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Key Rating Drivers 

Rating Assigned: Fitch Ratings has assigned DBA Telecommunication (Asia) Holdings 

Limited a Long-Term IDR of 'B+', with a Stable Outlook. Fitch has also assigned DBA a senior 

unsecured debt rating of 'B+'. The company is an operator of Intelligent Self-Service (ISS) 

terminals (smart payment) in China, and a manufacturer of telecommunication devices and 

equipment. The main source of revenue is selling pre-paid phone cards through the ISS 

terminals manufactured by DBA. 

Vulnerable to Potential Competition: The ratings are constrained by potential new entrants 

and the increasingly popular online payment services. DBA has marginal competitive 

advantages compared with online service providers, especially when technology of online 

channels becomes more mature and attractive. In addition, Fitch does not exclude possibility of 

the emergence of new competitors with a similar channel, which may share the market and 

squeeze its profitability.  

Limited Offshore Funding Sources: The ratings are held back by the history of the bank 

facilities portfolio showing limited offshore funding, although current leverage and liquidity are 

healthy. Fitch also expects that the total debt/adjusted capital ratio will grow to around 40% by 

end-2013 from 24% in mid-2012, and operating EBITDA/gross interest will decrease to 4.5x 

from 52x, after taking into consideration the potential offshore bond issuance. 

Scalability of Business Size: Significant credit strengths include a short pay-back period and 

scalability of business scale. Fitch estimates only two years to pay back initial costs for each 

terminal, based on the current pace of sales. In addition, limited incremental capex is required 

to raise production capacity – due to the existing land and plants owned by the company. The 

above unique strengths are strong factors pushing the credit ratings to the current level.  

Stable Demand for Cards: The Stable Outlook reflects the stable demand for pre-paid phone 

cards, which contributed 85% of total sales in H112. Fitch expects solid support from the pre-

paid phone market in China for the next 24 months, according to the relatively low penetration 

ratio of mobile phones and slow migration to contract services. 

What Could Trigger a Rating Action 

Longer Pay-Back Period: Negative rating action could arise from a longer pay-back period per 

terminal of three years, or lower annual EBITDA per terminal of CNY23,000. The current 

annual EBITDA per terminal is estimated by Fitch to be over CNY30,000. Besides, 

EBITDA/gross interest lower than 3.5x, and/or total debt/operating EBITDA higher than 3x on a 

sustained basis, may also trigger negative rating action.  

Strong National Brand Name: Positive rating action could arise if the company establishes a 

strong national brand name or other competitive advantages to counter potential competition 

on a sustained basis, but Fitch feels this is less likely to happen in the next 12 months. 
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10 
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11 

Revenue (CNYm) 3,658 5,648 
Operating EBITDA (CNYm) 350 516 
Operating EBITDA margin 
(%) 

9.6 9.1 

Cash flow from operations 
(CNYm) 

44 -70 

Total debt/EBITDAR (x) 0.96 1.14 
EBITDA/gross interest 
expense (x) 

12.14 37.66 
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Key Rating Issues  

Vulnerable to Higher Competition 

Fitch expects DBA‟s profitability and revenue growth per terminal will be seriously jeopardised if 

more competitors jump into the “self-service” market, which means the company manufacturers 

self-service terminals in different locations and sells some products or services through the 

terminals. Potential competitors include online service providers, other manufacturers, banks, 

post offices, and telecom operators. The advantages of self-service terminals over offline 

channels include 24/7 availability, flexible locations, and a low initial cost. However, Fitch 

expects the internet and mobile phones to be strong competitors in the near future, which will 

limit the growth of revenue per terminal. Furthermore, the business model does not have a high 

entry barrier, thereby posing the prospect of sharper competition if potential competitors 

develop their own terminals 

Fitch believes the company has limited competitive advantages. The ratings may therefore be 

constrained by uncertainty over whether the business model is sustainable in the long-term 

even though DBA is the only player with this particular business model at the moment. Fitch 

believes this situation will continue until the company can build up competitive advantages to 

make DBA more sustainable. For example, the company may establish a strong national brand 

to distinguish itself clearly. 

Short Pay-Back Period and Fast Cash Collection 

There are two major advantages of these terminals. First, the pay-back period of each terminal 

is short, and the initial cost is limited. The self-service business model is similar to the retail 

sector: the difference is that the company sets up terminals as sales channels, instead of 

physical shops. The products and services include selling phone cards, payment service for 

taxes and utilities, and advertisements.  

Fitch estimates around two years to pay back the initial cost of each terminal based on the 

current sales momentum, which limits fixed costs substantially and gives DBA more flexibility to 

manage its business scale.  
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The second strength is cash settlement for all transactions on the terminals. Cash settlement 

speeds up the cash inflow, which has been dragged down by the high receivable days of DBA‟s 

information technology (IT) business – which is basically machine-manufacturing. According to 

Fitch‟s estimation and calculation, the receivable days of the IT business were about 210 days 

in 2011 based on year-end trade receivables. The number will decrease to around 37 when 

both the manufacturing and terminal businesses are considered. 

Greater Operational Flexibility and Higher Inventory Recovery 

DBA has more flexibility to manage its operations than conventional manufacturers. For 

example, there is no committed capex for each terminal, so the company can adjust its 

business scale more easily. DBA only starts to manufacture machines after receiving orders, 

which reduces inventory risk. The company is flexible to move the terminals to different 

locations if necessary. Capital for further manufacturing capacity is also limited. Fitch thinks the 

company owns enough land and plant [plant can cover buidlings.]to boost capacity, and only a 

limited incremental capex for extra equipment is required.  

Over two-thirds of DBA‟s inventory are cards for selling, whose value is more stable than 

normal retail goods. For example, pre-paid phone cards are easier to liquidate at a lower 

discount.
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Rating Issues Register 

Issue Fitch view Likelihood, timescale, rating impact 

Self-service model vulnerable to competition. The terminals‟ payment and purchasing functions may face fierce competition when online channels 
become more mature and popular. In addition, Fitch does not exclude the possibility of new competitors 
with a similar business model, which may squeeze profitability although the company is the only one 
with this business model. 

Likelihood: Likely to persist. 

Timescale: Over the next 24 months. 

Rating impact: Constrains the current ratings 

Lack of Offshore Funding Sources, and Potentially 
Higher Leverage 

The ratings are moderated by a history of limited offshore funding sources. Fitch also expects the total 
debt/adjusted capital ratio to rise to around 40% by end-2013 from 24% in mid-2012, and operating 
EBITDA/gross interest to decrease to 4.5x from 52x, after considering the potential offshore bond 
issuance. 

Likelihood: Likely to improve. 
Timescale: Over the next 12 months. 
Rating impact: The company may try to issue offshore 
bonds to diversify its funding sources. However, the 
ratings will not be upgraded if this is the only factor 
which improves. 

Short Pay-Back Period and Fast Cash Collection of Self-
Service Terminal Business  

Fitch believes a pay-back period of around two years can make the business scale more manageable. 
In addition, the increase in the number of terminals may benefit DBA‟s liquidity and speed up cash 
collection – as Chinese pre-paid phone card demand is expected to be stable in the next 24 months. 

Likelihood: Likely to persist.  
Timescale: Over the next 24 months. 
Rating impact: Strongly supports the ratings to the 
current level. 

Flexibility of Business Operation and High Recovery 
Rate of Inventory 

Fitch thinks DBA has greater flexibility to operate its business, which limits operational risk and supports 
the credit ratings. Value of the overall inventory is more stable, and the inventory includes pre-paid 
phone cards and raw materials. DBA in most cases only prepares raw materials to build machines 
when it receives orders for the machines. Pre-paid phone cards are standardized and easier to liquidate 
at less discount when necessary. 

Likelihood: Likely to persist. 
Timescale: Over the next 18 months. 
Rating impact: Supports the current ratings.  

Source: Fitch 
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Sector Performance and Expectations 
 FY10 FY11  Expectation 

Intelligent self-service business     
Revenue 2,859 4,656  Revenue, EBITDA, and inventory days may 

increase in the next 12 months, as demand for 
pre-paid phone cards is steady and the number of 
terminals is rising. The new products and payment 
service that the terminals provide should still be 
cash-settlement. 

EBITDA 155 268  
EBITDA (%) 5.6 5.9  
Inventory days 27 26  

Receivable days 0 0   
Payable days 0 0   
Information technology 
business 

    

Revenue 763 955  IT business growth is likely to slow in the next 24 
months. Revenue and EBITDA may grow by less 
than 20%, and margins at a similar level. Working 
capital days may stay the same as in 2011.    

EBITDA 195 248  
EBITDA (%) 26.2 26.7  
Inventory days 88 81  
Receivable days 169 217  
Payable days 6 42  

Source: Company/Fitch 

Note: Inventory, receivable, and payable days are calculated based on year-end balances. 

 

Fitch‟s internally generated expectations for key leverage and coverage metrics are shown on 

the next page.   

Cash Flow 

There are no trade receivables and trade payables, because most of the self-service business 

transactions are settled on a cash basis. Less than 30 of the inventory days makes reasonable 

asset turnover to support cash flow. Cash inflow of the IT business is much slower – due 

mainly to its 200+ receivable days, as inventory days is 80 and payable days is 45. The 

manufacturing business did not substantially weaken liquidity for working capital – and relies on 

short-term funding sources, thanks to accounting for only 15% of total revenue. 

Credit Metrics 

DBA has low leverage and a net cash position. However, after taking into consideration the 

potential offshore bond issuance to be used to expand its business scale, Fitch expects the 

total debt/adjusted capital ratio to rise to around 41% by end-2013 from 24% in mid-2012, and 

operating EBITDA/gross interest to decline to 4.5x from 52x. The potentially worse financial 

performance and lack of offshore funding sources may be constraints on the ratings. 

Debt Structure 

DBA has not previously held much in the form of onshore bank facilities, because of short 

tenors of normally less than three years – which can only support its working-capital needs but 

not the capex required for expanding the business scale. The company has no offshore bank 

loans, which further limits the funding sources. The planned offshore bonds with a longer tenor 

may be used to build more terminals and raise capacity. Fitch expects the total debt/adjusted 

capital ratio to rise to around 40% by end-2013 from 24% in mid-2012.  

 

   Figure 4 
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Debt Maturities and Liquidity on 30 June 2012 

Debt maturities (RMBm) 

2012 548 
2013 81 
Unrestricted cash 419 
Restricted cash 257 
Undrawn committed facilities  57 
a
 Debt includes bill payables and borrowings 
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DBA Telecommunication (Asia) Holdings Ltd————  Diversified Manufacturing Median ————   
Emerging B Cat Median ————   Source: Company data; Fitch 

Distribution of Sector Outlooks

Directional Outlooks and Rating 

Watches 
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3 Jan 12
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Fitch‟s expectations are based on the 

agency‟s internally produced, 

conservative rating case forecasts. 

They do not represent the forecasts of 

rated issuers individually or in 

aggregate. Key Fitch forecast 

assumptions include: 

 Sales of game cards and insurance 

cards will have a greater growth 

potential than pre-paid phone cards 

and international calling cards; 

 Most revenue from IT business will 

rise along with China‟s economic 

growth; 

 Offshore bonds will be issued, and 

the company will stick to the 

expansion plan to incur capex for its 

self-service business in the next five 

years.  

Definitions 

 Leverage: Gross debt including bills 

payable plus lease adjustment minus 

equity credit for hybrid instruments 

plus preferred stock divided by FFO 

plus gross interest paid plus 

preferred dividends plus rental 

expense. 

 Interest cover: FFO plus gross 

interest paid plus preferred dividends 

divided by gross interest paid plus 

preferred dividends. 

 FCF/revenue: FCF after dividends 

divided by revenue.  

 FFO profitability: FFO divided by 

revenue. 

 For further discussion of the 

interpretation of the tables and 

graphs in this report, see Fitch‟s 

Interpreting the New EMEA and Asia-

Pacific Corporates Credit Update 

Format, dated 25 November 2009 

and available at 

www.fitchratings.com. 

http://www.fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=482108
http://www.fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=482108
http://www.fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=482108
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Immediate Peer Group – Comparative Analysis 

Sector Characteristics 
Operating Risks 

Fitch expects demand for pre-paid cards to be stable for the next two years. Pre-paid card-

users account for 70%-80% of Chinese mobile users, and there has been no substantial 

decrease in pre-paid services in the past two years. According to China‟s Minister of Industrial 

and Information Technology, the penetration ratio of mobile phones is about 79%, which 

suggests some room to grow compared with more mature mobile markets like Hong Kong. 

New pre-paid card subscribers will stabilise demand.       

Financial Risks 

CPI and PPI are at a reasonable level, with no substantial increase in marginal capex for 

expanding channels in China. In addition, monetary policy is being loosening gradually, which 

presents a more benign operating environment for the retail and manufacturing sectors.  

Peer Group Analysis   

FY11 Parkson  Lifestyle Intime DBA 

(USDm) BBB−/Stable BBB−/Stable BB/Stable B+/Stable 

Revenue 760 658 480 883 
EBITDA 341 321 222 81 
EBITDA margin (%) 44.9 48.7 46.2 9.1 
Net debt/EBITDA Net cash 0.7 3.6 Net cash 

Source: Fitch, companies 

 

Key Credit Characteristics 

Qualitative factors used to rate DBA and its peers include scale, market position, cost structure, 

and the varying strengths of different channels. Key credit metrics include EBITDA interest 

coverage, adjusted net debt/operating EBITDAR and sustainable EBITDAR margins. Fitch 

assesses credit metrics on a projected, through-the-cycle basis.  

Overview of Companies 

Parkson Retail Group Limited („BBB−„/Stable) – a “first mover” in the PRC retail market. It 

has the most extensive network among pan-national Chinese store operators, present in 23 

regions including 19 provinces and four direct-controlled municipalities. The largest shareholder 

is Parkson Holdings Berhad, which is in turn effectively majority-owned by the Lion Group 

family with a 51.5% stake. The company was listed on the Hong Kong stock exchange in 2005. 

Lifestyle International Holdings Limited („BBB−„/Stable) – a Hong Kong-based retail 

operator specialising in the operation of mid- to upper-end department stores in Hong Kong 

and mainland China. It has two SOGO stores in Hong Kong, including the flagship in 

Causeway Bay – the largest and leading department store in Hong Kong. In China, Lifestyle 

operates under the Jiuguang brand in Shanghai, Suzhou and Dalian.  

Intime Department Store (Group) Company Limited („BB‟/Stable) – has the largest 

department store chain in Zhejiang Province, with a growing national presence. Intime has 

adopted a mid- to high-end positioning, with over 2,700 brands in its merchandise mix. The 

company operates around 22 self-owned stores. 

Issuer Rating History 

Date 
FC LT  
IDR 

Outlook/ 
Watch 

11 Jan 2013  B+ Stable 
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Group Structure Diagram 

The Bond Issuer is DBA Telecommunication (Asia) Holdings Limited 

This diagram is a stylised summary of Fitch's understanding of the key features of the issuer 

group's legal structure at the date of publication. It is based on publicly available information. It 

cannot include all relevant details, or all subsidiaries, and may change over time. 

   Figure 5 

Structure Diagram

Source: Transaction documents

DBA Telecommunication (Asia) Holdings Limited
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Figure 6 
DBA Telecommunication (Asia) Holdings Ltd 

 Original 

(CNYm) 31 Dec 11 31 Dec 10 31 Dec 09 31 Dec 08 

Balance sheet         
Cash and marketable securities 599 496 761 797 
Accounts receivable/trade debtors 567 352 279 262 
Inventory 451 315 98 52 
Other current assets~ 365 154 209 152 
Property, plant & equipment 554 530 413 287 
Intangible assets 5 5 0 0 
Other non-current assets 10 10 10 2 
Total assets 2,551 1,862 1,770 1,552 
Short-term debt (inc. CPLTD) 572 236 70 0 
Accounts payable/trade creditors 71 8 9 21 
Other short-term liabilities 75 75 75 96 
Long-term unsecured debt 18 40 409 339 
Long-term secured debt 0 60 0 0 
Provisions 0 0 0 0 
Other long-term liabilities 0 0 0 0 
Total liabilities 736 419 563 456 
Minority interest/minorities 0 0 0 0 
Equity capital & reserves 1,815 1,444 1,207 1,096 
Total liabilities & equity 2,551 1,862 1,770 1,552 
Adjusted gross debt 590 336 479 339 

Income statement         
Revenue 5,648 3,658 2,111 1,625 
Cost of goods sold 4,947 3,153 1,778 1,150 
Gross profit 700 505 333 475 
Selling, distribution & administrative expenses 185 155 142 126 
Other operating expenditure (0) (0) (4) (0) 
Presentational only: L-T rentals (incl. in SG&A above) 0 0 0 0 
Operating EBITDAR  516 350 195 349 
Depreciation & amortisation 44 29 18 5 
Net non-recurring, non-operational and non-recourse items  8 8 0 0 
Associate income/loss 0 0 0 0 
Other income/expense 0 0 0 0 
EBIT 480 329 177 344 
Interest income 4 3 3 6 
Interest expense 14 29 26 22 
Non-interest financial income/charges (3) (3) 0 11 
PBT 467 300 154 339 
Taxation 86 62 45 82 
Minorities 0 0 0 0 
Net income  381 237 109 258 
Extraordinary items/accounting changes 0 0 0 0 
Net income after extraordinary items (before dividends) 381 237 109 258 

Cash flow         
Operating EBITDAR 516 350 195 349 
Cash interest paid, net of interest income 13 15 2 (3) 
Cash tax paid 78 57 56 72 
Associate dividends 0 0 0 0 
Other changes before funds from operations 11 9 (65) (60) 
Funds from operations 436 286 71 220 
Working capital (507) (242) (25) 8 
Cash flow from operations  (70) 44 46 228 
Non-operational cash flow 0 0 0 0 
Capital expenditure 67 151 144 174 
Dividends paid 18 0 0 38 
Free cash flow (155) (107) (98) 16 
Receipts from asset disposals 0 0 0 0 
Business acquisitions 0 0 0 0 
Business divestments 0 0 0 0 
Exceptional & other cash flow items 0 0 (9) 0 
Net cash in/outflow (155) (107) (107) 16 
Equity issuance/(buyback) 4 0 0 0 
FX movement 1 (0) 1 (17) 
Other items affecting cash flow 0 (15) (20) 0 
Net cash flow available for financing (150) (122) (126) (2) 
Opening net debt (160) (282) (458) 0 
Change in net debt 150 122 176 (458) 
Closing net debt  (9) (160) (282) (458) 

 
Source: Fitch 



Corporates 

     
 DBA Telecommunication (Asia) Holdings Limited 

January 2013 
10  

 

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. 
PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK: 
HTTP://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING 
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S 
PUBLIC WEB SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND 
METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, 
CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER 
RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT 
SECTION OF THIS SITE. 

Copyright © 2013 by Fitch, Inc., Fitch Ratings Ltd. and its subsidiaries.  One State Street Plaza, NY, NY 10004.Telephone: 1-800-753-4824, 
(212) 908-0500.  Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by permission.  All rights 
reserved.  In issuing and maintaining its ratings, Fitch relies on factual information it receives from issuers and underwriters and from other 
sources Fitch believes to be credible.  Fitch conducts a reasonable investigation of the factual information relied upon by it in accordance with 
its ratings methodology, and obtains reasonable verification of that information from independent sources, to the extent such sources are 
available for a given security or in a given jurisdiction.  The manner of Fitch‟s factual investigation and the scope of the third-party verification it 
obtains will vary depending on the nature of the rated security and its issuer, the requirements and practices in the jurisdiction in which the 
rated security is offered and sold and/or the issuer is located, the availability and nature of relevant public information, access to the 
management of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon 
procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third parties, the availability 
of independent and competent third-party verification sources with respect to the particular security or in the particular jurisdiction of the issuer, 
and a variety of other factors.  Users of Fitch‟s ratings should understand that neither an enhanced factual investigation nor any third-party 
verification can ensure that all of the information Fitch relies on in connection with a rating will be accurate and complete.  Ultimately, the 
issuer and its advisers are responsible for the accuracy of the information they provide to Fitch and to the market in offering documents and 
other reports.  In issuing its ratings Fitch must rely on the work of experts, including independent auditors with respect to financial statements 
and attorneys with respect to legal and tax matters.  Further, ratings are inherently forward-looking and embody assumptions and predictions 
about future events that by their nature cannot be verified as facts.  As a result, despite any verification of current facts, ratings can be affected 
by future events or conditions that were not anticipated at the time a rating was issued or affirmed. 

The information in this report is provided “as is” without any representation or warranty of any kind.  A Fitch rating is an opinion as to the 
creditworthiness of a security.  This opinion is based on established criteria and methodologies that Fitch is continuously evaluating and 
updating.  Therefore, ratings are the collective work product of Fitch and no individual, or group of individuals, is solely responsible for a rating.   
The rating does not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned.  Fitch is not engaged 
in the offer or sale of any security.  All Fitch reports have shared authorship.  Individuals identified in a Fitch report were involved in, but are 
not solely responsible for, the opinions stated therein.  The individuals are named for contact purposes only. A report providing a Fitch rating is 
neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and its agents in 
connection with the sale of the securities. Ratings may be changed or withdrawn at anytime for any reason in the sole discretion of Fitch.  
Fitch does not provide investment advice of any sort.  Ratings are not a recommendation to buy, sell, or hold any security.  Ratings do not 
comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt nature or taxability of 
payments made in respect to any security.  Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating 
securities.  Such fees generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue.  In certain cases, Fitch 
will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single 
annual fee.  Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent).  The assignment, 
publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with any 
registration statement filed under the United States securities laws, the Financial Services and Markets Act 2000 of the United Kingdom, or the 
securities laws of any particular jurisdiction.  Due to the relative efficiency of electronic publishing and distribution, Fi tch research may be 
available to electronic subscribers up to three days earlier than to print subscribers. 

 

http://www.fitchratings.com/creditdesk/public/ratings_defintions/index.cfm?rd_file=intro#lmt_usage

