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We recently visited DBA, a market leader in China’s telecom product supply 
market listed in the main board in May 06 with a US$ 170mn market cap. 
The company is positioned to capitalise on the strong demand with 
expansion of production capacity. Earnings growth from ’03 to ’06 has 
been a cagr of 35%. ROAE is high at 36% in 2006. We expect earnings 
growth momentum to continue into 2007. The stock is trading at only 5.1x 
’07 estimated PE, 3.4x ex cash ‘07 PE and with ’07 dividend yield of 6%. 
Our sum-of-parts valuation target of HK$2.5 suggests a potential doubling 
in its market cap. 

Healthy growth in the core public phone business 
DBA was established in 1997, it derives 33% of its revenue FY06 from 
manufacturing phone booth, 25% of revenue from manufacturing phone, 33% of 
revenue from manufacturing stored value card vending machine respectively. Public 
phones are a good investment for operators: by investing Rmb 3,800 on a public 
telephone booth with two public phones, the operator can obtain Rmb1,600 toll 
revenue and Rmb 6,000 advertising revenue per year. The payback period is only 6 
months. China has 0.3% penetration for public phones, whereas it is about 2% 
penetration in the U.S. We expect the public phone market should see strong growth 
into the foreseeable future.  

Vending machine is the growth driver 
In China 65% or 300mn of mobile users are prepaid subscribers. Traditionally, these 
users will top up their credit via a service counter or a service agent. Operators are 
gradually taking up vending machine as an alternative means for top up card sales, 
as this can reduce salary and rental expenses. Also, a vending machine can provide 
24 hrs services. The company’s revenue from the vending machine segment grew at 
60% cagr from ’03 to ’06 and will continue to be a key growth driver. 

Market leader with extended coverage 
DBA is a leader in its core businesses, with 12% share in the phone booth market, 
9% market share in public phone and 32% share in stored value card vending 
machine market. Its products are highly diversified and recognised. It was granted 
52 design and technology patents and is the only manufacturer admitted to the 
“National Torch Program” for high technology content. The company is expanding its 
distribution network to capitalise on the market growth. It increased the number of 
representative offices from 21 in 2005 to 27 currently. DBA is planning to set up 
around 4 representative offices each year. Its long term partnership with the 
operators, specialisation in telecom products and extended sales network allow the 
company to differentiate against its competitors. 

 

DBA’s financials  

Stock code 3335.HK Year to 31 Dec 04A 05A 06A 07CL 08CL
Price HK$1.25 Revenue (RMB$ m) 384 558 670 924 1,967
Market cap US$166m Net profit (RMB$ m) 111 147 184 233 323
Avg daily t/o US$0.56m GP margin (%) 41.9% 41.6% 41.2% 36.6% 24.5%
Gearing  na EPS (HK$ c) 14.2 18.8 19.5 24.6 34.2
Free float 25% EPS (% YoY) 49.4% 32.6% 3.7% 26.1% 38.9%
Fair value HK$2.50 PEx (@HK$1.25) 8.8 6.6 6.4 5.1 3.7
ST-upside  DPS (HK$ c) 0.0 8.3 5.3 7.4 10.3

LT-upside Dividend yield (%) 0.0% 6.6% 4.3% 5.9% 8.2%

Risk  ROAE (%) 63.5% 54.3% 36.4% 29.4% 32.1%
Source: CLSA Asia Pacific Markets 
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Optic fibre in Beijing is an opportunity 
The company also manufactures distribution box, connector and other devices for 
optic fibre network. The business contributes to around 9% of the group’s revenue. 
DBA is one of the top five suppliers. Currently, the company mainly provides optic 
devices for Wuhan and Shanghai, but expects the business in Beijing to expand in 
2008 as the operators expand the fibre- to-the-home network.  

Business diversification - Telecom charge up card retail business 
DBA has started a new business initiative this year, installing and selling prepaid 
charge up card itself. The business is a good revenue generator although low 
margin. On average each vending machine sells 10 cards a day, approximately 
Rmb0.35 mn revenue a year. Currently, there are around 300 POS installed in 
Fuzhou, Fujian province, and the company expects to expand the network to around 
1,000 POS by the end of 2007.  

Stable margin in core business 
Major customers are the mainland telecom operators. The equipment procurement 
by operator is done at a provincial subsidiary level. Despite the fact that the five 
major PRC telecom operators - China Telecom, China Netcom, China Mobile, China 
Unicom and China Tietong - account for 98% of the company’s ’06 revenue, the 
company had contract with around 300 telecom subsidiaries. The five largest 
telecom subsidiaries accounted for 38% fo the company’s ’06 turnover only. Thus, 
the operator subsidiary has only limited pricing power. DBA’s cost+ business model 
allows the company to pass on the cost of production to the customers. Adequate 
demand diversification and flexible pricing model allows the company to maintain a 
stable operating margin of its core product at around 32%, despite the blended 
operating margin is diluted by the telecom charge up card retail business.  

Valuation is attractive; 6% dividend yield 
Many of its peers are barely profitable and trading at over 250x ’06 actual PE. We 
believe DBE’s PE multiple will expand as it delivers on earnings. We have a target of 
HK$ 2.5 based on 7x ’08 PE for the operation and 50% discount to net cash (as part 
of the cash will be used for future expansion), indicating 106% upside. 

DBA currently has Rmb 400mn net cash which is about 1/3 of the company’s market 
cap. The company is a good cash flow generator: Rmb 100mn operating cash flow in 
2006. The group has budgeted Rmb 140mn for new factory construction, 
investment in the telecom charge up card retail business, research and development 
and sales network expansion this year. The rest of the cash is reserved mainly for 
the investment in the telecom charge up card retail business in 2008. The company 
should be able to maintain its dividend policy of paying out not less than 30% 
payout ratio.  

Currently, only one local broker’s estimate is posted on Bloomberg. Better coverage 
of the company should boost valuations. 

Limited free float 
The Chairman and family hold around 50% of the company. The top three 
strategic/institutional investors have more than 25% of the company; the free float 
is less than 25%. Average daily volume last three months is US$0.5mn 
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Key to CLSA investment rankings: BUY = Expected to outperform the local market by >10%; O-PF = Expected to outperform the local 
market by 0-10%; U-PF = Expected to underperform the local market by 0-10%; SELL = Expected to underperform the local market by >10%. 
Performance is defined as 12-month total return (including dividends). 
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