
 
 
 
 
 

DBA Telecom (3335) 

DBA Telecommunication (Asia) (3335) – BUY 
1-Yr Target Price: HK$2.10 
Rolling out distribution network on pre-paid cards market Key Share Data   

Stock Code 3335 

Price (21/8/07) HK$1.42 
52 wk L/H HK$0.59/1.87 
Lot size 4,000 
Issued shares 1,037.50mn 
Mkt cap HK$1,473mn 
Auditors CCIF CPA Limited 

Major shareholder Mr. Yu Longrui (49.85%) 

 Huge market size. Total number of pre-paid subscribers in 
mobile telecom services surged by 23%YoY to 328.3 mn in July 
07 in China.  We project total number of pre-paid subscribers to 
grow to 358.5 mn and 443.4 mn at the end of FY07 & FY08, 
respectively.  We estimate the annual commission income on 
distribution of pre-paid cards for mobile phone services is 
Rmb20-26 bn huge. DBA is rolling out is distribution network to 
tap this market.  

 No dominant players. Retail sales of pre-paid cards are recurrent 
business but there is no dominant player.  The group plans to 
install vending machines to sell pre-paid cards.  The first trial 
city is in Fuzhou where its production plant locates.  

Business Focus 
The group configures the 
communication terminal 
equipment.  The group intends 
to develop self-service 
communication payment 
business. 

 Bargain valuation. Based on the expansion plan, net profit is 
expected to grow by 39.3%YoY to Rmb256.90 mn or FD EPS of 
Rmb0.255 in FY07.  For FY08, we expect the group’s net profit 
will reach Rmb294.68 mn or FD EPS of Rmb0.293 in FY08.  
The counter is trading at FY07 PER of 5.41x with dividend yield 
of 5.55%.  Its FY07 ROAE will achieve 33.8% high.  Balance 
sheet is healthy and the group is in net cash position.  

 Possible re-rating. We see the new business is a major swing 
factor to the bottom line in coming years.  Market will re-rate the 
stock when the group releases more operating statistics to the 
market in coming months.  We set 1-year price target at HK$2.10 
for FY07 PER of 8x. 

CAF Securities Company Limited 
does and seeks to do business with 
companies covered in its research 
reports. As a result, investors 
should be aware that the firm may 
have a conflict of interest that 
could affect the objectivity of this 
report. Investors should consider 
this report as only a single factor in 
making their investment decision. 
Investor should obtain relevant and 
specific professional advice 
appropriate to his/her/its personal 
circumstances and investment 
objectives before making any 
investment decision.  Investor 
should also carefully consider 
relevant risk factors.  If investor 
has any questions about anything 
contained in this research report 
please consult CAF Securities Co. 
Ltd. or his/her/its professional 
advisors. 

 

 Major risks: Major share price risk is the implementation of its 
business plans and the growth of its original business. 
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Financial Summary 
FY ended Dec 31 2004 2005 2006 2007F 2008F
Turnover (Rmb mn) 384.47 557.88 670.47 1,362.19 2,158.15
Net profit (Rmb mn) 110.83 146.97 184.38 256.90 294.68
Chg 32.61% 25.46% 39.33% 14.71%
FD EPS (Rmb) 0.146 0.194 0.201 0.255 0.293
FD PER (x) 6.85 5.41 4.72
DPS (Rmb) 0.09 0.12 0.08 0.09
Yield  8.40% 5.55% 6.36%
NBV (Rmb/share) 0.304 0.412 0.765 0.812 0.869
P/B (x) 1.80 1.70 1.59
ROAE 54.3% 36.4% 33.8% 34.8%
Net debt/equity Net cash Net cash Net cash Net cash Net cash

Analyst: Alan Yip
alanyip@cafsec-abchina.com.hk
Tel: (852) 2868 2183

@Rmb0.9715/HK$. Source: CAF Securities estimates 
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Fast-growing pre-paid cards market 
The number of pre-paid subscribers of China Mobile posted 
25.98%YoY to 270.24 mn to Jul 07.  We expect the number of 
pre-paid subscribers to China Mobile to increase to 297.90 mn at the 
end of 2007.  By the end of 2008, the number of pre-paid subscribers 
to China Mobile will increase to 376.40 mn.   
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The number of pre-paid mobile subscribers of China Unicom posted 
9.96%YoY to 58.07 mn to Jul 07.  We expect the number of pre-paid 
subscribers of China Unicom to increase to 60.6 mn at the end of 2007.  
By the end of 2008, the number of pre-paid subscribers to China 
Unicom will increase to 67.03 mn. 
 

 
Total number of pre-paid subscribers of China Unicom
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Huge market size in distributing pre-paid cards 
We project total number of pre-paid subscribers (China Mobile and 
China Unicom) to grow to 358.5 mn and 443.4 mn at the end of 07 & 
08, respectively.  We estimate the annual commission income on 
distribution pre-paid cards for mobile phone services is Rmb20-26 bn 
with an average of 17% annual growth rate in coming five years.  
DBA is rolling out is distribution network to tap this market.  Our 
estimation has not been taken into account on the pre-paid cards for 
other telecom services providers such as China Telecom, China 
Netcom, and China Railcom.  Distribution of pre-paid cards is a 
fast-growing and recurrent business. 
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Rolling out distribution networks 
The distribution of pre-paid cards is dominated by numerous small 
retail outlets such as individual shops, newspaper outlets, convenience 
stores, phone shops, etc.  The market size is huge and recurrent.  The 
group plans to install vending machines to sell pre-paid cards.  The 
first trial city is in Fuzhou where its production plant locates.  We see 
this new business is a major swing factor to the bottom line in coming 
years. 
 
The group earns 7.5% commission on the par value of the pre-paid 
cards.  We assume that the group will seize 3% of market share in 
China.  We expect that the turnover for FY07 and FY08 will be 
Rmb364.44 mn and Rmb983.00 mn respectively.  We estimate that 
the net profit for FY07 and FY08 will be Rmb13.79 mn and Rmb34.40 
mn respectively.  It bases on 3.5% net profit margin assumption.   
 
 

Income Projection from Distribution of Pre-paid cards 
FY2007  Revenue 
 Pre-paid 

users (mn) 
ARPU 

(Rmb) Months Commission (Rmb mn) Market share (3%)

China Mobile 297.901 88 6 7.50% 11,796.88 353.91 
China Unicom 60.6 49 6 7.50% 1,336.23 40.09 
Total turnover (Rmb mn)   393.99 
FY2008  Revenue 
 Pre-paid 

users (mn) 
ARPU 

(Rmb) Months Commission (Rmb mn) Market share (3%)

China Mobile 376.396 88 12 7.50% 29,810.56 894.32 
China Unicom 67.03 49 12 7.50% 2,956.02 88.68 
Total turnover (Rmb mn)   983.00 
Source: companies’ announcements and CAF Securities estimates 

 
 
Healthy growth in existing business 

 Existing main businesses of the group includes the configuration of 
public telephone and public telephone booths, sales of vending 
machines and optical fiber connection equipment..   

 
Telecom booths as advertising posts on streets 
We agree that mobile phone service will replace fixed lines. Market 
also has these expectations.  Hence, market doubts on the 
sustainability of the group’s business on production and sales of public 
telephone booths. However, we see telephone booths as advertising 
posts on streets.  We discuss with the management of the group.  Its 
major customers (ie. fixed line operators) also share this view.  The 
advertising incomes generated from the telephone booths in some cases 
are higher than the telephone charges.  Demand for public telephone 
booths as advertising posts on streets is expected to sustain. 
 
The growth momentum of selling public telephones and public 
telephone booths continues.  In past ten years, 3 mn bases of public 
telephone booths and public telephones are installed, approximately 
one-third of market saturation rate.  The average growth rate of public 
telephone booths in terms of CAGR in past four years was 13.77%.  
We expect the turnover of public telephone booths in FY07 and FY08 
will be Rmb270.0 mn and Rmb363.0 mn respectively.  We expect the 
turnover of public telephones in FY07 and FY08 will be Rmb108 mn 
and Rmb145.2 mn respectively.  The wireless business telephone is 
not familiar in China.  We expect the turnover of wireless business 
telephone in FY07 and FY08 will be Rmb78.0 mn and Rmb92.25 mn 
respectively.   
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Smart card vending machines 
As 80% of the mobile phone subscribers use pre-paid mobile service in 
China, the telecom services operators try to facilitate the subscribers to 
re-charge the pre-paid service conveniently.  The group designs, 
produces and configures the smart card vending machines.  The group 
outsources most of the components such as electronic components to 
external suppliers.  The average growth rate of sales of vending 
machines in terms of CAGR in past four years was 20.51%.  We 
expect the turnover of smart card vending machine in FY07 and FY08 
will be Rmb270 mn and Rmb300 mn.  Besides selling vending 
machines to third parties, the group is building up its pre-paid cards 
distribution network.  The group is installing its vending machines in 
Fuzhou this year and plans to roll out its own distribution network 
nationwide in coming years. 
 
Fiber optic connection equipment 
Fiber optic connection equipment is the smallest segment among all 
the original business segments.  It is because the group mainly 
provides optic devices for Wuhan and Shanghai only.  We estimate 
that the turnover of optical distribution frames in FY07 and FY08 will 
be Rmb22.2 mn and Rmb25.9 mn respectively.  For the turnover 
optical passive device, we expect the turnover in FY07 and FY08 will 
be Rmb72.0 mn and Rmb82.8 mn respectively.  However, the group 
expects business expansion in Beijing will appear in 2008 as the 
telecommunication operators expand the fiber network to the 
residential areas.   
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Comment to the DBA Telecom interim results of 2007 and 2H07 
The group unveiled the interim results last week.  The gross profit 
increased by 37.2%YoY to Rmb175.42 mn.  The group’s net profit 
increased 42.11%YoY to Rmb118.82 mn.   
 
The group started the self-service communication payment service 
business and the business for selling electronic equipments in late 
1H07.  The group’s profit margin dropped.  The group’s gross profit 
margin dropped from 41.09% in 1H06 to 34.54% in 1H07. The group’s 
net profit margin dropped from 26.87% in 1H06 to 23.40% in 1H07 
 
The group will develop four more businesses in 2H07.  They are ATM 
booths, telephone booths (for night), multi-media digital machine for 
TV and multi-media machine for internet, telephone and broadband.  
Those businesses are expected to contribute the net profit to the group 
of Rmb8.20 mn in FY07 and Rmb16.4 mn in FY08.    
 

Consolidated Income Statement  Full Year Full Year
Interim results on 30 June (Rmb mn) 1H06 1H07 2H06 2H07 F 2006 2007 F 
Turnover  
Sales of telecommunication products  
   Public telephone booths 105.49 125.91 118.57 144.09 224.06 270.00 
   Public telephones 53.36 54.60 37.92 53.40 91.28 108.00 
   Wireless business telephones 21.37 24.99 53.47 53.01 74.84 78.00 
Total of sales of telecommunication products 180.22 205.50 209.96 250.50 390.18 456.00 
Intelligent electronic products  
     Smart card vending machines 103.11 143.66 119.65 126.34 222.76 270.00 
Total of intelligent electronic products 103.11 143.66 119.65 126.34 222.76 270.00 
Communication transmission connection products  
   ODFs 6.02 14.21 4.22 7.99 10.24 22.20 
   Optical passive devices 21.78 47.26 25.19 24.74 46.97 72.00 
Total communication transmission connection products 27.80 61.47 29.40 32.73 57.20 94.20 
Self-service communication payment service business 0.00 52.02 0.33 341.97 0.33 393.99 
Agency business for electronic equipments 0.00 45.21 0.00 84.79 0.00 130.00 
ATM booths 0.00 0.00 0.00 5.00 0.00 5.00 
Telephone booths (for night) 0.00 0.00 0.00 5.00 0.00 5.00 
Multi-media digital machine for TV 0.00 0.00 0.00 5.00 0.00 5.00 
Multi-media machine for internet, telephone and 
broadband 0.00 0.00 0.00 3.00 0.00 3.00 
Total turnover 311.13 507.86 359.34 854.33 670.47 1,362.19 
Cost of sales (183.29) (332.44) (210.94) (601.84) (394.23) (934.28)
Gross profit 127.84 175.42 148.40 252.50 276.24 427.92 
Other revenue 1.54 5.35 3.81 1.74 5.35 7.09 
Selling and distribution expenses (18.92) (25.47) (21.27) (49.05) (40.19) (74.52)
General and administrative expenses (10.91) (13.75) (11.99) (42.51) (22.90) (56.26)
Other operating expenses (0.35) (0.05) 0.18 (0.23) (0.17) (0.28)
Operating profits 99.20 141.50 119.13 162.44 218.33 303.94 
Finance costs (0.18) 0.00 (0.02) (0.03) (0.20) (0.03)
Pre-tax profits 99.02 141.50 119.11 162.41 218.13 303.91 
Taxation (15.41) (22.68) (18.34) (24.33) (33.75) (47.01)
Profits attributable to shareholders 83.61 118.82 100.77 138.08 184.38 256.90 
Source: Annual reports and CAF Securities estimates 
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Profit Forecast 
FY ended on Dec 31 (Rmb mn) 2004 2005 2006 2007F 2008F
Turnover breakdown:  
Communication terminal equipment  
   Public telephone booths 142.47 197.51 224.06 270.00 363.00 
   Public telephones 91.90 94.10 91.28 108.00 145.20 
   Wireless business telephones 25.98 71.37 74.84 78.00 92.25 
Total turnover of communication terminal equipment 260.35 362.98 390.18 456.00 600.45 
Intelligent electronic products  
   Smart card vending machines 88.63 144.79 222.76 270.00 300.00 
Total intelligent electronic products 88.63 144.79 222.76 270.00 300.00 
Communication transmission connection products  
   Optical distribution frames 5.06 7.40 10.24 22.20 25.90 
   Optical passive devices 30.43 42.71 46.97 72.00 82.80 
Total turnover of communication transmission products 35.50 50.11 57.20 94.20 108.70 
Self-service communication payment service business 0.00 0.00 0.33 393.99 983.00 
Agency business for telecom equipment distribution 0.00 0.00 0.00 130.00 130.00 
ATM booths 0.00 0.00 0.00 5.00 10.00 
Telephone booths (for night) 0.00 0.00 0.00 5.00 10.00 
Multi - media digital machine for TV 0.00 0.00 0.00 5.00 10.00 
Multi - media machine for internet, telephone and broadband 0.00 0.00 0.00 3.00 6.00 
Total turnover 384.47 557.88 670.47 1,362.19 2,158.15 
Cost of sales (223.20) (326.04) (394.23) (934.28) (1,647.08)
Gross profit 161.27 231.84 276.24 427.92 511.07 
Other revenue 1.17 0.98 5.35 7.09 2.65 
Selling and distribution expenses (21.47) (37.00) (40.19) (74.52) (100.35)
General and administrative expenses (17.36) (20.82) (22.90) (56.26) (75.77)
Other operating expenses (0.06) (0.01) (0.17) (0.28) (0.45)
Loss of financial derivatives  
Operating profits 123.55 175.00 218.33 303.94 337.15 
Finance costs  
   Interests on bank loan (3.04) (0.24) (0.17) 0.00 0.00 
   Bank charges (0.01) (0.02) (0.03) (0.03) (0.04)
Total finance costs (3.05) (0.25) (0.20) (0.03) (0.04)
Pre-tax profits 120.50 174.75 218.13 303.91 337.11 
Taxation  
   PRC enterprise income tax (9.67) (27.78) (33.75) (47.01) (42.44)
Net profit 110.83 146.97 184.38 256.90 294.68 
  
Profit attributable to:  
   equity holders of the company 110.83 146.97 184.38 256.90 294.68 
   minority interests 0.00 0.00 0.00 0.00 0.00 
Source: Annual reports and CAF Securities estimates 



 
 
 
 
 

DBA Telecom (3335) 

Please refer disclaimer and disclosure in the last page. 
7 

Consolidated Balance Sheet Summary 
FY ended on Dec 31 (Rmb mn) 2004 2005 2006 2007F 2008F
Current assets  
   Financial assets at fair value 0.00 0.00 0.00 0.00 0.00 
   Inventories 17.19 17.24 19.71 87.79 92.71 
   Trade receivables 98.18 159.10 219.26 377.87 390.79 
   Prepayments, deposits and other receivables 20.90 24.95 43.16 83.73 129.13 
   Due from directors 0.09 0.00 0.00 0.00 0.00
   Due from related companies 0.83 0.00 0.00 0.00 0.00
   Cash and bank balances 111.50 156.46 402.45 199.93 184.97
Total current assets 248.70 357.76 684.58 661.53 704.89
Non-current assets  
   Lease premium on land 1.82 1.78 1.74 1.72 1.72
   Property, plant and equipment 21.70 18.86 71.92 299.93 320.06
Total non-current assets 23.52 20.64 73.66 301.65 321.78
Total assets 272.22 378.40 758.24 963.18 1,026.67
  
Current liabilities  
   Trade payables 8.53 9.92 12.13 64.66 70.72 
   Accruals and other payables 23.37 32.29 35.49 63.52 63.52 
   Bank loan 0.00 6.00 0.00 0.00 0.00 
   Due to a director 0.13 0.02 0.04 0.06 0.06 
   Due to a related company 0.00 0.00 0.00 0.00 0.00 
   Due to ultimate holding company 7.63 10.97 0.00 0.00 0.00 
   Tax payable 2.69 7.43 9.27 16.86 16.86 
Total current liabilities 42.35 66.63 56.93 145.10 151.15 
  
Capital and reserves  
   Paid-in capital  0.08 0.08 107.90 107.90 107.90 
   Reserves 229.79 311.68 593.41 710.18 767.61
Shareholder's equity 229.87 311.77 701.31 818.08 875.51
  
Issued shares (mn) 780 780 943.63 1,037.50 1,037.50
NBV  0.29 0.40 0.74 0.79 0.84
Gross debt 0.00 6.00 0.00 0.00 0.00 
Net cash/(debt) 111.50 150.46 402.45 197.28 182.32
Source: Annual reports and CAF Securities estimates 
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Consolidated Cash Flow Summary 
FY ended on Dec 31(Rmb mn) 2004 2005 2006 2007F 2008F
Cash flows from operating activities  
Profit before taxation 120.50 174.75 218.13 303.91 337.11 
Adjustments for:  
   Interest income (0.73) (0.93) (4.29) (7.09) (2.65)
   Interest expenses 3.04 0.24 0.17 0.00 0.00 
   Depreciation 3.49 2.82 2.70 2.70 2.70 
   Amortization of prepaid lease payments 0.04 0.04 0.04 0.04 0.04 
   Share-based payment expenses 0.00 0.00 0.53 0.53 0.00 
   Provision for staff welfare fund 5.96 7.87 0.00 0.00 0.00 
   Gain on disposal of financial assets at fair value (0.01) 0.00 0.00 0.00 0.00 
   Loss on disposal of financial assets at fair value 0.00 0.00 0.00 0.00 0.00 
   Loss on disposal of property, plant and equipment 0.03 0.00 0.00 0.00 0.00 
Operating profit before working capital changes 132.33 184.79 217.27 300.08 337.20 
Increase in prepayments, deposits and other receivables (7.30) (4.05) (18.21) (40.57) (45.40)
Increase in inventories 6.10 (0.05) (2.47) (68.08) (4.92)
Increase in trade receivables (34.96) (60.92) (60.16) (158.61) (12.92)
Decrease in amounts due from directors 0.05 0.09 0.00 0.00 0.00 
Decrease in amounts due from related companies (0.83) 0.83 0.00 0.00 0.00 
Increase in trade payables 2.49 1.40 2.21 52.53 6.06 
Increase in accruals and other payables 3.13 1.06 3.19 28.03 0.00 
Increase/decrease in amounts due to a director 0.13 (0.11) 0.03 0.02 0.00 
(Decrease)/increase in amounts due to a related company (1.83) 0.00 (10.97) 0.00 0.00 
Increase in amounts due to ultimate holding company 7.63 3.34 0.00 0.00 0.00 
Cash generated from operation 106.93 126.37 130.90 113.41 280.02 
PRC enterprise income tax paid (8.65) (23.04) (31.90) (31.90) (31.90)
Net cash generated from operating activities 98.28 103.32 98.99 81.51 248.12 
  
Cash flows from investing activities  
   Purchase of property, plant and equipment (0.81) 0.00 (55.77) (80.36) (88.65)
   Sales proceeds on disposal of property, plant and equipment 0.19 0.00 0.00 0.00 0.00 
   Interest received 0.73 0.93 4.29 7.09 2.65 
   Purchase of financial assets at fair value 0.00 0.00 0.00 0.00 0.00 
   Sales proceeds on disposal of financial assets at fair value 0.11 0.00 0.00 0.00 0.00 
   CAPEX 0.00 0.00 0.00 (130.00) (85.00)
Net cash (used in)/generated from investing activities 0.21 0.93 (51.48) (203.27) (171.00)
  
Cash flows from financing activities  
   New bank loan raised 28.70 6.00 0.00 0.00 0.00 
   Repayment of bank loan (77.30) 0.00 (6.00) 0.00 0.00 
   Issuance of share capital 0.00 0.00 337.43 0.00 0.00 
   Share issuance expenses 0.00 0.00 (20.28) 0.00 0.00 
   Interest paid (3.04) (0.24) (0.17) 0.00 0.00 
   Dividend paid 0.00 (64.57) (106.13) (77.07 (88.40)
Net cash generated from/(used in) financing activities (51.64) (58.81) 204.85 (77.07 (88.40)
Net increase in cash and cash equivalents for the year 46.85 45.45 252.35 (198.83) (11.29)
Cash and cash equivalents at beginning of year 64.65 111.50 156.46 402.45 199.93
Effect of foreign exchange rate changes, net 0.00 (0.49) (6.37) (3.68) (3.68)
Cash and cash equivalents at end of the year 111.50 156.46 402.45 199.93 184.97
Source: Annual results and CAF Securities estimates 
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Financial Ratio Analysis 
 2004 2005 2006 2007F 2008F
Profitability  
Gross profit margin 41.95% 41.56% 41.20% 31.41% 23.68%
Pre-tax profit margin 31.34% 31.32% 32.53% 22.31% 15.62%
Net profit margin 28.83% 26.34% 27.50% 18.86% 13.65%
ROAA 47.81% 45.18% 32.44% 29.85% 29.62%
ROAE (from co's pt of view) 63.53% 54.27% 36.40% 33.82% 34.80%
ROAE (from owner's pt of view) 63.53% 54.27% 36.40% 33.82% 34.80%
  
Cost analysis  
Selling and distribution expenses/turnover 5.58% 6.63% 5.99% 5.47% 4.65%
G&A expenses/turnover 4.52% 3.73% 3.42% 4.13% 3.51%
Other operating expenses/turnover 0.02% 0.00% 0.03% 0.02% 0.02%
Finance cost/turnover 0.79% 0.04% 0.03% 0.50% 0.50%
(Finance cost-interest income)/turnover 0.98% 0.21% 0.67% 0.76% 0.76%
Effective tax rate 8.02% 15.90% 15.47% 15.47% 12.59%
  
Assets utilisation  
Sales/assets 141.24% 147.43% 88.42% 141.43% 210.21%
Current assets/total assets 91.36% 94.54% 90.29% 68.68% 86.22%
  
Working capital management  
Receviables/turnover (days) 77 84 103 80 65
Trade deposit/turnover (days) 16 15 19 17 18
Inventories/COGS (days) 33 19 17 21 20
Payables/COGS (days) 12 10 10 15 15
Cash/turnover (days) 84 88 152 109 100
  
Gearing  
Net debt/equity -48.51% -48.26% -57.39% -24.44% -21.13%
Owner's equity/assets 84.44% 82.39% 92.49% 84.94% 85.28%
Total equity/assets 84.44% 82.39% 92.49% 84.94% 85.28%
Source: CAF Securities estimates 
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Risk Factors 
Business risk 
Profitability of the group will be hurt by the decline in the sales of 
public telephones and public telephones booths.  The fixed-line 
subscribers of China Netcom increased 0.73% from the end of last year 
to June 07.  The local access line of China Telecom increased 0.68% 
from the end of last year to July 07.  The growth rate is slower than 
the number of mobile pre-paid subscribers  
The group also needs to keep good relationship with the producers to 
configure the telecommunication equipments.   
 
Financial risk 
The group has Rmb402.45 mn cash on hand.  However, the group 
may require at least Rmb215 mn to invest into factories and R&D.  
The group may require additional capital for business development. 
 
Our assumptions 
Our forecasts are based on our assumptions and judgments of the group. 
The actual outcome is subject to various factors that may not be in 
consistent with our assumptions.  
 
Share price risk 
Supply of shares will increase if the group raises fresh capital.  Share 
price will be dragged on the increase in supply of shares.  Demand for 
shares will be adversely affected by the financial risk of the group, 
lower-than-expected of profit margin of the telecommunication 
equipments, cost of supply increase, other business risks and market 
risks.
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