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Overview
DVN is a leading supplier of digital set top boxes, digital broadcasting platforms, and applications, that
make digital pay TV possible in China.  

DVN is the leading provider of end to end solutions for China’s digital cable TV industry.
DVN provides an end-to-end, totally integrated, Chinese language digital broadcasting platform.  This
platform includes a conditional access ("CA") system, subscriber management system, a billing and payment
system as well as the middleware applications.  Additionally, DVN develops applications specifically tailored
to the operations of the CATV operator so that each platform is unique to the characteristics of the local
market.  DVN also provides set top boxes that enable subscribers to receive digital signals.  

Most competitors, whether domestic or international, provide only a part of the entire platform, either
hardware or software.  As a result, the cable operator must spend time and resources to source various parts
of the platform from different vendors and then spend additional time and resources to integrate and manage
the disparate parts.  Additionally, most foreign competitors simply create a Chinese version of applications that
have been developed for foreign markets and as a result do not address the unique characteristics of the
Chinese market.  DVN’s fully integrated, end-to-end platform, as a result of using primarily in-house developed
technology, is extremely cost effective and thus suitable for China’s level of economic development.

DVN has pioneered the digital cable TV industry in China, and therefore has first mover advantages.  
DVN was one of the first companies in China to deploy an operating digital broadcasting platform in China,
installing the first one in Suzhou in 2001.  DVN is also one of the first to develop a complete CA system and
has received all the government approvals for the deployment of its CA system throughout China.  DVN’s CA
system provides CATV operators with an automatic fee collection system linked to local banks that not only
improves the cash flow of the CATV operators but also provides a viable payment method for T-commerce
transacted over the system.  Combined with DVN’s highly complex encryption system, the CATV operator is
able to offer its end-user a secure environment in which to do on-line transactions.  

It was also one of the first developers of a middleware system in China using all its own technology as well as the first
developer of a JAVA-based set top box.  DVN also has extensive experience in working with CATVs resulting in the
creation of operating systems that are perfectly suited for the business environment faced by Chinese cable operators.
DVN has tailor made its middleware system, billing and payment systems to suit the needs of Chinese CATVs. 

DVN has now installed platforms among some of China’s richest and most developed regions, some of which are
under exclusive contracts for terms of 10 to 15 years.  
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Flexible system that allows for change and growth 
DVN’s platform, which runs on both existing analog networks and new generation broadband networks,
precludes the necessity for CATV operators to upgrade its network further for digital broadcasts.  The DVN
platform is a scalable, open system that not only accommodates numerous income-generating services but also
supports multiple hardware devices, such as personal computers and telephones.  DVN provides to the CATV
operators continuous technical upgrades in order to insure that the platform remains at the cutting edge of
digital technology, as well as the option to subscribers to upgrade their set top boxes.  This is all supported by
DVN’s research and development efforts.  

On the ground, extensive local support and engineering teams
To be a real competitive force, a competitor needs critical mass to provide support services, both before and
after installation.  DVN offers support to the cable operators in terms of system integration, marketing and
operational teams, technical support and content.  Most foreign competitors do not have extensive teams on
the ground offering after sales support to the cable operators.

Technology is certified by the appropriate regulatory authorities
DVN’s technology received top-level accreditation from China’s Ministry of Science and Technology (“MST”),
encouraging cable operators to use DVN’s technology and eliminating the requirement to attain a license for
digital broadcasts.  Under China’s “863 State Hi-Tech Plan” as put forth by the MST in 1986, which serves as
a blueprint for the development of its technology related industries, the MST has given DVN the highest rating
within the communication category of the 863 State Hi-Tech Plan; and has recommended that DVN’s
technology should be promoted and distributed throughout China as soon as practical. Such a
recommendation has given guidance to Chinese cable operators that they should upgrade their broadcasting
equipment using DVN’s technology and platform.

In addition, DVN is one of only three companies to receive a network access license from SARFT.  This license
allows DVN to sell its set top boxes in China.

International Financial Data Provider
DVN through its group company, Dynamic Network Limited also disseminates real time international financial
market information and selective real time consumer data to end users in the PRC, Malaysia, Singapore, Taiwan
and Hong Kong.  The type of content provided includes equity, commodities and foreign exchange real time data.
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DVN’s Revenue Model
DVN derives revenue from set top box sales, digital platform sales, subscriptions, and valued added
services.

Set Top Box Sales
DVN’s largest current source of revenues is derived from the sales of set top boxes.  DVN designs the set top
box, and then has it OEM manufactured by an independent factory.  DVN also provides the Electronic
Programming Guide and middleware that enables the set top box to function within the home environment.  

Platform Sales and Subscription Fees
DVN designs, integrates and installs platforms for CATV operators that allow it to deliver digital Pay TV
services to its subscribers.  DVN provides all the system components at the operator level, which include the
broadcast control system, conditional access system, subscriber management system and the hardware.  DVN
either sells the system outright or enters into leasing contracts with the CATV operator.  If DVN sells the system
outright, it receives a cash payment.  Under the leasing option, in consideration for the lease of its platform,
continual platform maintenance and application software upgrades, DVN will receive a percentage of all
subscription fees collected for digital broadcasts over the contractual period.  

Value Added Service Provider
The number and type of applications in addition to normal video services that DVN’s platform is able to
support is limitless.  This is due to the open architecture of the system as well as the installation of the Smart
Card in each subscriber’s set top box.  Interactive services currently envisaged include video on demand, on-
line trading, on-line shopping and home banking to name a few.  Together with the use of the Subscriber
Management System ("SMS"), the Smart Card provides not only a secure transaction environment but also a
payment method.  DVN does not expect Value Added Services to be a major sources of revenues in 2004;
however, as interactive services become more common and acceptable, fees from these sorts of services will
provide a more diversified revenue base to both DVN and its CATV partners in ensuing years.
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China’s Market Potential
Largest Cable Television Market in the World, with tremendous growth potential for digital. 
China currently has over 100 million cable TV subscriber households, and is the largest cable television
market in the world.  This number is greater than the 60 million subscribers in the United States, and the 50
million subscribers in Europe.  China’s cable network is comprised of over 300,000 kilometers of laid cable. 

Most CATV operators in China currently utilize analog broadcasting technology on a one-way network
infrastructure.  The analog transmissions are directly received by the end user’s television set and do not
require an analog set top box receiver.  Analog technology, as compared to digital broadcasting technology,
does not fully utilize the bandwidth and revenue generating capacity of the cable network and does not
provide any encryption.  Additionally, transmission is very susceptible to interference.  

Digital broadcasting, on the other hand, by using compression technology, increases broadcasting
transmissions by at least 6 times and allows the CATV operator to diversify and increase revenues by offering
a broader range of content and new interactive services.  Furthermore, digital signals may be encrypted under
complicated methods making it very difficult and uneconomic to decode.

Current subscription fees are low, but digital will enable new sources of revenues.
China’s current cable infrastructure was originally put in place by the government as a tool through which it
could communicate with its citizens.  As a result, cable operators currently charge only RMB 8-12 per month,
among the lowest in the world.  Furthermore, analog subscription fees are to cover the maintenance of the
cable infrastructure and the transmission fees.  Operators are unable to charge according to the quality and
range of content shown over analog transmissions.  Compounding the low subscription fee problem,
subscription fees are collected manually, which results in high leakage and expensive collection costs. As a
result, the CATV operators operate on very thin margins and rely heavily on advertising revenues to supplement
their incomes.  

Through the provision of digital services, the CATV operator is able to charge higher subscription fees and
advertising charges as well as receive fee income from additional revenue services such as home shopping,
online gaming, and long distance education.  As such, DVN’s digital broadcasting platform provides a
beneficial solution to CATV operators in the PRC by providing multiple revenue generating sources, an
electronic fee collection system, and a highly complex encryption system that prohibits non-payers from
viewing the content as well as provides a secure on-line transaction environment.
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Limited content under analog transmissions, but digital will now increase the number of channels available to
consumers.
Content is limited over analog transmissions as the government mandates that a certain number of CCTV
channels and local news and events channels are transmitted, leaving limited network capacity for other
channels.  As a result, only by digitizing the transmission are the cable operators able to optimize their
bandwidth by increasing the number of channels that are transmitted and thus maximize their profitability.  

SARFT has already announced plans to create new pay TV channels.  Channels include movie channels, news
channels, sports channels, and drama series channels.  Cable operators will also be able to increase their
content offerings by utilizing channel rebroadcasts from other parts of China.  Local cable operators are able
to take advantage of the better quality programming from other parts of China without having to pay for it and
include these channels as part of the digital service.  The stations, whose channels are rebroadcast, without
editing, are able to claim the viewer numbers and increase advertising revenues.  

Market is beginning to open up to foreign companies, which will result in better technology and more and
better content.
China’s broadcasting industry is largely closed to foreign involvement.  Foreigners are restricted from operating
or owning cable TV networks within China, thus closing off sources of capital from outside of China.
However, according to the head of China’s SARFT, Mr. Xu Guang Chun, foreign firms are able to provide
cable TV networks with infrastructure technology and value added services.  Under DVN’s current business
model, DVN provides the technology and equipment required by the CATVs to run and operate digital Pay TV
services.

Recently, SARFT has amended its rules, allowing foreign companies to take ownership stakes in content
companies.  As a result, Viacom has recently taken an ownership stake in Shanghai Media, one of China’s
largest providers of content.  Other foreign media companies are also looking to make investments into China.
The content that is produced will be sold on China’s digital Pay-TV system.  With improved content, DVN
expects that demand for its products will increase.  
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Customers
DVN is the market leader in digital platforms installed.

DVN has installed headends in approximately 26 locations. These headends have been installed using four
basic business models:  1) the pure lease model in which DVN itself signs contracts and directly receives a
percentage of the revenues; 2)  the sales model in which DVN sells its equipment for cash, and does not
receive a percentage of the revenues.  However, DVN may receive revenues from the sale of set top boxes or
from value added services; 3) the system integration model in which DVN agrees to supply all the
middleware, software and integration expertise but does not supply the actual hardware. DVN is paid an
integration fee and may share in the revenues derived from valve added services; and 4) the "Combination"
models in which DVN recognizes some revenues from the sales of headend equipment, but also receives
some subscription revenues "indirectly" because DVN has made an investment in the digital rollout.  DVN also
receives revenues from the sale of set top boxes and from value added services. This model is attractive as it
leverages on local expertise and capital to share the risk.  

For the combination model, there are two models:
• Joint investment with a partner to establish a separate joint venture or business entity.

– Joint venture or business entity purchases DVN digital platform
– The entity that is created then signs contract with the CATV.
– Profits are shared proportionately  

– DVN receives cash when it is dividend out.
• Part sale/part lease model  with CATV

– CATV purchases some headend equipment.
– DVN contributes some headend equipment.
– DVN receives subscription revenues until it recovers its total capital investment costs.  Afterwards, DVN

receives a lower percentage of the subscription revenues.

Employees and Offices
As of 31 March 2004, DVN’s digital business had 239 employees, including 55 in engineering and
research and development.  Of the 239 employees, 27 are stationed in Hong Kong and are responsible for
corporate activities, capital management, research and development strategy and planning, financial control
and policy, operational strategy, marketing direction and business development.  DVN currently has offices in
Beijing, Shanghai, Suzhou, Jinan, Zhongshan, Hangzhou and Shenzhen, Shijiazhuang, Baoding and
Qinhuangdao, Hebei Province and in Wuxi, Jiangsu Province.   Dynamic Network which is DVN’s wholly-
owned subsidiary in the business of providing of international financial market information and selective
consumer data had 26 employees as of 31 March 2004.
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Prospects and Future Plans
Transitioning from the investment phase to revenue generating phase.
Over the last several years, DVN has been in its investment phase, incurring losses as the company has spent
funds on R&D and other operational costs needed to establish its presence in China.  With digital rollouts now
in progress, DVN expects to transition out of the investment phase and into the revenue generating phase.    

With the government’s continued push towards digitalization, DVN expects sales of STB’s to accelerate.  In
July 2003, SARFT formally announced a list of 33 cities that should immediately implement plans to go digital.
Among these cities, DVN has established relationships that give DVN potential access to over 40% of SARFT’s
target of 30 million digital subscribers.  DVN also has numerous relationships with other cities that are not on
this list, but which will also be promoting digital services.  

DVN’s current market share of the set top box market is about 50%.  If SARFT is able to achieve its goal of
migrating 30 million cable subscribers to digital in 2005, and DVN is able to maintain its market share, DVN
will experience significant growth.  To put the growth potential in perspective, if DVN reaches only 5% of
SARFT’s 30 million goal, DVN will have sold 1.5 million set top boxes.  

Risk Factors
DVN’s exposure to China’s broadcasting industry, which by using digital technology merges interactive data,
video and audio, brings about a degree of uncertainty with unlimited potential.  Due to the newness of digital
broadcasting technology and its multi-faceted capabilities, the broadcasting industry’s structure, services and
regulations are evolving.  

DVN has positioned itself to take advantage of this potential while minimizing its risks.  It has implemented a
flexible business model that permits and rewards both proactive initiative as well as defensive maneuvers to
take into account changes in the industry as it matures as well as changes in preferences of Chinese
consumers.  DVN also does not rely on owning the cable infrastructure for its business model to be successful
but instead focuses on allying itself with the owner of the last mile.  

DVN will closely monitor changes in the market and will adopt a prudent and adaptive approach in order to
maximize shareholders’ value while providing shareholders the ability to participate in the immensely
interesting and potentially lucrative digital broadcasting revolution.
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It is possible that future policy changes could impede DVN’s operations and the enforcement of its contracts. 
Recent SARFT policy announcements make it clear that DVN’s business model is acceptable.  DVN has
structured its involvement in China to fall within the rules and regulations regarding foreign involvement in the
broadcasting industry. DVN is primarily a technology provider and data and service provider.  DVN’s primary
business is in the upgrading of broadcasting facilities to enable digital broadcasting, an area that the Chinese
government has explicitly stated that Hong Kong based companies can get involved in.  The trend in China,
as promoted by the SARFT, is to upgrade China’s broadcasting industry from analogue to digital and DVN’s
technology supports this switch.

As new technologies are involved, there may be delays in the implementation and roll out of the digital
broadcast services.
DVN’s system has been fully tested and is now operational in ten locations throughout China.  As such even
though there may be minor installation difficulties in other locations, DVN does not expect any major
obstacles.

Due to the infancy of the digital broadcasting industry and its related services, new technologies may be
developed that could replace that of DVN.
DVN’s partnerships with technology leaders ensures that DVN will always have access to the latest technology
available.  Moreover, DVN maintains a strong research and development focus with over one-fifth of its staff
committed to research, product development and engineering.  

In addition, DVN maintains close working relationships with multiple divisions within and at different working
levels of China’s SARFT.  This ensures that DVN is aware of the technical direction in China, the requirements
of the various involved government authorities as well as the technical standards currently existing and
expected to be enacted.  

Such a multi-pronged approach allows DVN to be proactive and not reactive, providing a system that is not
only suitable to the unique characteristics of the China market, but also technically advanced and at the
forefront of technical developments.

These is no guarantee that subscribers will subscribe to the new digital services.
Chinese consumers are accustomed to receiving content at very low prices, and may be resistant to paying for
the set top box and to higher subscriber fees in order to receive digital services.  However, the government
now recognizes that the subsidy to Chinese consumers has been excessive.  

The government’s recent encouragement to cutoff the analog service will provide a major incentive for cable
operators to make the migration to digital.  If subscribers do not subscribe to the new digital services, they will
only be able to view a limited numbers of channels.  Given this situation, DVN believes that most subscribers
will decide to upgrade to digital.
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