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Stocks in this issue 

 

CHINA STATE CONSTRUCTION 
(3311.HK)  - Impressive growth outlook 
tempered by  a price run-up in recent 
months which leaves the stock appearing 
fully valued. 

 

DBA TELECOM (3335.HK) - Eclectic mix of 
niche telecom products in an under followed 
and under appreciated growth stock.. 

 

LENOVO (992.HK) -  3Q results led by 22% 
top-line growth and  cost containment.  Mar-
ket share gains in all emerging markets.  
Mobile Internet products such as LePhone 
are a small by fast growing source of reve-
nue.  

 

CENTRAL CHINA REAL ESTATE 
(832.HK) - Despite clampdown on specula-
tion in central Zhenghzhou, CCRE’s sys-
tematic accumulation of landbank [12.5m sq 
m at average cost of RMB700/sq m] and 
deep discount  to NAV. Price HK$2.32. Tar-
get $3.50. 

GROWTH STOCKS—WE VISIT DBA TELECOM, CSCI, CCRE 

China‟s consumer price index (CPI) rose 4.9% 
year-on-year in January, a source of momentary 
relief to a market now quite concerned about the 
inflation question and the measures the People‟s 
Bank of China [PBOC] is continuing to apply. The 
eighth increase in the required reserve ratio [RRR] 
in this series, which has taken the RRR to 19.5%. 
But what does that mean? The tighter policy is be-
ginning to bite, and the growth pattern this year will 
moderate, but we are not as gloomy as the emerg-
ing international consensus, which sees China‟s 
economy “slumping” to a GDP growth rate as low as 
5% this year. The trade figures for January, showing 
import growth of 51% and export growth 38%, 
will have been distorted by the long Lunar New 
Year, but the shift towards domestic consumption is 
likely to be a continuing theme this year. 
 
Lenovo (992.HK) reported slightly better than ex-
pected 3Q results Thursday.  Emerging market (EM) 
revenue growth was strong at 34% YoY while 
growth in their key market China lagged a bit at 
18%.  The company reported market share gains 
across the board in EM especially India and Russia 
while its leading share in China rose 2.4% to 32.2%. 
Margins were helped by softening component prices 
leading to net profit gains of 25% YoY to US$99.6m. 
The company achieved operating break-even in ma-
ture markets but continued to post losses in EM. 
New product launches in the Mobile Internet space 
such as LePad are on schedule for the current quar-
ter.  In 3Q, Mobile Internet products rose from 2.4% 
of total revenue to 3.8% led by LePhone.  
 

We visited China State Construction (3311.HK) 
which will report final results on March 18.  We were 
impressed with their growth outlook in both the infra-
structure and affordable housing sectors.  The com-
pany has a strong niche as one of the big 4 infra-
structure developers in Hong Kong, a market which 
could see HK$400bn in projects over the next 10 
years.  CSCI‟s long history of building housing pro-
jects in Hong Kong now makes them a leader in the 
growing affordable housing sector on the Mainland. .  
 

We also met DBA Telecom (3335.HK) which will 
report 2010 results on March 22, and which we ex-
pect will show earnings up about 56% albeit from a 
low during a transitional period in 2009.  Completed  
building a new plant in 2010 which will increase ca-
pacity 200%.  The company builds telecom card 
vending machines for the 3 major telecoms in 
China, and operates 7,000 of their own.       

INSIDE—We see the pace of growth 
accelerating at Central China Real 
Estate (832.HK) and target 50% fur-
ther upside in the stock to HK$3.50.   
Prefer CCRE over more leveraged 
developers such as Guangzhou R&F 
(2777.HK). 
 
We believe telecom equipment 
maker DBA Telecom (3335.HK) still 
has upside, despite an impressive 
performance since reporting interim 
results on August 31. Our conserva-
tive DCF suggests fair value at 
around HK$2.30, or 42% upside for 
an implied PE of 9.3x 2012F Eps. 
 

 Last % chg 

HSI  23,595 3.36% 

HSCEI 12,743 5.47% 

Shanghai Composite 
Index 

2,899 2.57% 

HK Property Index 
(Centa-City) 

93.41 2.14% 

Baltic Dry 
Index 
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DBA TELECOM (3335.HK; CURRENT PRICE $1.62; TARGET >$2.30)—LOW GLAMOUR, HIGH GROWTH   

We visited DBA Telecom (3335.HK) on Friday.  The company 
operates in two main segments—manufacturing telecom 
equipment and retailing smart cards through their own ma-
chines.  
 
Manufacturing 
 

The company‟s main manufactured products are smart card 
vending machines, fibre to the home (FTTH) routers and pub-
lic phone booths.  Manufactured products accounted for 
nearly 100% of revenue in 2006 but about 23% in 2010. 
 

Market share of smart card vending machines is 35%.  The 
machines dispense pre-paid top-up cards or, increasingly, a 
slip with codes for adding value to a phone.  The machines 
are sold to the big 3 mainland telcos as a cost effective way of  
maintaining revenue from pre-paid subscribers.     
 

FTTH market share is 7.8% and is a play on the growth of the 
Mainland property sector and last-mile infrastructure.    
 

Market share for phone booths is 24%.  This business is de-
ceptively attractive as customers (Telcos) derive nearly twice 
their initial investment in the form of advertising each year, in 
addition to toll revenue.  Aside from the commercial appeal, 
the PRC government wants to eventually increase their num-
ber to 0.9% of the population from the current 0.38% penetra-
tion in part for urban surveillance. Combined with a replace-
ment cycle of 5-7 years, the market should accommodate 1m 
units per year for several years.         
  
Self Service Business 
 

The company‟s own vending machines have increased in 
number from 20 in 2006 to about 7,000 today, accounting for 
about 75% of revenue in 2010.  Revenue from each machine 
has increased from about Rmb200 in 2007 to an estimated 
Rmb321 in 2010 on the back of growing functionality and 
popularity of use.  The range of cards that can be added is 
huge ie insurance, gaming,   
 

So far only 6 mainland provinces offer the machines, growing 
at 2-3 per year.  DBA targets 15-20k machines in use in 3-4 
years. A new plant was completed in 2010 which will triple 
annual capacity to about 100k units.  
  
Unlike other manufacturers, DBA has not been plagued by 
working capital problems since its vending machine operation 
is a cash business and its manufactured products for the 3 big 
telcos are smaller budget items that are paid in 45 days.  
 

A new revenue source in 2010 are machines for the e-
payment business.  DBA acquired 2,000 with an established 
customer base in June 2010 operating in Fujian and Shan-
dong and targets 8,000 units nationwide.   

VALUATION—Our discounted cash-flow (DCF) model sug-
gests fair value around HK$2.30. This model takes a con-
servative view of the future by comparison with the man-
agement, who are more optimistic.  The company plans to 
resume dividend payouts this year with a targeted payout of 
35% or expected yield of 4.7% in 2011.  
 
RISKS—Stock liquidity is an issue with about 51% held by 
the Chairman and another 30% owned by institutional in-
vestors.  The company has no plans to issue more stock as 
capex can be internally funded and they regard the market 
price is still low.  The earnings drop in 2009 also highlights 
the company‟s vulnerability to capex spending patterns by 
the big 3 telcos, although mitigated now by the growth of 
their retail card business.  

EXPECT FURTHER UPSIDE THIS YEAR 

FYE: Dec        
Key Data 

(Rmb m) 9 10F 11F 12F 13F 14F 

Revenue 2110.7 2960 3762 4315 4867 5420 

Net In-

come 109.1 158 213.1 251 288.7 326.6 

Eps (HK$) 0.1 0.16 0.21 0.25 0.29 0.33 

YoY -57.8% 56.0% 38.3% 15.2% 16.9% 15.0% 

P/E 16.3 10.4 7.5 6.6 5.6 4.9 

Price to 
Book 

(HK$) 1.47 1.25 1.11 1.02 0.89 0.79 

Dividend 

Yield 0.00% 3.00% 4.70% 5.20% 5.90% 7.20% 

Net Cash 
per share 

(HK$) 0.32 0.04 0.02 0.06 0.17 0.21 

DCF Value     $2.30        

(Assumptions: WACC 9.1%, 2015 Terminal g 3%) 
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CHINA STATE CONSTUCTION INTL (3311.HK) - AT THE CORE OF CHINA’S ECONOMIC DEVELOPMENT 

We met with China State Construction (3311.HK), last 
week.  We were impressed with the outlook for both business 
lines—infrastructure projects and construction of affordable 
housing.  The company has benefited from rapid FAI growth 
and stimulus packages at the centre of economic develop-
ment in China. 
 
Infrastructure Development 
 

The company is one of the 4 leading infrastructure players in 
Hong Kong with a market share of 10-15%.  Competitive ad-
vantages include a long history of completed projects espe-
cially in HK and the Middle East.  
 

The expected market value under the „Rose Garden 2‟ (2007-
2017)  infrastructure development plan in Hong Kong is 
HK$400bn, or double that of the 1990-98 plan. New contracts 
awarded in Jan-Oct 2010 totalled HK$24bn with a backlog 
standing at HK$37.4bn.  
 

In China, the company benefits strongly from being an SOE.  
Local governments are more likely to trust and hire a state 
owned firm.  Ease of securing financing is another key advan-
tage.  The parent company needs CSCI‟s project manage-
ment ability and building experience, while the company gains 
from the raft of projects held by the parent which can provide 
a stream of asset injections in coming years.         
 
Affordable Housing Projects 
 

CSCI has been the largest developer of housing projects in 
Hong Kong with a 25% market share.  Its is estimated CSCI 
built homes for 1 in 8 people living in all HK housing projects. 
In China, the combined effects of urbanization and soaring 
real estate prices have left a huge gap of affordable housing 
for lower income workers. 
 

The PRC Government has mandated the development of 
housing projects for lower income people.  The pace of 
growth appears to be exceeding original estimates with 10m 
units slated for 2011. Currently only 9% of all projects are so-
cial housing units which the government wants to increase to 
30%.  As such, the current pace of 10m units per year should 
be sustainable for several years. The company expects to be 
developing 6 million sq m per year resulting in annual revenue 
of HK$12-15bn.    
 

Sister company China Overseas (COLI) (688.HK) is a major 
developer of high-end real estate projects on the Mainland. A 
gross margin of 10% on public housing represents a good 
yield for CSCI but is of no temptation to COLI which generally 
derives a GM of 30-40% on their projects.  As such, we don‟t 
see any threat of encroachment from the sister company. 
  

VISIT CONCLUSIONS:  
 
New drivers such as affordable housing should lift reve-
nue growth to over 10% pa from a subdued 5.9% CAGR 
between 2005-10.  Steadily improving margins have re-
sulted in a 30% CAGR for net income over the same pe-
riod, although 2 large share issues have diluted Eps.  We 
think the current price, which follows a gain of 200% since 
July/10, fairly captures the growth outlook but would look 
to buy on a correction to the HK$4.50 level for a P/E of 
14.3x 2012F Eps. 

Mega-Project Timeframe 

Approx. 
Contract 
Value 

(HK$bn)  

West HK Island MTR Underway 8.1 

Shatin to Central link Tender in 2011 7 

Guangzhou-HK  
High Speed Railway 

Underway 60 

HK-Zhuhai Bridge Underway 72.6 

Tuen Mun Western Bypass Tender in 2011 20 

GROWTH STORY ALREADY PRICED IN? 
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CENTRAL CHINA REAL ESTATE [832.HK] -  ZHENGZHOU CLAMPS DOWN, BUT TARGET HK$3.50 

Just in case you thought (as we did) that the Chinese govern-
ment was intent on curbing real estate speculation only in the 
Tier 1 cities, we were told by Central China Real Estate 
[832.HK] during a meeting this week that controls have now 
been applied within the “2nd Ring Road” in Zhengzhou, He-
nan Province. Within this zone no one may buy more than 
one property. This will affect a number of downtown develop-
ers—Evergrande Real Estate [3333.HK] and Greentown 
China [3900.HK] both have projects in central Zhengzhou, 
but Central China‟s signature development in the city [U 
Town] is conveniently outside the control zone.  
 
Central China Real Estate [CCRE] is not gloomy. The com-
pany says it has pre-sold around 40% of this year‟s projected 
sales. At an average cost of less than RMB700/square 
metre for its 12.5m square metre landbank, and construction 
costs averaging RMB2,500/Sq m, the breakeven average 
selling price [ASP] is less than RMB4,000, when all costs are 
added. The lowest ASPs, for its high-rise development in U-
Town, are in excess of RMB5,500, while ASPs in detached 
larger homes are RMB15,000+ per sq m. 
 
Other points emerging from our visit this week: 
 

· A new phase of the company‟s U-Town development was 
offered to the market and >70% sold on the first day. 

· CCRE has been accumulating land consistently, includ-
ing three sites acquired since December. It has increased 
debt:equity to 70% as a result of these acquisitions, but 
the target is to reduce gearing to around 40%. 

· Probably the highest-profile acquisition was in Zheng-
zhou, a 56,920 sq m site with GFA of 242,000 sq m. At a 
price of RMB1.1bn the average land cost is RMB4,545 
per sq m. This is considerably higher than the average 
cost of CCRE‟s landbank, but is consistent with the strat-
egy of acquiring land when it becomes available, and it 
will be 2-3 years at least before this project comes to the 
market, when ASPs in this area are likely to be well 
above current levels. 

· Sales this year are likely to be in region of RMB7.5bn-
8bn. 

· No immediate need for further funds, as cash flow com-
fortable for this year. 

· CCRE‟s 12.5% bond trading at 10% - no plan to top-up 
high-yield debt, but likely to see benefit in return on eq-
uity in coming year. 

· CCRE will not venture outside Henan Province for time 
being—earnings pressure in Tier 1 cities. 

· Plans to increase recurrent income/investment income 
over time, from hotels, commercial/retail podiums—
relationship with Capital Land important here. 

 
  

LOOKING TO BOOST SALES TO RMB7bn IN 2011 

GOOD PRICE PERFORMANCE, BUT MUCH MORE 
TO COME 

CCRE VISIT CONCLUSIONS: 

· Clampdown on real estate now evident in Tier 2 
cities, apparently to prevent Tier 1 speculators 
moving to inner cities. 

· CCRE pace of growth is accelerating, and we 
believe will be protected against volatility. 

· Discount to NAV still around 50%, and de-
spite performance since October, we see 50% 
upside from here, with target price HK$3.50. 

· Debt:equity at 70%, but interest cover comfort-
able—1% interest equivalent to additional 
RMB20m a year financing cost. 

· We prefer CCRE to more leveraged compa-
nies such as Guangzhou R&F [2777.HK]. 
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For further information, please contact:  

David Williamson 
Managing Director 

dwilliamson@finansa.hk 
+852 2116 3282 

 

David Heron 
Managing Director 
dheron@finansa.hk 

+852 2116 3534 

John Mulcahy 
Head of Research 

jmulcahy@finansa.hk 
+353 8628 08636 

Monday, Feb  21 
 

Final Results —Anta Sports (2020.HK) 
 
Tuesday, Feb  22 
 
Interim Results—361 Degrees (1361.HK) 
 
Consumer Confidence—Feb (US) 
 
Wednesday, Feb 23 
  
Client Visit—China Gas (384.HK) 
Client Visit—Silver Base (886.HK) 
Client Visit—Lenovo (992.HK) 
 
Company Visit—Eagle Nice (2368.HK) 
Company Visit—Pacific Textile (1382.HK) 
 
Hong Kong Budget Address 

Thursday, Feb 24 
 

Client Visit—Central China Real Estate (832 .HK) 
Client Visit—Ecogreen (2341.HK) 
Client Visit—Sino Prosper (766.HK) 
 
Durable Goods—Jan (US) 
 
Friday, Feb 25 
 

Client Visit—China Netcom Technology (8071.HK) 
Client Visit—Galaxy Entertainment (27.HK) 
Client Visit—Geely Auto (175.HK) 
 
Final Results—China XLX (1866.HK) 
Final Results—Trony Solar (2468.HK) 
 

GDP—4Q Revised (US)  
  


