," Item 7. "Management's Discussion and Analysis of Fmncial Condition and Results of Operations" and 
Item 7A. "Quantitative and Qualitaovc Di~doswes Aboul Markel Risk" m t a i n  forward-loaling statements. Where. in 
any forward-loaking statement. we express an expeaation or belief as to fuhlre results or events. such expenation or 
belid is expressed in good faith and believed to have a rcasansble basis. but them can be no assurance that rhs sxFCClalion 
or belief will rerultor be achieved a accomplished. The following include Some but not all of the f a n m  that wuld cause 
actual results or events to differ materially from thosc anticipated: 

"Lc 
film and television production; 

spending on domestic and foreign television advertising and spending on domestic and foreign fiISl-Nn and 
cxirting content libraries; 

. the regulatory and competitive environment of the industries in which we, and the entities in which wvc have 
i"te7cSts. operate; 

. continucd consolidation of the broadband distribution and movie studio industries; 
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uncertainties inhcrent in the development and integration of new burinerr liner, acquired operations and burincrr 
strategier: 

changes i n  the diswibulion and viewing of television programming. including the expanded deployment of 
personal video recorders and other technology, and thcir impact on television advertising revenue; 

- rapid technological changes; 

* uncefiaintie assodated with product and scrvlce dcvclopmcnt and market acccptancc. including the dcvclopment 
and provision of programming for new television and telecommunications technologies: - future financial performance, including availahility. terms and deployment of capital, 

- fluctuations in forcign rumncy exchange rates and political u m s t  in international markets: 

the ability of rupplicrr and vendors to deliver products. equipment, software and services; - the O U L C O ~ C  of any pending or lhrcatcned litigation; 

availability of quatitied personnel; - rhe possibility of an industry-wide strike or othcr job action affccting a major enlenaimcnt industry union: - changes in, or failure or inability lo comply with, govemment regulations, including. without limitation, 
regulations of the Federal Communicationr Commission, and advcnc w t c o m a  from regulatory proceedings: 

changes in the natuc of key strategic relationships with pannen and joint ~entuccn: 

competitor responses to our products and services. and the products and services of the entities in which we have 
mntercsts: and 

- rhrcatcned terrorists atlacks and ongoing military action in the Middle East and dher parts of the world. 

mere forward-loolting statements and such risks. uncenainties and other factors spcak only as of the date of this Annual 
Repon. and wvc cnprcssly disclaim any obligation or undertaking to disscminatc any updatcs or revisions to any forward- 
looking statement contained herein, to reflea any change in OUI expectations with regard thereto, or any other change m 
cvcots, conditions or circumstancw on which my such statement i s  baad. Whcn considering such forward-lwkhg 
statements, you should keep in mind the Saaors dercribed in Item IA, “Risk Faaors” and other cautionary statements 
contained in this Annual &port. Such risk factors and statements describe circumstances which couldcause actual results 
to differ matcnally ham those contained in any forward-lmking statement 

(h) 

We identify our reportable segments based on financial information reviewed by our chief operating decision d e r ,  
or his &signee. We report financial information for our consolidated business segmcnts that repprtscnt mom than 10% of 
our consolidated prtvm~e or earnings before taxes and equity affiliates whose share of earnings represent more than 10% 
of our camingr before ~ ~ X C I  

Based on the foregoing crircna. our ulrcc rcportsblc segments are wr Creatiyc Services group and Network Sewices 
group. which are operating segments of Ascent Media. and Discovery. which is an equity affiliate. A fourth reponablc 
scgmcnt, media management rcwiccs group. existed for a ponion of 2006, but was realigned within the Creative Senices 
group and Network scrviccs group during Ihe third and founh quarters of 2006. Financial information related 10 our 
operating scgmcn~ can bc found in note 17 to our consolidatcd financial slatcments found in Pan II of this report. 

Financial Information About Operating Segmeots 

(c)  N-tivc Drscription of Business - 
ASCENT MEDIA 

Ascent Media provides a wide v u i a y  of cnarivc and mwmk services to the media and entertainment industries. 
Ascent Media’s clicntr include major motion picture studios. indepcndcnt producers, broadcast networks. programming 
networks, advertising agencies and other companics that prcducc, own andlor disrributc entenainment, news, IporU. 
corporate, educational, indusvial and advertising content. 

Creativc services and Network services. 
Followmg an operational realignment m 2006, ASCC~I Media’s operations a= organized into two main catcgories: 
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Creative Services 

Awent Medza’s creative Services group prowdes various technical and creative services necessary to complete 
principal photography into final products. such as feature films, m v i e  trailers. documentaries and independent films. 
episodic television, TV movies and mini-series, televirion commercials, music videos, intcractivc gamcs and new digital 
media, promotional and identity campaigns and corporate communications. Thew services arc refcmd to generally in thc 
entertainment induslry as “post-production” scrviccs. In addition. the creative serviccs group provides a Full complcment 
of facilities and SCN~CCS necessary to optimirc, archive, manage and repurpose completed media asscts for global 
distribution via freight. satellite, libcr and the Internet. 

Ascent Media &ets its creative services under various brand names that are well known ~n the entertainment 
induslry, including Blink Digital, Cinetech, Company 3, Design Murie Group (DMGJ, Digital Media Dola Center 
(DMDCJ, Digital S m h o n y ,  Emore Hollywood, FtlmCorc, Level 3 Post, Merhwi. Modern Music. ON Post, POP Sound, 
R!OZ Rwhes, S o b  Imger, Soundelur Sound One. SL Anne’s Post, Todd-A0 and VisionText. 

The creauve services client base comprises major motion picture studios and their international divisions, inde- 
pendent television production companies. broadcast naworks. advenising agencies. crearive editorial companies. 
corpaate media producers, independent owners of television and film libraries and emerging new media distribution 
channels. The principal facilities of the creativc services group are in Las Angeles. New York. Nmhvale (New Jersey), 
Atlanta. San Francisco, Mexico City and London. 

Key scwicts provided by Ascent Media’s aca t iw rcrvices gmup includc the following: 

Dailies. Clients require daily screening of their previous day’s recorded work in order to evaluate technical and 
aesthetic qualities of the production and to begin the creative editorial process. Ascent Media provider the film 
dwclopment, digital transfer from hlm to vidm and vidm processing ngessary for clicnls to view principal photography 
on a daily basis, also known as “daiilics.” For clients that recad their productions on film, Ascent Media processes and 
prints film negatives for film projection. Thc company also delivers dailies thar are wansferred from film to digital media 
using telecinc equipment. Ths transfer process is technically challenging and is used to integrate various forms of audio 
and encode the fwtagc with f e r  and frame numbers from the original film. Dailics dclivcnd as a digital file can bc 
proccrscd in high definition or standard definition vidw and can bc scr-ed in a nonlinear manner on a variety of 
playback equipmcnt. 

Telecine is the process of transfe-g film into video (in either analog or digital medium). During this 
process, a variety of parameters can be manipulated, such as color and contrast. Because the color spwtrum of film and 
digital media arc different. Ascent Media has creative talent who utilize creative colorizing techniques, equipment and 
processes to enable i t s  clients to achieve a desired visual look and feel for television commercials and music videos. as 
well as feature films and television shows. Ascent Media also provides live tclsine scrviccs via ratcllite. using a secure 
closed network able to aecuratcly transmit subtle color changes to connect its telecinc mists wilh client offices or other 
affiliated post-produdion facifitics. 

Ascent Media’s digital intermediates -ice provider customers with the ability to conven 
film to a high rerolvtion digital mister file for color comction. creative editorial and electronic assembly of masers in 
other formats. If needcd, the digital f ~ e  can then be convened back IO 81m. 

After principal photography has been complctcd. Arccnt Media’s editon assomblc the various 
clcmcntr into a cohcrivc story consistent wilh the messaging. branding and crcativc direction by Ascent Media’s 
advcrtising agency clients. Asant Media provides the twls and talent requlrcd to suppott its clients through all rtagcs of 
the editing pmccsr. beginning wilh the law-resolution digital h a g s  and off-line editing workstations used to  create an 
edit decision list. through the high-resolution editorial prace~r used lo complete a final product suitable for broadcast. In 
addition, Ascent Media i s  able to offer expanded communications infrastructure to provide digital images d-tly from 
the film-to-tape uannfer process to a workstation through dedicated data liner. 

Visual & C a s  arc used to cnhancc thc vicwing audience’s cnpeficnce by suppluncnting images 
obtained in principal pholography viol computer-gcnsratm' i-j 
used to create imagw that cannd bc ncatcd by any othcr costzffective means. Asccnt Mcdia also provides services on an 
array of graphics and animation worksmiions using a vmicty of rohware to accomplish unique cffscts. including t h e -  
dimensional animaIion. 

Ascent Mcdia implcmcnts clicnts’ crcativc decisions. including decisions 
regarding rhc integration of sound and visual ctfsts. to asscrnblc source material into iu final form. h addition. Ascent 
Media usw sophisticated computcr g~aphics equipment to generate titles and chancicr imagcry and to format a given 
program IO mccf rpcific network rcquirerncnts. including time comprcssion and commcrciai brcaks. finally, Ascent 
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Medta creates multiple master videotapes for delivery ro :he network for broadcast, archival and other purposes 
designated by the cmtomcr. 

Once a television commercial has bcm compkkd, Ascent Media provide9 broadcast and support 
services. including complete vidco and audio duplication, disuibuuon, and storage and asset managemenl. for advenising 
agendcs. corparatc advcnircis and cntertainmcnt campanicr. Ascent Mcdia uses domestic and intcmstional satellitc. 
fiber and Integrated Services Digital Nctwork, or ISDN. Intemct access. and conventional ait freight for the delivery of 
tdmision and nd io  I@. Ascent Media cumn~Iy houses over 85.OW commercial production elements in irs wdls for 
future use by its clicnls. Ascent Media’s wmmcrcial Iclcvirion distribution facililics in Los Angcles and San Francisco. 
California enable Ascent Media to Service any regional 01 national client. 

Ascent Media provider crcativc lalcnt, facilities and suppon 
services to m a t e  sound for feature films. television conlenL commercials and trailers. interactive multimedia gamer and 
special live Y ~ ~ U C E .  Sound supervisors ensure that all ”pens of round. dialogue, sound effects and music M properly 
coordinatcd. Ascent Mcdia’s sound services include. but are not limilcd to. sound editing. sound design. sound effect 
libraries. ADR (automated dialogue replacement. a process for recording dialogue in synchronization with previously 
mordcd picture) and Folcy (“on-digital round effccts). 

Dislribution. 

Sound rupervirion. sounddesign mdrovnd editorial. 

Mwic rervice~. Music ~erv ice~  are an esrential c o m p m ~ f  of post-production sound. Ascent Mcdja has the 
technology and talcnt to handle all typcs of music-related services. including original music composition, music 
rupcwision. music editing. scoringhcording. tcrnporary round tracks. composer support and preparing music for 
soundtrack album release. 

Re-recording/Miring. Once sound cdimn. sound dcrigncrr. composers, music editors, ADR and Folcy crews. and 
many others, have prepand the elements that will make up thc finished product, the final cornpanen1 of the creative sound 
post production process is the mix (or re-recording). Mixing a film involvcr the pmccrr of cambining multiple elemenls. 
such as tracks of round effects. dialogue and music, to complete the final product. Ascent Media maintains a significant 
number of mixing stager. purposc-built and provisioned with advanced recording cquiumcnt, cauablc of handling any 
type of project, fmm m+ motion pictures IO smaller independent films 

Sound effects m d  music libmrier. %ugh i t 5  Sounddux brand, Ascent Media maintains an extensive round 
effects library with over 3W,MM unique sounds. which editors and &nu access through thc company’s intrnnct and 
remaely via the Intunet. Thc company also owns several pmduction music libraries through its Hollywood Edge brand. 
Ascent Media’s clients use the sound effects and music libraries in featurrc films, :clevision shows, cornmcnialr. 
interactive and multimedia games. A~cent Media actively continues to add new, original recordings to its library. 

Negarivr developing and curring. Ascent Media’s film laborato”es provide negative developing for television 
s h o w  such as on-hour dramas and movie-length progrming. including ncgative dcveloping of “dailies” (the original 
ncgative shaduring each production day). as well as the often mmplex and technically demanding commercial work and 
motion picture trdcrs. Ascent Media also provides ncgative cutting scniccs for thc distribution of commercials on film. 

Ascent Media provides film 
restoration, preservation and asset pmteztion s w i c c s .  A ~ m t  Medii’s technicians use phorochcmical and digital 
processes to clean. repair and rebuild a film’s elemcnts in order to return the content to ils original and sometimcr 
to an improvcd imagequalily. Asccnt Media also protsls filmelcment canlent fmm future degradation by tranrferdngthc 
film’s imagc to ncwcr archival film stocks. A X C ~  Mcdia also providcs asset protection serviccs for its clients’ cdor 
library titles, which is a preservation pmcess whereby B/W. silver image, polyester, positive and color separation masters 
arc created. sufficiently protecting thc imagsa of ncw and oldcr films. 

A considerable amount offilm content is ultimately distributed 
to the home vidm, broadcart, cable or pay-per-view television mark&. This requires film imagcs to bc oansferred 10 an 
malog v i J m  or digital file format. Each frame must be color comted and adapted to the size and arpeu ratio of a 

level of conformity to the oriainal film vmion. Bccaurc ccmin film 
form& rrquire transfers with special chmctcristics. it is no( unusual for a motion picture to be mastered in many 
different versions. Technolagjcal dcvclopmcnts. such as the domaic  inuoduction of television IC= with a 16 X 9 aspect 
ratio and the implemcntation of advanced and high defmition digital television systems for tenestrial and satellite 
broadcasting, are expected 10 contribute to thc gmwth of Arcmt Media’s film rranrfer business. Ascent Media also 
digitally removes dirt and scratcher from a damaged film master that is transferred to a digital file fwmal. 

Ascent Mcdia provides professional duplication, which i s  the 
process of crating broadcast quality and resolution independent sub-maacrr for distribution to pmfcssional end uscn. 
Ascent Media uses maslei elements to make sub-masten in numerous domestic and intemational broadcast standards as 
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a global 6ber network (branded Global Interconnect) to carry real-time video between its vanour locations in the US, 
London, and Singapore. This network is used to provide full-time pogram feeds and ad hoc services to clients. 

Conruiring Services Asccnt Media provider strategic. tmhnology and business consulting ICN~CCS to thc media 
and entertainment industry, leveraging the core strengths and knowledge-base of the company. Key practice areas include: 
dtgilal migration: cuntent delivery strategies: workflow analysis and design; emerging delivery platforms (such 8% 

Intemct-pratocol lc le~i~ion.  mobile and broadband); technology assessment; and lcchnalogy-cnablcd business swategicr. 

Ascent Media designs, builds. installs and services advanced technical 
systems for production. management and dclivcry of rich m d i a  cmtent to the worldwide broadcast. cable television. 
broadband. govcmmcnt and telccommunicationr indusuics. Ascent Media's engineering and systcms integration buri- 
neqr operatw out offacilities in New lerscy, Califomin. Florida. and London. and SeNiCeS global clients including major 
broadcasters. cable and satellite networks. telecommunications proriders. corporate television networks. B major 
tdecommunications company as well as numcroui production and post-production facilitics. Services offucd include 
program management. engineezing design. equipment procurement, software imegration. conrmmion, installation, 
service and support. Ascent Media also designs and eonsmcts satellite canh stations and related facilities. 

Enngineering and system inlegmfion. 

Nenuork Opcrotionr, Firld Sctvice and Call Center Thc nctwork scNices gmup pmvidcs field scryicc qm- 
alions - 24 hours a day. seven days a week - through an on-staff network of approximately 50 field engineen located 
throughout thc United States. Services include preventative and reactive mainlenance of satellite eanh stations. satellite 
networks. fiber-based digital transmission facilities. cable and tclccammunications stations (also called hcad ends). and 
0th- rrchnical faciliries for the distribution of video content. The group operates a call center - 24 hours P day. seven 
days a week - out of its Palm Bay, Florida facility, providing outsourced services for technology manufactu"ng 
companies, networks and telecoms. In addition. the group operates a network operations center. providing outsourced 
scrvices relating to monitoring and management of ratdlitc and lurestrial distribution nstworks and nmotc  monitoring 
and conwol of technical facilities. End users for field scrvicc, call center and network operation center I ~ N ~ C C S  include 
major US broadcast and cable networks. telecommunications providers, digital equipment manufacturers, and govern- 
ment and corporate operations. 

Strategy 

The entutainment services indvslry has been historically fragmented with nurncrons providers offering discrete, 
geogmphicaUy-limircd, non-integrated services. Ascent Media's services. however. span the cntircty of the valuc chain 
from the creation and management of media cantcot to the distribution of d i a  conlcnt via mulliplc transmission patbr 
including ~atcllite, fiber and lntemer Protocol-baed networks. Ascm Media believes the breadth and range of its services 
uniquely provide it the scalc and flexibility necessary to realize significant operating and marktting cfficicnciss: a global, 
scalcablc media scrviws platform integrating preparation. management and lransmission services: and common "best 
practicer" opcrationr management a m s ~  Ihc Ascent Media cntcrp&c. Ascent Media's goal is  to hc  Ihc prcmiu 
end-to-end digital media supply chain services provider to the media and entertainment industry, creating, managing and 
dirwibuting rich media content across all distribution channels on a global basis. Ascenl Media believes it can optimize its 
position in the markcl by pursuing thc following stratcgics: 

Grow digirol media mnnogemenr businerr. Ascent Media intends to increaw business with major media and 
entertainment clients by storing, managing and distributing thcir digital media, which are necessary for repurposing for 
file-bssd nawark origination and othcr forms of digital dishbution. In this regard. it intends to deploy its digital media 
management system, which L currently deployed io Los Angclcs. in thc United Kingdom and ~ Em Coast of lhc U.S. 

Ascent Media intends to increme lhe scale ofits operations ihrough a combination of 
m m a l  inveammt in facilities plus external invcstmmt in companies and joint YCIINICS. Its goal is t D  attract additional 
c~~storncrs in its cristing lines of business and expand its business operations gcagrsphically. 

lncreosc scde ofoprrorions. 

.~ 

to new businsss activities, pmviding content management and distribution swices  based on electronic data files rather 
than physical taw. participating in emerang high revenue-generating s~rvices such BS re-formatting content for 
distribution to new platforms, and atmcting new customers with unique S C N ~ C C  needs that are less susccpublc to 
compelithe threats. 

Ascent Media plans to providc clients access to an Intanct-based 
nuwork that manages and provides solutions for integrated workflows. The network will prwidc global connectivity and 
tile vampon capabilities. which will make diem workflows more c f k k n t  ard d a n c e  Ascent's internal business 
systems. 

Deploy M inrerconnecied&boi medm nerwork 
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Oprirnirr rhe orga,iirntion. In order to reach the rvatcgic goals dcrcribcd abovc. Ascent Mcdia strcamlincd its 
intcmal organization in 2CQ6. Specifically. Ascent Media rc-aligned its divisional S ~ C N I C  to becomc more compatible 
with its diversified custtomcr basc and thc intcgratcd filc-bassd solutions that thcy sssk. 

Seasonality 

The demand for AscentMedia’s core motion picture S C N i C C S .  primarily in its creative $ewiCeS group, has historically 
been seasonal, with higher demand in the spring (second fiscal quartcr) and fill (formh f-l quarter). and lower h a n d  
in the winter and summer. Similarly. demand for Ascent Media’s television program SFN~CCL. primarily in its creative 
services group. is higher in thc fust and fourth quarlcrs and lowcst in the summer, or third quarter. Demand for Ascent 
Media’s commercial services. primarily in i b  creative services group, are fairly consistent with slightly higher activity in 
the third quarter. Howcvcr, changes in the timing of the demand for television program scrvicea may nsult in increased 
business for Ascent Mcdia in thc summer. In addition. thc timing of long-tcrm projects in Asccnl Media’s ucative services 
group and nctworlr S%N~CCS group arc beginning to offru the quarlers in which there has bcen historically lower demand 
for Asccnt Media’s mation picture and television services. Accordingly. Ascent Mcdia expects to crpcricnce less 
dramatic quarterly fluctuations in its operating pefiormancc in the future. 

DISCOVERY 

Discovery Communications, Inc. is a leading global media and entertainment company. Discovery has grown from 
the 1985 launch in the United States of its core popeny, Discovery Channel, to c u m 1  global operations in over 170 
countries across six continents, with over 1.5 billicn ton1 cumulative subscription units. The term “subscription units” 
means. for each separate network or other programming service that Dircovcry offers, the number of television 
households that are able to receive that network or programming service from their cabk, satellite or other tclcvision 
provider, and the term ‘‘cumulative subscription units” refers to the sum of such figures for multiple networks andlor 
programming services, including: (1) multiple networks received in the same household, (2) subscription units for joint 
v e n ~ r e  networks. (3) subscription units for branded programming blocks, which an generally provided without charge, 
and (4) households that rcccivc Discovery programming networks from pay-television providers without charge pursuant 
to various pricing plans that include free periods andlor free carriage. Discovery operates its businesses in three groups: 
Discovery Nctwo~kr US.. Discovery Networks International. and Dimvery Commerce, Education and Other. 

Discovery’s relationships and agreements wth the distributors of its channels are critical to its business as they 
provide Discovery’s subscription revenue stream and access IO an audience for advertising sales purposes. Thcre has been 
a great deal of consolidation among cable and satellite television operators in Ihe Unitcd Staler in reccnt years, with over 
90% of the pay television households in the country now controlled by the top eight distributors. Discovery also operates 
m cemin overscas markets which have cxpcrienccd similar indusuy consolidation. Industry consolidation has generally 
provided more leverage to the dislnbutors in their relationships with programmers. Accordingly, as ils affiliation 
agreements sxpirc, Discovery may not bc able to obtain tcrms in new affiliation agreemenu that are comparable m lams 
in its existing agreements. 

Discovery earns twenue from global delivuy of its pmgrammjng pursuant to affiliation agreemenu with cable 
television and direct-to-home satellire operatorr (which is described as distribution revenue thoughout this repon), from 
the sale of adveniaing on its networks and from product and rubscripion sales in its commerce and education businesses. 
Distribution revcnuc includes all components of revenue earned h u g h  affiliation agncmcnts. Dismvcry’s aff~liation 
agreements typically have temrof 3 to 10 years and provide forpaymenls based on the number of subscribers that receive 
Discovery’s services. Discovery has grown ils global network burinas by securing as b a d  a subscriber basc as possible 
for each of its channels by entering into affiliation agreements. After obtaining salable distribution of its nclworks. 
D i s c o v q  inverts in propnuring and markcling in order to build a viewing audience lo support advertising SBICS. In 
certain CBECE. Discovery has mads cash payments to distributors in exchange for caniagc or has entered into conmctual 
arrangements that allow the distributmr to show ccrtain of Discovcry’s ChaMels fmwcxtendcd free periods. In tbe United 
Snm. Dismvcry has the necessary audience and ratings fM its programming such that advcItising salcs providc m e  
rs”c”Yc man 
~cvcnuc base. and this is anticipated to be the case for the foresaable future. As a result. gmwing the distribution basc for 
existing and nswly launched international networks will continue to be the p n m a q  focus of the international division. No 
single customcrrcpresentcd morc lhan 10% of Discovcry’s consolidated revcnue for the ycar ended Dcccmbcr 31,2006. 

Discovery's principal opcrating costs consist of p r o p m n i n g  expense, sales and markcling cxpenrc. personnel 
expcnsc and gcocral and administrative expenses. Programming is Discovery’s largcsl cxpcnsc. C o s  incurred and 
capitaljzcd for the dincl production of programming content an monized o v a  varyine pwicds based on h e  cxpccled 
realization of revenue from tht underlying progms. Licensed programming i s  amortized over the contact pcriod b i r d  
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