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Turnover

Turnover of the Group for the year ended 31st December 2004
increased by 130% from HK$73.3 million in 2003 to HK$169.2
million, with the net loss declining from HK$140.1 million for
2003 to a net loss of HK$59.7 million for 2004. The net operating
loss before provisions and exceptional items was HKS$30.0
million this year compared to HK$54.1 million in 2003, which
represents a 44.5% narrowing of operating loss.

The Group's revenues for 2004 were mainly derived from the
digital broadcasting business comprising of sales of digital
headend equipment, set top boxes (“STBs") and subscription
income, and partly from the provision of financial and consumer
data.

BExE

REBHE_TTNF+=-_A=+—H
m&rz%%%$_77_¢zmm
BT EF130%E 1186,9208 B L
BEEHR-_ZTT=F21E401088 T
THREZZTNF 259708 8L KNF
ENRBEREREBR A ZEEEBEF
HA00EAETT M_EZE=FA A
54108870 BEIFRE T T445% ©

AEER -_ZTMF2WaETRRAH
BEERD SREEBINAnRE ¥
BakAPBEWA A REM K8 12 #
TR KOHEE BERE 2 WA

2004 2003
—TERNF —TEE=F
HKS$'000 HKS$'000
FHE T FHETT
Turnover - 1]

Headend sales Alim R B tH S 28,298 23,275
STB sales, subscriptions and sundry HESHE BFRFENEM 124,507 35,730
Provision of financial and consumer data 2t & 8t &8 & & 8UF 16,431 14,247
169,236 73,252

Sale of Digital Headend Equipment BRI ie e

Headend sales increased slightly by 21.5% from HK$23.3 million
for year 2003 to HK$28.3 million for year 2004. As digital
broadcasting is becoming more widely adopted in China, more
CATV operators are seeking to purchase digital headends. On
the other hand, competition is becoming increasingly keen in
this market.
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STB Sales

The turnover from STB sales increased significantly by over 300%
from HK$26.7 million in 2003 to HK$111.6 million in 2004. As
DVN expanded its rollout to additional locations in 2004, and
as SARFT issued new circulars to promote digital cable TV,
demand for STBs increased. 242,198 STB units were sold in 2004,
compared to only 35,515 units in 2003. A major portion of the
STB unit sales came from Qingdao as SARFT issued a full
digitalization policy in May 2004, calling for Qingdao to become
the trial city for full digitalization. Other cities are expected to
follow.

Subscription Revenues

Subscription revenues increased from HK$2.7 million in 2003
to HKS4.2 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 made
investments in adopt the full digitalization model.

STB Raw Materials & Sundry Sales

DVN supplies key STB components to manufacturing partners
for STB OEM production. By purchasing parts for its partners,
DVN ensures the quality and availability of the key components.
At the same time, by acting on behalf of all the customers, it is
able to obtain favorable volume discounts offered by the key
suppliers, which can bring overall benefits to all parties involved.
Other sundry sales include system integration fee, and license
fees for the STB technology that DVN licenses to partner
manufacturers.

Provision of financial and consumer data

Provision of financial and consumer data increased by 15% from
approximately HK$14.2 million last year to HK$16.4 million this
year. This reflects the gradual recovery of the financial markets
in 2004. This line of business accounted for 9.7% of this year’s
turnover.
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Cost of Sales & Gross Profit

Cost of sales increased by 124.7% from HKS$53.5 million in 2003
to HK$120.2 million in 2004. This increase is consistent with
the substantial increase in total turnover. Gross profit margins
increased slightly from 27% to 29%. Despite improving margins,
pricing pressure remains. However, DVN has introduced newer,
lower cost STBs enabling DVN to be competitive in sales while
still maintaining a stable margin.

Other Revenue

Other revenue increased slightly from HKS$1.0 million in 2003
to HKS$1.3 million in 2004, which comprised mainly of interest
income. As a result of a higher average cash balance maintained
in 2004, relatively more interest income was generated during
the year.

Operating Expenses
Sales and Marketing Expenses

Sales and marketing expenses increased by 20.3% from HK$14.3
million to HK$17.2 million.The increase in marketing and selling
expenses reflected the increased marketing activities of the
digital broadcasting business, as a result of substantial increase
in turnover of STB sales and subscription income. DVN expects
that the marketing costs will continue to rise as sales activities
increase.

Administrative Expenses

Despite a substantial increase of business activities,
administrative expenses were kept under tight control, resulting
in a small increase of 5.8% from HKS$55.2 million to HK$58.4
million. This was a consequence of management’s continuous
stringent cost control measures, carrying forward from the
major cost reduction exercises in 2002 through 2003.

Other Operating Expenses

Other operating expenses include amortization of deferred
development cost, provisions of doubtful debts, stock loss and
general impairment of inventory. Such expenses declined
significantly by 69% from HKS$86.9 million in 2003 to HK$27.0
million in year 2004. The significant reduction was mainly due
to exceptional write-offs and impairment of intangible assets
had been completely provided for in 2003. Apart from general
provisions against doubtful debts, inventory and a deposit for
movie licenses, no other exceptional write-offs occurred in 2004.
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Operating Loss

Losses from operating activities before finance cost and share
of loss of jointly controlled entity has significantly improved
from HK$135.7 million to HK$52.3 million. This is attributable
to significant improvement in turnover this year, while
operating expenditure has been kept under control. The
exceptional provisions that were charged to the accounts in
2003 no longer existed in 2004.

The net loss before provisions and exceptional items amounted
to HK$30.0 million in 2004 compared to HK$54.1 million in 2003.
EBITDA was HK$29.7 million loss which represented a significant
improvement over 2003 of EBITDA of HK$113.9 million loss.

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 issued to
Motorola 58.5 million new ordinary shares at a consideration
of HK$58.5 million. As at 31st December 2004, its current ratio
which is the ratio of current assets to current liabilities was
1.56 (1.44 in 2003) and its cash and bank balances amount to
HKS$63.8 million (HK$62.0 million in 2003). Save as above said,
DVN had no other material long term debt, no bank overdrafts,
nor any contingent liabilities outstanding as at year end.

Charge on Group Assets

As at 31st December 2004, DVN had bank deposit amounted
to HKS7.8 million which was pledged as securities for bank
credit facilities. 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. Such loan
has been repaid during the year and the pledge was released
accordingly.

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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