


DVN and Qingdao have proven the feasibility of
the mass digitalization model.

DVN's success in promoting the analog cutoff model in Qingdao
demonstrates the feasibility of this model and the potential for
this model to quicken the pace of digitalization in China. So
far, including sales in 2005, DVN has sold 220,000 digital STBs
in Qingdao. The city’s goal is to have a total of 600,000
subscribers on digital by the end of 2005.

Qingdao is the first city to implement the analog cutoff model
where the cable operator acquires the STB and gives it to the
subscriber for free. The analog service is cut off, forcing the
subscriber to use the operator’s digital TV services. The
subscription fee is increased by about RMB10/month. The cost
of the STBs is recovered through the higher subscription fees
and through value added service fees.

In this model, a win-win situation has been created, with the
digital TV operator in Qingdao doubling its revenues in 2004.
Subscribers do not need to pay for the STB and have access to
more programs and information. The broadcaster is able to
charge higher fees, and potentially has the opportunity to
generate substantial revenues from value added services. In
addition, operators are more easily able to deal with defaulters.
DVN, the supplier, generates significant revenues from the sales
of STBs and has the potential to share in revenues generated
from value added services.

STBs transform the TV into both a home
entertainment system and a government to
citizen communication platform.

Through DVN's STB, DVN is able to transform the TV set into a
home entertainment platform with PC functions as well as a
service for providing government information to citizens. In
addition to viewing an expanded variety of programs,
subscribers are able to use the STB to receive SMS; obtain
weather and real time stock quotes; and play games.
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With DVN'’s STB, the television is also used as a “Government to
Citizen” communication platform. Given television is the most
commonly accessible platform in China, television is the most
cost effective means to communicate information and services
from the government to citizens. By enhancing this platform
through digital, the government is able to more effectively get
its message across to its citizens.

DVN introducing a STB that can work on both
cable and IP networks.

DVN has introduced a STB that is capable of receiving both
IPTV and DVB. This dual mode box is particularly innovative in
that it taps into the fact that a significant portion of China’s
urban population now has access to broadband networks.
However, most of the broadband networks have been
underutilized as many potential subscribers do not feel there is
sufficient content to justify the higher fees. DVN believes that
a STB that provides users with both video content and IP
interactivity will solve this problem. This dual mode STB
represents true convergence between cable and telecoms.

DVN has therefore signed an agreement with Orient Network
TV, a subsidiary of Shanghai Media Group, to supply boxes
capable of both IPTV and DVB broadcasting for subscribers who
have access to broadband in Shanghai. DVN will also supply
the video server and service platform. Through DVN's STB,
subscribers will be able to watch video programs over IP.
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DVNs revenues rise sharply, primarily because
of the cutoff of the analog signal in Qingdao
and Foshan.

With the 7x increase in unit STB sales, DVN's revenues have
risen sharply to HK$169.2 million, compared to HK$73.3 million
in 2003. Subscription revenues increased from HK$2.7 million
in 2003 to HK$4.2 million in 2004. The increase did not rise as
much as STB sales as most of the STBs were sold in areas, like
Qingdao, where DVN has not made a direct investment, and
therefore, is not allowed to share in the subscription revenues.
DVN expects subscription revenues to increase once the cities
it has invested in, make the decision to adopt the full
digitalization model. Headend sales increased slightly from
HKS$23.3 million in 2003 to HKS$28.3 million in 2004. DVN's
biggest headend sale was in Foshan.

Reduced working capital needs as DVN licenses
out its technology.

DVN has licensed out its technology to several manufacturers,
including Haier and Hisense. Through these licensing
arrangements, DVN will sharply reduce its working capital needs
as the manufacturer will be responsible for inventory, purchase
of parts, and manufacturing. For 2005, DVN has also entered
into a licensing arrangement with Motorola in which Motorola
will manufacture and brand the STB with the Motorola name,
while DVN will act as the distributor.

DVN and Motorola will promote a new
Motorola branded STB.

After half a year of collaboration, Motorola and DVN have
announced the introduction of a jointly design STB — The
Motorola Digital Video 800 (“MDV800"). Designed specifically
for the Chinese market, the MDV800 offers multiple applications,
including a programming guide and advanced middleware that
supports gaming, VOD, Internet access, and local weather
service. DVN believes that a Motorola branded box will be very
attractive in the China market.
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DVN has also entered into an agreement to license Motorola’s
MediaCipher® conditional access technology. The agreement
will allow DVN to expand its customer base by creating new
opportunities with network operators that support the Motorola
MediaCipher conditional access technology. Currently deployed
in more than two thousand headends worldwide, Motorola
MediaCipher is one of the industry’s most robust and secure
conditional access technologies.

New contract signed with Baotou

Motorola and DVN have jointly signed an agreement with
Baotou Municipality of Inner Mongolia to enable the provision
of digital television broadcasting to 400,000 households. Baotou
will be one of the first cities in northwestern China to migrate
to digital, and signifies the progress that China is making in its
plans to migrate all its cities to digital over the next decade.
DVN will introduce its dual mode STB, supporting both cable
and IP networks.

Motorola and DVN will provide software and technological
support for Baotou Cable TV to upgrade its existing network;
and to expand and transform its broadcasting platform to host
new information services. Through these enhancements, the
Baotou government will better be able to disseminate
information over digital channels to its citizens; and is therefore
in line with Baotou’s policy to increase transparency and
communication with citizens. It is expected that 400,000 families
will migrate to digital TV under the project.

DVN selected to be one of only four companies
that will provide conditional access for CCTV'’s
digital content.

Given the "must have” nature of content from CCTV, DVN was
pleased to be selected as one of only four companies that will
be allowed to provide conditional access ("CA”) for CCTV's digital
content. This means that any cable operator that wants to
receive CCTV digital content must use either DVN's CA or one
of the other three selected companies’ CA if it wants to receive
this content. As a result, DVN will have a competitive advantage
in winning future contracts from local cable operators.
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SARFT names DVN as one of the country’s “Top
Ten Broadcasting Enterprises for 2004"

DVN continues to win awards for its technology and services.
In 2004, it won an award from SARFT as one of China’s Top Ten
broadcasting Enterprises. In addition, DVN's President was
elected as one of the ten “Most powerful executives in China
broadcasting” The following describes awards won by DVN in
2004.

1. In February 2004, DVN’s in-house developed Conditional
Access System (CAS) is certified by SARFT and awarded
Grade A certificate.

2. In May 2004, DVN received the “Best Set Top Box Award”
from Sohu and the Committee of China Broadcasting
Network (CCBN).

3. InJune 2004, based on consumer responses, DVN received
the “Best Digital STB Quality & STB Brand” in China from
People’s Daily Market & Media Centre.

4. In March 2005, DVN named by SARFT as one of the
country’s “Top Ten Broadcasting Enterprises 2004

5. DVN’s President, Mr Terry Lui, was also elected as one of
the "Most Powerful Entrepreneurs in Broadcasting in China”
The election was conducted by HC International, Inc. and
China TV Broadcasting Equipment Industries Association.
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CCTV establishes new company to create more
digital content.

DVN's prospects are also likely to improve as more digital
content becomes available. At the beginning of this year, CCTV
established a new company called DTV Media Co., Ltd. Set up
with an investment of RMB300 million (US$36 million), the
company’s mandate is to create content for digital channels.
The company has been given more freedom than regular,
tightly controlled networks. For example, its channels will be
allowed to show popular western police dramas that are
currently banned due to their violent content. DTV is also
looking at establishing joint ventures to bring in western
content on to its digital channels. In a survey conducted by
media research company CSM and the Beijing Broadcasting
Institute, 74% of participants said they were willing to pay for
digital TV channels. So far, SARFT has given almost 130 TV
production companies permission to produce digital TV
programs and to cooperate with more than 30 digital TV
channel operators.

Large potential for digital terrestrial television.

In China, there are currently 330 million TV users, of which 110
million are cable TV users. Most of the non cable users are in
rural areas, where it does not make sense to install an expensive
cable system. To reach these users, SARFT is pushing to
implement digital terrestrial television.
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Through terrestrial broadcasting, real time entertainment and
news programs can be broadcast through the airwaves directly
to any location within range. The immediate appeal for
terrestrial broadcasting is the ability to receive advertising
revenues for programs broadcast on public transportation
networks. LCD panels on buses showing the programs capture
the attention of the passengers. As a result, advertisers
essentially have a “captive” audience to broadcast their
messages. The outdoor advertising market is a huge growth
industry in China. Several companies have successfully used
this model to capture advertising revenues for advertising
broadcast on television screens placed strategically near
elevators in office buildings throughout China’s major cities,
expecting to generate almost RMB1 billion in advertising
revenues in 2005.

Subscription revenues to individual users are expected to be
substantial as digital terrestrial makes it possible to broadcast
to rural subscribers. SARFT's goal is to convert 100 million rural
subscribers to digital. These markets are particularly interesting
in that unlike the more developed urban areas, where the
average resident is able to view 20-30 heavily subsidized analog
channels, rural residents generally only have available to them
2-3 analog terrestrial channels. Therefore, although rural
residents are clearly less well off than urban residents, there is
a clear incentive for rural residents to pay extra for the additional
TV channels broadcast over digital terrestrial.

DVN intends to explore opportunities in this market by
providing digital terrestrial STBs and software.
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