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DBA Telecommunication (Asia) Holdings Ltd.

Major Rating Factors

Weaknesses:

• Intense competition from alternative service providers

• Regulatory uncertainty

• Revenue concentration

Corporate Credit Rating

BB-/Stable/--

Greater China Regional Scale
cnBB+/--/--

Strengths:

• Adequate financial buffers due to low leverage

• Fair profitability

• Good revenue growth

Rationale

The rating on DBA Telecommunications (Asia) Holdings Ltd. reflects our view of the exposure of the company's

intelligent self-service (ISS) business to competition from alternative payment service providers and regulatory

uncertainty. The execution risk in DBA's aggressive nationwide expansion plan and revenue concentration in pre-paid

phone cards also weigh on the rating. The company's adequate financial buffers and good efficiency due to its

integrated business model temper these risks. We assess the company's business risk profile as "weak" and its financial

risk profile as "significant," as our criteria define these terms.

The sustainability of DBA's ISS business is untested, in our opinion. The ISS business faces stiff competition from

substitute payment services, such as bank automated teller machines (ATM) and convenient chain stores. These

services are less prevalent in China than in more developed markets, such as Hong Kong and Taiwan, but are growing

rapidly. In addition, the ISS business is subject to high regulatory uncertainty. Any adverse change in the government's

policy to further liberalize the market or change the scope of business could materially affect DBA. Nevertheless, the

company is the first non-financial company licensed to provide e-payment services nationwide through its connection

with the payment and settlement system of UnionPay, a bank card, in China.

DBA is exposed to revenue concentration risk in selling phone cards through its ISS business. Sales of these cards

accounted for nearly 84% of the company's revenue and 53% of EBITDA for the first six months of 2012. The growth

of DBA's ISS business outpaces that of its information technology (IT) business, which manufactures payment

terminals, phone booths, and ATM booths. We estimate that sales from phone cards, including mobile phone cards

and international calling cards, will continue to comprise more than 90% of total cards sold in 2013. However, we

expect still-strong growth in China's mobile communication demand to temper the risk.

DBA's plan to increase the number of self-service payment terminals to about 50,000 across China over the next three

to four years is aggressive, in our opinion. Our view is based on: (1) our expectation that the company will fund its

expansion primarily through debt; (2) DBA's untested operation and management capacities because the company has

never grown at such a high speed before; and (3) the challenges of varying regulatory requirements and consumer
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acceptance for DBA's products and services across China. The high flexibility in the implementation of the plan

reduces the execution risk, in our opinion.

We expect DBA to generate adequate profits to support the rating over the next one to two years, partly due to the IT

business. Revenue generation at the company's IT business is, however, volatile, given the reliance on the capital

investment plans of telecommunication operators. Nevertheless, DBA's strong internal demand for its nationwide ISS

network expansion should help the company to weather volatility in demand and maintain adequate utilization at its

manufacturing facilities over the next one to two years. Further, we anticipate that government policy will support

renewal demand for phone booths.

We believe DBA's low leverage provides adequate buffer for the company's planned capital expenditure and the risk of

lower returns from business expansion over the next one to two years. DBA's ratio of debt to EBITDA was a low 0.1x

in the first half of 2012, and it has bank loans of Chinese renminbi (RMB) 80.95 million as of June 30, 2012. In our

base-case projection, after factoring in a bond issuance the company plans in 2013, we expect the company's

debt-to-EBITDA ratio to rise to about 1.8x in 2013. We estimate the ratio of funds from operations (FFO) to debt to fall

to about 40.0% in 2013 from 630.1% at the end of 2012. Both ratios are likely to improve in 2014.

Our base-case projection incorporates the following assumptions:

• DBA will maintain double-digit growth in 2013, following our expectation of about 30.0% growth in 2012.

• We anticipate average revenue per terminal (ARPT) will decrease, primarily due to lower average revenue per new

terminal during the rapid network expansion. However, the addition of a high number of new terminals to the

network and our expectation of stable performances for the IT business will partly offset the lower ARPT.

• We expect DBA's gross margins from its IT manufacturing business to stay at more than 35% in 2013. The overall

EBITDA margin will likely decline to about 8% in 2013 from 8.9% for the six months ended June 30, 2012, given the

increasing share of ISS revenues.

• Capital expenditure will be about US$100 million-US$150 million in 2013, mainly for expanding the self-service

terminal network.

Liquidity

We assess DBA's liquidity profile as "adequate," as defined under our criteria. We expect the company's sources of

liquidity to cover uses by more than 1.2x in the next 12 months. Our liquidity assessment incorporates the following

factors and assumptions:

• Liquidity sources mainly comprise the company's cash balance of RMB600 million as of the end of 2012 and

average FFO of about RMB580 million in the next 12 months.

• Liquidity uses primarily include working capital outflows of RMB500 million.

• We factored in only part of the company's planned capital investment of about RMB800 million in 2013. This is

primarily because the expansion plan is not committed and will be highly scalable. We expect the company to

significantly scale back its expansion plan if its planned bond issuance does not proceed.

• We anticipate that DBA's net liquidity sources will remain positive even if EBITDA declines by more than 15%.
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Outlook

The stable outlook reflects our expectation that DBA will maintain adequate financial buffers, including debt leverage

of less than 2.0x, to support its debt-funded growth strategy. We anticipate high double-digit revenue growth over the

next 12 months, which the company's aggressive expansion plan supports. In our base case, we also anticipate a

healthy profit margin for DBA's IT business, which will likely provide more than one-third of the company's operating

cash flows in the next 12 months.

We could lower the rating if DBA's growth and profitability are materially weaker than our expectation or if the

company undertakes a more aggressive expansion plan than we anticipate. A deterioration in credit protection

measures, such that debt leverage approaches 2.5x, would indicate such weakness.

An upgrade is unlikely in the coming one to two years due to DBA's revenue concentration in pre-paid phone cards

and the perceived threat of rapid growth for other substitute services providers. We could raise the rating if DBA

demonstrates that its business model is sustainable by achieving better diversification. Reducing the portion of

pre-paid phone card sales or increasing profit contribution from the e-payment business would indicate such

improvement.

Business Description: China-Based Manufacturer And Operator Of Intelligent
Self-Service Terminals

DBA was established in 1997 and listed on the Hong Kong stock exchange in May 2006. The company engages in the

ISS, IT, and communication products agency businesses in China. DBA generates most of its revenue and about half of

its EBITDA through its ISS business. As of Dec. 31, 2012, DBA owns and operates 9,900 ISS terminals across nine

provinces and municipalities in China.

Business Risk Profile: Weak

Highly competitive industry counterbalanced by high demand growth

DBA operates in highly competitive industries, especially prepaid and value-added phone cards. It faces stiff

competition from alternative points of sale and payment services, such as the self-service kiosks of telecommunication

operators, convenience stores, newspaper stands, ATMs, and the Internet.

However, the company's ARPT increased at a compound annual rate of 36.4% in 2009-2011. DBA's strategically

located terminals and customers' increasing acceptance of the company's products and services primarily underpinned

growth.

DBA's domestic expansion could spur its revenue growth over the next one to two years, in our opinion. The low

penetration of convenience stores and limited use of the online payment mechanism provide scope for growth.

We expect the company's ARPT to decline by 5%-10% in 2013-2014 due to the rapid expansion of its ISS terminals
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network. ARPT reached RMB329,300 for the six months ended June 30, 2012, translating to ARPT of about RMB1,800

per day. ARPT could also come under pressure when alternative service providers become more prevalent or

consumers no longer transact through DBA's self-service terminals and move to alternative channels. In addition, any

change to the government's current licensing policy could change the competitive landscape. Currently, DBA is the

only company with a national license, therefore, the government granting more licenses will increase competition. On

the other hand, if the government changes the scope of business for DBA, it would affect the company's future

business and financial performance.

An evolving and untested business model

In our opinion, DBA's business model is not matured yet. It is still testing consumer acceptance in new cities or regions

in China for the sales of pre-paid value-added cards and self-service e-payment services. Chinese consumers'

acceptance of the company's products and services remains unknown.

High revenue concentration risk

We expect DBA's revenue to remain highly concentrated to the sales of pre-paid cards over the next one to two years,

despite the growth in the company's e-payment services. In our view, DBA's operating scale remains small. In

addition, most of the company's revenue comes from the ISS business, of which the sales of phone cards contribute

more than 95%. We expect the ISS business to account for about 85% of the company's total revenues of close to 60%

of EBITDA at the end of 2012. Although DBA plans to diversify its revenue mix to the sales of online game cards,

insurance cards, and fee income from e-payment services, the impact will not be significant in the near term. However,

the still-strong and non-cyclical demand for pre-paid phone cards in China partially mitigates the revenue

concentration risk. We also expect the company to expand geographically to partially offset the product concentration

risk.

Profitability

DBA's profitability is likely to decline with an increase in the proportion of revenue from the ISS business over the next

three to five years. Gross margin of the ISS business tends to be significantly lower than that of the IT business. As of

June 30, 2012, gross margin from the ISS business is 6.4%, compared with the IT business' 35.8%. Besides, suppliers

fix the prices for the value-added cards sold at the ISS terminals. On the other hand, the company usually can pass

through raw material costs in the IT business to its customers in that segment. Raw material costs have historically

accounted for approximately 90% of the cost of goods sold.

Financial Risk Profile: Significant

Accounting: Hong Kong standards

DBA's consolidated financial statements have been prepared in accordance with Hong Kong Financial Reporting

Standards. Crowe Horwath (HK) CPA Ltd. (the erstwhile CCIF CPA Ltd.) is the DBA's external auditor.

We have adjusted DBA's off-balance sheet lease commitments; however, the impact of these adjustments on the

company's financial risk profile is not significant. There are no other contingent liabilities.
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Financial governance and policies/Risk tolerance: Aggressive

In our opinion, DBA's financial governance and policies are aggressive primarily due to the debt-funded growth and

expansion plan. Such expansion requires additional management and financial resources, which have not been tested

under a similar pace. Although the company's expansion plan is flexible, we remain skeptical of the management's

willingness to scale back and strike a balance between first-mover advantage and a prudent financial buffer.

A delay in the repayments in May 2010 relating to the early redemption of its 2007 convertible bonds blemished the

company's financial management capability. However, we view the delay as a one-off incident, which was more

indicative of the company's unsophisticated communication with investors and regulators rather than a weakness in its

liquidity profile.

Cash flow adequacy will remain commensurate with the ratings

DBA's cash flow adequacy is satisfactory, in our view. Because of the high cash balance and short cash conversion

cycle, the company's reliance on debt to finance its working capital is limited. However, the company's free operating

cash flows turned negative in 2009 and 2010, primarily due to its business restructuring and weaker demand from the

IT business. We expect DBA's cash flow to remain commensurate with the ratings over the next 12 months, although

capital expenditure will increase materially due to aggressive expansion. In our base-case scenario, free operating cash

flow will remain negative in 2013 and 2014 and the FFO-to-total-debt ratio will fall to about 40% and 60%, compared

with our expectation of 630% for 2012.

Capital structure and asset protection will provide sufficient buffer

DBA's less capital-intensive business is also reflected in a rather debt-free balance sheet. DBA's debt-to-EBITDA ratio

has been consistently low in the past, at less than 1.0x from 2010 to 2012 in our estimation. Even with the planned

bond issuance, we expect that leverage won't exceed 2.0x in 2013, which will provide sufficient buffer for the ratings.

The ratio of total debt to total capital will increase to about 35% to 40% in 2013 after the planned bond issuance from

less than 10% for the past two years. We have not counted bills payables as debt because they are interest free. We

view bills payables as another form of trade financing, which the company uses to support its working capital needs.

The treatment is consistent with our general adjustments for rated corporates in China.

Peer Comparison

U.S.-based Coinstar Inc. is DBA's most relevant peer, in our opinion. Coinstar provides self-service kiosks for coin

counting, voucher redemption services, and DVD rentals. In our opinion, Coinstar's scale, geographic diversity, and

customer base are larger than those of DBA. Coinstar's business model is also more established and less exposed to

regulatory uncertainties. However, both DBA and Coinstar face fierce competition from alternative service providers.

Related Criteria And Research

• Business Risk/Financial Risk Matrix Expanded, Sept. 18, 2012

• Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers, Sept. 28, 2011

• Key Credit Factors: Business And Financial Risks In The Retail Industry, Sept. 18, 2008

• 2008 Corporate Criteria: Ratios And Adjustments, April 15, 2008
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• 2008 Corporate Criteria: Analytical Methodology, April 15, 2008

Table 1

DBA Telecommunication (Asia) Holdings Ltd. -- Peer Comparison

Industry sector: Telecom

DBA Telecommunication (Asia)

Holdings Ltd. Coinstar Inc.

China Automation

Group Ltd.

Texhong Textile

Group Ltd.

Rating as of Jan. 22, 2013 BB-/Stable/-- BB+/Stable/-- BB-/Negative/-- BB-/Stable/--

--Average of past three fiscal years--

(Mil. Mix currency) RMB $ RMB RMB

Revenues 3,805.4 1,475.5 1,567.1 5,477.6

EBITDA 354.4 292.9 349.9 656.9

Net income from continuing

operations

242.6 68.8 231.1 396.0

Funds from operations

(FFO)

288.6 260.7 324.5 522.7

Capital expenditures 120.5 176.0 77.1 287.5

Free operating cash flow 11.1 108.7 (78.2) (98.8)

Discretionary cash flow 5.3 108.7 (138.7) (221.8)

Cash and short-term

investments

535.1 239.2 645.6 475.0

Debt 297.5 487.8 736.9 1,404.6

Equity 1,488.8 451.9 1,694.3 1,922.6

Adjusted ratios

EBITDA margin (%) 9.3 19.9 22.3 12.0

EBITDA interest coverage

(x)

15.5 8.4 6.0 6.8

EBIT interest coverage (x) 14.5 4.5 6.2 5.7

Return on capital (%) 19.5 17.2 17.1 17.8

FFO/debt (%) 97.0 53.4 44.0 37.2

Free operating cash

flow/debt (%)

3.7 22.3 (10.6) (7.0)

Debt/EBITDA (x) 0.8 1.7 2.1 2.1

Total debt/debt plus equity

(%)

16.7 51.9 30.3 42.2

RMB--Chinese renminbi.

Table 2

DBA Telecommunication (Asia) Holdings Ltd. -- Financial Summary

(Mil. RMB) 2012* 2011 2010 2009 2008 2007

Revenues 7,338.7 5,647.6 3,658.1 2,110.7 1,624.9 1,197.8

EBITDA 641.0 519.4 351.1 192.8 352.5 295.6

Net income from continuing operations 472.1 381.3 237.4 109.1 257.6 247.3

Funds from operations (FFO) 443.8 438.2 288.1 139.4 296.1 265.4

Capital expenditures - 69.4 146.1 146.0 177.0 50.3

Free operating cash flow 443.8 231.9 (100.3) (98.2) 51.9 143.2

Discretionary cash flow 443.8 214.3 (100.3) (98.2) 14.4 98.9

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JANUARY 22, 2013   7

1064326 | 301857758

DBA Telecommunication (Asia) Holdings Ltd.



Table 2

DBA Telecommunication (Asia) Holdings Ltd. -- Financial Summary (cont.)

Cash and short-term investments 419.2 388.6 475.8 740.8 796.8 798.3

Debt 81.0 172.3 288.1 432.1 341.4 320.9

Equity 2,030.6 1,815.4 1,443.8 1,207.0 1,095.8 889.5

Adjusted ratios

EBITDA margin (%) 8.9 9.2 9.6 9.1 21.7 24.7

EBITDA interest coverage (x) 57.1 37.9 12.2 7.4 15.8 91.4

EBIT interest coverage (x) 52.8 35.0 11.5 7.0 15.7 93.2

Return on capital (%) 28.5 25.8 19.7 11.7 26.5 31.5

FFO/debt (%) 727.0 254.2 100.0 32.3 86.7 82.7

Free operating cash flow/debt (%) 475.3 134.6 (34.8) (22.7) 15.2 44.6

Debt/EBITDA (x) 0.1 0.3 0.8 2.2 1.0 1.1

Debt/debt and equity (%) 3.8 8.7 16.6 26.4 23.8 26.5

*Annualized based on data for the first six months of the year.

RMB--Chinese renminbi.

Table 3

Reconciliation Of DBA Telecommunication (Asia) Holdings Ltd. Reported Amounts With Standard & Poor's
Adjusted Amounts (Mil. RMB)

--Year ended Dec. 31, 2011--

DBA Telecommunication (Asia) Holdings Ltd. reported amounts

Debt EBITDA

Operating

income

Cash flow from

operations

Cash flow from

operations

Capital

expenditures

Reported 169.7 527.3 483.6 312.6 312.6 66.9

Standard & Poor's adjustments

Operating leases 2.7 -- -- 1.7 1.7 2.5

Share-based compensation

expense

-- 3.6 -- -- -- --

Non-operating income

(expense)

-- -- (2.8) -- -- --

Reclassification of interest,

dividend, and tax cash flows

-- -- -- (13.0) (13.0) --

Reverse changes in

working-capital

-- -- -- -- 136.8 --

EBITDA - Other -- (11.5) (11.5) -- -- --

EBIT - Other -- -- 11.1 -- -- --

Total adjustments 2.7 (7.9) (3.2) (11.2) 125.6 2.5

Standard & Poor's adjusted amounts

Debt EBITDA EBIT

Cash flow from

operations

Funds from

operations

Capital

expenditures

Adjusted 172.3 519.4 480.4 301.4 438.2 69.4

RMB--Chinese renminbi.
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Ratings Detail (As Of January 22, 2013)

DBA Telecommunication (Asia) Holdings Ltd.

Corporate Credit Rating BB-/Stable/--

Greater China Regional Scale cnBB+/--/--

Senior Unsecured
Greater China Regional Scale cnBB+

Senior Unsecured BB-

Corporate Credit Ratings History

10-Jan-2013 BB-/Stable/--

10-Jan-2013 Greater China Regional Scale cnBB+/--/--

Business Risk Profile Weak

Financial Risk Profile Significant

Debt Maturities

(As of June 30, 2012)
Within one year: RMB80.95 million
Thereafter: Nil

*Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings on the global scale are comparable

across countries. Standard & Poor's credit ratings on a national scale are relative to obligors or obligations within that specific country.
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S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P

reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,

www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be distributed

through other means, including via S&P publications and third-party redistributors. Additional information about our ratings fees is available at

www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective

activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established

policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain

regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P

Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any

damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and

not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,

hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to

update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment

and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does

not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be

reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or any part thereof

(Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system,

without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used

for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or agents

(collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for

any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for the security or

maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR

IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A

PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING

WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no

event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential

damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by

negligence) in connection with any use of the Content even if advised of the possibility of such damages.
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