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● DBA Telecom is a provider of telecom equipment, including public 
booths and phones (40% sales), vending machines (28% sales), 
communication transmission connection products (12% sales), 
and retail & distribution (19% sales) in the PRC. 

● DBA expects its vending machines division to contribute strongly 
as telecom operators increasingly turn towards vending machines 
instead of traditional mediums such as service counters and 
agents. In addition, DBA sees robust growth from its retail arm, as 
it plans to increase its own network of vending machines over the 
next two years. 

● Based on DBA’s 1H07 performance, the management expects to 
see strong sales growth as well as stable net margin. Assuming 
DBA achieves its own sales and margin targets, it would see sales 
of RMB1.1 bn (+64%) and a net profit of RMB297 mn (+61%) for 
FY07. Assuming DBA achieves its own revenue and margin 
targets, at the current price of HK$1.40 the stock would trade at 
5.6x FY07E P/E with a 3.5% yield.  

Figure 1: Basic information on DBA Telecom 
Share price Sh o/s (mn) Mkt cap (mn) FY06 P/E FY06 P/B 
HK$1.40 1,037.5 HK$1,453/US$186 6.4x 1.9x 
Source: Company data. 

Phone booths and phones – a penetration play 
According to DBA, the penetration rate of phone booths in China is a 
mere 0.3% compared with developed countries such as the U.S., 
which has 2%. Although the company does not expect the penetration 
rate to reach 2% in the near term, it does, however, see the rate 
gradually creeping towards 0.8% in the next few years. The company 
believes the division to provide stable growth of 20% with gross 
margin of 38-41% in the medium term as telecom operators begin 
installing more phone booths, not merely for toll revenue but also the 
lucrative advertising revenue. Besides new demand for phone booths, 
it also expects growth to come from ongoing urbanisation, toll road 
development, and the replacement market.  

Rise of the (vending) machines 
DBA’s intelligent electronic products arm manufactures vending 
machines catered primarily for telecom operators such as China 
Telecom (0728.HK, HK$5.42, N, TP HK$5.90), China Netcom 
(0906.HK, HK$21.90, N, TP HK$26.00), and China Mobile (0941.HK, 
HK$106.40, O, TP HK$130.00). As most telecom services in China 
are based on pre-paid basis, users are required to purchase stored 
value cards regularly. Traditionally, telecom operators would sell these 
through service counters and agents; however, these methods faced 
high rental and staff costs, inconsistent service quality as well as the 
sale of counterfeit cards by the agents. According to the company, 
DBA exploits this situation by providing vending machines to these 
operators, which see minimal rental costs, commission savings, 
consistent service quality, and no counterfeit cards. With only 40,000 

vending machines installed in China, DBA believes this segment holds 
high potential and will be a major growth driver. The management is 
confident that sales growth from this segment will reach 30-40% p.a. for 
the next few years with a gross margin of 42-44%. 

A dose of healthy fibre 
Fibre-to-the-home (FTTH) is currently being tested in Wuhan and 
Shanghai. The cities already have an existing comprehensive fibre 
optics network infrastructure and a large number of buildings are also 
equipped with high-speed Ethernet infrastructure. However, the 
missing link now is the pending nationwide last mile rollout and this is 
expected to generate strong demand for optical distribution frames 
and optical passive devices. The management is optimistic with the 
communication transmission connection products segment and 
expects growth to reach over 60% p.a. in the near term. 

Retail: from nowhere to everywhere 
DBA has recently ventured into the retail space (self-service 
communication payment service) by using its own vending machines 
to help distribute telecom cards on behalf of the telecom operators. 
DBA currently has 1,000 installed and plans to increase the number to 
12,000 by adding more in tourist destinations, industrial parks, schools, 
commercial buildings, and shopping malls. In addition, DBA is also 
distributing telecom equipment, which the management believes is a 
strategically positive move, as it enables the company to identify 
lucrative products for upstream expansions and a low-risk and 
profitable way to expand its marketing platform. Despite the lower 
margins of about 8% from retail & distribution, DBA considers them as 
important growth engines for the future.  

Figure 2: DBA’s latest results 
Year-end Dec (RMB mn) 2005A 2006A 1H06A 1H07A 
Turnover 558 670 311 508 
Gross Profit 232 276 128 175 
Net Profit 147 184 84 119 
Gross Margin (%) 41.6 41.2 41.1 34.5 
Net Margin (%) 26.3 27.5 26.9 23.4 
EPS (RMB) 0.18 0.20 0.10 0.11 
DPS (RMB) - 0.04 0.01 - 
ROE (%) 54.3 36.4 27.2 30.7 
Source: Company data. 

5.6x P/E and 3.5% yield based on sales and margin targets 
DBA’s stock price is down 10% YTD. Management believes that each 
division will post strong double-digit growth for 2007. With the new 
initiatives such as retail and distribution, DBA expects to achieve sales 
of about RMB1.1 bn (+64%) for FY07. It expects slightly softer net 
margin for FY07 due to the inclusion of lower-margin contributions 
from retail and distribution. The management is confident that the net 
margin of 23.4% in 1H07 will sustain for the full year, implying a net 
profit of about RMB257 mn. Assuming DBA achieves its own revenue 
and margin targets with 20% dividend payout, the stock is currently 
trading at 5.6x FY07E P/E with a 3.5% yield.  
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