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SARFT IS NOW ENCOURAGING
NATIONWIDE ADOPTION OF DVN'’S
QINGDAO MODEL.

In less than two years, DVN has assisted in migrating
the entire Qingdao CATV network to digital, a
migration involving 600,000 analog subscribers.
Qingdao is now one of the first cities in the world to
become fully digital. The success of this model
demonstrates that mass scale digitalization can be
complefed within a short period of fime. In this model,
the cable operator purchases the STBs and disfributes
them fo the subscribers free of charge. The analog
service is cutoff, forcing the subscriber to use the
operator's digital TV services. The subscription fee is
increased by about RMB10,/month and the number
of channels is doubled. The cost of the STB is
recovered through an increase in monthly subscription

fees and from planned VAS over time.
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The model has been so successful, that SARFT has nominated Qingdao
as the flagship city for full digitalization and is now encouraging cities
and even entire provinces to adopt the “Qingdao model”. In the
Qingdao model, a win-win situation has been created — the subscribers
do not need to pay for initial cost of the new STB and have access to
more high quality programming and information. The cable operator
is able fo charge higher monthly fees, and potentially has the opportunity
fo generate substantial revenue from VAS. In addition, through the
“conditional access” ("CA") and the “subscriber management system”
("SMS”) of the digital cable system, the cable operator is well equipped
to deal with credit defaults. DVN, the supplier, generates significant
revenue from the sales of STBs and has the potential to share in profit

from VAS.

SUCCESS OF THE MODEL SHOWS THE ENORMOUS
POTENTIAL OF THE MARKET: 23-50 MILLION DIGITAL TV
SUBSCRIBERS BY 2008.

DVN's increased sales for 2005 were primarily attributable to only a
couple of locations, with Qingdao accounting for 55% of tofal STBs
distributed. China has hundreds of cities that are about to adopt full
digitalization. As the market pioneer, DVN is poised to win more
mass digitalization contracts—contracts that should result in continued

significant growth.
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QINGDAO ACCOUNTED FOR 55% OF TOTAL SALES AS
IN 2005
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According fo iSuppli , an independent marketing firm, the number of
digital TV users in China should reach 23 million in 2008, with the
possibility of the number exceeding 50 million. SARFT's own goal is
to reach 30 million digital subscribers by 2007. Given the urgency of
the Beijing Olympics, SARFT plans to fransform Beijing’s 3.7 million
analog TV users info digital subscribers by 2007. Moreover, a number
of provinces are seriously considering migrating all their analog
subscribers to digital.
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SARFT OFFERS NEW INCENTIVES TO ACCELERATE
MIGRATION TO DIGITAL.

In 2005, SARFT offered a number of new policies to accelerate the
pace of migration, including: encouraging investment by allowing non
state owned investors to hold as much as a 49% stake in companies in
the digital cable television sector; exempting Qingdao, and potentially
other operators, from taxes until the end of 2007 for its digital cable
TV business; and encouraging cable TV operators to apply for loans
under an agreement between SARFT and the China Development Bank
fo encourage the deployment of digital TV. Regarding the latter, China
Development Bank expects to provide RMBS5O billion in loan credits to

operators.

On January 28, 2006, SARFT issued a new regulation urging local
cable TV operators to start their digitalization migrations by June 30,
2006. If not, the operators will not be permitted to take part in the
nationwide trial operations project, nor enjoy any preferential policies
offered by the Chinese government during frial operations of digital TV

Services.

IN 2006, DVN INSTALLED 17 NEW CA SYSTEMS.
Reflecting strong demand for DVN's services, DVN in 2005, installed
17 new CA systems. With DVN's CA systems installed, these new
customers are highly likely to purchase DVN STBs. Some of the new
CA systems were in locations such as Guangxi, Jiangyin, Beijing
Aerospace, Zunyi, Danyang, and Changsha.
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DVN CONTINUES TO REDUCE STB COSTS, AND RECEIVES
AWARDS FOR ITS TECHNOLOGY.
While DVN has cut costs for its STB, it has received a number of

awards for its technology, including:

1. In July 2004, DVN's Conditional Access System JeFCAS received
a patent from the United Kingdom Patent Office for an invention

entitled “security unit for encrypted signal fransmission”.

2. In December 2004, Jet-CAS passed China Digital Television’s

certification test.

3. On 28" Feb 2005, DVN was named as one of the “Top Ten
Broadcasting Enterprises for 2004". Terry Lui, DVN's President

was named as one of the “Ten Most Powerful Enfrepreneurs in

Broadcasting for 2004".

4. On 18" July 2005, DVN's newest STB, STB-8 received the STB

network access certificate from SARFT.

5. In 2005, DVN's innovative technology 'DMKS’ was awarded a
patent in the UK.

6. In 2005, STB manufacturers in China including Changhong, Konka,
Jiuzhou, Xueyuan, Coship, Huawei, Qinghua Yongxin, Dare,
Skyworth, Wuhan Changjiang, and others establish licensing
arrangements with DVN in which these operators will port DVN
software onto their STBs.

7. On 7" February 2006, DVN's ‘dual mode STB' was recognized
as a research and development project by the State Electronics

Development Foundation.
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