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Phone booth-maker turned prepaid card vendor 

  

Growth in its prepaid card vending machines has been astounding, rising 54% in 2006 to 
RMB223m, and now accounts for 1/3 of Group’s topline, as the machines gain acceptance in 
the mainland. To capitalize on the buoyant demand, the company plans to increase capacity 
six-fold and venture into distributing prepaid cards, setting up the machines themselves, 
beginning in Fuzhou before expanding to Beijing and Shanghai. Its core phone booth and 
phones unit remains sizeable and continuing urbanization in China prompts management to 
double capacity of booth and triple that of phones. At 8.4x historical P/E with nearly 4% yield, 
valuation is pricing in too much mobile phone threat to its public phone booth’s prospects. 
Its interim earnings due 16-Aug’07, offering insights into strength in core booth and phone 
unit and growth trend of vending machines, and likely to be the re-rating trigger. Trading buy.
 

 

Stock Profile/Statistics    
 

Bloomberg Ticker  3335 HK Equity 
HSI 22443.25 
Issued Share Capital  (m) 1037.50 
Market Capitalisation (HKDm) 1556.25 
52 week H | L Price (HKD) 1.87 0.59 
Average Volume (3m) ‘000 2862.75 
YTD Returns (%) 55.40 
Net gearing (x) -0.57 
Altman Z-Score  12.72 
ROCE/WACC 2.47 
Beta  (x) n.a. 
Book Value/share (HKD) 0.68 

 
Major Shareholders (%) 
Yu Longrui 49.85 
Chartered Asset Management 12.06 
CAM-GTF 7.08 
Atlantis Invt. Management 5.70 

 
Share Performance  (%) 
Month Absolute   Relative  
1m -8.28   -13.89  
3m -1.90   -16.91  
6m 52.69   32.15  
12m 19.88   -15.67  
 
 
6-month Share Price Performance  
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Prepaid card vending machines growing at 60% p.a. DBA’s vending machines are increasingly 
proving to be a viable alternative to purchase prepaid cards. Traditionally, prepaid cards were sold at 
shops and supermarket counters. Sales last year surged 54% to RMB223m, accounting for 33% of 
Group’s revenues and appear poised to overtake phone booths and public telephone as the 
company’s core business unit. While rising raw material prices, steel for instance, weighs on 
margins, profitability remains lucrative at over 40%. DBA is expanding capacity by six-fold to 79,000
units p.a. by year-end. The company claims to be a market leader in China with a 32% market share.
 
Plans to distribute prepaid cards themselves beginning with Fuzhou. To capitalise on the 
growth of prepaid cards, the company sets up a new unit in early-2007 to distribute telco operators’ 
prepaid cards using its own vending machines. Initial tests are currently underway in its home base
Fuzhou, with 500-1000 point-of-sales. The company plans to expand the point-of-sales to Beijing 
and Shanghai. The company expects each vending machine to contribute net profit of RMB12,000-
18,000 p.a., implying relatively short payback period of 19-28 months.  
 
Phone booths and public phones still sizeable and urbanisation driven. Public phone booth and 
phone unit remains sizeable, contributing 47% of FY12/006 Group’s revenues. Including revenues 
from wireless office phones, contribution rise to 58%. Although mobile phones pose considerable 
threat, increasing urbanisation in rural China is likely to continue driving demand for phone booths. In 
addition, wear-and-tear ensures recurrent demand. Plans are underway to double capacity to 
200,000 booths p.a. and almost triple public phone and wireless office phone capacity to 450,000 
units’ p.a. DBA also sells optical distribution frames (ODFs) and optical passive devices (OPDs). 
 
Valuation inexpensive but re-rating requires delivery. Valuation of DBA’s shares at 8.4x P/E with 
nearly 4% yield is inexpensive, particularly when compared to rivals, weigh down by concerns on the 
threat of mobile phone over the outlook for public phone booth. Hence, strength in its phone booth 
unit in addition to the repeat of last year’s vending machine’s strong growth is likely to be the re-
rating trigger. The company’s interim earnings are due 16-Aug’07. Trading buy to 9x CY2007 P/E. 

  

 
 
FYE June (HK$m) FY03 FY04 FY05 FY06 FY07F 
Total Revenue 265  384  558  670  920 
Net Profit 74  111  147  184  230  
% chg YoY n.a 49 33 25 25 
EPS (cents) 7.1 10.7 14.2 17.8 22.2 
Gross DPS (cents) 0.7  0.7  1.5  5.3  6.7  
Gross Div. Yield (%) 0.5% 0.5% 1.0% 3.6% 4.4% 
PER (x) 21.0 14.0 10.6 8.4 6.8 
P/BV (x) 13.1 6.8 5.0 2.2 1.4 
EV/EBITDA (x) 17.8  12.3  8.8  7.2  - 
ROE (%) 62.3 63.5 54.3 36.4 25.2 
ROA (%) 38.7 47.8 45.2 32.4 29.5 
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  Sales of Vending Machines, used to distribute prepaid cards soaring 

   
The vending machines unit of DBA Telecommunications (‘DBA’), whose shares were floated on the Hong Kong Stock 
Exchange in May 2006 at an offer price of HK$1.26/share, has been experiencing rapid growth in the past 4 years, with 
last year sales surging 54% yoy to RMB223m and appears poised to overtake its core business unit, public 
telephone booths soon (see figure 1). 
 

Figure 1:  Revenues from vending machines nearly tripled from 2003 to 2005  

 

Revenue (RMB'000), of which 2003 2004 2005 2006 3-yr cagr
Public telephone booths 101,709 142,465 197,511 224,064 30.1%
Public telephones 73,905 91,899 94,097 91,278 7.3%
Wireless business telephones 9,831 25,981 71,368 74,837 96.7%
Vending machines (prepaid cards) 54,297 88,628 144,793 222,760 60.1%
Optical Distribution Frames (ODFs) 3,576 5,063 7,400 10,236 42.0%
Optical Passive Devices (OPDs) 21,934 30,433 42,714 46,968 28.9%
Telecom pre-paid cards (distribution) 0 0 0 328 n.a.
Total 265,252 384,470 557,883 670,471
Source: Company data. 

 
The vending machines appear to be increasingly accepted as an alternative source to purchase pre-paid cards for 
China’s burgeoning prepaid mobile subscribers, now believe to amount to 300m users. In the past, prepaid cards were 
sold at telco shops, supermarket counters and mom-and-pop shops ubiquitously seen in and around the mainland. 
Some of the company’s largest customers are telecom operators and subsidiaries of China Telecom, China 
Mobile and China Netcom. The deployment of these vending machines helps reduce headcount and slash overhead 
expenses, salaries and rental in particular. In addition, they can be operated 24/7 with little fuss. Owing to the robust 
growth of the vending machines, revenues contribution as a proportion of DBA’s sales has grown from 20.5% in 2003 to 
over 33% last year (see Figure 2). DBA claims to be a market leader in China with a 32% market share. 
 

Figure 2:  Revenues has surged from 1/5 of Group’s sales to 1/3 currently  
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Figure 3: Revenue trend of vending machines –  still rising 
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Vending machines is the 
company's fastest-growing 
unit in 2006. Sales last year 
soar 54% to RMB223 million. 

3-years CAGR: +60%

 



OSK Research                                   August 3, 2007 
 

  See important disclosures at the end of this publication                                                                                     3 
  

OSK Research  

Figure 4: FY12/2006 revenue breakdown of DBA - vending machines accounted for 33%  
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Although some cost pressure was felt from record high steel and acrylic prices, as well as increasing cost of electronic 
components, profit margins remain high and lucrative, at over 40% (see figure 5).  
 

Figure 5: Gross profit margins of Vending machines   
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Figure 6: Profit trend of vending machines –  on the rise, in spite of rising raw material cost 
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Figure 7: FY12/2006 gross profit breakdown of DBA - vending machines accounted for 34% 
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In view of the buoyant demand, the company is in the midst of expanding its current capacity of 12,500 machines 
per annum to 79,000, possibly by year-end.  
 

 
 

  Telecom prepaid cards (distribution) – a new engine of growth?  
   
  To capitalise on the robust growth of China’s prepaid segment, DBA commenced a new unit early this year, 

distributing prepaid cards using its vending machines, instead of only selling the machines to the telco operators. 
Initial test are currently underway in its home base Fuzhou, with 500-1000 point-of-sales across various locations in and 
around shopping malls, schools, commercial buildings, industrial parks and tourist sites. The company plans to expand
the point-of-sales to Beijing and Shanghai.   
 
Each point-of-sales is expected to cost RMB28,000 and requires insignificant maintenance. DBA estimated that each 
vending machine can contribute net profit of RMB12,000-18,000 per annum. At the lower end of the earnings
estimate, it appears that the payback period for each point-of-sale is approximately 28 months. At the higher end, the 
payback period declines to around 19 months. 
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  Phone booths and public telephones – sunset industry? 

   
The company’s core business unit, public telephone booth and the public telephone itself remains sizeable, 
contributing 47% of FY12/006 Group’s revenues. Including revenues from wireless business telephones, 
contribution from DBA’s telephone’s unit rise to 58% of last year’s Group’s sales (see figure 8).. 
 

Figure 8: Including wireless phones, booths and public phones made up 58% of FY12/2006 revenues  
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While the public telephone industry in the mainland, at 10 years old is still relatively young, and penetration rate is 
only 0.3% (vs. U.S of 2%), the effectiveness and affordability of mobile phones poses a considerable threat to the 
long-term viability of this sub-segment of the telecommunication industry. Management however played down such a 
bleak prognosis, insisting that rapid urbanisation of China and social development agendas in rural areas is 
likely to continue driving demand for public telephone booths and the phone itself. In addition, owing to wear-and-
tear, vandalism and upgrades, the replacement cycle of phone booths, usually every 5-7 years will help spur 
recurrent demand. As a result, DBA is proceeding to double present capacity to 200,000 booths p.a. and almost 
triple public phone and wireless office capacity to 450,000 units’ p.a. by end-2007. 
 
Management also claim that the payback period for each phone booth installed is a short 6 months. Each phone 
booth cost RMB3,800 and capable of generating RMB7,600 in a year, of which RMB6,000 is from advertising. The 
company commands a leading market share in China – 12% share for public phone booth and 9% for public 
phones. No data was available for wireless office phones. 
 

Figure 9: Revenue trend of booth and phone –  driven by wireless office phones 
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Figure 10: Gross profit margins of public telephone booth and the phones   
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Figure 11: Profit trend of booth and phones –  booth still growing, phones is stalling and wireless soaring  
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Figure 12: FY12/2006 gross profit breakdown of DBA – booth and phones accounted for nearly 60% 
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  Other unit – Last-mile optical fiber connection equipment awaits nationwide roll-out 
   

The company’s last-mile optical fiber connection equipment business unit comprises of two products – optical 
distribution frames (ODFs) and optical passive devices (OPDs) - with the bulk of the revenues from the latter
(see figure 13). This business segment however is small in relation to the Group – 9% of FY12/2006 reveneus. 
 

Figure 13:  Revenue trend of last-mile fiber optic unit –  mostly from Optical Passive Devices 
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Currently, most large cities and urban areas of mainland China are already quite well fitted with underground fiber-
optic network. What is missing is the link between these networks, which are operated by telecom operators, to the 
residential homes, commercial buildings, offices and etc. The link is essentially the OPDs.  
 

Figure 14:  Gross profit margin of OPDs higher than ODFs 
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At present, the company’s OPDs are sold mostly to Wuhan and Shanghai, with Beijing next. In view of the growing
demand, DBA is increasing capacity of these devices to 1.15m units p.a., from under 0.5m units. The capacity 
for ODFs will also be raise, from 17,500 units to 59,000 units p.a. by year-end. 
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  Valuation 

   
 
Compared to its competitors, valuation of DBA at trailing CY2006 P/E of around 8x appears undervalued, 
particularly in view of a 3-year cagr of 25%, driven by smart-card vending machines (see figure 15). Profits however 
of the peers’ remain small, having only recently turnaround (see table 1). As a result, the P/E may not be as 
meaningful as it usually is.   
 

Figure 15:  DBA’s valuation appears undervalued but rivals turnaround recently and profits still small 
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In addition, like its peers’, whom are similarly in net cash, DBA unlike its rivals’ however has a dividend yield of 
3.6%. Although its FY12/2006 net cash of RMB400m will likely decline, owing to expansion plans estimated at 
RMB150m, management have committed to a dividend payout policy of not less than 30%, signalling confidence 
of its free cashflow. The balance is reserved mostly for capex of its pre-paid cards (distribution) unit. 
 
The primary factor underlying its low valuation, in our view is due the concerns over the threat of mobile 
phones on the long-term outlook and viability of public phone booth and telephone. 
 
An imminent catalyst that will drive DBA’s re-rating is, in our view, the continuing strength in its phone booth 
and public telephone business, in addition to strong growth of its vending machines unit. The company is 
due to release its interim earnings on 16 August 2007, offering insights into operating performance of its key 
business segments. 
 
 
 

Table 1: Sector Valuation Comparables 
Manufacturers Bloomberg Price FY/E Recent historical Currency 2-year EPS P/B (x) Div yield (%) Net gearing

name Ticker Net Profit ('000) FY05 FY06 Cagr (%) Recent FY FY05 FY06 FY05 latest quarter
Communication products
DBA Telecom 3335 HK 1.50        Dec 184,383 HK$ 10.6 8.4 25.1 2.2 54.3% 36.4% 3.6% net cash
Routon Electronic 600355 CH 6.81        Dec 2,540 RMB n.m. 659.7 turnaround 2.7 n.m. 0.40% 0.0% net cash
Xiamen Eagle Group 600711 CH 13.99 Dec 1,390 RMB n.m. 683.6 turnaround n.m. n.m. n.m. 0.0% n.a.
China Transcom Tech. CTT SP 0.445 Dec 570 RMB 4.7 133.5 n.a. 0.4 9.7% 0.33% 0.0% net cash
Simple average of peers 4.7 492.3 n.m. 1.5 9.7 0.4% 0.0%
Source: Reuters, Bloomberg; Price as at 1 August 2007. 

ROE (%)Core P/E(x)
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Table 1: Summary of Financial Statements 
 

Summary Profit & Loss Statement Year ended 31-Dec 
HK$ million 2003 2004 2005 2006 
Revenue 265,252 384,470 557,883  670,471 
Other revenue 546 446 50  1,060 
Revenues 265,798 384,916 557,933  671,531 
EBITDA 87,378 126,354 176,936  216,782 
EBIT 83,483 122,822 174,067  214,043 
Pre-tax profit 80,693 120,500 174,750  218,128 
One-off item (EI) 0 0 0  0 
Pre-tax profit incl. EI 80,693 120,500 174,750  218,128 
Net profit 74,169 110,831 146,969  184,383 
          
Summary Cashflow Statement   Year ended 31-Dec 
HK$ million 2003 2004 2005 2006 
EBIT 83,483 122,822 174,067  214,043 
Depreciation and amortisation 3,895 3,532 2,869  2,739 
Working capital changes  (15,697) (18,549) (51,474) (86,377) 
Taxes paid (5,957) (8,649) (23,044) (31,904) 
Others 109 (585) 421  (5,877) 

Cashflow from Operations (CFO) 65,833 98,571 102,838  92,624 
Capital expenditure; net 376 (812) 0  (55,773) 
Acquisition for subsidiaries & asociates 0 0 0  0 
Investment/disposal and others 756 727 934  4,289 

Free Cashflow (FCF) 66,965 98,486 103,772  41,140 
Dividends (47,000) 0 (64,571) (106,131) 
Share issue; net 83 0 0  317,151 
Interest paid  (2,952) (3,037) (236) (171) 
Increase/(decrease) of bank borrowings (1,000) (48,600) 6,000  (6,000) 

Increase/(decrease) in net cash 16,096 46,849 44,965  245,989 
      

Summary Balance Sheet Statement   Year ended 31-Dec 
HK$ million 2003 2004 2005 2006 
          
Assets         
Cash and cash equivalents 64,642 111,491 156,456  402,445 
Trade Receiveables 63,226 98,182 159,099  219,258 
Prepayments, other receiveables etc. 13,836 21,826 24,954  43,161 
Inventories 23,292 17,194 17,244  19,714 
Total Current Assets 164,996 248,693 357,753  684,578 
Fixed assets 24,591 21,699 18,862  71,921 
Intangibles/goodwill 0 0 0  0 
Prepaid lease payments 1,867 1,824 1,781  1,738 
Total Fixed Assets 26,458 23,523 20,643  73,659 

Total Assets 191,454 272,216 378,396  758,237 
          
Liabilities         
Short-term borrowings/debt 48,600 0 6,000  0 
Payables, accruals, receips in advance 22,144 39,655 53,199  47,658 
Taxation payable and others 1,673 2,693 7,430  9,271 
Total Current Liabilities 72,417 42,348 66,629  56,929 
Long-term borrowings (incl. CB) 0 0 0  0 
Deffered tax liabilities 0 0 0  0 
Total Non-Current Liabilities 0 0 0  0 

Total Liabilities 72,417 42,348 66,629  56,929 
          
Shareholders' Funds 119,037 229,868 311,767  701,308 
Minority Interests 0 0 0  0 
Total Equity (or Total Shareholders' Funds) 119,037 229,868 311,767  701,308 
      

Total Liabilities + Total Equity 191,454 272,216 378,396  758,237 
          
Source: Company data.          
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OSK Research Guide to Investment Ratings  
 
Buy: Share price may exceed 10% over the next 12 months  
Trading Buy: Share price may exceed 15% over the next 3 months, however longer-term outlook remains uncertain 
Neutral: Share price may fall within the range of +/- 10% over the next 12 months  
Take Profit: Target price has been attained. Look to accumulate at lower levels  
Sell: Share price may fall by more than 10% over the next 12 months 
Not Rated: Stock is not within regular research coverage 
 
Disclaimer 
 
This report is published by OSK Asia Securities Limited (OSKASL), a subsidiary of OSK Holdings Berhad (OSKHB). The research is based on 
information obtained from sources believed to be reliable, but we do not make any representation or warranty as to its accuracy, completeness or 
correctness. Opinions expressed are subject to change without notice. This report is prepared for internal circulation. Any recommendation 
contained in this report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific 
addressee. This report is for the information of addresses only and is not to be taken in substitution for the exercise of judgement by addressees, 
who should obtain separate legal or financial advice. OSKASL and OSKHB accept no liability whatsoever for any direct or consequential loss arising 
from any use of this report or further communication given in relation to this report. This report is not to be construed as an offer or a solicitation of an 
offer to buy or sell any securities. This report is for the use of intended recipients only and may not be reproduced, distributed or published for any 
purpose without prior consent of OSKASL. 
 
OSKASL, OSKHB and their associates, their directors, and/or employees may have positions in, and may effect transactions in securities mentioned 
herein and may also perform or seek to perform broking, investment banking and other services for the company covered in this report. OSKASL, 
OSKHB and/or other affiliates may beneficially own a total of 1% or more of any class of common equity securities of the subject company. 
OSKASL, OSKHB and/or other affiliates may, within the past 12 months, have received compensation and/or within the next 3 months seek to 
obtain compensation for investment banking services from the subject company. 
 
Risk Disclosure Statements 
 
The prices of securities fluctuate, sometimes dramatically. The price of a security may move up or down, and may become valueless. It is as likely 
that losses will be incurred rather than profit made as a result of buying and selling securities. Growth Enterprise Market (GEM) stocks involve a high 
investment risk. In particular, companies may list on GEM with neither a track record of profitability nor any obligation to forecast future profitability. 
GEM stocks may be very volatile and illiquid. You should make the decision to invest only after due and careful consideration. The greater risk 
profile and other characteristics of GEM mean that it is a market more suited to professional and other sophisticated investors.You should seek 
independent professional advice if you are uncertain of or have not understood the nature and risks involved in trading of GEM stocks. 
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(A subsidiary of OSK Holdings Berhad, Malaysia) 
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