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DBA TELECOM [3335.HK] - INITIATE COVERAGE   

 

BUY 

August 21 Close: HK$4.88    

Target Price:  HK$6.63 (+35.9%) 

Interim results indicate stock still undervalued despite run -up 

 

Free Float 40.9% 

52W range HK$1.88-$5.33 

3mth ave daily volume  0.254m shares 

Source: Bloomberg 

Eric Tomter, CFA 

(852) 3698-6316 

erictomter@chinastock.com.hk 

John Mulcahy 

(852) 3698-6889 

johnmul@chinastock.com.hk 

RMB (m) 2010 2011 2012E 2013E 2014E 

Revenue 3,658.1 5,647.6 7,906.6 10,962.0 14,488.0 

YoY Change  73.3% 54.4% 40.0% 38.6% 32.2% 

Net income 229.8 373.3 517.8 687.9 862.4 

Net margin 6.3% 6.6% 6.5% 6.3% 6.0% 

EPS (HK$) 0.26 0.44 0.61 0.83 1.05 

YoY Change  116.3% 70.8% 39.3% 35.0% 27.4% 

P/E 18.97 11.11 7.98 5.91 4.64 

Yield 0.4% 0.5% 1.0% 1.5% 2.2% 

Source: CGIHK Research 

Communications Equipment 

Investment Highlights 

 

 DBA Telecom reported interim earnings growth of 36.9% year-on-year (YoY) to 

RMB236m, 18% ahead of our expectation.  The company is a leading provider 

of self-owned self-service SIM card kiosks and phone booths for the big 3 main-

land telcos.  Self service kiosks (85.6% of revenue) grew from 9,000 on Dec 31 

to 9,900 with revenue up 56.5% YoY.  Manufacturing sector revenue grew 18% 

to RMB537m with market share up 1 point to 26% and FTTH (fibre-to-the-

home) share at 8%.   

 

 Overall margins continue to fall as the focus continues on self-service machines 

with a 5.6% EBITDA margin versus 29.4% for manufacturing.  But the surge in 

revenue for a comparatively modest increase in fixed assets has more than dou-

bled asset turnover which has in turn increased ROE from 9.6% in 2009 to 

24.5% in 2012E.  Continued scalability from geographic expansion and machine 

usage should maintain earnings at a 29% CAGR out to 2015.   

 

 The results indicate the high-growth trend remains intact, leaving the shares 

appearing undervalued at a 5.9x 2013E PE.  Working capital requirements, 

chiefly SIM cards, holds back both the dividend payout and our DCF valuation 

(HK$6.63) somewhat but a net cash position (HK$0.62/share) ameliorates risk.  

Despite tripling over the past 15 months, we think the stock still has upside as 

our valuation implies a 8.0x 2013E PE, modest next to the earnings perfor-

mance and outlook. 

Substantial Owners 
Yu Longrui 51.1%, Char-

tered AM 12.0% 

Listing Date & Price May 11 2006 @ HK$1.26 

Auditor Crowe Horwath 

Auditor Since IPO (CCIF to Apr 2010)  

Market Capitalization HK$5,080m 

Shares Outstanding 1,040.9m 

Fiscal Year-end December 
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REVENUE 

 

Manufacturing Sector 

DBA‟s two business segments both performed well in 1H12. The manufacturing 

segment, called information technology, sells 7 main products ranging from 

phone and ATM booths, to fibre-to-the-home (FTTH) ODF and OPD products, 

and pre-paid card/utilities recharge/e-POS terminals.  In total the information 

technology contributes 14.6% of revenue but 53% of EBITDA, with gross mar-

gins averaging about 36% (Please see table overleaf).    

Sector growth is being driven by development of the latter group of terminals.  

Phone booths were the main product line 5 years ago, but now comprise under 

2% of total revenue, while the terminals grew 22% year-on-year (YoY) to 8.3% 

of revenue.  Pre-paid SIM card machines sold to the big-3 telcos are a key 

component as the telcos look to lower rent and labour costs by using terminals 

instead of retail outlets.  The added advantages of 24/7 service and security 

appeals to consumers in terms of convenience and protection from fake cards.  

DBA‟s market share of terminal production is an industry leading 36%.       

FTTH market share is 8% of a fragmented industry. Despite a slowdown in the 

property sector, revenue grew 16% to RMB158m as demand stems more from 

occupancy of units rather than construction of new ones.  The continuing roll-

out of broadband networks across China with the aggregate addition of over 

1m subscribers per month is a continuing growth driver.  

 

Self Service Sector 

Market share for ATM and phone booths is 26%.  This business is deceptively 

attractive as customers derive nearly twice their initial investment in the form of 

advertising each year, with toll revenue accounting for only about 10%.  Use of 

the booths for Wi-Fi or CCTV are also sustaining demand despite mature pene-

tration of mobile subs.  Revenue grew 6% to RMB76m in 1H12.   

The company‟s self-service kiosks comprise 85% of revenue.  Own SIM card 

vending machines have increased from 20 in 2006 to 9,900 at June 30 with 900 

added in the 1H12.  Revenue increased 56.5% to RMB3,115m YoY implying 

growth in revenue/kiosk of 22%.  This factor has been key for DBA in our view, 

as the growing functionality of each kiosk and popularity of use have been the 

principal revenue drivers.  The company continues to add features such as 

transit cards, insurance, games, utilities and payment options.   

9 provinces or municipalities offer the kiosks, with the addition of Anhui and 

Tianjin so far this year.  DBA has raised its target of total kiosks to 50k in 4 

years, but we assume a slower build out of 2,500-3,000 additions per year.  

Results Analysis 

 

  

 

 

 

Steady growth as demand drivers 
remain strong for booths and ki-
osks  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

Scalable revenue for main business 
segment from both usage and geo-
graphic expansion 
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COSTS 

Gross margins have fallen from 41% in 2006 to 11.6% in 2011 due primarily to 

the change in business focus from manufacturing phone booths to self-

operated SIM card kiosks.  Gross margin on the kiosks is about 6% versus 

36% for manufacturing, and the rapid growth in revenue (4 year CAGR: 48.5%)

has resulted in DBA outsourcing a greater degree of manufacturing.   

Total staff costs have declined from RMB78.9m or 4.9% of revenue in 2009 to  

RMB76.6m or 1.8% in 2011.  In the 1H 2012 staff costs were RMB41.2m or 

1.1% of revenue.  The staff costs include directors emoluments which have 

averaged 2.68% of income or RMB5.36m in the 6 years 2006-2011.  The busi-

ness is capital intensive, employing 834 workers at June 30 2012 (June 30 

2009: 822).   

Selling & Distribution expenses have also fallen as a % of revenue from 6.0% 

in 2006 to 2.5% last year.  At June 30, S&D expense accounted for 2.3% of 

revenue.   We attribute the fall to the growth of the self-service business and its 

inherent scalability from regular usage borne of familiarity, not requiring addi-

tional S&D expense.    

Depreciation expense has averaged 4.36% of fixed assets since 2006, increas-

ing to 7.9% in 2011.  The implied 12.6 year life expectancy seems generous 

next to a presumed replacement cycle of 5 years for booths.        

Net interest expense has fallen from RMB22.83m in 2009 (covered 7.6x) to 

RMB12.98m in 2011 (covered 36.4x), as total debt dropped from RMB409m to 

RMB169.7m. Total debt was further reduced to RMB80m at June 30.  Aside 

from 3.4m shares for compensation, the company has not had any stock issues 

since listing in 2006.  

The tax rate is expected to rise toward 25% by 2015 from last year‟s 18.4% 

rate as 1/2 rate concessions begin expiring at the end of the year.    

Results Analysis (2) 

 

 

 

 

 

Bottom line steady despite gross 
margin fall from business shift 

RMB (m) 2006 2007 2008 2009 2010 2011 

Manufacturing 670.1 862.6 1028.9 611.2 762.5 955.4 

YoY 20.1% 28.7% 19.3% -40.6% 24.8% 25.3% 

% of Sales 100.0% 72.0% 63.3% 29.0% 20.8% 16.9% 

Self Service 0.3 200.1 504.4 1466.2 2859.0 4656.0 

YoY 0.0% 60910.1% 152.1% 190.7% 95.0% 62.9% 

% of Sales 0.0% 16.7% 31.0% 69.5% 78.2% 82.4% 

Other 0.0 135.1 91.7 33.3 35.8 36.1 

Total 670.5 1197.8 1624.9 2110.7 3657.3 5647.6 

YoY 0.0% 78.6% 35.7% 29.9% 73.3% 54.4% 

Source: CGIHK Research 

Revenue Composition 
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COSTS (cont’d) 

 

Overall, we think the company has been fairly successful in achieving cost efficien-

cies since listing in 2006.  Margins are expected to continue falling as a result of 

the shift in focus to the self-service business, attributable to the lower-margins 

earned versus manufacturing.  As self-service rises to 92% of revenue by 2015, we 

expect the GM to fall from 11.1% this year to 10.2%.  A rising tax rate also effects 

earnings growth, but a demonstrated track record of containing labour and SG&A 

help to sustain high earnings growth in our view.     

 

 

WORKING CAPITAL / CASH FLOW 

Unlike other communication equipment makers, DBA has not been plagued by 

receivables problems.  Its self-service kiosk operation is a cash business and its 

manufactured products for the 3 big telcos are smaller budget items (about 

RMB3,000) that are paid in 45 days.  The cash conversion cycle has fallen from  

93 days in 2007 to 55 days last year as the business becomes increasingly fo-

cused on the self-service kiosks.   

Working capital is growing at under 2/3 the rate of revenue growth, yet w/c will still 

nearly triple in 4 years to over RMB1bn in 2012E.  About 40% of w/c is the invento-

ry item „general merchandise‟ which is pre-paid SIM cards for the self-service ki-

osks. DBA‟s strategy has been to stretch payables (from 20 days in 2008 to 35 

days last year) to finance the w/c requirements instead on taking on debt.    

Capital expenditure is expected to stay under 2% of revenue based on additions of 

2,500-3,000 kiosks/year, resulting in free cash flow doubling to nearly RMB500m 

over 2013 - 2015. 

 

BALANCE SHEET 

DBA has maintained a net cash position since its IPO in 2006, with net cash ex-

pected at HK$0.62/share this year.  Combined with a Z-score of 8.14 at Dec 31 

2011, we think financial risk is low.  Returns on invested capital have increased 

from 14.9% in 2009 to 28.5% last year, validating the strategic move to the self-

service kiosk business in our view.  The dividend payout is low at 7% which the 

company attributes to preserving cash for working capital and capex. The company 

has stated plans to raise the payout ratio to 30% at the end of the current high 

growth phase.  We have assumed a modest increase to 10% by 2015. 

Results/Company Analysis 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Cash conversion cycle falling despite 
requirements for SIM card inventory  

 

 

 

 

 

 

 

 

 

 

Perennial net cash without need for 
equity issuance 

 

Source: CGIHK Research 
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VALUATION 

We think the stock remains undervalued at a 5.96x 2013E PER in light of its indus-

try position, track record and growth prospects.  The valuation also appears attrac-

tive on PEG and EV/book multiples.   

Our DCF value is HK$6.63/share implying a modest forward PE of 8.0x.  We think 

the same share catalysts that have driven the stock in the past 15 months will con-

tinue, namely strong earnings growth yet a single-digit multiple.   

 

RISK FACTORS 

 

 The company does not employ a big-4 auditor. Crowe Horwath (HK) was 

formed from the merger of CCIF (the company‟s auditor since IPO) and PCP 

CPA in April 2010. 

 Trading liquidity is low as about 30% of the shares are held by institutional 

owners, in addition to the Chairman‟s 51%. 

 Dividend payout is low at 5.5% in 2011.  

 The company does not appear to be widely followed leading to a lack of con-

sensus estimates.  

Company Analysis 

 

 

Attractive valuation on several metrics  

 

 

 

 

 

Operating Metrics 2011 2012E 2013E 2014E 

Gearing Net cash Net cash Net cash Net cash 

Z  Score 8.14 8.72 8.47 8.06 

Asset Turnover 2.56 2.83 3.21 3.38 

Profit Margin 6.6% 6.5% 6.3% 6.0% 

ROA 16.9% 18.5% 20.1% 20.1% 

Financial Leverage 1.41 1.32 1.30 1.29 

ROE 23.8% 24.5% 26.2% 26.0% 

ROIC 28.5% 32.9% 34.7% 35.3% 

Valuation Metrics 2011 2012E 2013E 2014E 

Price / Sales 0.73 0.52 0.37 0.28 

Price / Earnings 11.11 7.98 5.91 4.64 

PER / Growth 0.18 0.22 0.18 0.18 

Dividend Yield 0.5% 1.0% 1.5% 2.2% 

Sustainable Growth 19.8% 20.8% 21.5% 21.0% 

EV / Free Cash Flow 16.78 26.24 13.09 7.87 

EV / Book 2.05 1.57 1.15 0.81 

Net Cash / share 0.51 0.62 0.86 1.24 

Source: CGIHK Research 
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Key Financials 

Balance Sheet  (RMB m) 2010 2011 2012E 2013E 

Cash 495.8 599.2 607.6 751.3 

Accounts Receivable 352.1 567.3 632.5 855.0 

% of revenue 9.6% 10.0% 8.0% 7.8% 

Inventory 118.7 136.4 229.3 306.9 

% of revenue 3.2% 2.4% 2.9% 2.8% 

Other current 154.2 365.1 365.1 365.1 

Total Current Assets 1120.7 1667.9 1834.5 2278.3 

Non-current Assets 545.5 568.4 723.4 838.4 

Total Assets 1,666.2 2,236.3 2,557.9 3,116.7 

Accounts Payable 113.3 539.0 632.5 822.2 

% of revenue 3.1% 9.5% 8.0% 7.5% 

Short term debt 186.1 152.2 82.2 32.2 

Other current liabilities 19.2 27.1 27.1 27.1 

Total Current Liabilities 318.6 718.3 741.8 881.4 

Long term debt 100.0 17.5 0.0 0.0 

Deferreds 0.0 0.0 0.0 0.0 

Total Liabilities 418.6 735.8 741.8 881.4 

Retained Earnings 1059.0 1422.7 1899.1 2525.1 

Net Equity Issue -0.3 0.0 0.0 0.0 

Other -0.3 7.9 0.0 0.0 

Total Equity 1,443.8 1,815.4 2,291.8 2,917.8 

     
Book Value/share (HK$) 1.6 2.1 2.7 3.5 

Net Cash 209.7 429.5 525.4 719.1 

Working Capital 707.8 844.6 1,070.0 1,387.4 

Enterprise Value (HK$) 4,835.3 4,553.5 4,433.3 4,180.7 

HK$ / RMB 1.165 1.225 1.23 1.25 

Income Statement (RMB m) 2010 2011 2012E 2013E 

Revenue 3,658.1 5,647.6 7,906.6 10,962.0 

Gross profit 476.2 656.7 877.6 1,183.9 

Gross margin 13.0% 11.6% 11.1% 10.8% 

EBITDA 349.7 516.1 695.8 929.8 

EBITDA margin 9.6% 9.1% 8.8% 8.5% 

D & A 28.4 44.0 50.0 60.0 

EBIT 321.3 472.1 645.8 869.8 

EBIT margin 8.8% 8.4% 8.2% 7.9% 

Net interest Expense 29.1 13.0 6.5 -1.0 

Interest Exp Cover (x) 11.0 36.4 99.4  

Non-operating income 0.0 0.0 0.0 0.0 

Non–recurring (EOI) 7.6 8.0 0.0 0.0 

Profit before Tax 299.8 467.1 639.3 870.8 

Tax / Minority Interest 62.4 85.8 121.5 182.9 

Net Income (before EOI) 229.8 373.3 517.8 687.9 

Net margin 6.3% 6.6% 6.5% 6.3% 

     

Shares Outstanding (m) 1040.9 1040.9 1040.9 1040.9 

EPS (HK$) 0.26 0.44 0.61 0.83 

     

Dividend Payout ratio 7.4% 5.5% 8.0% 9.0% 

DPS (HK$) 0.02 0.02 0.05 0.07 

     

NOPAT 258.9 386.3 524.3 686.9 

3 year CAGR -2.4% 13.2% 68.1% 44.1% 

Cash Flow  (RMB m) 2010 2011 2012E 2013E 

Net income 237.4 381.3 517.8 687.9 

D & A 28.4 44.0 50.0 60.0 

Change in working capital -262.2 -136.8 -225.4 -317.3 

Cash from Operations 3.5 288.4 342.4 430.6 

Capital expenditure -151.2 -66.9 -205.0 -175.0 

% of revenue 4.1% 1.2% 2.6% 1.6% 

Cash before Financing -147.7 221.5 137.4 255.6 

Free Operating Cash Flow -126.2 226.5 143.9 254.6 

Actual Change in Cash -265.1 103.4   

Cash Flow Adequacy 78.6% 103.9% 103.4% 111.9% 

Key Assumptions 

WACC 11.1% 

Terminal Growth Rate 3% in terminal year 2016 

HK$ / RMB  Please see forecast directly above 

Revenue/kiosk (RMB „000) 
Rises from RMB546 in 2011 to RMB950 

in 2015 on usage and functionality 

Gross Margin 
Decreases to 10.2% by 2015 as self-
service revenue rises to 92% of total 

Income Tax Rate Increases from 18.4% in 2011 to 25% 

Capital Expenditure 
RMB175m – 205m annually over 2012-

2015 for 2500-3000 kiosks/yr 

Cash Conversion Cycle Decreases from  55 to 44 days by 2015 

Source:  CGIHK Research 
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DISCLAIMER 

For private perusal only. This report (including any information attached) is issued by China Galaxy International Securities (Hong Kong) Co., 

Limited, one of the subsidiaries of the China Galaxy International Financial Holdings Limited, to individual addressee whether they are pro-

fessional, institutional client or otherwise, in good faith from sources believed to be reliable but no representation or warranty (expressly or 

implied) is made as to their accuracy, correctness and/or completeness. Where any part of the information, opinions or estimates contained 

herein reflects the personal views and opinions of the analyst who prepared this report, such views and opinions may not correspond to the 

published view of China Galaxy International Financial Holdings Limited and any of its subsidiaries. This report shall not be construed as an 

offer, invitation or solicitation to buy or sell any securities of the company or companies referred to herein. All opinions and estimates reflect 

the judgment of the analyst on the date of this report and are subject to change without notice.  

Please take note that member companies of China Galaxy International Financial Holdings Limited (including but not limited to China Galaxy 

International Securities (Hong Kong) Co., Ltd) and/or their directors, officers, agents and employees (“the Relevant Parties”) may have an 

interest in securities of the company or companies referred to in this report. The Relevant Parties hereby disclaim any of their liabilities aris-

ing from the inaccuracy, incorrectness and incompleteness of this report and its attachment/s and/or any action or omission made in reliance 

thereof. Accordingly, this report must be read in conjunction with this disclaimer.  

COPYRIGHT RESERVED 

China Galaxy International Securities (Hong Kong) Co. Limited, CE No.AXM459, Room 3501-3507, 35/F, Cosco Tower, Grand Millennium 

Plaza, 183 Queen‟s Road Central, Sheung Wan, Hong Kong. General line: 3698-6888. 

 

Analyst Certification 

The research analyst who is primarily responsible for the content of this research report, in whole or in part, certifies that with respect to the 

securities or issuer covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject, securi-

ties or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by 

the analyst in this report.  

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong 

Securities and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to 

the date of issue of this report; (2) will deal in or trade in the stock(s) covered in this research report three business days after the date of 

issue of this report; (3) serve as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial inter-

ests in the Hong Kong listed companies covered in this report.  

Equity Ratings 

 BUY: We expect the total return on the stock to exceed 20% over a 12 to 18 month horizon.  

 HOLD:  We expect the total return on the stock will be between 0% to 20% over a 12 to 18 month horizon. 

 SELL:  We expect the total return on the stock will be less than 0% over a 12 to 18 month horizon. 


