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Year Ended 31 December 2003
Detailed Discussion of Financial 

Turnover
Turnover of the Company for the year ended 31st
December 2003 increased by 47% from HK$49.9
million in 2002 to HK$73.3 million in 2003, with
the net loss declining from HK$142.3 million for
2002 to a net loss of HK$140.1 million for 2003.
The net operating loss before provisions and
exceptional items declined by 13% from HK$62.2
million in 2002 to HK$54.1 million this year.

The Company’s revenues for 2003 were mainly
derived from the digital broadcasting business
comprising of sales of digital headend equipment,
set top boxes (“STB”) and subscription income, and
partly from the provision of financial and consumer
data.

2003 2002

Turnover HK$’000 HK$’000

Headend sales
23,275 22,845

Set top boxes sales, subscriptions and sundry
35,730 14,549

Provision of financial and consumer data
14,247 12,485
73,252 49,879 

4,990 47%
7,330

1 4,230 1 4,010

5,410 6,220
13%

Revenue rise by 47% in 2003 as STB sales surge

2003 47%
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Sale of Digital Headend Equipment
Headend sales increased slightly by 2% from HK$22.9 million for year 2002 to HK$23.3 million for year
2003. As digital broadcasting is becoming more widely adopted in China, more CATV operators are seeking
to purchase digital headends.

Set Top Box Sales & Subscription Income
The turnover from STB sales increased significantly by over 128% from HK$11.7 million in 2002 to HK$26.7
million in 2003. As DVN expanded its rollout to additional locations in 2003, and as SARFT issued new
circulars to promote digital cable TV, demand for STBs increased. As a result, towards the end of 2003, the
number of STB supply contracts increased significantly.

However, subscription revenues declined slightly by 4% from HK$2.8 million in 2002 to HK$2.7 million. A
major reason for the discrepancy with STB sales is that most of the increase in set top box sales were in areas
where DVN has not made an investment, and is therefore not allowed to share in the subscription revenues.
For example, in Qingdao, DVN makes a profit from sales of set top boxes, but does not share in the
subscription revenues.

Going forwards, DVN expects subscription revenues to grow only modestly as most of DVN’s projected
growth will be from areas where the analog signal is to be cutoff. In most of these areas, DVN will not share
in the subscription revenues.

Provision of financial and consumer data
Provision of financial and consumer data increased by 14% from approximately HK$12.5 million last year to
HK$14.3 million this year. This reflects the gradual recovery of the financial markets towards end of 2003
resulting in increased sales of financial data services. This line of business accounted for 19% of this year’s
turnover.

Cost of Sales & Gross Profit
Cost of sales increased by 63% from HK$32.9 million in 2002 to HK$53.5 million in 2003. This increase
was expected and consistent with the relative increase in total turnover. However, gross profit margins
declined slightly from 34% to 27%. This reduction was primarily caused by increased competition among
headend suppliers, resulting in reduced gross margins for headend equipment. Given the lower margins, DVN
has decided to emphasize integration contracts instead of headend contracts. Integration contracts reduce
DVN’s capital commitments, while still enabling DVN to receive future revenues from the sale of its software
and applications.

Gross margin on STBs improved from a loss in 2002 to a positive margin of approximately 8% on average in
2003. Margins increased substantially as the old, high cost inventory manufactured in 2000 was sold out by
the first quarter of 2003. Newer STBs were manufactured at substantially reduced cost, resulting in
significantly improved margins. DVN expects the cost of STB will continue to fall, enabling DVN to cut the
sales price in order to stimulate demand, while still maintaining a stable margin.

Other Revenue and Other Operating Income  
Other revenue and other operating income decreased by 53% from HK$1.9 million in 2002 to HK$0.9
million in 2003. Other revenue comprised mainly of interest income. As a result of a lower cash balance
maintained due to working capital needs and a significant reduction in interest rate in 2003, less interest
income was generated during the year.
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Operating Expenses
Sales and Marketing Expenses
Sales and marketing expenses increased by 12% from HK$12.8 million to HK$14.3 million. The increase in
marketing and selling expenses reflected the increased marketing activities of the digital broadcasting
business, resulting in a substantial increase in turnover of set top box sales. To significantly increase sales,
DVN expects that the marketing costs will continue to rise.

Administrative Expenses
Administrative expenses decreased by 10% from HK$61.5 million to HK$55.2 million. This was a result of
management’s continuous stringent cost control measures implemented during 2003, carrying forward from
the major cost reduction exercise in 2002. Measures to control administrative expenditure continue in 2004.

Other Operating Expenses before Provisions and Exceptional Expenses
Other operating expenses before provisions and exceptional items include losses from amortization of
development cost and intangible assets and provisions for stock loss. Such expenses declined 22% from
HK$6.8 million in 2002 to HK$5.3 million in year 2003. The reduction was mainly due to the decrease in
amortization expenses as a number of the intangible assets had been completely amortized in 2002.  

Provisions and Exceptional Expenses 
Provisions and Exceptional items totaled HK$81.6 million in 2003, as compared to HK$73.0 million in
2002. Due to exceptional items, the two years’ figures are unrelated to each other as they are independent
events. In 2003, the major provisions are:
(1) Provision for potential obsolescence of a suite of French films and documentary film rights, as its
marketability was doubtful and its valuation not able to be objectively ascertained. Full provision is made for
the French film and documentary film rights amounting to a total value of HK$18.7 million and HK$31.9
million respectively. (2) A provision was made against the preference shares of an investee company which
was subject to conversion to ordinary shares or redemption as of September 2003. As the investee was not
able to raise funds to continue its activities, DVN has decided not to exercise its conversion nor redemption
right. For prudent treatment, full provision was made against this investment value of HK$20.3 million.

Operating Loss
Despite significant provisions made in the accounts this year, losses from operating activities before finance cost
and share of results of jointly controlled entity increased slightly from HK$135.1 million in 2002 to HK$135.7
million. The net loss before provisions and exceptional items amounted to HK$54.1 million in 2003 compared
to HK$62.2 million in 2002. Therefore, despite significant exceptional provisions made in 2003 for
accounting prudence, DVN has been able to improve the operating results by increasing turnover and reducing
operating expenditure, with net losses in 2003 declining by 13% before provisions and exceptional items.
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Liquidity and Capital Resources
DVN has financed its growth primarily through the issuance of new shares, short to medium term bank
borrowings and internally generated cash. During the year, DVN completed a private placement, issuing 75
million new shares and raising approximately HK$57.5 million. At the end of year 2003, DVN had bank
borrowings of Renminbi ("RMB") 45 million of which a RMB40 million bank loan was guaranteed by an
independent third party company. As at 31st December 2003, its current ratio which is the ratio of current
assets to current liabilities was 1.44 (1.86 in 2002) and its cash and bank balances amount to HK$62.0
million (HK$17.5 million in 2002). Save as above said, DVN had no material long-term debt outstanding, no
bank overdrafts, nor any contingent liabilities outstanding as at year end.

Charge on Group Assets 
As at 31st December 2003, DVN pledged the digital broadcasting system located at Suzhou as the security
for the guarantee provided by an independent third party company in relation to a RMB40 million bank loan.

Exposure to Fluctuations on Exchange Rates and Related Hedges
DVN’s borrowings are primarily denominated in RMB. DVN has no significant exposure to foreign exchange
fluctuations.
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