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DVN’s set top box revenues surge, but provisions
adversely affect results.
In 2003, DVN’s set top box revenues surged 129%
year on year as more cable operators began the
migration to digital cable TV.  However, DVN’s
2003 results was impacted by provisions made on
the company’s previous investments in BCC and film
rights.  BCC has not been able to roll out digital
services, forcing DVN to make a provision.  In
addition, DVN is taking a provision on film rights that
it has not been able to utilize over the last several
years given the Pay TV model did not develop as fast
as initially anticipated.   

In 2003, SARFT announces plan to accelerate the
migration to digital through the cutoff of the analog
signal.
DVN expects 2004 to show considerable improvement
as the government is now aggressively promoting digital
TV.  After making the announcement at the end of 2002
that it intended to migrate 30 million cable subscribers to
digital, there was much anticipation on how to implement
this plan.  As a result, rollouts were still relatively slow
throughout the 3rd quarter and most of the 4th quarter.

However, in November 2003, SARFT announced
that i t would l ike cable television stations to
accelerate the migration to digital by considering the
cutoff of the analog signal and forcing subscribers to
upgrade to digital as reflected in the Qingdao
model.  Qingdao’s digital platform was provided by
DVN.  In this model, the government and banks
finance the distribution of the set top boxes.  Use of
government funds would be justified by the fact that
the digi ta l  TV plat form would be used as a
‘Government to Citizen’ communication platform and
would improve the profitability of cable television
stations.  This message was again reinforced at a
higher level meeting by relevant departments under
the State Council at the end of March 2004.
Success of this financing model will provide a
business model for cable television stations to adopt
throughout the country, and will accelerate the
migration from analog to digital cable.  
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SARFT is highly motivated to develop a profitable Pay TV platform. 
The major reason for the push to digital is SARFT’s recognition that China’s cable assets should be better
utilized—that the assets should not only be used for propaganda, but should also be used to generate
revenues that will make the industry more healthy and robust.  Only if the cable networks are operating as a
true “business” will it be able to function properly.

Given this recognition, SARFT now recognizes the cable industry cannot be sustained by advertising revenues
alone.  Under the current advertising based system, additional channels that are developed only take away
advertising revenues from existing channels, as the size of the advertising pie is limited.  As a result, growth in
the industry is restricted.  A better model, SARFT recognizes, is to expand the pie by creating Pay TV and
Video on Demand, and value added service products.  SARFT notes that in many other countries, the cable
industry receives more money from pay-TV revenues than from advertising.  This vision is in line with DVN’s
strengths as DVN has been at the forefront in developing products such as TV shopping, video on demand,
and online gaming. 

Given the new opportunities, DVN raised additional funds through placement of shares on the capital
markets.
With the government’s push to promote digital cable, new opportunities have emerged as cable operators
begin implementing their digital rollouts.  Therefore, in order to finance these opportunites, in September
2003, DVN placed 75 million new shares in a share placement at gross value of HK$61.5 million.  

As the digital cable TV industry expands, DVN expects competition to increase.  In this environment, DVN
will focus on its core strengths…
With SARFT’s support, the digital cable industry is expected to grow rapidly.  However, with growth, DVN
expects competition to increase.  Under DVN’s current business model, DVN is involved in all aspects of
digital technologies—including both hardware and software.  DVN needed to be in all these areas at the
beginning stages of China’s development of digital cable.  Cable operators, who were unfamiliar with digital
technology, were looking for a company that could provide the entire digital solution for them.

However, as the industry evolves, and cable operator’s sophistication increases, DVN anticipates that it will
need to work with strategic partners that will complement DVN’s existing strengths.  DVN believes that its core
strengths are in its extensive presence in China, its local knowledge, its software, and its services. 
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DVN believes that now is the time to aggressively enter the china

digital TV market as China has announced its intentions to

migrate 30 million analog subscribers to digital and to cutoff the

analog signal completely by 2015.
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… while relying on partners to complement its strengths.  
DVN is actively talking to an international strategic investor, and is in the final stages of completing an
investment from the strategic investor.  In looking for a potential partner, DVN is looking to cooperate with a
strategic partner that has strengths in hardware and manufacturing.  While DVN has significant current market
share in China, it would like to find a partner who also has a strong reputation in technology and with the
requisite experience and expertise to help ensure that DVN’s digital cable deployments in China are
successful.  

Also, although DVN’s core emphasis is and will remain in China, DVN is seeking to sell its software and
applications overseas, and is looking for an international partner to help distribute its products.  DVN’s base in
China, where it has access to a low cost, but highly skilled labor force, enables it to produce middleware and
application products at a fraction of the cost it would take to develop in more developed markets.  

The time to invest in China’s digital cable industry is now.
DVN believes that now is the time to aggressively enter the China digital TV market.  This year, SARFT
announced a list of 33 cities that will emphasize digitalization.  These 33 cities have about 30 million analog
subscribers.  Among these cities, DVN has already established relationships with cities that give DVN access
to over 40% of these analog subscribers.  The relationships are in the form of investment in digital
broadcasting equipment, sales of equipment, or contracts to supply set top boxes.

First mover advantages are extremely important in the cable industry as early entrants establish technical
standards in the localities, legal commitments, and relationships that make entry for later competitors much
more difficult.  With this first mover advantage, DVN believes that it has established a strong base to grow its
sales.

China’s aggressive push to migrate to digital suggests that 2004 will be an important year for DVN.
DVN feels that 2004 will be an important year for the development of the Pay TV industry in China.  With
strong government support, and increasing foreign involvement, more cable operators are beginning to
implement their plans for the migration to digital cable.  As a result, DVN expects demand for its products to
increase significantly.  We therefore expect 2004 to be an important year for DVN’s development.  

Corporate governance
Following the best practice of corporate governance, the Board has established a compensation committee in
2003 consisting of two independent non-executive directors.  This committee is chaired by Mr. TK Liu.

Gratitude to Shareholders, Management and Staff
I would like to thank all of DVN’s staff for their hard work and commitment, which gives the Group the
dynamism to succeed in this cutting edge industry.  I would also like to extend my appreciation to the other
Board members for their invaluable contributions and to our shareholders for their continued support. 
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