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Target price: HK$2.30 (+147%) 

Management conducted a conference call to address investors after the share price plunge on
Key takeaways are as follows: 

 The lockup period for Kenwell, DBA’s founding investor and second largest shareholder with
or 24.06% stake in the company ended on 13 Nov. 

 Kenwell disposed of a block of 45m shares to an independent third party on 13 Nov, who proc
the shares on the open market on the 14 Nov. 

 Subsequent to the sell-off, Chairman Yu increased his stake in the company by 5.75m shares
49.13% stake in DBA.  During the conference call, management indicated that the Chair
careful in accumulating additional shares as it may trigger off takeover clauses. 

 Management has reaffirmed that business is on track, with no changes to company fundame
on hand increased slightly from RMB650m previously to RMB700m.  Around 40% of the 
is for smart card vending machines with another 45% for phone booths and telephones combin

 In a bid to increase transparency, the company will begin to announce quarterly results com
FY12/07 onwards. 

 Trial for the 200 smart card vending machine operations in Fuzhou is scheduled to commenc
The operating trial is planned for a duration of 6 months, after which the company will dec
deploy an additional 1,000 smart card vending machines in the Fuzhou area for a subsequent 
months.  If these trials are successful, the company plans a roll out of this service to other pa

 We maintain our forecasts for the company as we see our projected FY12/06F net profit o
(EPS: HK$0.164) as being achievable.  Potential adjustments to our FY12/07F estimate o
(EPS: HK$0.204) will be dependent on orders on hand, as well as the results of smart card ve
operations trial. 

 We maintain our target price of HK$2.30, based on our sum-of-the-parts and DCF valuation
fundamental level, the stock is attractive, trading at an undemanding valuation of 5.7x FY1
FY12/07F P/E.  However, we note that the market is concerned about DBA’s corporate go
the surprising share disposal by the company’s second largest shareholder.  We see a subst
discount factored into the current stock price.  In our view, this overhang may continue to af
share price performance until the management builds up a sound track record.  Going
assessment of DBA’s corporate governance will be a key determinant factor in our continui
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Table 1: Financial summary 
Year to Net profit EPS EPS P/E P/B EV/EBITDA Yield ROE RO

Dec HK$m HK$ ∆ % x x x % % %
04A 110.8 0.104 49.4 9.0 6.4 12.4 NA 63.5 61
05A 147.0 0.138 32.6 6.8 4.7 9.1 NA 54.3 63
06F 175.1 0.164 19.2 5.7 1.9 6.9 5.3 32.4 37
07F 218.1 0.204 24.5 4.6 1.5 7.2 6.6 25.2 29
08F 252.6 0.236 15.8 3.9 1.3 6.7 7.6 23.8 27

SBI E2-Capital is a dedicated small/mid cap investment banking/ stockbrokerage house. Find our research on: sbie2capital.com, thom
factset.com and multex.com  
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the company. 

Table 3: Sum-of-the-parts valuation 
 EBIT contribution in 2007 (%) Valuation method HK$m HK$/share
Public telephone booths 35 DCF 732.5 0.71
Public telephones  11 DCF 223.5 0.22
Wireless business telephones  14 DCF 284.3 0.27
Smart card vending machine  32 6x 2007F P/EBIT 500.6 0.48
Optical distribution frame 1 5x 2007F P/EBIT 13.4 0.01
Optical passive devices 7 5x 2007F P/EBIT 93.9 0.09
Net cash / (debt) 2007 Year-end 539.7 0.52
Total 100 2,388 2.30 
Source: SBI E2-Capital 

 

Disclosure of interests: SBI E2-Capital Securities Ltd. acted as one of the Joint 
Bookrunners, Joint Lead Managers and underwriters for the DBA Telecom IPO (283m 
shares at HK$1.26) on May 11, 2006.  
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