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Investment Highlights 
 Initiating coverage with a BUY recommendation; 

target price at HK$1.90 
DBA is one of the five largest manufacturers of 
public phones and phone booths in China. It 
accounts for 9% of all phones made and 11% of all 
phone booths built in China. It is also the largest 
manufacturer of smart card vending machines in 
China, accounting for 32% of total shipment. 
The key attraction for DBA is the potential for 
3-year earnings CAGR in excess of 30% pa, a 
sub-5X forward PER, net cash per share equivalent 
to 38% of its current share price, and a prospective 
dividend yield in excess of 5%.  

 New public phone products and vending machine 
sales may accelerate earnings growth to > 30% pa 
in the next three years 
With the upcoming launch of new public phone 
products and rising demand for smart card vending 
machines in China, DBA’s earnings can grow by 
38% in FY07, and 40% in FY08, far surpassing an 
estimated growth of 13% in FY06.  
The rising pace of urbanization in China is 
instigating a swelling market for smart card vending 
machines. In this market, a large market share 
confers critical advantages such as brand recognition 
and economies of scale. DBA has the largest market 
share in China’s emerging smart card vending 
machine market (32% market share in 2005). 

 Compelling valuation 
With a 3-year earnings CAGR of 30% pa, DBA’s 
shares are trading at 6.8X FY06F earnings. Its 
prospective FY06 dividend yield is 4.4%. It has net 
cash per share of RMB0.4 at the end of 1H06. 
In comparison, its international peers are trading at 
16X FY06F earnings. They are yielding 4% at most 
(and averaging 2.2% yield). Their net debt to equity 
ratios average at 30%. Local peers fare worse; they 
are loss-making. 
We believe DBA’s share price valuation is highly 
appealing when compared with local and foreign 
peers, particularly in view of its earnings growth 
outlook and sturdy balance sheet.  

 Key risks 
DBA’s key risks include the potential loss of 
business and margin deterioration from an 
implementation of “central procurement” by 
Chinese telcos, and new entrants in the smart-card 
vending machine market. Second, because new 
products are the key earnings growth driver, any 
delay in the launch of new public phone products 
will reduce growth prospects significantly. Third, 
while its impending expansion into emerging 
markets has the potential to raise sales growth and 
profit margins further in the long term, it also 
subjects mid-term earnings to political and 
regulatory risk issues. 
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Share Price Data 
Price – HK$ 1.09
HSI 18,714
Target Price – HK$ 1.90
Upside – % 74.3

 
Key Ratios 
ROE - % 27.13
ROA - % 25.57
Net debt to equity - % Net cash
Net book/share - HK$ 0.60 
Net cash/share - HK$ 0.39 
3-yr CAGR EPS growth - % 18.08 
EV/EBITDA - X 8.74 

Earnings Forecast   
YE Dec 2005A 2006F 2007F
Net profit - RMBm 146.97 166.10 229.78 
Earnings growth - % 32.61 13.01 38.34
EPS - RMB fen 18.84 16.01 22.15 
EPS growth - % 32.58 (15.02) 38.34
PER - X 5.79 6.81 4.92 
DPS - RMB fen N/A 4.80 6.64 
Dividend yield - % N/A 4.41 6.10 
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Figure 1: Results highlights 

YE Dec (RMBm) FY05A FY06E FY07E FY08E 3-yr CAGR growth 
Revenue 558.0 654.0 934.0 1351.0 34.3 
EBITDA 176.0 199.0 273.0 382.0 29.5 
Net profits 147.0 166.0 230.0 322.0 29.9 
EPS - HK cents 18.8 16.0 22.2 31.0 18.1 
DPS - HK cents N/A 4.8 6.6 9.3 39.2 
Source: The Company 

 
Figure 2: Profitability & Valuation 

 FY05A FY06E FY07E FY08E 
Gross margin -% 41.6 41.1 40.0 39.0 
Net margin - % 26.3 25.4 24.6 23.8 
EV/EBITDA - X 5.0 4.4 3.2 2.3 
PER - X 5.8 6.8 4.9 3.5 
Dividend yield - % N/A 4.4 6.1 8.5 
Source: The Company 

Figure 3: Share data 

  
Share outstanding – m 1,037.5 
Market capitalization – HK$m 1,130.9  
3 months high/low - HK$ 1.36/0.94 
3 months avg daily turnover - m shares 1.4  
Major shareholders - %  

Daba 50.0 
 

Company background 

DBA is the largest manufacturer of emerging smart 
card vending machines (32% market share in 2005) in 
China. It is also one of the 5 largest manufacturers of 
public phones (9% market share in 2005) and booths 
(11% market share in 2005) in the country. 

DBA’s products comprise four major product lines: 
public phone booths (34% of total turnover in 1H06), 
public phones and wireless business telephones (24%), 
smart card vending machines under the DEBAN brand 
(33%), and communication transmission connection 
products such as optical distribution frames and 
optical passive devices (9%). 

 

 

 

 

Figure 4: R evenue breakdown in 1H06 

 

 

 

 

 

 

Source: The Company 

Figure 5: Revenue breakdown in 1H05  
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DBA sells primarily to all four major telcos in China: 
China Telecom, China Mobile, China Netcom and 
China Unicom. Together, they account for 98% of 
DBA’s 2005 sales.  

 

Figure 6: Clientele breakdown for each product 
segment in 2005 

Products Clients 
by % of 
revenue 

Public phone booths China Telecom 56% 
 China Netcom 35% 
 China Tietong 9% 
   
Public and commercial telephones China Mobile 42% 
 China Telecom 26% 
 China Netcom 20% 
   
Smart card vending machines China Telecom 46% 
 China Mobile 21% 
 China Netcom 20% 
   
Optical distribution frames China Mobile 26% 
 China Unicom 25% 
 China Telecom 8% 
   
Optical passive devices China Unicom 32% 
 China Mobile 27% 
 China Telecom 11% 
   
Source: The Company 

 

New products and vending machine 
sales to quicken earnings growth 

With the imminent launch of new products in the 
public phone segment and rising demand for smart 
card vending machines in China, we expect DBA’s 
earnings to grow by 38% in FY07, and 40% in FY08, 
far surpassing estimated growth of 13% in FY06.  

The rising pace of urbanization in China is instigating 
a swelling market for smart card vending machines. 
The launch of new public phone products can also 
lead to sales growth exceeding 50% pa for DBA in the 
public phone segment. 

 

 

 

 Capture new opportunities in the Public phone 
market 

 

Figure 7: Public phone penetration boosted by 
opening of the public phone market in 2002 

 

 

 

 

 

Source: CEIC 

 

Since China opened up its public phone market in 
2002, public phone shipments escalated by an 
average of 76% pa in 2002-2005 (from an 
average of 52% pa between 1990 and 2001). 

Looking forward, we have factored in public 
phone shipment growth in excess of 20% pa in 
the next 3 years. This is mainly driven by: (i) 
urbanization of under-developed regions; (ii) the 
launch of new public phones with more 
value-added functionality; and (iii) the fast pace 
of public facility development in China. 

According to DBA’s management, there are very 
few manufacturers in China that have the 
technological competence to produce multi-media 
public phones. In expanding into producing this 
product, DBA can leverage on its first 
mover-advantage in technology, cost and 
extensive distribution network. DBA is poised to 
capture these new opportunities. 
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1. Ride with the trend of urbanization of 
under-developed regions: 

The penetration rate of public phones in 
China is just 2%, merely half the rate of the 
saturated penetration rate as defined by the 
International Telecommunication Union . 

The regional development of public phones 
in China is also highly unbalanced. For 
instance, the penetration rate in the southwest 
region is merely half of that in the south 
region. The penetration rate between the 
highest penetrated regions such as 

Guangdong and Beijing and the lowest 
penetrated regions such as Guizhou and Tibet 
can differ by as much as 290 percentage 
points. 60% of the population in China is still 
unable to access any phone services. These 
people live in poor, under-developed regions 
where mobile phone services are still 
prohibitively costly. For them, the public 
phone is the only feasible means of phone 
communication. 

DBA’s management has identified these 
areas (such as the central, north and 
southwest) as future expansion markets. 

 

Figure 8: Regional development of public phones still highly unbalanced  

Penetration Beijing Tianjin Liaoning Hebei Shanxi Jilin 
Heilong-

jiang
Inner 

Mongolia
North 
China

Chong- 
qing Sichuan Guizhou Yunnan

South 
West 
China

1998 0.43% 0.39% 0.47% 0.16% 0.13% 0.22% 0.20% 0.14% 0.24% 0.12% 0.18% 0.08% 0.14% 0.14%
1999 0.49% 0.47% 0.53% 0.17% 0.17% 0.20% 0.23% 0.18% 0.27% 0.27% 0.21% 0.10% 0.19% 0.19%
2000 0.51% 0.62% 0.45% 0.20% 0.24% 0.25% 0.26% 0.24% 0.30% 0.14% 0.23% 0.12% 0.22% 0.19%
2001 0.51% 0.69% 0.55% 0.22% 0.26% 0.27% 0.24% 0.29% 0.33% 0.13% 0.24% 0.14% 0.21% 0.20%
2002 1.73% 1.96% 1.33% 0.42% 1.08% 0.70% 0.84% 0.54% 0.89% 0.81% 0.53% 0.22% 0.59% 0.53%
2003 2.46% 2.38% 1.75% 0.64% 1.45% 0.86% 1.10% 0.68% 1.19% 0.97% 0.74% 0.54% 0.68% 0.73%
2004 3.49% 3.15% 2.21% 0.98% 1.72% 1.47% 1.66% 1.12% 1.67% 1.17% 1.19% 0.70% 0.95% 1.04%

 

Penetration Shaanxi Gansu Ningxia Xinjiang Qinghai Tibet 
North west 

China Guangdong Hainan Guangxi
South 
China 

1998 0.14% 0.10% 0.19% 0.22% 0.12% 0.12% 0.15% 0.26% 0.35% 0.14% 0.22% 
1999 0.21% 0.14% 0.17% 0.26% 0.18% 0.16% 0.19% 0.30% 0.43% 0.07% 0.23% 
2000 0.26% 0.19% 0.21% 0.37% 0.21% 0.23% 0.26% 0.34% 0.50% 0.22% 0.31% 
2001 0.27% 0.21% 0.23% 0.45% 0.25% 0.27% 0.29% 0.43% 0.40% 0.22% 0.35% 
2002 0.33% 0.26% 0.26% 0.87% 0.28% 0.34% 0.41% 1.88% 0.40% 0.51% 1.30% 
2003 1.16% 1.20% 0.79% 1.46% 0.49% 0.44% 1.15% 3.03% 1.78% 0.83% 2.17% 
2004 1.62% 1.86% 1.55% 2.03% 1.04% 0.91% 1.71% 3.60% 2.51% 1.11% 2.67% 

 

Penetration Henan Hubei Hunan 
Central 
China Anhui Shanghai Jiangsu Zhejiang Fujian Shandong Jiangxi

East 
China 

1998 0.15% 0.27% 0.25% 0.21% 0.11% 0.40% 0.28% 0.33% 0.42% 0.20% 0.14% 0.24% 
1999 0.16% 0.18% 0.37% 0.23% 0.13% 0.39% 0.28% 0.40% 0.48% 0.24% 0.14% 0.27% 
2000 0.17% 0.19% 0.57% 0.29% 0.18% 0.38% 0.31% 0.46% 0.46% 0.28% 0.13% 0.30% 
2001 0.13% 0.19% 0.25% 0.18% 0.17% 0.35% 0.31% 0.50% 0.51% 0.27% 0.13% 0.30% 
2002 0.62% 0.92% 0.89% 0.78% 0.34% 0.36% 0.98% 0.53% 1.19% 0.81% 0.60% 0.72% 
2003 0.92% 1.32% 1.08% 1.08% 0.46% 1.54% 1.29% 2.15% 2.06% 0.98% 0.89% 1.22% 
2004 1.27% 1.70% 1.06% 1.32% 0.71% 1.79% 1.98% 3.80% 2.91% 1.40% 1.31% 1.85%
* Shadow area are the regions that DBA has not penetrated yet 

Source: CEIC and Sun Hung Kai Financial  
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Figure 9: South China has passed its high growth 
stage, South-west and Central China still have 
substantial room to grow for DBA 

Public phone and business wireless phone regional 
breakdown 

Units 2003 2004 2005 
Central China  1,955.0 1,265.0 8,550.0 
yoy (%)  (35.3) 575.9 
    
East China 11,471.0 33,324.0 36,885.0 
yoy (%)  190.5 10.7 
    
North China 7,614.0 21,793.0 31,400.0 
yoy (%)  186.2 44.1 
    
North west China 3,341.0 12,675.0 12,255.0 
yoy (%)  279.4 (3.3) 
    
South China 390.0 6,054.0 5,850.0 
yoy (%)  1,452.3 (3.4) 
    
South west China 6,800.0 16,809.0 20,846.0 
yoy (%)  147.2 24.0 
Source: The Company 

 

2. New product as new growth driver 

DBA is ready to launch its multi-media 
public phone product. Shipments of these 
products can grow by around 20% pa within 
the first two years of its launch.  

No domestic public phone manufacturer can 
currently provide such a product. We believe 
DBA will enjoy first-mover advantages in 
this product segment. Against international 
peers, DBA has 40-50% cost advantages on 
this product.  

Below, we show 3-year growth projections 
for DBA’s aggregate public phone units 
under various market share scenarios for its 
upcoming multi-media public phone.  

The public phone has evolved from a pure 
voice service into a multi-functional tool that 
offers functions such as Internet surfing, 
email checking and e-commerce. The 
multi-functional public phone is still not 
widely deployed in China. Only Shanghai 
has launched its multi-media public phone 
called “e dian tong”, through which users can 
make phone calls, conduct online searches, 
check emails, advertise online and read 
government announcements.  

We believe this multi-media public phone 
will become the new trend in the near future. 
According to CCID Consulting (CCID), 
demand for the multi-media public phone 
will keep doubling every year for the next 
three years. 

 

Figure 10: Multi-media public phone demands 
projection 

 

 

 

 

 

Source: CCID 
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Figure 11: Scenario analysis - multi-media public phone market share and its impact on DBA’s public 
phone shipment growth 

 FY06 FY07 FY08 
Scenario 1:    
Market share in multi-media public phones (%) 0.0 0.0 0.0 
Public phone units deployed by DBA ('000 units) 136.2 139.9 141.3 
yoy growth (%) 3.3 2.7 1.0 
    
Scenario 2:    
Market share in multi-media public phones (%) 0.0 1.0 1.0 
Public phone units deployed by DBA ('000 units) 136.2 15.4 167.3 
yoy growth (%) 3.3 16.3 5.6 
    
Scenario 3:    
Market share in multi-media public phones (%) 0.0 2.0 2.0 
Public phone units deployed by DBA ('000 units) 136.2 176.9 193.3 
yoy growth (%) 3.3 29.9 9.3 
    
Scenario 4:    
Market share in multi-media public phones (%) 0.0 3.0 3.0 
Public phone units deployed by DBA ('000 units) 136.2 195.4 219.3 
yoy growth (%) 3.3 43.4 12.2 
Source: CCID, SHK financials    

 

3. Public phones cannot be fully-substituted 
by mobile phone 

The growing popularity of mobile phones is 
putting enormous pressure on public phone 
demand. However, cell phones cannot totally 
substitute public phones, as public phones 
are a basic social necessity. Public phone 
installation is required at certain locations, 
including highway rest areas, bus stations, 
airports, courthouses, post offices, hospitals 
and medical clinics as access to public 
phones is essential in these areas. 

According to transportation industry standard 
practice, there should be a public phone 
booth every certain distance within a 
highway. Given the ongoing development of 
highways, demand for public phones on 
highways can grow by an average of 7.6% pa 
in the next 5 years.  

 
 
 
 
 
 
 
 
 

4. Primed to secure new market prospects 

DBA plans to expand its public phone 
division into emerging markets, where the 
penetration rate of public phones is still low. 
The initial target markets are Indonesia and 
Thailand. The penetration rates in Indonesia 
and Thailand are merely 0.4% and 0.6%, 
respectively (vs. China’s 2%). 

By leveraging DBA’s operational experience 
in China and cost advantages, DBA is well 
positioned to capture the rising demands in 
these emerging markets. Also, due to the 
VAT rebate, the profit margins of overseas 
businesses are higher than domestic markets. 
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 Vending machine sales growth is a key driver  

DBA is the largest manufacturer of smart card 
vending machines, with a 32% market share. We 
expect the smart card vending machine business 
to be a major growth driver for DBA’s earnings. 
We project an earnings CAGR of 20% pa in the 
next 3 years. DBA’s smart card vending machine 
business is expected to supersede its public phone 
business as the largest revenue generator amongst 
its businesses by 2008 and account for around 
40% of its revenue. 

In 2005, there were only 12,600 smart card 
vending machines in China, equivalent to a 
penetration rate of merely 0.001%. In comparison, 
the penetration rates in US and Japan was 2.5% 
and 4.3%, respectively in 1998, the latest 
available data.  

The scope for demand to increase is enormous. 
For example, simply extrapolating a 2.5% 
penetration rate, smart card vending machine 
demand in China can grow to 31.5m. 

Considerable growth in smart card vending 
machine sales will be driven by rising supply and 
demand, and government support initiatives.  

1. Supply driver: Telecom operators have 
strong incentives to install more vending 
machines to distribute telephone cards. 

Adding more smart card vending machines 
will increase operational efficiency and 
distribution channels at the telcos through (i) 
lowering of commission expenses; (ii) 
expanding distribution franchises for 
distributing phone cards; (iii) enabling 
customers access to 24-hour service; and (iv) 
freeing up resources for other investments.  

Currently, only 5-6% of smart cards are 
distributed via vending machines, while the 
rest is sold through convenience stores and 
telco outlets. With an expected 19% pa 
CAGR of smart cards in the next three years, 
the percentage of vending machines 
distributing smart cards will multiply by 
three-fold to 15% in FY08. Under the 
circumstances, DBA should be able to 
maintain its current 32% market share in 
smart card vending machine sales. 

 

2. Demand driver: Unique characteristics 
stimulate rising demand  

The smart card vending machine will 
become more and more popular given its 
unique advantages that include 24-hour 
services, user-friendly interface, 
comprehensive language choices to cater for 
the needs of both local people and foreigners, 
convenient location and elimination the risks 
of buying fraudulent cards.  

CCID estimates that China will add 
500-100K vending machines (including 
smart card vending machines) p.a. in the near 
term. There are 350 million frequent users of 
vending machines in China’s coastal areas. 
Given the small number of vending machines 
available, we expect a huge potential for 
vending machine future sales. 

3. Government support initiatives: Vending 
machine is one of the few selected items for 
the “National Torch Program”.  

Vending machine manufacturing is included 
in the “National Torch Program” in China, a 
program that promotes business activities 
involving advanced technology. As such, 
manufacturers enjoy benefits and 
government supports such as favorable 
borrowing terms and tax benefits.  

 

Figure 12: China's "National Torch Program" 

China's "National Torch Program" 
Priority of development 
Electronics and information technology 
Biotechnology and new medicines 
New materials and their applications 
Nechatronics 
New energy 
High efficiency energy conservation technology 
Environmental protection technology 
Source: Chinatorch.gov.cn 
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4. Product line expansion: Distribution of 
other smart cards in future will diversify its 
customer base and support machines sales 
growth 

We believe the smart card vending machine 
will expand into selling utility cards such as 
gas, water and electricity. As people become 
more accustomed to self-service, the utility 
operators will meet the needs of the users by 
offering smart cards through vending 
machines. DBA’s management indicated that 
there are no technological barriers to 
enabling its machines to distribute utility 
cards. Selling machines to utility operators 
will enable DBA to diversify its customer 
base and reduce reliance on telcos. 

5. From OEM to OBM: moving downstream 
to strengthen leadership in smart card 
vending machine market 

DBA is also trying to operate vending 
machines to earn commissions on telephone 
card distribution. It has set up a new 
wholly-owned subsidiary for this new 
business and is conducting a trial from 

4Q06-1Q07 in Fuzhou to determine the 
feasibility of this project. If successful, DBA 
will expand the vending machine operation 
business to affluent areas in China. The 
initial investment for the project will amount 
to RMB 12m.  

The vending machine operation business has 
a high net margin (around 40%). It can also 
enhance DBA’s leadership in the vending 
machine sector by allowing it to vertically 
integrate into distribution.  

According to our sensitivity analysis, each 
vending machine can generate sales of 
around 270 cards per month initially, at a 
conservative ASP of RMB80. Assuming an 
average commission rate of 7.6%, DBA can 
earn commission income of around RMB623 
per machine per month. The initial 
investment in the trial can be paid back in 
only 1.3 years. After subtracting operating 
costs (depreciation, utilities, labor, space 
rental), the net profit margin of this business 
can stay around 38%. We expect the net 
margin could gradually increase to 72% in 
FY08 as economy of scale kicks in.  

 

Figure 13: Vending machine distributor operation forecast 

 4Q06E~1Q07E 2Q07E~4Q07E 2008E 
Number of vending machine (Unit) 200.0  1,000.0  100,000.0  
Average cost per machine (RMB) 30,642.0  27,577.8  22,338.0  
Working capital per machine(RMB) 29,358.0  64,800.0  144,000.0  
Total investments (RMB m) 12.0  92.4  16,633.8  
    
    
Number of cards sold per month (unit) 270.0  285.0  450.0  
Revenue per machine per month (RMB) 21,600.0  22,800.0  36,000.0  
Commission rate (%) 7.6% 7.6% 7.6% 
Total revenue booked by DBA per machine (RMB) 1,641.6  1,732.8  2,736.0  
    
Rental per machine per month (RMB) 150.0  150.0  200.0  
Monthly electricity per machine per month (RMB) 15.0  15.0  15.0  
Maintenance fee per machine per month (RMB) 200.0  150.0  100.0  
Depreciation per machine per month (RMB) 510.7  459.6  372.3  
Labor costs per machine per month 143.0  68.0  62.0  
Profit per machine per month 622.9  890.2  1,986.7  
    
Net margin - % 37.9 51.4 72.6 
Source: The Company 
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Peer comparison: 

Figure 14: Peer comparison 1 

 As of December As of December As of December 
 2004 2005 2004 2005 2004 2005 
 DBA Routon Electronnic Xiamen Eagle 
Stock code 3335 600355 600711 
Listing place or country Hong Kong Shanghai Shanghai 
Sales (RMB m) 384.5 557.9 254.6 141.0 142.8 17.22 
       
Profitability-%       
Gross margin 42.0 41.6 41.2 24.6 44.1 51.6 
Operating margin 32.1 31.4 (4.2) (85.0) 14.8 (133.1) 
Net margin 28.8 26.3 2.2 (79.4) 8.5 (673.2) 
ROE 48.2 47.1 0.8 (16.2) 10.3 N/A 
ROA 40.7 38.8 0.7 (14.3) 3.3 (45.2) 
       
Solvency and liquidity       
Gearing-% 2.9 4.5 38.6 25.8 60.3 N/A 
       
Valuation       
PER-X 7.5  5.6 135.2 N/A 27.6 N/A 
Source: Sun Hung Kai Financial  

 

DBA has two major competitors, Xiamen Eagle in 
smart card vending machine manufacturing, and 
Routon Electronic in public phone manufacturing. 
DBA’s advantages are: 

1. High profit margin: Compared with its 
peers, DBA has a high and stable gross 
margin (40-42% in the past three years) 
despite surging material costs. As its sales 
price is set at the time of delivery for most 
orders, most of the rising costs can be passed 
directly onto clients.  

DBA also has superior net profit margins due 
to lower administration expenses. Its two 
main competitors have higher administration 
costs as they are involved in a variety of 
other businesses and are managed by 
different investment vehicles;  

2. Low gearing: DBA has relied mainly on 
cash flow generated from operations to 

finance growth. As it maintains a good 
relationship with suppliers and major 
customers, it has managed to keep its 
inventory turnover rate high and maintain a 
highly liquid position. Net cash has ranged 
from RMB 16m to RMB150m in each of the 
last three years. At the end of June 2006, 
DBA had no borrowings from banks, and its 
net cash stood at RMB401m, or RMB 
0.4/share. 

3. Low PER: DBA is currently trading at 7x 
FY06 PER and 5x FY07F PER. Its 
international peers are trading at 17x 
FY06PER and 16x FY07 PER. Indirect 
comparables such as domestic and 
international telecom equipment 
manufacturers are trading at 22x FY06 
earnings and 14x FY07 earnings.  
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Figure 15: Peer comparison 2 

Company name Stock Code 
Cur- 
rency

Stock 
price 

Dividend 
Yield  
(%) 

Gross 
Margin 

(%) 

Profit 
Margin 

(%) 
ROAE 

(%) 

Net Debt to 
Shareholders' 

Equity (%)
2-yr 

forward 

01F 
EPS 

growth 
(%) 

02F 
EPS 

growth 
(%) 

01F 
PER 
(X)

02F 
PER 
(X)

Direct Comparables      
DBA Telecom 3335 hk  HKD 1.09 4.40 41.56 26.34 27.13 Net Cash 11.66 (15.02) 38.34 6.81 4.92
Routon Electro 600355 ch  CNY 3.13 0.00 24.63 (79.35) (16.21) Net Cash N/A N/A N/A N/A N/A
Xiamen Eagle 600711 ch  CNY 5.52 0.00 51.60 (673.22) N/A Net Cash N/A N/A N/A N/A N/A
Tellabs tlab us  USD 10.41 0.00 45.40 9.33 6.27 Net Cash 24.65 41.79 9.58 18.82 17.18 
Alcatel  cge FP  EUR 9.83 2.20 35.26 7.08 16.68 Net Cash (2.53) (11.32) 7.13 16.30 15.22 
Lucent Tech lu us  USD 2.41 3.20 42.46 5.99 102.13 469.25 12.18 24.17 1.34 16.17 15.96 
ED Co Ltd 033110 ks  KRW 1,700.00 4.20 20.36 (1.32) (1.75) Net Cash N/A N/A N/A N/A N/A
      Average 16.57 15.69 
Indirect comparables      
COMBA Telecom 2342 hk  HKD 2.69 1.20 40.52 6.70 8.37 11.30 51.63 29.57 77.45 20.81 11.72 
Andrew Corp andw us  USD 8.98 0.00 22.06 (1.60) 7.10 11.69 N/A (352.73) 28.42 16.15 12.58 
China Grente grrf us  USD 13.59 0.00 54.20 25.33 N/A 34.93 50.60 NA 50.60 16.37 10.87 
Powerwave Tech pwav us  USD 6.35 0.00 26.15 6.14 9.23 16.77 (16.21) (65.31) 102.35 37.35 18.46 
      Average 22.12 13.79 
       
ZTE Corp 763 hk  HKD 29.60 0.99 34.64 5.97 13.23 Net Cash 12.70 (18.66) 56.15 26.82 17.18 
Utstarcom utsi us  USD 9.40 0.00 15.83 (16.64) (42.66) Net Cash (66.10) (83.53) (30.22) N/A N/A
Lu Cent Tech lu us  USD 2.41 0.00 42.46 5.99 102.13 469.25 12.18 24.17 1.34 16.17 15.96 
Ericsson LM ericb ss  SEK 27.15 1.90 45.75 16.02 26.27 Net Cash 8.44 3.78 13.31 17.04 15.04 
Motorola INC MOT us  USD 22.49 0.72 31.97 12.43 30.52 Net Cash (8.76) (28.22) 15.96 16.94 14.60 
Nokia nok1v fh  EUR 15.24 2.20 35.04 10.58 27.41 Net Cash 16.11 22.89 9.71 14.94 13.62 
      Average 16.10 14.35 
Source: Bloomberg and Sun Hung Kai Financial  
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Attractive valuation 

With a 3-year earnings CAGR of 30% pa, DBA’s 
shares are trading at 7X FY06 earnings and 5x FY07 
earnings. Its prospective FY06 dividend yield is 4.4%. 
It has net cash per share of RMB0.4 (accounting 
>38% of its share price) at end of 1H06. 

In comparison, its international peers are trading at 
16X FY06 earnings and 14x FY07 earnings. They are 
yielding 4% at most (and averaging 2.2% yield). Their 
net debt to equity ratios averages 30%. Local peers 
fare worse; they are loss making. 

We believe DBA’s share price valuation is highly 
appealing when compared with local and foreign peers, 
particularly in view of its earnings growth outlook and 
sturdy balance sheet. Our target price is HK$1.90. 
This price implies a forward PE of 6.1x FY08 
earnings, which we believe is reasonable. 

 

Risks: 

1. Risk of central procurement policy: 

The four Chinese telcos account for 98% of 
DBA’s turnover. China Mobile, the largest 
operator, has initiated a policy of central 
procurement for its equipment purchases since 
2005 to raise its bargaining power and reduce 
purchasing costs. As DBA’s order size from China 
Mobile is still small, it is not subject to this 
policy.  

Other telecom operators are expected to gradually 
adopt this central procurement policy in future. A 
decentralized procurement practice favor 
manufacturers with good relationship with 
regional purchasing managers. Centralized 
procurement will cause manufacturers to become 
merely price-takers, and established relationships 
will matter less. 

There is a risk that a centralized procurement 
policy may be applied by all the telecom 
operators, and be extended to include small 
equipment order sizes in the future. 

 

2. Threats from new entrants in smart card 
vending machine market 

DBA is the largest manufacturer of smart card 
vending machines in China, with a 32% market 
share in sales in 2005. As it is a high margin 
business (42% gross margin in 2005) and has 
strong growth potential (20% pa sales growth in 
the next three years), there will inevitably be new 
entrants and resultant price competition. DBA’s 
recent move into distributing smart cards can help 
to alleviate any forthcoming margin deterioration 
and defend its market share. 

3. Delays to the launch of its new public phone 
product  

DBA has been technologically-capable of 
launching its multi-media public phone. We 
expect it to launch this product in 2007 and have 
factored this expectation into our earnings 
forecasts. As we believe that the multi-media 
public phone is the key driver of our earnings 
growth forecasts, any delays in the launch of this 
product will reduce growth prospects significantly, 
in our opinion.  

 

4. Uncertainties on overseas expansion: 

While DBA’s impending expansion into emerging 
markets has the potential to raise sales growth and 
profit margins further in the long term, it also 
subjects mid-term earnings to political and 
regulatory risk issues. 
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Appendix: 

Company background: 

The Group is principally engaged in the design 
manufacture and sale of telecommunication 
equipment and related products under the brandname 
“締邦”  (DEBAN) in the PRC. The Group's 
revenue is generated from the sale of its products 
comprising three main categories namely 
communication terminal equipment intelligent 
electronic products and communication transmission 
connection products.  

During each of the three years ended 31st December 
2005 the Group manufactured a wide range of 
products including 58 models of public telephone 
booths 9 models of public telephones and wireless 
business telephones 8 models of smart card vending 

machines 24 models of ODFs and 13 models of 
optical passive devices. As at the Latest Practicable 
Date the Group had approximately 15 active 
customers in the PRC which include major operators 
of telecommunication services covering 28 
municipalities provinces and autonomous regions.  

The net proceeds of the Offering are estimated to be 
HK$258 million and will be used for the purchase of 
land and construction of new production facilities; 
acquisition of advanced production equipment and 
machinery; expansion of Group’s sales and marketing 
network in the PRC and certain other markets in Asia; 
development of FTTH products; enhancement of 
existing products; and general working capital. 

 

Figure 16: Map 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: The Company 
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Figure 17: Use of Proceeds 

HK$m figure
1. Construction of new production facilities and 

purchase of land 69.8 
2. Acquisition of advanced production 

equipment and machinery 65.0 
3. Enhancement of existing products 28.9 
4. Expansion of Group's sales and marketing 

network in the PRC and certain other markets 
in Asia 27.2 

5. Development of FTTH products 23.0 
6. General working capital of the Group Balance
Source: The Company 

 

Figure 18: Organization structure: 

 

Source: The Company 
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Clientele structure: 

Figure 19: Clientele breakdown for each product 
segment in 2005 

Products Clients 
by % of 
revenue 

Public phone booths China Telecom 56% 
 China Netcom 35% 
 China Tietong 9% 
   
Public and commercial telephones China Mobile 42% 
 China Telecom 26% 
 China Netcom 20% 
   
Smart card vending machines China Telecom 46% 
 China Mobile 21% 
 China Netcom 20% 
   
Optical distribution frames China Mobile 26% 
 China Unicom 25% 
 China Telecom 8% 
   
Optical passive devices China Unicom 32% 
 China Mobile 27% 
 China Telecom 11% 
   
Source: The Company 
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Production capacity: 

DBA has two production plants in Fuqing Rongqiao 
Economic and Technology Development Zone, with 
total 582 staffs in different locations. Currently, the 
production facilities have an annual production 
capacity of around 75k units of telephone booths, 125k 
units of public telephones and wireless business 
telephones, 12.5k units of smart card vending 
machines, 17.5k units of ODFs and 482.5k sets of 
optical passive devices. In 2005, the production 
utilization (except smart card vending machines) 
reached an average of 84%. 

 

Figure 20: DBA’s large scale capacity expansion 

K units Current capacity Current utilization
Total capacity by 

2H07 % increase 
Public phone booths 75.0 84.0 200.0 166.7 
Public telephones & wireless business phone 125.0 92.0 450.0 260.0 
Smart card vending machines 12.5 34.0 79.0 532.0 
Optical distribution frames 17.5 75.0 59.0 237.1 
Optical passive devices 482.5 84.0 1,150.0 138.3 
Source: The Company  

  

SWOT analysis 

Strengths Weaknesses 
40-50% cost advantage compared with its international peers Relative low technology entry barriers 
Largest market share in the smart card vending machine market Client concentration 
Extensive selling, distribution and service networks Product concentration 
Comprehensiveness of product offerings in public phone, phone 
booth and smart card vending machine.  

 

Licensing competence for telecommunication equipment  
Strong relations with China Telecom operators  
First mover advantage in the smart card vending machine market  
  
Opportunities Threats 
Strong demands for smart card vending machine. New entrants of vending machine manufacturer 
More value added public phone is to be launched. Fixed to mobile substitution. 
Urbanization of undeveloped regions. “Central procurement” program complemented by Chinese telcos. 
Rising demands from emerging market. Continual rising raw material costs 
Source: Sun Hung Kai Financial  
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Financial Statements: 

Figure 21: P&L 

YE Dec - RMBm 2003 2004 2005 2006E 2007E 2008E 
Turnover 265.3 384.5 557.9 654.3 934.2 1,351.1 
Cost of sales (159.6) (223.2) (326.0) (385.3) (560.5) (824.2) 
Gross profit 105.7 161.3 231.8 269.0 373.7 526.9 
Other revenue 0.7 1.2 1.0 2.2 3.1 4.2 
Selling and distribution expenses (9.7) (21.5) (37.0) (45.4) (64.9) (93.8) 
General and administrative expenses (12.9) (17.4) (20.8) (29.9) (41.5) (58.7) 
Other operating expenses (0.1) (0.1) 0.0 0.0 0.0 0.0 
Operating profits 83.7 123.5 175.0 195.8 270.3 378.6 
Finance costs (3.0) (3.0) (0.3) (0.4) 0.0 0.0 
Profits before taxation 80.7 120.5 174.8 195.4 270.3 378.6 
Taxation (6.5) (9.7) (27.8) (29.3) (40.5) (56.8) 
Profits attributable to shareholders 74.2 110.8 147.0 166.1 229.8 321.8 
Dividends 47.0 0.0 64.6 49.8 68.9 96.5 
Earnings per share (RMB fen) 9.5 14.2 18.8 16.0 22.1 31.0 
Source: Sun Hung Kai Financial  

 

Figure 22: Balance sheet 

YE Dec - RMBm 2003 2004 2005 2006E 2007E 2008E 
Current assets       

Financial assets at fair value through profit or loss 0.1  0.0  0.0  0.0  0.0  0.0  
Inventories 23.3  17.2  17.2  20.2  28.9  41.8  
Trade receivables 63.2  98.2  159.1  186.6  266.4  385.3  
Prepayments, deposits and other receivables 13.6  20.9  25.0  29.3  41.8  60.4  
Amounts due from directors 0.1  0.1  0.0  0.0  0.0  0.0  
Amounts due from related companies 0.0  0.8  0.0  0.0  0.0  0.0  
Cash and bank balances 64.6  111.5  156.5  252.2  352.2  485.3  
Total current assets 165.0  248.7  357.8  488.3  689.3  972.8  

Non-current assets       
Lease premium on land 1.9  1.8  1.8  1.7  1.7  1.7  
Property, plant and equipment 24.6  21.7  18.9  16.7  14.4  14.4  
Total non-current assets 26.5  23.5  20.6  18.4  16.1  16.1  

Total assets 191.5  272.2  378.4  506.7  705.4  988.9  
Current liabilities       

Trade payables 6.0  8.5  9.9  6.8  9.9  14.6  
Accruals and other payables 14.3  23.4  32.3  41.1  58.6  84.8  
Bank loan 48.6  0.0  6.0  0.0  0.0  0.0  
Amounts due to a director 0.0  0.1  0.0  0.0  0.0  0.0  
Amounts due to a related company 1.8  0.0  0.0  0.0  0.0  0.0  
Amounts due to ultimate holding company 0.0  7.6  11.0  11.0  11.0  11.0  
Tax payable 1.7  2.7  7.4  9.2  12.4  17.3  
Other current liabilities 3.5  10.5  18.4  20.2  23.4  28.3  
Total current liabilities 72.4  42.3  66.6  68.1  92.0  127.7  

Shareholder's equipty 119.0  229.9  311.8  438.6  613.4  861.2  
Equity and Liabilities 191.5  272.2  378.4  506.7  705.4  988.9  
Source: Sun Hung Kai Financial  
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Figure 23: Cash flow statement 

YE Dec - RMBm 2003 2004 2005 2006F 2007F 2008F 
Net cash generated from operating activities 69.8  98.3  103.3  149.8  166.7  226.2  
Net cash generated from investing activities 1.1  0.2  0.9  1.4  2.2  3.4  
Net cash used in financing activities (50.9) (51.6) (58.8) (55.4) (68.9) (96.5) 
Net increase in cash and cash equivalents  for the year 20.1  46.8  45.5  95.7  100.0  133.1  
Cash and bank balances at beginning of year 44.5  64.6  111.0  156.5  252.2  352.2  
Cash and bank balances at end of the year 64.6  111.5  156.5  252.2  352.2  485.3  
Source: Sun Hung Kai Financial  
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Important Notice & Disclaimer 
 
The information and opinions contained in this report have been prepared by Sun Hung Kai Investment Services
Limited (“SHKIS”), a Central Entity No. (AAC153) in Hong Kong under the Securities and Futures Ordinance.  
 
This report is intended for receipt by those to whom it is supplied by SHKIS and is not intended for distribution to,
or use by, any person or entity in any jurisdiction or country where such distribution or use would be contrary to
law or regulation, or which would subject any of SHKIS, its holding company and its holding company’s other
subsidiaries, its associates and its other affiliates (“the SHK Group”) to any regulatory requirement within such
jurisdiction or country.  Any person or entity who is in possession of this report and who intends to act or rely
upon the information contained in it must satisfy himself that he is not subject to any local requirement which
restricts or prohibits him from doing so. 
 
Neither any information nor any opinion contained in this report constitutes a solicitation or an offer by any
member of the SHK Group, their directors, representatives and/or employees to buy or sell, whether as principal
or agent, any securities, futures, options or other financial instruments, or to provide any service or investment
advice. 
 
The instruments and investments discussed in this report may not be suitable for all investors and this report has
no regard to the specific investment objectives, investment experience, financial situation or needs of any
particular recipient. Investors must make their own investment decisions based on their own investment
objectives and financial position.  The SHK Group recommends that investors independently evaluate each
issuer, instrument or investment discussed in this report, and that they use any independent advisers they believe
necessary.  The value of, and income from, an investment may vary because of changes in interest rates or
foreign exchange rates, changes in the price of securities or indices, changes in operational or financial conditions
of companies and other factors.  There may be time limitations on the exercise of, or the exercise of rights
associated with, the instruments and investments discussed in this report.  Past performance is not necessarily a
guide to future performance. 
 
Although the information in this report is obtained or compiled from sources that SHKIS believes to be reliable, no
member of the SHK Group represents or warrants, whether expressly or impliedly, the accuracy, validity,
timeliness or completeness of any such information.  The members of the SHK Group expressly disclaim any
warranties, whether express or implied, of merchantability or fitness for a particular purpose, or duties of care, in
favour of any third party relying upon this report.  Information contained in this report may change at any time and
SHKIS gives no undertaking to provide notice of any such change.  Opinions and estimates stated in this report
are a reflection of the judgment of SHKIS as at the date of this report and may also change at any time.  SHKIS
gives no undertaking to provide notice of any such change. 
 
In no event will a member of the SHK Group be liable or have any responsibility for loss of any kind, whether
direct, indirect, consequential or incidental, resulting from the act or omission of any third party occurring in
reliance upon the contents of this report, even if the member is aware of such act or omission at the time that it
occurs. 
 
At the date of this report, SHKIS and/or its directors may have interest in any securities or any class of securities
of a corporation with respect to which it has made a recommendation, whether express or implied, in this report.
Additionally, members of the SHK Group, their directors, representatives, employees and associates, and the
families of the foregoing, may, at any time, have long or short positions in any of the securities mentioned in this
report, and may, as principal or agent, make a purchase or sale, or offer to make a purchase or sale, or otherwise
deal in any of the said securities from time to time in the open market or otherwise, and may be currently acting
[see Note (if any) below] or may act as sponsor, financial adviser or underwriter or may have provided significant
advice or investment services to the companies or in relation to the investment(s) mentioned in this report.   
 
This report and the information contained in it may not be reproduced, distributed or published in any medium for
any purpose without prior express written consent from SHKIS.   
 
 
NOTE: Sun Hung Kai International Limited, a member company of Sun Hung Kai Financial, is the one of
the Bookrunners, Joint Lead Managers and Underwriters of the DBA Telecom IPO (283m shares at
HK$1.26) on May 11, 2006.   
 
 


