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PART I. FINANCIAL INFORMATION
ITEM 1. Financial Statements.
DISCOVERY COMMUNICATIONS INC.
CONSOLIDATED BALANCE SHEETS
(unaudited; in millions, except par value)

ASSETS

Current assets:

Cash and cash equivalents

Receivables, net

Content rights, net

Deferred income taxes

Prepaid expenses and other current assets
Total current assets

Noncurrent content rights, net

Property and equipment, net

Goodwill

Intangible assets, net

Equity method investments

Other noncurrent assets

Total assets

LIABILITIES AND EQUITY

Current liabilities:

Accounts payable

Accrued expenses and other current liabilities
Deferred revenues

Current portion of long-term debt

Total current liabilities

Long-term debt

Deferred income taxes

Other noncurrent liabilities

Total liabilities

Commitments and contingencies (Note 15)
Redeemable noncontrolling interest
Equity:

Discovery Communications, Inc. stockholders’ equity:
Series A convertible preferred stock: $0.01 par value; 75 shares authorized; 71 shares

issued

Series C convertible preferred stock: $0.01 par value; 75 shares authorized; 44 and 49

shares issued

Series A common stock: $0.01 par value; 1,700 shares authorized; 149 and 147 shares

issued

Series B convertible common stock: $0.01 par value; 100 shares authorized; 7 shares

issued

Series C common stock: $0.01 par value; 2,000 shares authorized; 150 shares issued

Additional paid-in capital
Treasury stock, at cost
Retained earnings

Accumulated other comprehensive (loss) income

June 30, 2013

December 31,
2012

$375 $1,201
1,332 1,130
214 122
75 74
269 203
2,265 2,730
1,781 1,555
460 388
7,278 6,399
1,618 611
1,097 1,095
188 152
$14,687 $12,930
$116 $71
741 721
122 123
23 31
1,002 946
6,455 5,212
656 272
270 207
8,383 6,637
31 —

1 1

1 1

1 1

2 2
6,758 6,689
(2,747 ) (2,482 )
2,349 2,075
96 ) 4
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Total Discovery Communications, Inc. stockholders’ equity 6,269
Noncontrolling interest 4

Total equity 6,273
Total liabilities and equity $14,687

The accompanying notes are an integral part of these consolidated financial statements.

4

6,291

2

6,293
$12,930
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DISCOVERY COMMUNICATIONS, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited; in millions, except per share amounts)

Revenues:
Distribution
Advertising

Other

Total revenues
Costs and expenses:

Costs of revenues, excluding depreciation and amortization

Selling, general and administrative

Depreciation and amortization

Restructuring charges

Total costs and expenses

Operating income

Interest expense

Losses from equity investees, net

Other income (expense), net

Income from continuing operations before income taxes
Provision for income taxes

Income from continuing operations, net of taxes
Loss from discontinued operations, net of taxes
Net income

Net income attributable to noncontrolling interests

Net income available to Discovery Communications, Inc.

stockholders

Basic earnings per share available to Discovery
Communications, Inc. stockholders:
Continuing operations

Discontinued operations

Net income

Diluted earnings per share available to Discovery
Communications, Inc. stockholders:
Continuing operations

Discontinued operations

Net income

Weighted average shares outstanding:

Basic

Diluted

Three Months Ended June

30, Six Months Ended June 30,
2013 2012 2013 2012

$662 $540 $1,245 $1,116

749 534 1,257 987

56 52 121 108

1,467 1,126 2,623 2,211

437 298 779 594

379 307 746 618

78 31 110 60

9 2 10 3

903 638 1,645 1,275

564 488 978 936

(80 ) (61 ) (148 ) (116 )
(7 ) (6 ) O ) (54 )
4 — 37 2 )
481 421 858 764

(181 ) (127 ) (327 ) (247 )
300 294 531 517

— (1 ) — (2 )
300 293 531 515

— — — (1 )
$300 $293 $531 $514

$0.83 $0.77 $1.47 $1.35

$— $— $— $(0.01 )
$0.83 $0.77 $1.47 $1.34
$0.82 $0.77 $1.45 $1.33

$— $— $— $(0.01 )
$0.82 $0.76 $1.45 $1.33

359 381 361 383

363 384 365 387

Income per share amounts may not sum as each is calculated independently.
The accompanying notes are an integral part of these consolidated financial statements.
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DISCOVERY COMMUNICATIONS, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(unaudited; in millions)

;F(l)l’ree Months Ended June Six Months Ended June 30,
2013 2012 2013 2012
Net income $300 $293 $531 $515
Other comprehensive (loss) income, net of tax:
Currency translation adjustments (48 ) (10 ) (107 ) 1
Derivative and market value adjustments 2 (1 ) 6 (1
Comprehensive income 254 282 430 515
Comprehensive income attributable to noncontrolling o o a
interests
Comprehensive loss attributable to redeemable | o | o
noncontrolling interests
Comprehensive income attributable to Discovery $255 $282 $431 $514

Communications, Inc. stockholders
The accompanying notes are an integral part of these consolidated financial statements.
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DISCOVERY COMMUNICATIONS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited; in millions)

Operating Activities

Net income

Adjustments to reconcile net income to cash provided by operating activities:
Equity-based compensation expense

Depreciation and amortization

Content amortization and impairment expense

Remeasurement gain on previously held equity interest

Equity in losses and distributions from investee companies
Deferred income tax expense (benefit)

Other, net

Changes in operating assets and liabilities:

Receivables, net

Content rights

Accounts payable and accrued liabilities

Equity-based compensation liabilities

Income tax receivable

Other, net

Cash provided by operating activities

Investing Activities

Purchases of property and equipment

Business acquisitions, net of cash acquired

Investments in foreign exchange contracts

Distribution from equity method investee

Investments in and advances to equity method investees
Other investing activities, net

Cash used in investing activities

Financing Activities

Borrowings from long term debt, net of discount and issuance costs
Principal repayments of capital lease obligations
Repurchases of common stock

Repurchases of preferred stock

Tax settlements associated with equity-based plans
Proceeds from issuance of common stock in connection with equity-based plans
Excess tax benefits from equity-based compensation
Other financing activities, net

Cash provided by financing activities

Effect of exchange rate changes on cash and cash equivalents
Net change in cash and cash equivalents

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

7

Six Months Ended June 30,
2013 2012
$531 $515
84 72
110 61
542 421
(92 ) —
13 67
139 (71
83 18
(90 ) (109
(680 ) (528
(83 ) (11
(61 ) (37
9 19
(35 ) (28
470 389
(54 ) (24
(1,832 ) (20
(55 ) —
4 17
(26 ) (87
(1 ) —
(1,964 ) (114
1,186 983
(17 ) (13
(265 ) (692
(256 ) —
(22 ) 3
31 70
26 33
3 ) 2
680 376
(12 )
(826 ) 650
1,201 1,048
$375 $1,698

R g
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DISCOVERY COMMUNICATIONS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited; in millions)

Six Months Ended June 30,
2013 2012
Supplemental Cash Flow Information
Cash paid for taxes, net $(149 ) $(166 )
Cash paid for interest $(142 ) $(119 )
Noncash Investing and Financing Transactions
Investment in OWN $— $7
Assets acquired under capital lease arrangements $54 $3

The accompanying notes are an integral part of these consolidated financial statements.
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DISCOVERY COMMUNICATIONS, INC.

CONSOLIDATED STATEMENTS OF EQUITY

(unaudited; in millions)

Beginning balance
Comprehensive income
Equity-based compensation
Issuance of common stock
in connection with
equity-based plans

Excess tax benefits from
equity-based compensation
Repurchases of common
stock

Adjustment of redeemable
noncontrolling interest to
redemption value
Noncontrolling interests of
acquired businesses

Cash distributions to
noncontrolling interests
Ending balance

Beginning balance
Comprehensive income
Equity-based compensation
Issuance of common stock
in connection with
equity-based plans

Excess tax benefits from
equity-based compensation
Tax settlements associated
with equity-based plans
Repurchases of preferred
and common stock
Adjustment of redeemable
noncontrolling interest to
redemption value
Noncontrolling interests of
acquired businesses

Cash distributions to
noncontrolling interests

Three Months Ended June 30, 2013

Discovery
Stockholders
$6,240

255

14

15

13

(265 )

A3 )

$6,269

Noncontrolling
Interests

$2

$4

.. Discovery
Total Equity o =+ lders
$6.242  $6,565
255 282
13 3
(265 ) (404 )
3 ) —
5 _
$6,273 $6,471

Six Months Ended June 30, 2013

Discovery
Stockholders
$6,291

431

34

31

26
(22 )

(521 )

a )

Noncontrolling
Interests

$2

Three Months Ended June 30, 2012

Noncontrolling
Interests

$3

(1 )
$2

Total Equity

$6,568
282
14

11

(404 )

a )
$6,473

Six Months Ended June 30, 2012

.. Discovery
Total Equity o =+ lders
$6,293 $6,517
431 514
34 32
31 70
26 33
(22 ) @3
(521 ) (692
(1 ) —
5 _

Noncontrolling
Interests

$2

1

Total Equity

$6,519
515
32

70

33

€ )

(692 )
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Ending balance $6,269 $4 $6,273 $6,471 $2
The accompanying notes are an integral part of these consolidated financial statements.

9
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DISCOVERY COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

NOTE 1. DESCRIPTION OF BUSINESS AND BASIS OF PRESENTATION

Description of Business

Discovery Communications, Inc. (“Discovery” or the “Company”) is a global media company that provides content across
distribution platforms, including through digital distribution arrangements. The Company also develops and sells
curriculum-based education products and services. The Company classifies its operations in three segments: U.S.
Networks, consisting of domestic television networks, websites, and digital distribution arrangements; International
Networks, consisting of international television networks, radio and websites; and Education, consisting of
educational curriculum-based product and service offerings. Financial information for Discovery’s reportable segments
is discussed in Note 16.

Basis of Presentation

The consolidated financial statements include the accounts of Discovery and its majority-owned subsidiaries in which
a controlling interest is maintained. Inter-company accounts and transactions between consolidated entities have been
eliminated in consolidation.

Reclassifications

Beginning January 1, 2013, the Company reclassified losses from equity method investees, net from other expense,
net to a separate line on the consolidated statement of operations for all periods presented.

Unaudited Interim Financial Statements

These consolidated financial statements are unaudited; however, in the opinion of management, they reflect all
adjustments consisting only of normal recurring adjustments necessary to state fairly the financial position, results of
operations and cash flows for the periods presented in conformity with U.S. generally accepted accounting principles
(“GAAP”) applicable to interim periods. The results of operations for the interim periods presented are not necessarily
indicative of results for the full year or future periods. These consolidated financial statements should be read in
conjunction with the audited consolidated financial statements and notes thereto included in Amendment No. 1 to
Discovery’s Annual Report on Form 10-K for the year ended December 31, 2012 (the “2012 Form 10-K”).

Use of Estimates

The preparation of financial statements in accordance with GAAP requires management to make estimates, judgments
and assumptions that affect the amounts and disclosures reported in the consolidated financial statements and
accompanying notes. Management continually re-evaluates its estimates, judgments and assumptions, and
management’s assessments could change. Actual results may differ from those estimates.

Significant estimates inherent in the preparation of the consolidated financial statements include accounting for asset
impairments, revenue recognition, allowances for doubtful accounts, content rights, depreciation and amortization,
business combinations, equity-based compensation, income taxes, other financial instruments, contingencies, and the
determination of whether the Company is the primary beneficiary of entities in which it holds variable interests.
Accounting and Reporting Pronouncements Adopted

Offsetting Assets and Liabilities

In January 2011, the Financial Accounting Standards Board (“FASB”) issued guidance expanding the disclosure
requirements for financial instruments that are offset in the balance sheet or subject to a master netting arrangement or
similar agreement. In January 2013, the FASB issued additional guidance clarifying that the scope of the guidance
applies only to derivatives, repurchase agreements and reverse purchase agreements, and securities borrowing and
securities lending transactions. The adoption of the new guidance, effective January 1, 2013, did not have a material
impact on the Company's financial statements. (See Note 7.)

Comprehensive Income

12
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In January 2013, the FASB amended its guidance on the presentation of comprehensive income. Under the amended
guidance, an entity must present information regarding reclassification adjustments from accumulated other
comprehensive

10
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DISCOVERY COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

income in a single note or on the face of the financial statements. This is required for both annual and interim
reporting. The Company retrospectively adopted the new guidance effective January 1, 2013 and elected to present
reclassification adjustments from accumulated other comprehensive income in a single note. (See Note 9.)
Concentrations Risk

Customers

The Company has long-term contracts with distributors, including the largest distributors in the U.S. and major
international distributors. For U.S. Networks, approximately 90% of the Company's distribution revenue comes from
the segment's top 10 distributors. For International Networks, approximately 50% of the Company's distribution
revenue comes from the segment's top 10 distributors. Agreements in place with the major cable and satellite
operators in the U.S. expire at various times beginning in 2013 through 2020. Failure to secure a renewal or a renewal
on less favorable terms may have a material adverse effect on the Company’s financial condition and results of
operations. Not only could the Company experience a reduction in affiliate revenue, but it could also experience a
reduction in advertising revenue which is impacted by affiliate subscriber levels.

No individual customer accounted for more than 10% of total consolidated revenues for the three and six months
ended June 30, 2013 or 2012. The Company’s trade receivables do not represent a significant concentration of credit
risk as of June 30, 2013 or December 31, 2012 due to the wide variety of customers and global markets in which the
Company operates and their dispersion across many geographic areas.

Financial Institutions

Cash and cash equivalents are maintained with several financial institutions. The Company has deposits held with
banks that exceed the amount of insurance provided on such deposits. Generally, these deposits may be redeemed on
demand and are maintained with financial institutions of reputable credit and, therefore, bear minimal credit risk.
Lender Counterparties

There is a risk that the counterparties associated with the Company’s revolving credit facility will not be available to
fund as obligated under the terms of the facility. If funding under the revolving credit facility is unavailable, the
Company may have to acquire a replacement credit facility from different counterparties at a higher cost or may be
unable to find a suitable replacement. Typically, the Company seeks to manage these exposures by contracting with
experienced large financial institutions and monitoring the credit quality of its lenders. As of June 30, 2013, the
Company did not anticipate nonperformance by any of its counterparties.

NOTE 2. ACQUISITIONS AND DISPOSITIONS

Acquisitions

SBS Nordic

On April 9, 2013, the Company acquired the general entertainment television and radio business operations ("SBS
Nordic") of Prosiebensat.1 Media AG for cash of approximately $1.8 billion (€1.4 billion) including closing purchase
price adjustments. SBS Nordic has operations in Sweden, Norway, Denmark, Finland and England. The acquisition of
SBS Nordic supports the Company’s strategic priority of increasing its presence in key international markets and is a
component of the Company's International Networks segment.

11
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DISCOVERY COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

The Company used discounted cash flow ("DCF") analyses, which represent Level 3 fair value measurements, to
perform its preliminary purchase price allocation. The table below presents the preliminary allocation of the purchase
price to the assets and liabilities acquired (in millions).

April 9, 2013

Goodwill $772

Intangible assets 1,001

Content 248

Other net assets acquired 203

Cash 106

Liabilities assumed (262 )
Deferred tax liabilities 247 )
Noncontrolling interests 2 )
Net assets acquired $1,819

The goodwill reflects the workforce, synergies and increased Nordic region market penetration expected from
combining the operations of SBS and the Company. The goodwill recorded as part of this acquisition is not
amortizable for tax purposes. The assignment of goodwill to reporting units has not been completed as of the date of
these financial statements. Intangible assets primarily consist of broadcast licenses, distribution and advertising
customer relationships, advertiser backlog and television and radio trademarks with a weighted average estimated
useful life of 8 years. The Company's process of identifying the assets acquired and the liabilities assumed and
determining their fair values is not complete as of the date of this filing, principally with respect to intangible assets
and income taxes.
Discovery Japan
On January 10, 2013, the Company purchased an additional 30% of Discovery Japan for $53 million. Discovery Japan
operates Discovery Channel and Animal Planet in Japan. As of December 31, 2012, Discovery and Jupiter
Telecommunications Co., Ltd ("J:COM") each owned a 50% interest in Discovery Japan, and Discovery accounted for
its 50% interest using the equity method of accounting. Discovery consolidated Discovery Japan on January 10, 2013
and recognized a gain of $92 million to account for the difference between the carrying value and the fair value of the
previously held 50% equity interest. The gain is included in other income (expense), net in the Company's
consolidated statements of operations (see Note 13). The Company used a combination of a DCF analysis and
market-based valuation methodologies, which represent Level 3 fair value measurements, to measure the fair value of
Discovery Japan and to perform its preliminary purchase price allocation.
The table below presents the preliminary allocation of the purchase price to the assets and liabilities acquired (in
millions).

January 10, 2013

Goodwill $103

Intangible assets 100

Other assets acquired 25

Currency translation adjustment 6

Cash 4

Remeasurement gain on previously held equity interest ©2 )
Liabilities assumed (55 )
Redeemable noncontrolling interest 35 )

15
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Carrying value of previously held equity interest A3 )
Net assets acquired $53

The terms of the agreement provide J:COM with a right to put its 20% noncontrolling interest to Discovery for cash at

any time and Discovery with the right to call J:COM's 20% noncontolling interest beginning January 2018. As
J:COM's put

12
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DISCOVERY COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

right is outside the control of the Company, J:COM's 20% noncontrolling interest is presented as redeemable
noncontrolling interest outside of stockholders' equity on the Company's consolidated balance sheet (see Note 8).

The goodwill reflects the synergies and increased regional flexibility expected from controlling the operations of
Discovery Japan and is included in the International Networks segment. The goodwill recorded as part of this
acquisition is not amortizable for tax purposes. Intangible assets are primarily distribution customer relationships.
Other

On June 1, 2013, the Company, through SBS, acquired the business operations of a television station in Sweden ("TV
11") for a cash payment of $54 million. Assets acquired include goodwill and intangible assets of $41 million and $11
million, respectively.

On December 28, 2012, the Company acquired Switchover Media, a group of five Italian television channels with
children's and entertainment programming. During the year ended December 31, 2012, the Company also purchased a
digital media company in the U.S., a television station in Dubai, and certain affiliate agreements in Latin America.
Total consideration for these businesses was $173 million, net of cash acquired, including $15 million paid during the
six months ended June 30, 2013. Contingent consideration of up to $13 million may be paid if certain performance
targets are achieved. During the year ended December 31, 2012, the Company recorded $108 million and $70 million
of goodwill and intangible assets, respectively, in connection with these acquisitions. These business combinations
have been included in the Company’s operating results since their acquisition date.

Amortization expense

Amortization expense relating to intangible assets subject to amortization beginning June 30, 2013 through each of the
next four years and thereafter is estimated in the table below. The amounts represent U.S. dollar equivalents based on
June 30, 2013 exchange rates (in millions).

July 1

through .

December Year ending December 31,

31,

2013 2014 2015 2016 2017 Thereafter
Amortizing intangibles assets owned as of December 31,2012  $16 $31 $31 $31 $23 $298
?()cgnsmons completed during the six months ended June 30, 90 128 109 109 109 476
Amortizing intangibles owned as of June 30, 2013 $108 $159 $140 $140 $132 $774

(a) Assets subject to amortization beginning June 30, 2013 exclude $165 million of indefinite-lived intangible assets not subject to amortization.

The operations of acquisitions are included in the Company's consolidated financial statements as of their respective
acquisition dates. (See Note 16.)

Dispositions

Postproduction Audio Business

On September 17, 2012, the Company sold its postproduction audio business, CSS Studios, LLC, and the results of
the postproduction audio business have been reflected in loss from discontinued operations, net of taxes, in the
consolidated statements of operations. The postproduction audio business was an operating segment combined with
Education as a reportable segment.

NOTE 3. VARIABLE INTEREST ENTITIES

17
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In the normal course of business, the Company makes investments that support its underlying business strategy and
enable it to enter new markets and develop programming. In certain instances, an investment may qualify as a variable
interest entity (““VIE”). As of June 30, 2013 and December 31, 2012, the Company’s VIEs primarily consisted of Hub
Television Networks LL.C and OWN LLC, which operate pay-television networks.

The Company accounts for its interests in VIEs using the equity method as the Company is not the primary
beneficiary. The aggregate carrying values of these equity method investments were $822 million and $825 million as
of June 30, 2013 and

13
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DISCOVERY COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

December 31, 2012, respectively. The Company recognized losses in the consolidated statements of operations of $10
million and $13 million during the three and six months ended June 30, 2013, respectively, and $9 million and $57
million during the three and six months ended June 30, 2012, respectively, for its portion of net losses generated by
VIEs.

As of June 30, 2013, the Company’s estimated risk of loss for investment carrying values, unfunded contractual
commitments and guarantees made on behalf of equity method investees was approximately $871 million. The
estimated risk of loss excludes the Company’s expected non-contractual funding of OWN and its operating
performance guarantee for Hub Television Networks LLC, which is disclosed below.

Hub Television Networks LLC

Hub Television Networks LLC operates The Hub, which is a pay-television network that provides children’s and
family entertainment and educational programming. The Company is obligated to provide The Hub with funding up to
$15 million; the Company has not provided any funding as of June 30, 2013. The Company also provides The Hub
distribution, sales and administrative support services for a fee (see Note 14).

Based upon the level of equity investment at risk, The Hub is a VIE. Discovery and its partner, Hasbro Inc. (“Hasbro”),
share equally in voting control and jointly consent to decisions about programming and marketing strategy and
thereby direct the activities of The Hub that most significantly impact its economic performance. Neither has special
governance rights, and both are equally represented on the board of The Hub. The partners also share equally in the
profits, losses and funding of The Hub. The Company has determined that it is not the primary beneficiary of The
Hub. Accordingly, the Company accounts for its investment in The Hub using the equity method.

Through December 31, 2015, the Company has guaranteed the performance of The Hub and is required to compensate
Hasbro to the extent that distribution metrics decline versus levels historically achieved by the Discovery Kids
channel. This guarantee extends on a declining basis through the period of guarantee. Upon inception of The Hub on
May 22, 2009, the maximum amount potentially due under this guarantee was $300 million. As of June 30, 2013, the
maximum amount potentially due under this guarantee was less than $80 million. The exposure to loss is expected to
decline to zero during 2014. As The Hub’s distribution is obtained under long-term contracts with stable subscriber
levels, the Company believes the likelihood is remote that the guaranteed performance levels will not be achieved and,
therefore, believes the performance guarantee is unlikely to have an adverse impact on the Company.

The carrying value of the Company’s investment in The Hub was $321 million and $322 million as of June 30, 2013
and December 31, 2012, respectively. The value of the investment may decline if future results vary negatively from
the current long range plan. The Company continues to monitor the valuation of its investment in accordance with
GAAP, which requires an impairment charge when there is an other-than-temporary decline in the investment’s value.
No impairment was recorded during the six months ended June 30, 2013.

OWN LLC

OWN LLC operates OWN, which is a pay-television network and website that provides adult lifestyle content focused
on self-discovery and self-improvement. Based upon the level of equity investment at risk, OWN is a VIE. While the
Company and Harpo, Inc. ("Harpo") are partners who share equally in voting control, power is not shared because
certain activities that significantly impact OWN’s economic performance are directed by Harpo. Harpo holds
operational rights related to programming and marketing, as well as selection and retention of key management
personnel. Accordingly, the Company has determined that it is not the primary beneficiary of OWN and accounts for
its investment in OWN using the equity method. However, the Company provides OWN funding, content licenses,
and distribution, sales and administrative support services for a fee (see Note 14).

The Company's combined advances to and note receivable from OWN were $509 million and $482 million, as of
June 30, 2013 and December 31, 2012, respectively. During the six months ended June 30, 2013 and 2012, the
Company provided OWN with net funding of $13 million and $84 million and net interest accrued on the note
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receivable of $14 million and $13 million, respectively. The note receivable is secured by the net assets of OWN.
While the Company has no further funding commitments, the Company expects to provide additional funding to
OWN, if necessary, and to recoup amounts funded. The funding to OWN accrues interest at 7.5% compounded
annually. There can be no event of default on the borrowing until 2023. However, borrowings are scheduled for
repayment four years after the borrowing date to the extent that OWN has excess cash to repay the borrowings then
due. Following such repayment, OWN’s subsequent cash distributions will be shared equally between the Company
and Harpo.

In accordance with the venture agreement, losses generated by OWN are generally allocated to both investors based
on their proportionate ownership interests. However, the Company has recorded its portion of OWN’s losses based
upon

14
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accounting policies for equity method investments. Prior to the launch of OWN on January 1, 2011, the Company
recognized $104 million or 100% of OWN’s net losses. During the three months ended March 31, 2012, accumulated
operating losses at OWN exceeded the equity contributed to OWN, and Discovery began to record 100% of OWN’s
net losses. The Company will continue to record 100% of OWN's operating losses as long as Discovery provides all
funding to OWN and OWN’s accumulated losses continue to exceed the equity contributed. All of OWN's future net
income will initially be recorded by the Company until the Company recovers losses absorbed in excess of the
Company's equity ownership interest.

The carrying value of the Company’s investment in OWN, including its equity method investment and note receivable
balance, was $466 million and $469 million as of June 30, 2013 and December 31, 2012, respectively. Given that the
early results of OWN’s operations have been below its initial business plan, there is a possibility that the results of
OWN’s future operations will fall below the revised long-term projections. The Company continues to monitor the
financial results of OWN along with other relevant business information to assess the recoverability of the OWN note
receivable and determine whether the Company's investment in OWN has been impaired. No impairment was
recorded during the six months ended June 30, 2013.

Harpo has the right to require the Company to purchase all or part of Harpo’s interest in OWN at fair market value up
to a maximum put amount every two and one half years commencing January 1, 2016. The maximum put amount
ranges from $100 million on the first put exercise date up to a cumulative cap of $400 million on the fourth put
exercise date. The Company has recorded no amounts for the put right.

NOTE 4. FAIR VALUE MEASUREMENTS

Fair value is defined as the amount that would be received for selling an asset or paid to transfer a liability in an
orderly transaction between market participants. Assets and liabilities carried at fair value are classified in the
following three categories:

Level 1 — Quoted prices for identical instruments in active markets.
Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments
Level 2 — in markets that are not active; and model-derived valuations in which all significant inputs and significant
value drivers are observable in active markets.
Level 3 — Valuations derived from techniques in which one or more significant inputs are unobservable.
15
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The table below presents assets and liabilities measured at fair value on a recurring basis (in millions).
June 30, 2013

Category Balance Sheet Location Level 1 Level2 Level3 Total
Assets:

Trading securities:

Mutual funds Prepaid expenses and other current assets $115 $— $— $115
Derivatives:

Foreign exchange Prepaid expenses and other current assets — 3 — 3
Foreign exchange Other noncurrent assets — 8 — 8
Total assets $115  $11 $— $126
Liabilities:

Deferred compensation plan Accrued expenses and other current liabilities $115 $— $— $115
TF1 putright Other noncurrent liabilities — — 14 14
Total liabilities $115 $— $14 $129

December 31, 2012

Category Balance Sheet Location Level 1 Level2 Level3 Total
Assets:

Trading securities:

Mutual funds Prepaid expenses and other current assets $96 $— $— $96
Available-for-sale securities:

Money market mutual funds Cash and cash equivalents 475 — — 475
Total assets $571 $— $— $571
Liabilities:

Deferred compensation plan Accrued expenses and other current liabilities $96 $— $— $96
Derivatives:

Foreign exchange Accrued expenses and other current liabilities — 2 — 2
Total liabilities $96 $2 $— $98

Trading securities are comprised of investments in mutual funds held in a separate trust which are owned as part of the
Company’s deferred compensation plan. The fair value of Level 1 trading securities was determined by reference to the
quoted market price per unit in active markets multiplied by the number of units held without consideration of
transaction costs. The fair value of the related deferred compensation plan liability was determined based on the fair
value of the related investments elected by employees.

Available-for-sale securities represent investments in highly liquid instruments with original maturities of 90 days or
less. The fair value of Level 1 available-for-sale securities was determined by reference to the quoted market price per
unit in active markets multiplied by the number of units held without consideration of transaction costs.

Derivative financial instruments are comprised of foreign exchange contracts used by the Company to modify its
exposure to market risks from foreign exchange rates. The fair value of Level 2 derivative financial instruments was
determined using a market-based approach.

On December 21, 2012, the Company acquired 20% equity ownership interests in Eurosport, a European sports
satellite and cable network, and in a portfolio of pay television networks from a French media company, TF1, for
$264 million, including transaction costs. TF1 has the right to require the Company to purchase its remaining shares at
various dates should Discovery acquire a controlling interest in Eurosport. Written puts that do not qualify for equity
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classification are reported at fair value and subsequently marked to fair value through earnings regardless of
associated contingencies.

The fair value measurement of the TF1 put was determined through the use of a Monte Carlo simulation model.

The Monte Carlo model simulates the various sources of uncertainty impacting the value of a financial instrument and
uses those simulations to develop an estimated fair value for the instrument. The valuation methodology for the TF1
put is based on unobservable estimates and judgments, and therefore represents a Level 3 fair value measurement. At
both June 30, 2013 and December 31, 2012, the fair value of the TF1 put was determined to be $14 million. During
the three and six months ended
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June 30, 2013, there were no changes to the valuation methodology used to estimate the fair value of the TF1 put. (See
Note 15.)

In addition to the financial instruments listed in the tables above, the Company holds other financial instruments,
including cash deposits, accounts receivable, accounts payable and debt. The carrying values for cash, accounts
receivable and accounts payable approximated their fair values. The estimated fair value of the Company’s outstanding
senior notes using quoted prices from over the counter markets, considered Level 2 inputs, was $6.6 billion and $5.9
billion as of June 30, 2013 and December 31, 2012, respectively.

NOTE 5. CONTENT RIGHTS

The table below presents the components of content rights (in millions).

June 30, 2013 December 31, 2012
Produced content rights:
Completed $2,999 $2,724
In-production 346 308
Coproduced content rights:
Completed 580 566
In-production 93 76
Licensed content rights:
Acquired 684 483
Prepaid 27 17
Content rights, at cost 4,729 4,174
Accumulated amortization (2,734 ) (2,497 )
Total content rights, net 1,995 1,677
Current portion (214 ) (122 )
Noncurrent portion $1,781 $1,555

Content expense consists of content amortization, impairments and other production charges and is included in cost of
revenues in the consolidated statements of operations. Content expense was $333 million and $589 million for the
three and six months ended June 30, 2013, respectively, and $232 million and $460 million for the three and six
months ended June 30, 2012, respectively. Content impairments were $8 million and $12 million for the three and six
months ended June 30, 2013, respectively, and $11 million and $14 million for the three and six months ended June
30, 2012, respectively. Acquired content increased following the acquisition of SBS Nordic (see Note 2).
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NOTE 6. DEBT
The table below presents the components of outstanding debt (in millions).
June 30, 2013 December 31, 2012
3.70% Senior Notes, semi-annual interest, due June 2015 $850 $850
5.625% Senior Notes, semi-annual interest, due August 2019 500 500
5.05% Senior Notes, semi-annual interest, due June 2020 1,300 1,300
4.375% Senior Notes, semi-annual interest, due June 2021 650 650
3.30% Senior Notes, semi-annual interest, due May 2022 500 500
3.25% Senior Notes, semi-annual interest, due April 2023 350 —
6.35% Senior Notes, semi-annual interest, due June 2040 850 850
4.95% Senior Notes, semi-annual interest, due May 2042 500 500
4.875% Senior Notes, semi-annual interest, due April 2043 850 —
Capital lease obligations 145 110
Total long-term debt 6,495 5,260
Unamortized discount (17 ) (17 )
Long-term debt, net 6,478 5,243
Current portion of debt (23 ) (31 )
Noncurrent portion of debt $6,455 $5,212

On March 19, 2013, Discovery Communications, LLC ("DCL"), a wholly-owned subsidiary of the Company, issued
$1.2 billion aggregate principal amount of senior notes consisting of $350 million aggregate principal amount of
3.25% Senior Notes due April 1, 2023 and $850 million aggregate principal amount of 4.875% Senior Notes due
April 1, 2043 (the "2023 and 2043 Notes"). The proceeds received by DCL from the offering were net of a $2 million
issuance discount and $12 million of deferred financing costs.

DCL has the option to redeem some or all of the 2023 and 2043 Notes at any time prior to their maturity by paying a
make-whole premium plus accrued and unpaid interest, if any, through the date of repurchase. Interest on the 2023
and 2043 Notes is payable on April 1 and October 1 of each year. The 2023 and 2043 Notes are unsecured and rank
equally in right of payment with all of DCL's other unsecured senior indebtedness and are fully and unconditionally
guaranteed on an unsecured and unsubordinated basis by Discovery.

In addition to the debt instruments listed in the table above, the Company also has access to a $1.0 billion revolving
credit facility. There were no amounts drawn under the revolving credit facility as of June 30, 2013 or December 31,
2012. If the Company were to draw on the revolving credit facility, outstanding balances would bear interest at a
variable rate determined pursuant to the lending agreement. Balances outstanding under the revolving credit facility
would be due on the expiration date which is October 12, 2017.

The revolving credit facility contains affirmative and negative covenants, including an interest coverage ratio and
leverage ratio, events of default and other customary provisions. The Company was in compliance with all covenants
and there were no events of default as of June 30, 2013 and December 31, 2012.

NOTE 7. DERIVATIVE FINANCIAL INSTRUMENTS

The Company may use derivative financial instruments to modify its exposure to market risks from changes in interest
rates and foreign exchange rates. The Company does not enter into or hold derivative financial instruments for
speculative trading purposes.

During the six months ended June 30, 2013, the Company entered into foreign exchange contracts in connection with
forecasted business combinations (see Note 2). These derivatives, which economically hedged the Company's
exposure to fluctuations in certain foreign currency exchange rates, did not qualify for hedge accounting and realized
and unrealized losses resulting thereon were reflected in the consolidated statements of operations.
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During the six months ended June 30, 2013, the Company also designated foreign currency forward contracts used to
hedge anticipated distribution revenue as cash flow hedges. Gains and losses on the effective portion of designated
cash flow
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hedges are initially recorded in accumulated other comprehensive (loss) income on the consolidated balance sheet and
reclassified to the statement of operations when the hedged item is recognized. The Company also entered into interest
rate contracts to hedge the pricing for certain senior notes (see Note 6). These derivatives qualified for hedge
accounting and gains and losses from changes in fair value were recorded as a component of other comprehensive
(loss) income and will be amortized into income over the life of the notes. There were no unsettled interest rate
contracts held by the Company as of June 30, 2013 and December 31, 2012.

The Company records all derivative contracts on the consolidated balance sheet at fair value (see Note 4); derivatives
in an asset position are classified as assets, and derivatives in a liability position are classified as liabilities. The
Company's master netting agreements allow the Company to settle derivative contracts denominated in the same
currency with a single counterparty on the same day on a net basis. There were no amounts eligible to be offset under
master netting agreements as of June 30, 2013 and December 31, 2012.

The following table summarizes the notional amount and fair value of the Company's derivative positions as of

June 30, 2013 and December 31, 2012 (in millions).

June 30, 2013 December 31, 2012
Balance Sheet Location Notional Fair Value Notional Fair Value
Derivatives designated as hedges:
Foreign exchange i:é);ld expenses and other current $27 $3 - §_
Foreign exchange Other noncurrent assets $43 $8 $— $—
Foreign exchange ACC.I‘I:lé?d expenses and other current $16 §_ - §_
liabilities
Derivatives not designated as hedges:
Foreign exchange Prepaid expenses and other current §_ §_ $661 §_
assets
. Accrued expenses and other current
Foreign exchange liabilities $— $— $56 $2 )

The following table presents the impact of derivative instruments on income and other comprehensive (loss) income
(in millions).
Three Months Ended Six Months Ended June

June 30, 30,
Comprehensive Income Location (gross 2013 2012 2013 2012
of tax)
Derivatives designated as hedges:
Foreign exchange ~ Other comprehensive (loss) income $1 $— $6 $—
Interest rate Other comprehensive (loss) income $— $Q2 ) $— $Q2 )
Derivatives not designated as hedges:
Foreign exchange ~ Other income (expense), net $3 $— $(56 ) $—

NOTE 8. REDEEMABLE NONCONTROLLING INTEREST

In connection with the acquisition of Discovery Japan on January 10, 2013, the Company recognized $35 million for
the fair value of J:COM's noncontrolling interest (see Note 2). The terms of the agreement provide J:COM with a right
to put all, but not less than all, of its 20% noncontrolling interest to Discovery at any time for cash. For the first four
years, the settlement value is the January 10, 2013 fair value denominated in Japanese yen; thereafter, the redemption
value is the greater of the then current fair value or the January 10, 2013 fair value denominated in Japanese yen.
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Because J:COM's put right is outside the Company's control, J:COM's 20% noncontrolling interest is presented as
redeemable noncontrolling interest outside of stockholders' equity on the Company's consolidated balance sheet.
Redeemable noncontrolling interest reflected as of the balance sheet date is the greater of the noncontrolling interest
balance adjusted for comprehensive income attributable to noncontrolling interest or the redemption value remeasured
at the period end foreign exchange rate. Adjustments to the carrying amount of redeemable noncontrolling interest to
redemption value, excluding foreign currency translation adjustments, are reflected in retained earnings. Adjustments
to the carrying amount of redeemable noncontrolling interest to redemption value as a result of changes in exchange
rates are reflected in currency translation adjustments, a component of other comprehensive (loss) income; however,
in calculating earnings per share, such adjustments to redemption value are allocated to Discovery stockholders only.
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The table below presents the reconciliation of changes in the redeemable noncontrolling interest (in millions).
Redeemable Noncontrolling Interest

Balance, January 10, 2013 $35

Comprehensive income adjustments:

Share of translation and derivative adjustments (1 )
Currency translation on redemption value 4 )
Retained earnings adjustments:

Redemption value to floor 1

Balance, June 30, 2013 $31
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NOTE 9. EQUITY
Stock Repurchase Program
Under the Company's stock repurchase program, management is authorized to purchase shares from time to time
through open market transactions or privately negotiated transactions at prevailing prices as permitted by securities
laws and other legal requirements, and subject to stock price, business and market conditions and other factors. The
total authorization under the stock repurchase program is $4.0 billion. As of June 30, 2013, the Company had
remaining authorization of $1.3 billion for future repurchases of its common stock under the stock repurchase
program, of which $253 million and $1.0 billion will expire on April 25, 2014 and December 11, 2014, respectively.
Repurchased stock is recorded in treasury stock on the consolidated balance sheet. All repurchases during the three
and six months ended June 30, 2013 and 2012 were made through open market transactions and were funded using
cash on hand. As of June 30, 2013, the Company had repurchased over the life of the program 2.0 million and 60.5
million shares of Series A and Series C common stock for the aggregate purchase price of $109 million and $2.6
billion, respectively.
The table below presents a summary of stock repurchases (in millions).

Three Months Ended Six Months Ended June

June 30, 30,

2013 2012 2013 2012
Series A Common Stock:
Shares repurchased — 0.3 — 0.3
Purchase price $— $15 $— $15
Series C Common Stock:
Shares repurchased 3.8 8.2 3.8 15.1
Purchase price $265 $389 $265 $677
Total shares repurchased 3.8 8.5 3.8 15.4
Total purchase price $265 $404 $265 $692

Preferred Stock Repurchase

On April 5, 2013, the Company repurchased and retired 4 million shares of its Series C convertible preferred stock
from Advance Programming Holdings, LLC for an aggregate purchase price of $256 million, which was recorded as a
decrease of par value of preferred stock and retained earnings. The repurchase was made outside of the Company's
publicly announced stock repurchase program, using cash on hand.

Other Comprehensive Loss

The table below presents the tax effects related to each component of other comprehensive loss and reclassifications
made into the consolidated statements of operations (in millions).

Three Months Ended June 30, 2013 Three Months Ended June 30, 2012
Tax Tax
Pretax Benef.lt. Net-of-tax ~ Pretax Benef.lt. Net-of-tax
(Provision) (Provision)
Currency translation adjustments:
Unrealized losses $(50 ) $2 $(48 ) $(18 ) $8 $(10 )
Derivative and market value
adjustments:
Unrealized gains/(losses) 2 — 2 2 ) 1 (1 )
Other comprehensive loss $(48 ) $2 $46 ) $(20 ) $9 $(11 )
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Six Months Ended June 30, 2013 Six Months Ended June 30, 2012
Tax Tax
Pretax Benef.lt‘ Net-of-tax ~ Pretax Benefllt. Net-of-tax
(Provision) (Provision)
Currency translation adjustments
Unrealized (losses)/gains $(114 ) $13 $(101 ) $— $1 $1
Reclassification of cumulative
translation adjustments to other (9 ) 3 (6 ) — — —
income (expense), net
Derivative and market value
adjustments
Unrealized gains/(losses) 9 A3 ) 6 2 ) 1 (1 )
Other comprehensive loss $(114 ) $13 $(101 ) $(2 ) $2 $—

Accumulated Other Comprehensive (Loss) Income
The table below presents the changes in the components of accumulated other comprehensive (loss) income, net of
taxes (in millions).

Three Months Ended June 30, 2013 Three Months Ended June 30, 2012
Currency Derivative  Accumulated Currency Derivative  Accumulated
; and Market Other ; and Market Other
Translation . Translation .
Adjustments Val.ue Comprehensive Adjustments Val.ue Comprehensive
Adjustments Loss Adjustments Loss

Beginning balance $(60 ) $9 $ (51 ) $(18 ) $6 $ (12 )

Other comprehensive (loss)

income before reclassifications (8 ) 2 (46 ) (a0 ) d ) (1 )

Other comprehensive (loss)

income (48 ) 2 (46 ) (10 ) (1 ) (11 )

Other comprehensive loss

(income) attributable to $(1 )1 . o .

redeemable noncontrolling

interests

Ending balance $(106 ) $10 $ (96 ) $(28 ) $5 $ (23 )
Six Months Ended June 30, 2013 Six Months Ended June 30, 2012
Currency Derivative ~ Accumulated Currency Derivative  Accumulated

. and Market Other ; and Market Other
Translation . _Translation .
Adjustments Val.ue Comprehensive Adjustments Val.ue Comprehensive
Adjustments Income (Loss) Adjustments Loss

Beginning balance $(1 ) $5 $4 $(29 ) $6 $ (23 )

Other comprehensive (loss)

income before reclassifications (101 ) 6 O3 ) 1 a ) —

Amount reclassified from

accumulated other (6 ) — (6 ) — — —

comprehensive income

Other comprehensive (loss) (107 ) 6 (101 ) 1 a )y —

income
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Other comprehensive loss
(income) attributable to

redeemable noncontrolling (a )1 o o o
interests
Ending balance $(106 ) $10 $ (96 ) $(28 ) $5 $ (23 )

NOTE 10. EQUITY-BASED COMPENSATION

The Company has various incentive plans under which unit awards, stock options, performance based restricted stock

units (“PRSUs”), time based restricted stock units (“RSUs”) and stock appreciation rights (“SARs”) have been issued.
During the six months ended June 30, 2013, the vesting and service requirements of equity-based awards granted were
consistent with the arrangements disclosed in the 2012 Form 10-K.
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Equity-Based Compensation Expense
The table below presents the components of equity-based compensation expense (in millions).
Three Months Ended Six Months Ended June

June 30, 30,

2013 2012 2013 2012
Unit awards $4 $13 $28 $33
SARs 6 4 22 7
PRSUs and RSUs 9 8 21 15
Stock options 5 6 13 17
Total equity-based compensation expense $24 $31 $84 $72
Tax benefit recognized $9 $12 $32 $27

Compensation expense for all awards is recorded in selling, general and administrative expense in the consolidated
statements of operations. As of June 30, 2013 and December 31, 2012, the Company recorded total liabilities for
cash-settled awards of $68 million and $80 million, respectively.

Equity-Based Award Activity

Unit Awards
The table below presents unit award activity (in millions, except years and weighted-average grant price).
Weighted-
Weighted- Averagg Ageregate
. Average Remaining S G
Unit Awards Intrinsic
Grant Contractual
. Value
Price Term
(years)
Outstanding as of December 31, 2012 3.1 $34.78
Settled (1.4 ) 30.84 $50
Outstanding as of June 30, 2013 1.7 $38.14 0.84 $64
Vested and expected to vest as of June 30, 2013 1.6 $38.14 0.84 $61

Unit awards represent the contingent right to receive a cash payment for the amount by which the vesting price of
Company stock exceeds the grant price. Because unit awards are cash-settled, the Company remeasures the fair value
and compensation expense of outstanding unit awards each reporting date until settlement. As of June 30, 2013, the
weighted-average fair value of unit awards outstanding was $38.19 per unit award. The Company made cash
payments to settle vested unit awards totaling $50 million and $36 million during the six months ended June 30, 2013
and 2012, respectively. As of June 30, 2013, there was $26 million of unrecognized compensation cost, net of
estimated forfeitures, related to unit awards, which is expected to be recognized over a weighted-average period of
1.27 years.
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SARs
The table below presents SAR award activity (in millions, except years and weighted-average grant price).
Weighted-
Weighted- Averag§ Ageregate
Average Remaining .
SARs Intrinsic
Grant Contractual
. Value
Price Term
(years)
Outstanding as of December 31, 2012 1.8 $41.13
Granted 1.9 65.26
Settled 0.5 ) 41.25 $11
Outstanding as of June 30, 2013 3.2 $55.15 1.88 $71
Vested and expected to vest as of June 30, 2013 3.0 $55.14 1.88 $67

As of June 30, 2013, the weighted-average fair value of SARs outstanding was $24.32 per award. The Company made

cash payments of $11 million and $1 million to settle exercised SARs during the six months ended June 30, 2013 and

2012, respectively. As of June 30, 2013, there was $45 million of unrecognized compensation cost, net of estimated

forfeitures, related to SARs, which is expected to be recognized over a weighted-average period of 1.78 years.

PRSUs and RSUs

The table below presents PRSU and RSU activity (in millions, except years and weighted-average grant price).
Weighted-Average

PRSUs and Weighted-Average Remaining Ag:gregate
RSUs Gr'ant Contractual Fair
Price Term Value
(years)

Outstanding as of December 31, 2012 2.9 $ 39.66
Granted 0.3 75.02
Converted 0.7 ) 33.72 $48
Outstanding as of June 30, 2013 2.5 $ 46.19 1.51 $196
Vested and expected to vest as of June 30, 2013 23 $ 45.78 1.47 $180

PRSUs represent the contingent right to receive shares of the Company’s Series A common stock based on continuous
service and the Company's achievement of certain operating performance targets. As of June 30, 2013, there were
approximately 2 million outstanding PRSUs with a weighted-average grant price of $43.57. As of June 30, 2013,
unrecognized compensation cost, net of expected forfeitures, related to PRSUs was $27 million, which is expected to
be recognized over a weighted-average period of 1.25 years.

RSUs represent the contingent right to receive shares of the Company’s Series A common stock based on continuous
service. As of June 30, 2013, there were approximately 1 million outstanding RSUs with a weighted-average grant
price of $51.81. As of June 30, 2013, unrecognized compensation cost, net of expected forfeitures, related to RSUs
was $27 million, which is expected to be recognized over a weighted-average period of 2.48 years.

24

35



Edgar Filing: Discovery Communications, Inc. - Form 10-Q

DISCOVERY COMMUNICATIONS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)
Stock Options
The table below presents stock option activity (in millions, except years and weighted-average exercise price).
Weighted-
Weighted- Avera‘ge? Ageregate
. Average Remaining .
Stock Options . Intrinsic
Exercise =~ Contractual
. Value
Price Term
(years)
Outstanding as of December 31, 2012 9.0 $28.53
Granted 1.0 74.87
Exercised (1.2 ) 24.11 $63
Outstanding as of June 30, 2013 8.8 $34.38 5.12 $374
Vested and expected to vest as of June 30, 2013 8.5 $33.68 5.10 $369
Exercisable as of June 30, 2013 5.1 $23.23 4.81 $274

The Company received cash payments from the exercise of stock options totaling $28 million and $68 million during
the six months ended June 30, 2013 and 2012, respectively. The weighted average grant date fair value of stock
options granted during the six months ended June 30, 2013 was $24.40 per option. As of June 30, 2013, there was $47
million of unrecognized compensation cost, net of expected forfeitures, related to stock options, which is expected to
be recognized over a weighted-average period of 1.78 years.
Employee Stock Purchase Plan
The Discovery Communications, Inc. 2011 Employee Stock Purchase Plan (the "DESPP") enables eligible employees
to purchase shares of the Company’s common stock through payroll deductions or other permitted means. During the
six months ended June 30, 2013 and 2012, the Company received cash totaling $3 million and $2 million,
respectively, from the purchase of shares.
NOTE 11. INCOME TAXES
The Company's provisions for income taxes on income from continuing operations were $181 million and $327
million, and effective income tax rate was 38% for each of the three and six months ended June 30, 2013. The
Company's provisions for income taxes on income from continuing operations were $127 million and $247 million,
and effective income tax rates were 30% and 32%, for the three and six months ended June 30, 2012, respectively.
The following table reconciles the Company's effective income tax rate to the U.S. federal statutory income tax rate of
35%.

Three Months Ended Six Months Ended June

June 30, 30,
2013 2012 2013 2012
U.S. federal statutory income tax rate 35 %
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