Deutsche Bank
Markets Research

Rating Company
Buy Yum China
Asia
China

Reuters Bloomberg Exchange Ticker
Consumer YUMC.N YUMC US NYS YuMC
Food & Beverage

East meets West - a match of brand
and taste: initiating with a Buy

Target price of USD31.48 implies total return potential of 17%

As an early mover, Yum China (YUMC) has strong brand equity in China.
Continuous investments in penetration, store efficiency and menu should
ensure YUMC will likely improve its asset turn and stay relevant to Chinese
consumers (with fast-changing preferences). Investors should be rewarded
with steady EPS growth of 8% backed by strong operating cashflow growth at
an 11% CAGR for 16-19F. We initiate coverage with a Buy.

Penetration, store efficiency and right menu drive sales growth and scale

With a favorable macro environment combined with the low penetration
(urbanization and infrastructure developments) of five KFC stores per million
people in China vs. 25 in HK, 37 in Australia and 57 in the U.S, we expect
YUMC to continue to deliver attractive returns in the next couple of years. As
the largest fast food chain in China, YUMC’s continuous remodeling effort and
expansion into lower-tier cities will likely allow the group to deliver 4% store
growth and 3% SSSg p.a. for KFC (70% of sales and 82% earnings in 2017).

Steady EPS growth backed by strong cashflow

We expect a three-year EPS CAGR of 8% for FY16-19 (fully diluted). This is
backed by an operating profit CAGR of 12% on a sales CAGR of 4% for the
same period, factoring in a 3.0% RMB depreciation in 2017. System sales for
the period are around 6% p.a. in LCY. Given the strong cashflow, we expect
YUMC to return part of it to investors via a dividend payout and continuous
share buyback (USD300m share buy-back program was announced in Feb17).

Our target price of USD31.48 offers 17% upside potential

Our primary valuation methodology is DCF, employing a COE of 9.2%, beta of
0.95 and a terminal growth rate of 2%. This produces a fair value estimate of
USD31.48/share, implying a 17/18E PE of 24x/22x. Key downside risks are
intense competition, consumer preference changes, failure to pass on cost
increases and failure in optimizing its store portfolio.

|Forecasts And Ratios

Year End Dec 31 2015A 2016A 2017E 2018E 2019E
EBITDA (USDm) 857.0 988.0 1,105.6 1,174.0 1,250.0
Reported NPAT (USDm) 323.0 502.0 530.3 581.6 642.9
DB EPS FD (USD) 0.89 1.27 1.31 1.45 1.62
DB EPS growth (%) - 42.7 3.2 10.6 11.5
PER (x) - 21.0 20.4 18.5 16.6
EV/EBITDA (x) - 9.0 8.4 7.7 6.9
Yield (net) (%) - 0.0 1.3 1.7 1.9

Source: Deutsche Bank estimates, company data

" DB EPS is fully diluted and excludes non-recurring items
2 Multiples and yields calculations use average historical prices for past years and spot prices for current and future years, except P/B which uses
the year end close
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Model updated:23 February 2017 Fiscal year end 31-Dec 2015 2016 2017E 2018E 2019E
‘Running the numbers Financial Summary
Asia DB EPS (USD) 0.89 1.27 1.31 1.45 1.62

. Reported EPS (USD) 0.89 1.27 1.31 1.45 1.62

China DPS (USD) 0.00 0.00 0.34 0.45 0.50

Food & Beverage BVPS (USD) 5.3 6.0 6.8 7.7 8.7

N Weighted average shares (m) 363 369 393 389 385

’Yum China Average market cap (USDm) na 9,854 10,584 10,584 10,584

Reuters: YUMC.N Bloomberg: YUMC US Enterprise value (USDm) na 8,918 9,328 9,002 8,642
|\/a|l|minn Metrics

’ Buy P/E (DB) (x) na 21.0 20.4 18.5 16.6

P/E (Reported) (x) na 21.0 20.4 18.5 16.6

Price (22 Feb 17) UsD 26.77 P/BV (x) 0.00 4.34 3.92 3.48 3.08
Target Price USD 31.48 FCF Yield (%) na 4.8 4.9 5.7 6.3

Dividend Yield (%) na 0.0 1.3 1.7 1.9

52 Week range USD 24.24 - 29.98 EV/Sales (x) am 13 14 12 1

Market Cap (m) EURm 10,048 EV/EBITDA (x) nm 9.0 8.4 7.7 6.9
USDm 10,584 EV/EBIT (x) nm 15.2 13.6 121 10.6
- Income Statement (USDm)

Company Profile Sales revenue 6,909 6,752 6,856 7.232 7,674
The company is a subsidiary of Yum! Brands (YUM.N) and Gross profit 4,750 4,833 5,024 5,304 5,639
holds the franchise for Yum! Brands in China. EBITDA 857 988 1,106 1,174 1,250

Depreciation 425 402 422 430 432
Amortisation 0 0 0 0 0
EBIT 432 586 684 744 818
Net interest income(expense) 8 11 11 15 18
Associates/affiliates 41 54 60 69 80
Exceptionals/extraordinaries 15 21 0 0 0
Other pre-tax income/(expense) 0 0 0 0 0
Profit before tax 496 672 755 828 916
Price Performance Income tax expense 168 158 211 232 256
Minorities 5 12 13 15 16
32 Other post-tax income/(expense) 0 0 0 0 0
30 N Net profit 323 502 530 582 643
;3 ~ [T ~\ DB adjustments (including dilution) 0 0 7 7 7
% W N\n_ A, ™ DB Net profit 323 502 537 588 650
g‘s‘r [Cash Flow (USDm)
Oct 16 Jarll 17 Cash flow from operations 922 905 924 996 1,058
Net Capex -512 -436 -405 -406 -410
Yum China HANG SENG INDEX (Rebased) Free cash flow 410 469 519 590 648
- Equity raised/(bought back) 0 460 -100 -100 -100
Margin Trends Dividends paid 214 -357 -99 -164 -188
Net inc/(dec) in borrowings 0 -6 0 0 0
20 Other investing/financing cash flows -9 -27 0 0 0
16 — Net cash flow 187 539 320 326 360
12 — Change in working capital 127 18 70 35 41
8 Balance Sheet (USDm)
-— o
Cash and other liquid assets 425 964 1,284 1,610 1,969
4 Tangible fixed assets 2,033 1,814 1,797 1,774 1,751
15 16 178 18E 19E Goodwilllintangible assets 0 0 0 0 0
===¢=—=EBITDA Margin === EBIT Margin Associates/investments 253 325 385 455 534
Other assets 490 624 629 648 671
|Growth & Profitability Total assets 3,201 3,727 4,096 4,486 4,926
Interest bearing debt 34 28 28 28 28
: —— 25 Other liabilities 1,182 1,256 1,313 1,382 1,455
/ - 20 Total liabilities 1,216 1,284 1,341 1,410 1,483
‘2‘ Shareholders' equity 1,921 2,377 2,675 2,982 3,332
Minorities 64 66 79 94 11
0 rv—-—‘ 10 Total shareholders' equity 1,985 2,443 2,754 3,076 3,442
-2 ro Net debt -391 -936 -1,256 -1,682 -1,941
4 0
15 16 17E 18E 19E Key Company Metrics
Sales growth (%) nm -2.3 1.5 55 6.1
S Salesgrowth (LHS) === ROE (RHS) DB EPS growth (%) na 427 3.2 10.6 115
Solvency EBITDA Margin (%) 12.4 14.6 16.1 16.2 16.3
EBIT Margin (%) 6.3 8.7 10.0 10.3 10.7
0 1 Payout ratio (%) 0.0 0.0 251 30.2 30.2
-10 ROE (%) 17.0 234 21.3 20.8 20.6
-20 Capex/sales (%) 7.4 6.5 5.9 5.6 5.3
B[O+ Capex/depreciation (x) 1.2 1.1 1.0 09 0.9
-40 Net debt/equity (%) -19.7 -38.3 -45.6 -51.4 -56.4
-50 Net interest cover (x) nm nm nm nm nm
-60

15 16 17E 18E 19E

s Net debt/equity (LHS) === Net interest cover (RHS)

Anne Ling

+852 22036177 anne.ling@db.com
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Investment thesis

Outlook

YUMC's continuous expansion into lower-tier cities (>50% of new stores DBe)
and remodeling effort (75% of stores are less than five years old) should allow
the largest fast food chain in China to deliver 4% store growth and 3% SSSg
p.a. for KFC (70% of sales and 82% earnings in 2017).

With its ability to embrace technology and economy of scale, improvement in
asset turn should help lower cost ratio to sales. Together with VAT reform
benefit, we expect the restaurant margin to improve to 16.8% by 2019F from
15.3% in 2015. Operating profit should report a CAGR of 12% on a sales CAGR
of 4.4%. This factors in RMB depreciation of 3% in 2017F based on the
weighted average of the current rate.

Given the strong cashflow, we expect YUMC to return part of the cashflow to
investors via a dividend payout of 25-30%, along with continuous share
buyback (USD300m program was announced in Feb 17). We expect the
company to continue to accumulate net cash, which could offer acquisition
flexibility should the opportunity arise.

Valuation

Our primary valuation methodology is DCF. As YUMC's business is 100% from
China, we use the China COE provided by Deutsche Bank’'s Economics Team.
We use beta of 0.95x (same beta as YUM). The company COE is 9.2%. We use
a long-term growth rate of 2%. This is at the high end of the 0-2% range that
we apply for the consumer sector, as we believe there is still potential for
increase in penetration.

We also look at trading multiples PE and EV/EBITDA in the China/HK consumer
sector and regional/global QSR sectors, which we believe support our target
price when taking into account its leading position in China, sustainability of
the business and the steady EPS growth of 8% that we expect YUMC to
deliver.

Our DCF-based target price is USD31.48. This translates into 24/22x CY17/18
PE. Our target price offers 17% total return potential.

Risks

Key downside risks are: 1) Intense competition, 2) Consumer preference
changes, 3) Negative news or publicity (food safety issue and Sino US tension),
4) Failure to pass on cost increase, 5) Failure to optimize its store portfolio and
6) RMB depreciation and repatriation of cash outside of China.

Deutsche Bank AG/Hong Kong Page 3
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Valuation

Western brand with Chinese flavor that spin cashflow

We expect Yum China to deliver EPS growth of 3/11/12% for 2017/18/19F on

NP growth of 6/10/11% for 2017/18/19F backed by

Average unit growth of 4/4/4% for KFC and 8/7/6% for Pizza Hut
SSSg of 3/3/3% for KFC and -4/-2/1% for Pizza Hut

Operating profit growth of 16/9/10% on restaurant margin of ~17%.

We expect the company to buyback 4m shares a year at USD25 per
share (DBe) from its USD 300m share buyback program, given strong
cashflow of 550-650m in 2017-19F.

KEY GROWTH DRIVERS

Favorable macro environment where penetration remains low with
five stores per million people vs. 25 in HK, 37 in Australia and 57 for
the US (for all YUMC brands, Figure 2). KFC will likely be able to find
locations in the shopping malls and transportation hubs, due to
government’'s urbanization target and five-year plan on an
infrastructure project. YUMC's self own model also offers better
flexibility in a changing environment (e.g. store size is ~40sm smaller
for new units in 2016 for better efficiency and coffee machines were
upgraded in selected stores for consumers’ trading up and better
experience).

Its iconic products and new innovations (including localized offering)
should help drive SSS. YUMC launched ~150-200 new products in
2016 (DBe), which, together with a powerful marketing campaign,
creates newness to consumers. An example of this is its recent
success in Cremia (a USD4+ soft ice-cream).

In addition, the ability to embrace technology allows the company to
increase sales from delivery services (targeting 25% for the group in
the long term from 10% of company sales in 2016), data analysis for
CRM (60m KFC WOW members and 20 PH members), improve
productivity apps that offer ordering (20m Super Apps downloaded)
and mobile payment (17% of company sales in 2016 with 35% of sales
in Dec 16). The sheer size of YUMC wiill allow economy of scale.

QSR is a scaled business. Although competitors (big and small) emerge at
times, key long-term players tend to gain share over time and have a cost
advantage. Recent VAT reform also benefits bigger chain players like YUMC,
which source from large and reliable suppliers with VAT invoices.

Deutsche Bank AG/Hong Kong

Figure 1: Net increase of store
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2019e)
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Figure 2: No. of stores per million
people by market — room for growth
in tier 1/2 cities
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Note: HK penetration breakdown by brand is based on store mix

Source: Deutsche Bank estimates, company data
available from its company website

Figure 3: Annual SSSg trend for KFC
and PH (2013-2019e)
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Figure 4: Sales and earnings mix
(2017F)

BKFC  mPizzaHutCasual Dining 1 All other segments

100%
80%
60%
40%
20%
0% 1%

Sales Operating profit

-20%

Source: Deutsche Bank estimates
Note: operating profit is before unallocated cost

Page 5



24 February 2017
Food & Beverage
Yum China

Strong FCF allows share buyback, potential for increasing dividend payout and
acquisition flexibility

As QSR is a cashflow business, we expect YUMC, as an efficient player, to
generate strong free cashflow of ~USD500-650m p.a. in 2017-2019F. We
believe such capital offers flexibility for the company should there be any
acquisitions opportunities (e.g., upstream investment, real estate network or
investments in technology). In addition, the company announced a USD300m
share buyback program in Feb 17. We expect management to buy back 4m
shares a year at USD25/share, based on YUMC's share price of USD26.19 on
its debut and the placement price of USD25.05/share to Primavera and Ant
Financials. Based on YUMC's track record, we expect share buyback to be an
on-going exercise.

Although there is an issue with repatriating to the US cashflow generated in
China for dividend payment and share buyback, we believe the company wiill
announce a dividend given its strong cashflow. In our model, we assume a
payout of 25-30% for the next few years, and see potential for the payout to
increase. For reference, YUM's dividend payout was 46% in 2016 (vs. 8% in
2004, Figure 6). For QSR, like CDC (341.HK Buy, HKD 26.30), the ordinary
payout increased over time to 75%+ (from ~40% in 1993), with a special
dividend every 2-3 years if there is strong cashflow.

What drives SSS growth and what are the datapoints we can use as reference?
In our view, SSSg/sales growth is one of the key share price drivers for
consumer companies, as it shows the health of the operation and the return.

1) SSS for QSRs are related to CPI (as seen in YUMC and CDC'’s case) (Figure
7/Figure 8/Figure 9/Figure 10) as brands tend to pass on the food price
increase. DBe expects CPI to pick up at 2.5/2.6% in FY17/18 and YUMC
management expects a run rate of 3% commodity inflation, which should
help drive SSS, especially ASP. Together with unit growth, we expect
system sales growth of ~6% in LCY for YUMC.

China’s CPI is released on a monthly basis in the middle of each month.
This might be one of the data points for the SSS trend.

Figure 5: YUM's share buyback

history
Shares repurchased (mUSD) # of shares (millions), RHS.
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Source: Deutsche Bank, company data

Figure 6: YUM's dividend payout
trend
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Source: Deutsche Bank, company data ‘

Figure 7: MCD’s China SSS vs. CPI
and food CPI
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Note MCD covers 400+ cities vs. YUMC's 1,100 cities

Figure 8: YUMC's ASP vs. China
overall CPl/food CPI

Figure 9: YUMC's SSSg/ASP
percentage vs. white chicken retail

‘price yoy percentage
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Source: Deutsche Bank, company data, NBS | Source: Deutsche Bank, company data, MOFCOM ‘

2) YUMC's overall sales are correlated with the government’s catering sales
data as YUMC accounts for 6%/2% of the market share in ADS restaurants
and the whole catering market in China, respectively. The Chinese

Page 6

Figure 10: CDC's sales vs. HK
overall/food CPI
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government releases monthly catering sales data (total catering business
retail sales and above-designated-size [ADS] catering retail sales) in the

middle of each month (Figure 11/Figure 12).

Figure 11: Catering sales vs. overall sales of YUMC

China catering sales yoy% growth
—— Cateringsales (ADS)yoy%

Figure 12: Market share of YUMC over total china

catering market/ADS catering market
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Source: Deutsche Bank, NBS, company data ‘

Source: Deutsche Bank , Euromonitor
Note: ADS means above-designated-size company

3) Peer's SSSg can serve as a reference too, although McDonald's (MCD)
coverage is 50% less than Yum'’s (400+ cities for MCD vs. 1,100+ cities for
YUMC). Share price of YUMC moved by 3% (S&P -4%) the day MCD
announced its 4Q16 results with 7.9% SSSg in China on 23 Jan 17, ahead
of YUMC announcing on 8 Feb. While SSS performance of the two might
not be the same each quarter, in the longer term there is a correlation

between them.

Relationship between Yums and Yum China

Deutsche Bank’'s US Restaurant Analyst Brett Levy recognized YUM! Brands’
(YUM, Hold-rated) successful separation of the YUM China division into a
separately traded company, resulting in the formation of YUM's largest
franchisee. Post the October 2016 transaction, this move created two distinct
companies: YUM! Brands, the highly franchised restaurant company and YUM
China an operating/growth story.

YUMI! Brands is now turning its focus to supporting a growing franchise base
through sales driving initiatives and by aiding unit expansion, while also
returning capital to shareholders. YUM! Brands' recent commentary during its
conference calls and investor meetings has included a relatively straight-
forward plan for what a company, post its control of the China operations
looks like (by providing 2019 targets, including top-line, G&A and EPS on the
operating side and its ownership mix, CAPEX and shareholder returns on the
capital side).

DB does not expect this pathway to be linear and believes management’s
recent commentary echoes the same sentiment, pointing to near-term
obstacles and headwinds that could serve as potential drags on 2017
operating profit growth (versus its LT model. including softer-than-hoped for
Pizza Hut results, the timing of re-franchising efforts, a corresponding
mismatch of G&A reductions as an offset, F/X pressure and the negative
comparisons related to the extra week in 2016).

Deutsche Bank AG/Hong Kong

‘Figure 13: One-year forward PE band
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Mr. Levy continues to rate YUM shares Hold with a valuation based on an
~15x NTM EV/EBITDA (which implies ~23x P/E). The target multiple reflects
improving results across the domestic and international business segments
following the company’s recap and its move to an asset lighter/franchise heavy
model and positions its shares within the mid-point valuation range for
similarly franchised restaurant models.

We believe YUM;s current valuation reflects ongoing challenges and risks
across its growth markets (including China) and offers a fair value until the
company is able to regain its consistent EPS growth algorithm. We believe it
also reflects a balance of the improvements (capital and operational) and
ongoing challenges (across its segments), thus resulting in a fair value for the
shares.

DCF -based target price of USD31.48, initiating with a Buy

Implying a FY17/18E PE of 24/22x and EV/EBITDA of 10/9x; offering 17% total
return potential

Our primary valuation methodology is DCF, employing a COE of 9.2%, beta of
0.95 and terminal growth rate of 2.0%. This produces a fair value estimate of
USD31.48/share, implying a FY17/18E PE of 24/22x. Our target price offers
17% total return potential.

‘Figure 14: DCF sensitivity analysis

Explicit Forecasts 4,541 Risk Free Rate 3.9%
Terminal Valuation 5,654 Equity Beta 0.95
ADD : Other Investments 1,039 Equity RP 5.6%
ADD : Net Cash 1,256 Cost of Equity 9.2%

LESS : Minorities 44

Total Value to Equity Claims 12,445 1.000 |WACC
Current No. Shares 395
Equity Value per share (USD) 31.48

DCF Sensitivity Analysis on EV (USD)

Long run growth

WACC 0.0% 1.0% 2.0% 3.0% 4.0% WABC
7.2% 35.65 38.68 41.91 49.07 59.11 7.2%
8.2% 31.62 33.74 35.79 40.42 46.13 8.2%
9.2% 28.49 30.03 31.48 34.57 38.15 9.2%
10.2% 26.00 27.14 28.08 30.37 32.76 10.2%
11.2% 23.97 24.84 25.50 27.20 28.87 11.2%

Nominal Long run growth

DCF Sensitivity Analysis on CY17F PE (x)

0.0%
26.58
23.6
21.24
19.4
17.9

9.2%

2.0%

Long run growth

1.0% 2.0% 3.0% 4.0%

28.84 31.24 36.59 44.07
25.2 26.7 30.1 34.4
22.39 23.47 25.77 28.44
20.2 20.9 22.6 24.4
18.5 19.0 20.3 21.5

Source: Deutsche Bank
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Figure 15: PEG vs. market cap comparison with peers Figure 16: PEG vs

peers
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Note: CDC, Tsui Wah and YUMC are based on Deutsche Bank estimates, others are market consensus

We also look at trading multiples in the China/HK regional and international
restaurant sectors and global restaurant, which we believe support our target
price. When taking into account its leading position in China, sustainability of
the business and the steady EPS growth of 6%, we expect YUMC to deliver.

The following are the observations:

In Asia, leaders in the segment tend to have higher PE multiples (e.g.
CDC in HK is trading at 23x FY18 PE vs. average of 20x, Jolibee in the
Philippines and Jubilant in India are trading at 44x/33x FY18PE vs.
market average of 28x).

In the US, it seems that it is less obvious and mid-size players with a
niche offer to consumers (like Domino’s, Shake Shack, Panera Bread,
etc.) tend to trade higher PE multiples.

That said, for all markets, QSR tends to trade at a higher PE multiple
than non-QSR/full-service restaurants, due to its stable and more
predictable income stream.

2016 results review and key company guidance for 2017
Share price fell by 6% (S&P +0.6%) for two days after YUMC's 2016 results
announcement on 7 Feb after market close, despite operating profit being 9%
higher than USD600m guidance. We believe this could have been because
market and investors had a higher expectation of SSSg.

For key guidance on 2017, management guided for a double-digit increase in
operating profit from new store growth, SSSg and VAT reform, but offset by a
high single-digit increase in G&A as a separately listed company.

Our 2017/18/19 EPS forecasts are -3/5/5% vs. consensus

However, our NP forecast is 2/2/4% vs. consensus forecasts for the same
periods. We believe the key difference is our assumption on margin
improvement. With ~3% SSSg and VAT reform benefits for KFC for the next
three years, we believe the company could see better economy of scale. Our
EPS is lower as we believe that, while we assume 4m shares of buyback each
year, our forecast also includes the 16m warrants to Primavera and Ant
Financials.

Deutsche Bank AG/Hong Kong
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Figure 17: Deutsche Bank forecast vs. market forecast

Difference
DB forecast Market consensus h vs Market consensus
YEFebRMBm | 2017F 2018F 2019F | 2017F ' 2018F ' 2019F | 2017F ' 2018F ' 2019F

Sales " 6856 " 72327 7674 6965 7400 7,777 [ -1.6% " -23% " -1.3%
EBIT F 684" 7447 818 711 782 840 [ -3.9% " -48% " -2.7%
Op profit 744" 8147 897 718 795 858 [ 3.6% " 23% " 4.6%
Netproft [ 530" 5827 643 521 569 619 [ 1.7% " 23% " 3.9%
EPS F 131" 145" 162 1.35 1.52 170 [ -29% " -46% " -51%

Source: Deutsche Bank estimates
Note - fully diluted shares are 410m, 406m and 402m for 2017/18/19 respectively

Figure 18: Peer comparison (Greater China)

Local . Net Debt/Share EPS 2-year
(Caijzy Recom Target price Mkt Cap Rpt. Cey Fiscal YE Dividend yield EV/EBITDA Payout ratio (%) Equity EPSyoy% CAGR %
(12 mth]Price (usp) 2018 2017 2018 2017 2018 2015 2016 2017 2018 2016 2015-2018
2019 2018 2019 2017 2018 2019 2017 2016-2019
QskR
Yum China Buy 313 26.8 10,048.0 usb Dec 20.4 18.5 39 35 13 17 213 20.8 8.4 7.7 - - (45.6) (51.4) 42.7% 6.9%
Cafe de Coral Buy 289 263 1,914.7 HKD Mar 22,0 18.5 4.7 4.4 3.6 4.2 227 24.6 10.0 88 77.0 77.0 (37.1) (45.6) -12.2% 15.6%
Tsui Wah Hold 14 13 229.9 HKD Mar 13.9 11.8 14 13 53 6.4 11.2 125 4.4 3.4 70.0 70.0 (49.8) (55.3) -54.7% 35.3%
Gourmet Master NR na 2880  1,386.1 TWD Dec 253 21.0 5.2 52 16 2.0 220 217 9.5 8.0 310 na (2.7) na 768.6% 20.0%
Fairwood NR na 293 480.1 HKD Mar 18.5 18.5 5.5 55 4.2 4.7 30.2 303 8.6 7.8 88.4 na na na 158.6% 6.5%
Hop Hing NR na 0.2 2323 HKD Dec na na 4.1 4.1 na na na na na na 383 na na na 0.7% na
20.0 17.6 4.1 4.0 3.2 3.8 215 22.0 8.2 71 50.8 49.0 (33.8)  (50.8) 150.6% 16.8%
Casual dining
Xiabu Xaibu NR na 5.0 689.1 CNY Dec 193 16.5 25 2.2 25 27 18.1 18.1 6.3 6.0 40.0 na (2.5) na 24.8% 15.2%
Ajisen NR na 31 434.6 HKD Dec 15.2 14.9 0.9 0.9 55 5.7 6.0 6.3 52 4.9 85.1 na (4.0) na 20.8% 6.4%
Tang Palace NR na 27 149.6 CNY Dec 137 105 2.7 27 7.4 83 242 27.3 3.8 32 79.9 na (1.9) na 11.5% 24.5%
Future brights NR na 0.7 66.2 HKD Dec na na 0.5 0.5 na na na na na na na na na na -6.6% na
Average 16.0 14.0 1.6 1.6 5.1 5.6 16.1 17.2 5.1 4.7 68.3 na (2.8) na 12.6% 15.4%
Full-service restaurants
Wow prime NR na 145.0 362.6 TWD 12/2015 29.95 21.66 3.20 3.20 6.50 4.79 16.23 12.40 4.81 486 221.34 na 8.85 na 45.0% 38.3%
Xiao nan Guo NR na 2.8 181.0 HKD 12/2015 na na 0.62 0.62 na na na na na na  67.69 na na na 17.7% na
Quanjude NR na 225 1,007.0 CNY 12/2015 47.5 41.8 4.8 4.8 na na na na na na 51.7 na na na 0.4 na
Average 38.7 317 29 29 6.5 4.8 16.2 124 4.8 4.9 113.6 na 8.85 na 35.1% 38.3%

Source: Deutsche Bank, Bloomberg Finance LP, Closing price as of 22 Feb 2017
Note: forecast of non-rated companies are from Bloomberg Finance LP

Figure 19: Peer comparison (regional)

Local Rpt. . Payout ratio Debt/Share year
Company Recom Target price Mkt Cap ¢ . Fiscal YE PB Dividend yield EV/EBITDA (%) Equity EPS yoy% CAGR %
(12 mtl Price (usb) 2018 2017 2018 2017 2018 2017 2018 2015 2016 2017 2018 2016 015-2018
2019 2018 2019 2018 2019 2018 2019 2016 2017 2018 2019 2017 016-2019
Regional -QSR

Jollibee Foods Corp Buy 1400.0 1007.0 978.7 INR Mar 44.7 313 6.8 5.8 0.4 0.6 16.3 201 166 124 200 187 (5.0) (18.0) 27.1% 10.0%
Jubilant Foodworks Hold 205.0 201.8 4,317.4 PHP Dec 329 29.7 5.2 4.7 11 1.7 18.8 18.7 19.2 16.2 35.0 50.0 (15.5) 3.5 -7.4% 13.8%
Average 38.8 30.5 6.0 5.3 0.8 1.2 175 194 179 143 275 343 (10.2) (7.3) 9.9% 11.9%

Regional - non QSR
MK Restaurant Group  NR na 59.5 na THB Dec 18.9 17.0 3.4 na 5.0 5.5 18.4 20.3 12.0 11.0 94.1 94.1 (6.0) (8.5) 6.8% 10.1%
Skylark Buy 1800.0 1644.0 2,818.1 JPY Dec 163 15.2 23 21 2.6 2.7 16.4 15.9 9.0 84 416 408 100.1 85.1 22.1% 6.6%
Max's Group Hold 246 27.0 419.2 PHP Dec 32.6 27.7 35 31 0.5 0.6 125 132 160 139 173 17.0 49.7 357 10.3% 16.4%
Shakey's Pizza Buy 14.9 12.1 368.7 PHP Dec 241 20.4 3.4 3.0 - - 17.1 17.7 14.3 123 61.9 49.6 39.2% -11.3%

Average 23.0 201 3.2 2.7 2.0 22 16.1 168 12.8 114 383 380 514 405 19.6% 5.5%

Source: Deutsche Bank, Bloomberg Finance LP, Closing price as of 22 Feb 2017
Note: forecast of ted panies are from g Finance LP
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Figure 20: Peer comparison (international)

Local Net Debt/Share EPS 2-year

Company Recom Target  price Mkt Cap RPT-Coy Fiscal YE Dividend yield EV/EBITDA  Payout ratio (%) Equity EPSyoy% CAGR%

(12 mth) Price (usp) 2018 2018 2017 2018 2017 2018 2015 2016 2017 plut 2016 2015-2018
2019 2019 2018 2019 2019 2016 2017 2018 2019 2017 2016-2019

International QSR

Domino's Hold 49.0 557  3,819.4 AUD Jun 334 286 10.0 89 22 25 327 339 17.8 15.4 70.0 70.0 58.1 45.6 40.7% 28.2%
McDonald's Buy 135.0 127.9 101,096.0 usb Dec 20.6 19.1 nm na 3.0 33 nm nm 133 13.6 60.9 62.0 nm nm 14.6% 8.5%
Panera Bread Hold 210.0 2286 5,081.3 usb Dec 307 27.4 135 na - - 64.0 61.1 12.6 10.9 - - 125.1 188.1 8.6% 12.0%
Sonic Hold 25.0 26.6 1,208.0 usD Aug 19.6 na nm na - na nm na 11.9 na - na nm nm 17.3% 2.9%
YUM! Brands Hold 65.0 66.1 26,4819 usb Dec 24.0 na na na 19 na nm na 16.2 na 47.6 na nm nm 10.2% na
Chipotle Mexican Grill Sell 280.0 4276 11,946.2 usb Dec 54.5 39.6 85 8.0 - - 16.3 22.4 21.8 16.8 - - (6.3) (6.8) -91.5% 190.2%
Zoe's Kitchen Hold 26.0 22.8 4432 usb Dec  168.1 na na na - na 20 na 18.2 na - na 203 26.0 -5.4% na
Starbucks Hold 59.0 57.6 85,9489 usb Sep 237 na 18.6 na 21 na 68.7 na 13.0 na 51.9 na (16.8) (12.7) 20.0% 12.9%
Autogrill NR na 82 22019 EUR Jan 224 208 3.4 34 2.0 22 153 157 6.1 5.7 47.5 na 0.2 na 47.4% 11.1%
Jack in the Box NR na 103.6  3,276.9 usb Jan 26.3 26.3 na na 18 21 na na 108 105 321 na 0.4 na 3.0% 12.0%
Papa John's NR na 79.6 2,925.8 usb Feb 315 28.2 na na 1.1 11 na na 153 141 328 na na na 29.9% na
Popeyes Louisiana Kitchen NR na 79.0 1,637.9 usb Jan 375 32.0 195.0 195.0 na na na 1,309.3 18.1 16.7 - - na na 20.0% 12.9%
Shake Shack NR na 370  1,3455 usb Mar 81.2 66.9 9.4 9.4 na na 123 12.4 23.8 19.6 na na (0.1) na na na
Wendy's /Arby's Group NR na 137 3,518.7 usb Jan 345 34.5 5.0 5.0 22 2.7 19.2 na 133 122 13.1 na 0.7 na -7.2% 14.8%
Average 43.4 324 329 383 1.4 17 28.8 2425 15.2 13.6 274 26.4 20.2 48.0 8.3% 30.5%
International non-QSR
Bloomin' Brands Hold 20.0 17.9 1,895.7 usb Dec 135 126 4.7 na 16 19 48.7 40.6 71 7.0 21.4 23.0 4460 3043 0.4% 8.4%
Buffalo Wild Wings Hold 155.0 156.1 2,513.6 usb Dec 28.2 24.6 21.8 na - - 28.8 89.0 9.8 9.2 - - 309 417.1 3.0% 12.0%
Texas Roadhouse Hold 45.0 41.9 3,300.2 usb Dec 253 21.8 3.9 na 17 1.9 17.5 18.9 111 9.8 42.6 40.4 (6.6) (10.0) 24.1% 13.6%
Darden Restaurants Hold 78.0 75.4 9,260.1 usb May 19.0 17.5 4.2 na 2.8 29 253 25.8 9.7 89 51.9 49.9 85 127 34.2% 10.3%
Del Frisco's Hold 16.0 17.2 400.2 usd Dec 197 na na na - na 8.1 na 7.4 na - na (6.9) (83) -0.4% na
Fogo de Chao Hold 14.5 14.4 404.7 usD Dec 15.3 na na na - na 8.7 na 8.5 na - na 45.3 347 22.4% na
Ruth's Hospitality Group Buy 19.0 17.3 547.9 usb Dec 16.6 15.4 51 na - - 36.6 34.4 8.6 81 - - 28.1 115 11.2% 9.6%
CBRL Group NR na 160.0 3,846.8 usb Jul 20.7 20.7 73 7.3 32 3.4 35.5 39.2 9.8 9.3 98.5 na 0.0 na 773.7% 5.6%
Cheesecake Factory NR na 60.1 2,850.5 usD Jan 21.2 19.7 49 4.9 1.7 1.7 24.3 254 9.6 9.1 30.8 30.3 na na 237.1% 9.3%
DineEquity NR na 59.7 1,080.8 usb Dec 9.9 9.7 4.2 4.2 6.5 6.9 36.6 37.1 9.0 89 63.0 na na na 576.8% 5.8%
Ruth's Chris NR na 17.3 550.1 usb Dec 18.2 16.2 7.1 7.1 1.6 16 36.6 34.4 9.0 8.6 27.1 28.8 0.0 na 86.0% 7.6%
Red Robin NR na 49.9 641.6 usb Dec 18.4 17.9 1.8 18 na na 9.7 13.1 6.7 6.3 - - na na 331.9% 15.9%
Ruby Tuesday NR na 19 1145 usb May 36.1 36.1 0.3 03 na na na na na na na na na na 5.2% na
Brinker International NR na 421 2,057.8 usD  Jun 12,0 120  (109)  (10.9) 3.4 37 (39.3)  (48.0) 8.0 7.7 36.9 na 0.7 na 351.4% 7.6%
Average 19.6 18.7 45 21 1.9 24 213 282 8.8 8.4 28.6 215 546 1089 175.5% 9.6%

Source: Deutsche Bank, Bloomberg Finance LP, closing price as of 22 Feb 2017
Note: forecast of non-rated companies are from Bloomberg Finance LP

Comparison with peers on operations

There is no sizable QSR listed separately other than YUMC.

McDonald China is part of the global company listed in the US and Dicos is
owned by Ting Hsin, Taiwan. We pick CDC (HK's largest QSR with 39% share),
Tsui Wah (fast casual dining chain in HK/China) and Xiabu Xiabu (fast casual
dining chain in China) and compare its operational performance with YUMC.

Trend in the industry — multi-brand, smaller size format and online delivery

= Smaller stores to weather the storm. This is because smaller stalls see
difficulties in getting a bigger store location in HK/ China. In addition,
smaller store size will need a lower breakeven level and thus, can
better manage weather market volatility. YUMC commented that the
size for new units opened in 2016 was ~40sm less for KFC and PH
stores. In HK CDC now seeks 1000-2,000 sf size store vs. 3,000 in the
past.

= Catering consumer preference. Another trend is the multi-format
trend, especially for casual dining. This is to cater to consumers’
demand for variety. YUMC currently has six brands and in Dec 16, it
opened its first Taco Bell in Shanghai. Xiabu Xiabu opened several
mid-end hot pot restaurants called Coucou in tier 1 cities and targets
different product offerings at different parts of the day.

= Convenience. Online delivery platforms are consolidating their number
of restaurant partners and focusing on the better quality ones. Delivery
sales are ~10% for YUMC (of which KFC’'s mix increased from 7% in
4Q15 to 10% in 4Q16). Online delivery accounts for 10% of Tsui Wah's
China sales. Xiabu Xiabu is working with online platform companies to
improve the delivery process (as their products need to be kept at low
temperatures). All players view delivery as a one of the key drivers for
sss.

Deutsche Bank AG/Hong Kong Page 11
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When comparing these four companies based on common size, YUMC's per
store sales in China is similar to that of CDC and Xiabu Xiabu (sales per store is
half of YUMC and CDC but size of the store is also 50% smaller). However, as
YUMC is in 1,100 cities (while CDC’s store is mainly in more affluent South
China and Xiabu Xiabu's sales is 70% in tier 1 cities), we view YUMC's sales
per store (50% in tier 1/2 cities and 50% in tier 3/4 cities) as better than others
in terms of productivity.

GPM and opex ratios for the companies’ China operation are similar, except for
Xiabu Xiabu. However, Xiabu Xiabu has a restaurant margin of 20% in 2015,
which is similar to YUMC (ex 3% license fee).

= We believe that YUMC’s sourcing advantage is not just having
cheaper sourcing (which ensures competitive price with good margin)
but also the consistency and quality of the supply. In addition, YUMC
experienced GPM improvement by 2.8ppt, partly due to VAT reform.
This reform benefits most key players as they use big suppliers, which
produce invoices. According to Xiabu Xiabu, CDC and Tsui Wah, such
a benefit is likely to be in the range of 2-2.5ppt when fully
implemented. However, as the reform only started in May 16 and
needs to be rolled out by provinces, such benefits will gradually kick
in, as explained by YUMC and other industry players.

= When comparing the staff cost ratio (one of the two key operating
cost items other than rental), it is important to note that YUMC only
discloses the staff cost at the store level and shows the restaurant
margin. However, for the others, staff costs include headquarters and
backend staff. Based on our analysis of company data, we believe
Yum'’s staff cost ratio is lower than Tsui Wah China by 1-2ppt and its
rental ratio is lower than Xiabu Xiabu and Tsui Wah by 1-2 ppt.
Although the ratio is lower, YUMC pays 10-20% better than the market
rate at manager level, according to the company.

= G&A for YUMC and CDC is about 6% but 10% for Xiabu Xiabu. We
believe this reflects the scale effect.

When comparing the four companies’ ROE, YUMC and CDC have a similar
ROE at roughly 20%, YUMC and CDC's ROE is driven by faster sales growth,
showing its efficiency in driving sales per store. Xiabu Xiabu as a fast casual
dining chain, relies on lower opex ratio to drive EBITM.

Page 12
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‘Figure 21: SSSg trend for restaurants in China/HK

2010 2011 2012 2013 2014 1Q15 2Q15 1H15 3Q15 2015 1016 2016 3016 4Q16
Ajisen (HK) 0538.HK 2.8% 5.0% 0.7% 4.3% 2.7% 2.0% 6.8% 4.3% 4.6% 6.0% -2.0% 0.7% -0.7% na
Ajisen (China) 0538.HK 8.7% -6.0% -12.6% 7.6% 2.3%| -6.0% -10.1% -1.8% 9.2% -1.5% -6.1% -9.6% -10.8% na
FlatinHK; 6%inHK; 8% _ . mig-o-figh o HK: +4% HK: 5%;
Café de Coralt B4LHK  56%inSC; inS.C13%in >0 MHK 1% 9%inHK 4% singedgting -, HK: mid-single na South China: - Mainland: K%,
14% i E.C EC inS.C inS.C ‘ HK; digit % 1% China 1-2%
3%inS.C
0 -3 80
) Yoshirg:? Yoshinos);g:ﬂ-) S e min kKD
Hop Hing 0047.HK na na 7.0% -8.1% -3.8% na na Yoshinoya: -5% . na 47% na
1.5% 4.0% DO: -6.2% -2.2% in RMB
DQ-3.2% DQ-L6% ]
129% (HK: 0% (HK:8- Flatin HK; - China:2- China: flat,
Tsui Wah* 1314HK (Hmlzz;/o:)’ 125% P(RC: 10% iS% in 5.0% P';'f:loioﬁjn na o down5-T%in 5'”%'23:2‘; Fhdown HK: 1-2%
16.29) PRC) China HK: 5% down
Xiao Nan Guo 3666.HK 13.2% 1.7% -1.1% -10.1% 10%| 52% 1.3% 3% -0.2% positive -1.4% -2.8% na na
Xiabu Xiabu 0520.HK na na -3.3% -4.7% -4.0% 0.6% 3%-4% na
MCD China MCD.N 6.3% 12.0% 3.2% 3.0% negative| -4.8% -3.0% na  258% 1.8%‘ 40%  '+2.1% -1.8% 7.9%
Yum China YUMCN 6.0% 19.0% 4.0% -12.5% -5.0%| -12.0% -10.0% -11.0% 2.0% -4.0% 6.0% Even -1.0% 0.0%
Source: Deutsche Bank, company data
‘ Figure 22: Peer comparison
Company name Café de Coral Tsui Wah Xiabu Xiabu YUM China
Period / currency YE Mar/ HKS YE Mar/ HKS YE Dec/ RMBm YE Dec / USDM
China: HKD9.95m(USD1.28m), | China: HKD25.3m(USD3.3m), KFC: USD1.18m,
Sales per store HK: HKD23.3m(USD3.0m) HK: HKD40.7m(USD5.2m) RMB4.39m(USD0.65m) PH: USD1.08m
Xiabu Xiabu - RMB 47; Cou Cou| KFC - ~RMB 30; Pizza Hut -~
ASP HK - HK$35; China - RMB30+ HK- HK$70-80; China RMB70 - RMB120-140 RMB xx.
HK~ 300sm ; China - bigger Xiabu Xiabu - 100-150sm; Cou
Average store size (new units) than HK Both HK/China- 300-400sm Cou - 350-500sm 300sm or less
HK: 4~5mn HKD; China:2~3mn | both HKD4~5m (in the past 8- [ Xiabu Xiabu - RMB1.1; Cou
Capex per store RMB 10m for bigger store) Cou - RMB4m USD0.42m
FY16 FY17e FY16 FY17e 2,015 1H16 2,015 2,016
Revenue 7,567 7,903 1,868 1,966 2,425 1,263 6,909 6,752
Common size %
Gross profit 68.8% 68.8% 71.3% 70.9% 61.0% 62.9% 68.8% 71.6%
Otherincome and gains 0.0% 0.0% 0.7% 0.5% 0.3% 1.8% 0.0% 0.0%
Opex -60.7% -59.8% -61.2% -66.6% -50.8% -50.9% -62.5% -62.9%
Staff cost -29.0% -29.0% -27.5% -28.5%) -22.4% -23.6%)| -20.1% -21.2%
Rental cost -11.5% -10.9% -16.7% -17.5%) -13.5% -13.9% -11.2% -11.2%
Depreciation -4.0% -4.2% -6.3%" -14.3% -5.0% -4.6% -6.2% -6.0%
Others -16.2% -15.6% -10.8% " 11.1% -9.9% -8.8% -25.1% -24.5%
EBITDA 12.1% 13.3% 10.1% 11.1% 15.5% 18.3% 12.4% 14.6%
EBIT 8.1% 9.0% 3.8% 4.8% 10.5% 13.7%] 6.3% 8.7%
Net Profit 6.8% 7.6% 3.8% 5.2% 10.9% 11.0% 4.7% 7.4%
ROE (Dupont breakdown) 16% 20% 4% 7% 15% 16% 20%
EBIT margin % 8.1% 9% 3.8% 5% 10.5% 6.3% 9%
Asset turnover 1.7 1.8 1.2 1.3 1.2 2.2 1.8
Financial cost ratio % 1.0 1.0 1.1 1.1 1.1 11 11
Tax burden 0.8 0.8 0.7 0.8 0.8 0.7 0.8
Financial leverage 1.4 1.5 1.3 1.3 1.3 1.6 1.5
Source: Deutsche Bank, company data
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‘Figure 23: Porter’s five forces

STRATEGIC FORCES ANALYSIS

Substitutes

segment and help sssg for KFC.

but remainsin lower-tier cities.

Substitutes from forms of dining and different food type
» Dining out vs Eating at home - withurbanization, dining outisthe trend
+ Dining out vs Home delivery -initially athreatin China, now an opportunitytoexplore this

+  Western QSR vs local QSR - like Asia markets, western QSRinitially had higher ASP with
premium image. With local QSR catching up, this premium has normalized in Tier-1/2 cities,

Suppliers

Supply of raw materials
(sufficient), network (abundant)
and workforce (shortage)

+ Key raw materials are chicken,
cheese, beef and pork products
and paper and packaging
materials sourced from 600
independent suppliers, mostly
China-based. Raw materials
are sufficient with
substitutions, butare subject to
price volatility (due toweather
and/or DD/SS).

+ Consolidating to 15-18 poultry
suppliers (from 30). Sunny is
the biggest supplier, which is
vertically integrated.

+  Withits 18 DCs (allowing it to
triple its units), it self-operates
all the supply chain
management/operation to
better control risks. Food
safety is its top priority.

*  Supply of network space -
abundant (department stores,
mall and transportation hubs)
butneed tobe selective. Lease
agreement isnormally 10-20
years.

*  Supply of frontline staff -
potential industry-wide
shortage, so YUMC looks for
smaller store formats, use of
higher part-time ratio (50% of
the 0.4m staff are part-time,
KFC - 70%) and increase in
automation.

Competition

Intense competition from local/online apps but the market is
still growing

Food service market totaled RMB755bn in 2016. Chained
QSR units per million population was at40 in China vs the
US's 523 as of 2015. KFC is the largest chained QSR in China
by store number (9%) in 2015 and value (30.2%). The
2nd/3rd largestare MCD/Dicos with 13.8%/7.3% share for
the same period.

Apartfrom brand (iconic)/product (Original Recipe Chicken)
differentiations thatdrive store efficiency, YUM's strength as
a chainstore isalsoinits supply chain efficiency, which
allows consistency in product quality at competitive cost.
Local players like Kungfu and Daniang Dumplings have been
catching up and gaining share (helped by capital inflow and
rising demand for differentforms of dining out).

Local players like Kungfu and Daniang dumplings might slow
down YUMC's penetration pace in lower-tier cities as they
are dominantin a specificregion.

Competition is more intense in casual dining than in QSR.
Online delivery platforms e.g. Dianping and BaiduTakeout,
established a marketing platform and created more
opportunities for independent players.

Customers

Consumers forever changing preferences

Target customers are: 1) families,
young adultsand childrenand 2) busy,
young professionalsin highly
populated cities.

Ever-changing consumer appetite
brings more challenges/opportunities
for management, e.g. with healthier
cuisine being atrend, itschainsare
also offering more options. Regional
preferencesalso exist. YUMC has
adopted a multi-brand strategy for
different price points and segments,
and consistently offersnew
products/dishes. Operation is also
decentralizedto offer flexibility tolocal
changes.

While itisviewed asan ordinary fast
food chain in Tier-1 cities, KFC remains
apremium brand with a decent
restaurantimage among consumersin
lower-tier cities. Pizza Hut also has
growth potential in lower-tier cities,
given low penetration.

Its KFC brand has successfully
maintained itsfun, trendy and vivid
brand image in order to stay relevant
among younger generations (90s).

QSR's Customer Matrix -
consumers aredemanding

Branding

Convenience Pricing

Quality Services

New Entrants

New Entrants - Low entry barrier but hard to sustain as chain with

scale

A single restaurant (especially casual dining and quick service
chain)requiresrelatively low upfront investment. Hence, itisone
of the most popular businesses for entrepreneurs. Chain stores

compete with other chain stores as well as individual stores.

QSR market has a higher entry barrier, asentrantsneed a central

kitchen and a standardized menu shouldthey develop intoa chain,
and the market normally outperformsin a economy downcycle. Cost o
On the other hand, the consistent operational capability in China is

hard toreplicate.

Product
Differe
ntiation

Regulat Switchi
ion and ng
Policy Costs
Access
Advan
ages

Consu
mers

Source: Deutsche Bank, company data
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Figure 24: SWOT analysis

Strength

\Weakness

1. Multi-brand strategy to cater to consumers’ diverse demands
in taste, store experience and price point.

2. Market leader in China QSR/casual dining restaurants with
30.2%/24% of market share. It benefits from scale at the back
end.

3. Vast network with 7500+ stores in 1100+ cities. It is the most
penetrated QSR in its coverage.

4. Highly educated workforce and long-tenured management
team (on average, 15 years of experience) with 420,000
employees in total by end-2016.

5. Itis also known for success in localizing its menu and new
product launch capability (150 new products launched in 2016).
6. Strong brand equity (78 years of history for KFC; entered
Chinain 1987) with iconic culture (original 11 herbs and spice
recipe chicken).

7. Efficient and high-quality supply chain with diverse suppliers
(600 suppliers) and distribution (17 DCs).

1. Western QSR has a “junk food" image particularly in Tier-
1/2 cities, and consuming healthy food is considered to be
more trendy.

2. Productivity of old stores, especially in Tier-1 cities,
needs improvement.

3. Higher labor cost/turnover are industry-wide issues.
Chains like KFC work on automation and smaller store
formats.

4. Negative publicity (food safety issue and Sino US tension)
in the past.

5. Pizza Hut’s sss momentum is yet to pick up amid
increasingly intense competition in the China casual dining
market.

Opportunities

Threats

1. Rapidly growing middle class (40% of total population by
2022 from 10% in 2009) and accelerating urbanization (60%/70%
by 2020/30 from 56.1% in 2015) indicates significant demand for
catering business opportunities. The fast food chain is not yet
saturated. Management targets to increase its store number
from 7,562 to 20,000 in the long term.

2. Development of nationwide transportation hub.

3. Younger generation’s changing lifestyles, e.g. increasing
'living alone singles', especially in Tier-1 cities, rely heavily on
QSR rather than self-cook. Investment by Ant Finance should
help YUMC in exploring how digital techniques can cater to
consumer demand and preference.

4. Online delivery apps have made QSR restaurants more
accessible to consumers.

1. Keen competition from local restaurants and new
emerging brands. KFC's market share has shrunk from 40%
to 30% over the past ten years.

2. Operational risks (the need for localization) related to
aggressive expansion in lower-tier cities. Higher overheads
as a separately listed company.

3. Disruption in traffic if there is political tension between
China and the US.

Source: Deutsche Bank, company data
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Risks and Challenges

Summary

= Intense competition

= Change in consumer preference

= Negative news or publicity (Food safety issue and Sino US tension)
= Failure in optimizing its store portfolio

=  Failure in revamping Pizza Hut

= Failure to pass on cost increase

=  RMB depreciation and repatriation of cash outside of China

Intense competition

Competition comes from: 1) western QSR/casual dining chain, 2) local
QSR/casual dining players (both chains and one store operators) and 3) home
delivery apps. When economy slows, investments in the catering business
continue, based on our experience in markets like HK. It will likely face risk of
higher rental for the new store locations in transportation hubs. Some snack
food companies or QSR with central kitchen might turn more aggressive in
bidding the site. In addition, dining out/delivery apps are regarded as the next
growth segment/business model and attract a lot of investments. Thus, over
the past years, the market became more fragmented and market shares of
KFC's shrank from 40% in 2006 to 30% in 2015.

We do not believe the decline in market shares is a concern at this stage,
because:

= Western QSR (like KFC) is the pioneer of the QSR industry in China but
has been viewed as premium food in the past (still the case in lower
tier cities). With income growth and more investment in the industry,
we expect casual dining and full-service restaurants to take off.

= Overall the catering segment is expected to grow by ~11% in 2017,
according to the government. We only expect YUMC to grow by 5-6%
in sales (LCY) over the next three years. We therefore expect
continuous market share loss. However, we believe that it is
appropriate for YUMC not to accelerate its store opening plan for
increased market share until the overall economy recovers.

Figure 25: Major competitors

Yum's brand Western brands Local brands Others Remarks
QSR KFC, Taco Bell, East MCD, Dicos, Burger King  Kung Fu, Yong he Delivery Apps Aggregators Less competition on
Dawning like Meituan, ele.me, etc. home delivery from 2016
Convenience stores
Casual Dining Pizza Hut, Little Domino's Pizza, Papa Quanjude, Hai dilao  Delivery Apps Aggregators  na

Sheep John's like Meituan, ele.me, etc

Source: Deutsche Bank
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Change in consumer preference
Chinese consumers, especially in tier 1/2 cities, are becoming more health
conscious and might view KFC’s fried chicken and Pizza Hut's pizzas as
unhealthy. In addition, there are more choices for casual dining than there
were ten years ago. Younger consumers prefer home delivery to takeaways
resulting in foot traffic at stores.

Yum is therefore is offering more healthy choices on the menu (e.g. soya milk
and green salad) in tier 1 cities. It offers new dishes and an upgraded dining
environment at Pizza Hut. Meanwhile, KFC has teamed up with food delivery
aggregators and has its own delivery websites/apps to boost delivery sales. In
4Q16, KFC's delivery sales grew 37% yoy to account for 9.9% of total sales vs.
7.2% of total sales in 4Q15. For reference, the whole online food delivery
market grew by 62% in 2016.

Negative news or publicity (food safety issue and Sino US tension)

Food safety is always a key risk to all restaurant chains. Quality control along
the supply chain is also important, which management has been upgrading all
the time. Over the past years, Yum China sales performance has been
impacted by food safety issues related to Yum's restaurants/franchises,
suppliers/distributors and even competitors. As a US QSR chain, KFC has been
affected by Sino US tension as some consumers (especially in lower tier cities)
demonstrated outside its stores. While SSS was affected in 3Q16, there is less
volatility than in the past (Figure 26). We believe the presence of two strategic
investors from the mainland will help the company to better communication
with the market.

Bird flu also affects the traffic of fried chicken fast food chains. Over the past
two months, several H7N9 bird flu infected persons were detected in South of
China, particularly in Guangdong (Hunan and Jiangxi). Thus, we believe
consumers will reduce their intake of chicken.

Figure 26: SSSq is sensitive to negative news or ‘Figure 27: ...same with share price performance
publicity...

Yum China overall SS5g % ——Yum!Brands share price Fuxi expired
25% chicken

KFC Boycut due 100.00 - : -
20% | toUS-China 90.00 - 9.11. Terrorist
. ) attacks
159 | tension US-China 80.00 -
tension 70.00

10% -

60.00
5% 1 50.00 A i : ; i
40.00 - ) ( Liuhe
0% T T Ty T T T T T e B e e e ) 30,00 \ p problematic
1Q07 4Q07 3C08 2Q09 1Q10 4Q10 3Q11 zQ12 1Q13 4Q13 3Q14 2Q15 1Ql1€ 4Q16 ’ hick
5% - 20.00 | chicken
10% - 10.00 -
0.00 e I S o L S e e e R T
o N W OO o NMm T WO N O OO o N M g 0
-15% 2 2 9@ 929 9 9 9 9 8 9 9 g o oo o o o
Livhe $ 29 8 29 g 96 P9 o @9 e 9 e T o O
problematic ’
-25% - chicken chicken
Source: Deutsche Bank, company data Source: Deutsche Bank, Bloomberg Finance LP Note: share price is unadjusted.
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Figure 28: Major incidents that affected Yum China

Time Incident

2005 KFC is reported to find "Sudan I" from its chicken wings and the company apologized to the public.

2008 A boycott of KFC with protests outside its stores in 11 cities was called after the Chinese blamed Washington for an international tribunal's
dismissal of Beijing's maritime claims. (KFC was regarded as a potent symbol of American capitalism.)

2010- Tests conducted by a third-party agency found eight batches from a total of 18 batches of chicken supplied to Yum by Liuhe had antibiotics

2011 levels that didn't meet prescribed standards.

Dec 12 Yum admitted that the products from Liuhe's factory were not qualified and announced that it has stopped buying from Liuhe in Aug 12.

Jul 14 Yum apologized to customers on 21 Jul 14 after Chinese regulators closed a local meat supplier following a TV report (about the workers
picking up meat from a factory floor and mixing meat beyond expiration date with fresh meat). Yum stated that it immediately stopped using
the supplier, Shanghai Husi Food Co Ltd., and require KFC and Pizza Hut to stop using products from Husi. Shanghai Municipal Food and Drug

Administration shut Husi down.

Jul 16 KFC stores in China were hit by anti-US protests and boycott after an international court rejected China's claim to historic rights in the South

China Sea.

Source: Deutsche Bank, Bloomberg Finance LP, Reuters, Channel News Asia

Failure to optimize its store portfolio for sales growth

Yum targets to open 600+ gross stores a year with ~350-400 in KFC, ~150 in
PH and the rest other formats. Meanwhile, it continues to remodel existing
stores and develop new formats as foot traffic changes given new CBD areas,
residential sites, transportation hubs, etc. In lower tier cities, it seeks a lower
capex model to accelerate growth. Failure to optimize its store portfolio (i.e.
asset management) will result in sales decline and margin pressure. Every 1%
decline in sss at KFC will result in a 4.4% decline in NP (1% = 24m) on our
estimates. We estimate that every ten stores less at KFC will result in -0.3%
decline in NP (10 stores = 2m), ceteris paribus.

Failure to revamp Pizza Hut

Pizza Hut's performance has been weak with a decline in SSS (especially on
volume) for the past three years. Operating profit dropped from USD235m in
2013 to USD155 in 2016. In our view, competition is intense in the casual
dining segment, with lots of venture capital investing in this segment. YUMC
views the revamp of PH as a major task in 2017 and it is one of the key tasks
for Joey Wat, the newly appointed President and COO of YUMC. Ms. Wat will
also overlook PH from now on, as well as steering KFC. The market awaits
more details on the revamp strategy.

Failure to pass on cost increases; higher overheads post spin-off

Labor costs as a percentage of sales increased from 16% in 2011 to 21% in
2016 for Yum China. Minimal wages in China have been increasing over the
past years and will possibly continue the upward trend within an inflationary
economy cycle. As a service-oriented company, labor costs inevitably create
more pressure. Rental cost hike has also continuously put pressure on Yum
over the past years (Figure 29 and Figure 30). Thus, if YUMC fails to increase
ASP and pass the cost hike to consumers, profitability might deteriorate. In
addition, we expect higher overhead cost in 2017 (post spin off in Nov 16).

Page 18

Figure 29: Minimal wages in China
(latest update for 2015/2016)

W Minimumwage (RMB) 4 yoy increase (%) (RHS)
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Source: Deutsche Bank, xinhuanet

Figure 30: Rental for commercial
properties
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Figure 31: GPM percentage vs. EBIT margin percentage
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Note: EBIT margin in 2007-2012 has been factored in licensing fee to YUM
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Figure 32: Cost ratio trend
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Source: Deutsche Bank estimates, company data
Note: Occupancy cost& others % in 2007-2012 has been factored in licensing fee to YUM

RMB depreciation and repatriation of cash outside of China
As the company is reported and quoted in USD, while its functional currency is
RMB, RMB depreciation negatively affects reported sales (non cash translation
impact). Based on the current rate, we expect a -3/0/0% RMB depreciation
impact for 2017/18/19. For reference, the Deutsche Bank economic team
expects RMB depreciation of -10/-8.6% for 2017/18. Should we use Deutsche
Bank’s RMB forecast, our NP would be lowered by 7/15/15% and our target
price would be down by 14.6% to USD26.9.

Figure 33: Changes in forecast by using Deutsche Bank RMB forecast

Difference

DBfmec?Z:gZ::? DBRVE | DB forecast (current) Market consensus T vs DB forecast (current) vs Market consensus ]
YEFebRMBm | 2017F 2018F 2019F |2017F 2018F 2019F | 2017F ' 2018F ' 2019F | 2017F ' 2018F ' 2019F ' 2017F ' 2018F ' 2019F
Sales [ 6359 " 6126 " 6500| 6856 7232 7674 6965 7400 7,777 [ -7.3% "-153% "-153% 7 -8.7% "-17.2% "-16.4%
EBIT I 634" 6317 693 684 744 818 711 782 840 [ -7.3% "-15.3% "-153% " -108% "-19.3% ©-17.6%
opproft [ 690" 6897 760| 744 814  897| 718 795 858 [ -7.3% '-153% "-153% " -3.9% "-134% "-11.4%
Netproft [ 4927 494" 545| 530 582 643 520 569 619 [ -7.2% "-15.1% "-152% " -55% " -13.2% " -11.9%
EPS 122" 123" 137| 131 145  162| 135 152  170[ -7.1% "-150% "-151% " -9.8% " -18.9% "-19.4%
Source: Deutsche Bank estimates, Bloomberg Finance LP
As a listed company in the US with all its profit and cash generated from China,
any share buyback or dividend payment will require payment of withholding
tax if the cash is repatriated back to the US. This should result in a higher
effective tax rate (between 25-35%) and impact NP. However, in the short to
mid-term, as the compay has USD460m cash proceeds from its strategic
investors (in USD and outside China), we believe there is no imminent issue.
Deutsche Bank AG/Hong Kong Page 19
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Committed to growth

Summary — building a sustainable growth model

YUMC ‘s long-term vision is to remain the leader in the restaurant space by:
= creating a mid-teens EPS growth business model
= promoting its iconic products and innovations

=  maintaining favorable macro development (i.e. CPl and infrastructure
build-up)

=  being supported by strategic investors who share the same vision

Creating a mid-teens EPS growth business model

Long-term target: ongoing mid-teens EPS growth on HSD system sales growth
The aim is to achieve this through: network growth (in cities, transportation
hubs and malls), SSSg (including delivery) and margin enhancement at the
restaurant level and scale level. Based on the penetration ratio in the US,
YUMC has the potential to operate 20,000 restaurants in China from the
current 7,562. This would likely be achieved by opening new restaurants in
fast-growing big cities, transportation hubs, and new shopping centers.

Figure 34: Long-term target Figure 35: Sales/EBIT/core NP/EPS CAGR, 2011-2016 vs.
2016 — 2020e (change)

System sales MCAGR2011-2016% = CAGR2016-2020e %

growth * High single digit

16.0% -
14.0% -
12.0% -
*~17% 10.0% -
8.0% -
6.0% -
4.0% -
2.0% -

13.5%

Restaurant margin
long-term target

EPS growth model I\VIGETEES

0.0% -
. -2.0%
St . ¢ Triple stores numbers to 20,000 .
ore expansion stores -4.0% - 3.0%
Sales EBIT Core NP
Source: Deutsche Bank, company data Source: Deutsche Bank estimates, company data
Note: EBIT margin in 2007-2012 has been factored in licensing fee to YUM Note: Occupancy cost& others % in 2007-2012 has been factored in licensing fee to YUM

We believe it is achievable despite its already dominant share

Compared with other international restaurant operators (Figure 36), Yum China
has the strongest presence in 1,100+ cities and has opened an average of two
new locations per day over the past five years. Each year, there are over 2bn
customers in YUMC stores. It is already the largest chain with 30% share as of
2016. We believe, that despite its dominant share, it has the key drivers for a
sustainable growth in EPS in the mid-teens, given the relatively low
penetration (Figure 34), iconic products, favorable macro backdrop and
committed management/strategic shareholders.
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Figure 36: No. of stores as of 2016 YUMC vs. other
international peers in China

M No. of stores

N Store netincrease - MCD
N Store netincrease - YUMC

Figure 37: Store growth — MCD China vs. YUMC
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Source: Deutsche Bank, company data

Source: Deutsche Bank, company data
Note: Store closure for YUMC in 2010 is mainly on Xiao fei yang.

Iconic products and new innovations; Drivers of sales
momentum — Differentiated recipe and innovative products

There are lots of fried chicken chains in China but KFC has its unique recipe
KFC’s unique fried chicken recipe, with a blend of 11 herbs and spices,
remains the key item on the menu in China (and globally). Although there are
several fried/non fried chicken chains in China, pure replicas died down and
some chain operators opted for menu differentiation, given KFC’s strong brand
equity. KFC offered 50 items in China vs. 29 in the US to cater to a more
diverse appetite. In addition, China has in the past had bigger stores than the
Us.

Something old, something new...a sixpence in shareholder’s shoe

KFC China also localizes its menu and offers different products. The company
has a global tracking system to help track consumers’ change of preference. It
has a food innovation committee that screens all the creative ideas
brainstormed from its food lab, and then decides which one should be
launched to which market. The lead time for new product launches can be as
short as 1-2 months for KFC, after shortlisting by the food committee. YUMC
launched 75 new items in 2015 and we estimate it launched 150/200 new
items to the market in 2016.

For example, this CNY, the company offered Roast Whole Chicken, particularly
for CNY bucket delivery, which became a “key option leader” (M4L) product
online. Equipment is more advanced than in other countries and the company
also installed very high quality coffee machines

Deutsche Bank AG/Hong Kong
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‘Figure 38: KFC’s localized products in China (example)

Rice bucket Zinger Stacker Wing on stick Ice cream Chinese breakfast
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Source: Deutsche Bank * note Zinger Stacker is different from the US as 2 pieces of meat is too much for Chinese consumers and thus they replaced it with one piece of meat and one harsh brown |

Backed by favorable macro development

Government commits to boosting domestic consumption
According to NBS, consumption growth has contributed 64.6% to GDP growth |Figure 39: 13" Five-year Plan

during in 2016. In the latest 13t Five-year Plan in Domestic Trade released in  Target Target by 2020

Nov, the government set a series of targets (Figure 39). Total retail sales CAGR +10% to RMB4S8tr
Total catering CAGR +7.5% to RMB11.2tr

PrOViding framework for YUMC's grOWth Ecommerce CAGR +15% to RMB43.8tr

We believe the key drivers for QSR and casual dining are: 1) Urbanization ., rcal goods ~ CAGR +20% CAGR to

(Figure 41) and 2) consumer upgrade, which drives consumers to dine out transaction RMB10tr

either for convenience’'s sake or for a lifestyle experience. Together with Driven by

investment in infrastructure and commercial facilities, they should provide the Urbanization Hukou-based urbanization

rate to rise to 45% by 2020
from 39.9% by 2015

Consumption In rural areas, healthcare,
upgrade entertainment, education &

culture, and other new

areas like information,

green, quality consumption
Source: Deutsche Bank, MOFCOM 16 Nov 2016 |

framework for YUMC's growth.

Figure 40: Unique growth opportunities for Yum China

China’s Five-Year Outlook/consumer trend YUMC strategy

Size of the market Urban population growth of 75MM, 19 city clusters; urbanization Expanding footprint across urban centers
to reach 60% in 2020 and 30% in 2030

Infrastructure Doubling of transportation hubs, airports, high speed rail Targeting units in all major transportation hubs. Can have a few

unites in each hubs. Double no. of hubs (currently its stores
cover 250 hubs )

Commercial facilities 1,250 new shopping malls 1-2 stores in top ranking malls

Consumer preference Fragmentation of demand Multi-brand Taco Bell, Little sheep and others Taco Bell
Shanghai opened in Dec 2016

Source: Deutsche Bank., company presentation
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Figure 41: Urbanization to reach 60% by 2020
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Source: Deutsche Bank, Gov.cn, NDRC, Wind

Figure 42: Per capita spending in urban vs. rural area
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Figure 43: China catering retail started to recover since

Figure 44: Per capita spending in restaurants remains

end-2014 low but with fastest CAGR from 2005 to 2015
China catering sales yoy% growth USD m2015 2005-2015 CAGR % (RHS)
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Source: Deutsche Bank, Wind, NBS Source: Deutsche Bank, Wind
Supported by strategic investors that share the same vision
Credible strategic partners
Primavera and Ant Financial invested USD460m in YUMC and became
shareholders on its list on 1 Nov 16. As of 31 Dec 16, it owns 4.8% shares
(18.4m shares) and 16.4m warrants.
= Dr. Fred Hu, founder of Primavera, has advised the Chinese government
on financial and pension reform, SOE restructuring and macroeconomic
policies. We believe this will help YUMC in exploring its potentials in China
with better insight into China’s policy and functioning of the market. He is
the chairman of the board.
= The other partner, Ant Financial, is a subsidiary of Alibaba engaged in
third-party payment. We believe YUMC can benefit from Ant Financial's
expertise of big data and digital ecosystem in understanding consumers’
spending pattern.
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A distinct coverage model

Summary — Convenience matters

Store footprint — A race to the top (especially at initial stage)
= For the benefits: of 1) Branding, 2) Early mover advantage into lower
tier cities and 3) Scale (on sourcing and product innovation)

= New coverage potentials extend to transportation hubs and online

YUM’'s KFC - Major western QSR operators’ distinct
“coverage models”

Extensive store network is a key factor to success

Unlike full-service restaurants that compete heavily on branding, we believe
QSR competes more on convenience, especially in the early stage of
development. This is best reflected on the allocation of the store network. We
believe QSR operators take into account various factors when deciding the
coverage model, such include: the ability to reach target consumers (including
home delivery), cost (logistics and rental) and even China’s infrastructure
investments. To better understand Yum’s KFC coverage and its strategy, we
compare the network coverage of the three key QSR chain in China.

1) KFC China allocates more stores to affluent provinces
KFC China and MCD China’s store allocation is positively correlated to the
income level of located province (Figure 46). Thus, we believe that with
higher GDP growth in lower tier cities, this will help increase the number
of stores in those markets.

Separately, Dicos, YUMC's key competitor in lower tier cities, strategically
concentrates its stores at China’s mid-income provinces (Figure 47). We
believe Dicos’ move is dictated by its strategy to achieve regional
dominance, as it is a late comer in the segment (set up in 1994) with a
lower-average ticket price.

Figure 45: Increasing penetration in
lower tier cities (No. of store
breakdown by city tier)
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Source: Deutsche Bank, company data

Figure 46: Higher GDP, more stores — this is not a
surprise to us (each mark is a province)
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Figure 47: Dicos’ coverage model focuses on regional
dominance (each mark is a province)
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Source: Deutsche Bank estimates, CEIC, Baidu Map, Dianpnig Note: we pinpoint store locations using
Dianping and double check using Baidu Map
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Within each province, MCD allocates most stores to provincial capitals,
while Dicos focuses on regions outside the capital; KFC more balanced
Analyzing the store allocation within a specific province, we see MCD
China and KFC China allocate more stores to province capitals (Figure 48).
Dicos, on the other hand, allocates more stores to non-capital regions,
with its franchise strategy.

When we compare KFC China and MCD China, the former operates a
more balanced network with 56% stores in capitals, while the rest are in
outside regions. Also, we noticed that KFC China has been strategically
expanding outside of the province capitals in selected regions (Figure 49;
red highlights). KFC’s more widespread network is attributable to its
strong supply chain (we will discuss later), which allows management to
carry out its penetration strategy to lower tier cities.

Figure 48: KFC China and MCD allocate more network to
provincial capital cities
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Source: Deutsche Bank estimates, CEIC, Baidu Map, Dianpnig Note: we pinpoint store locations using
Dianping and double check using Baidu Map
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Figure 49: KFC China strategically expands beyond
provincial capitals in selected regions
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Benefits of the KFC store network model: 1) Branding, 2) Early mover
advantage into lower tier cites and 3) Scale

Branding: Operating a scaled network in China’s affluent regions increases
KFC’s brand equity, in our view (Figure 50). This is especially positive
during the early stage of the China catering industry development (when
KFC is viewed as casual dining more than QSR).

Early mover advantage into lower tier cities: KFC’s strategic expansion
beyond province capital cities allows it to enter lower tier cities where rent
is still low. Analyzing Figure 49, we sensed KFC's tendency to branch into
lower tier cities faster than MCD China, due to its supply chain. KFC's
expansion beyond provincial capital is especially rapid in provinces where
we witnessed significant increase in rent. We estimate that KFC can often
achieve over a ten-year tenure at the new malls in lower tier city (to largely
lock-in the rental).

Scale: We believe it is easier for KFC to increase scale. This is driven by
KFC’s national network (vs. Dicos), more balanced exposure in provincial
capitals and lower tier cities (vs. MCD China), together with 18 distribution
centers.(Figure 58

= Scale benefit on protein sourcing: In China’s protein procurement
market, “1,000 stores” and “2,000 stores” represent two major
thresholds, based on our channel checks. QSR chains’ bargaining
power on protein suppliers increased drastically upon passing

Deutsche Bank AG/Hong Kong

Figure 50: Most preferred QSR brand
in China

B KFC China
O MCD China
O Dicos

Source: Deutsche Bank, company data, Brand Image Tracking in
50+ cities, AC Nielsen. Note 1: western casual dining restaurants,
note 2: KFC data as of Aug. 2016, Pizza Hut Dine In data as of
September 30, 2016
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those thresholds. We believe such led to KFC China’s dominance
in the past.

= Scale benefit on innovation: YUMC's innovation kitchen allows the
company to introduce more localized cuisine. This is likely a
benefit of greater scale in China.

As the largest directly run store network (with possibly the highest penetration
in China), YUMC has increased management complexity and exposure to
macro environment volatility. This is because KFC is viewed as more casual
dining in lower tier cites and more exposed to changes in discretionary income
vs in tier 1 cities, it is a QSR chain.

One model cannot fit all

All major store models adopted by KFC

We estimate over 70% of KFC stores are standard stores: composed of kitchen
area and dining area (50:50), with an area size of 300-350 sqm, generating
RMB8-10m revenue per year (Figure 48).

We believe KFC China’s most profitable stores are located at specialty
locations including transportation hubs, hospitals and tourists sites. Such
stores face consistent traffic. We estimate such flagship stores generate over
RMB 20m revenue. Most importantly, such stores likely generate a higher
operating margin, despite generally higher rent.

Meanwhile, we estimate KFC strategically operates smaller stores (especially in
Shanghai). The mission of smaller stores is to maintain the coverage of KFC
delivery, even though such stores are likely less profitable in general.

‘Figure 51: Major store models adopted by KFC China

Store type Flagship store Cluster stores Standard stores Small stores New models
Example BJ Capital Airport, SH Honggiao Airport CBD area, lower tier Mainly Shanghai, to Multiple new models
Suzhou Subway cities...etc. increase the coverage of under trial, including new
home delivery store layout (separate the
Area-size* (sqm) 500-1,000 500-1,000 (with multiple 300-350 180-200 ordering counter from

smaller stores and one
“kitchen store”)

food collection counter),
as well as the use to
order APP (leverage high

Annual revenue (RMB) Over 20m Over 20m 8-10m

Lower

in-store wifi coverage).

Operating margin Higher Higher company average%
Source: Deutsche Bank estimates, company data

Lower

Opportunity 1: transportation hub build-ups — new location for new stores

In our view, one of the most important opportunities for KFC China is the
upcoming infrastructure build-up. YUMC management also specifically
mentioned it is targeting to have units in all major transportation hubs. Around
20% new stores are located in transportation hubs and these stores tend to
have better margin, according to management. Regarding the new stores that
opened in 2016 (half of them are located in new cities), around 1/3 are in
shopping malls and 20% in transportation hub.

China’s 13th Five-Year Project aims to accelerate investments in transportation
drastically. The nation aims to increase the distance of city rail transportation
system by 4,000km between 2015 and 2020 (or up 100% when compared to
the previous Five-Year Plan; Figure 52). The number of China’s metro stations
and metro transit hubs will increase by 110/181% after the build-up.
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Figure 52: City rail transit: national distance
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Figure 53: City rail transit: number of stations
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Transit hubs

The same also applies to high speed rail stations as well as airports. Both are
scheduled to increase by over 20% during the 13th Five-Year Plan.

Figure 54: Also building more high speed rail stations... Figure 55: ...as well as airports
800 4 300 4 (airports)
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200
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Source: Deutsche Bank, CEIC ‘ Source: Deutsche Bank, CEIC
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Opportunity 2: a profound change to the home delivery landscape

Currently, home delivery represents 10% of YUMC's system sales and 8% of
KFC China revenue. Management wishes to increase delivery’'s contribution to
system sales to 25% in the long term, while doubling KFC's revenue
contribution from home delivery.

Figure 56: YUMC's guidance on home delivery business — to double sales in

five years
Total KFC delivery Pizza Hut Home Delivery
Single largest delivery brand leading delivery brand concept
Sales USDm 700
% to total sales b ~10% 8%
Awy ASP
Online ordering 85%
Units engaged in home delivery 4,000
Delivery drivers 20,000
Target - % to total sales 25%.

Source: Deutsche Bank, company data ‘

We believe the target is achievable:

= Home delivery remains at tier 1 and tier 2 cities now. We estimate that
home delivery as a percentage of sales to be as high as 20-25% in tier
1 cities like Shanghai (vs. national of 8%).

Deutsche Bank AG/Hong Kong
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We believe as the delivery fleet becomes more available in lower tier
cites, home delivery service will also trickle down.

A profound change in KFC's relationship with third party home
delivery companies. Third party home delivery platforms (most notably
Ele.me, Meituan and Baidu Takeout) triggered heavy competition to
leading brands like KFC. For example, one of Ele’'s important source of
revenues is ranking fee, restaurants pay Ele for better ranking in the
search page. Ele effectively allowed a lot of “mom & pop” restaurants
to take a higher ranking when consumers searched for home delivery.
We witnessed the worst competition triggered by Ele in 2014 and
2015, which currently has improved.

In 2016, we saw a change in strategy by the third party delivery
platforms. After CCTV unveiled a series of food safety issues related to
third party delivery platforms, the Chinese government strengthened
its control over unlicensed restaurants and consumers were more
cautious too. Subsequently, third party delivery platforms teamed up
with key restaurant chains.

We also believe Ele has turned less aggressive on cash burn, after
receiving USD1.25bn funding from a group of financiers including Ant
Financial, which is also YUMC's major shareholder.

Figure 57: China catering business
breakdown online/offline
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Figure 58: YUMC's nationwide logistics hub

17 logistics centers
1 consolidation center

Source: Deutsche Bank, company data
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Staying Competitive

Summary — The right menu for future challenges

...and the taste
In our view, as the largest restaurant chain in China has shown (and should
continue to show) its ability to:

= Stay competitive through economic cycle

= Stay invested to improve asset turn and productivity

Staying competitive through the economic cycle

A restaurant chain needs to stay competitive; lots of smaller players come and
go

The restaurant market is fragmented with low entry barriers. Competition
exists at a nationwide chain store level as well as a single store level (a one-
store operator can be a competitor of a chain store nearby). A retiree or
unemployed person can set up a restaurant with relatively low capex. Thus, in
a market like HK, the number of restaurant units increased during the
economic downturn (Figure 59 and Figure 60). However, the number of
restaurant units declined when the market recovered. Small players come and
go, while key chain stores remain.

Figure 59: China nominal GDP growth percentage vs. no.

of fast food outlets yoy percent growth in China

store/chain fast food outlets

—— FastFood =—— Chained FastFood

Figure 60: HK nominal GDP growth vs. no. of fast food

HK GDP nominal growth
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Self own model gives flexibility on upgrade and changes

YUMC has significantly invested in assets to improve store image and refresh
brand equity. For KFC, each store will be practically/entirely remodeled every
few years (e.g. shorter for stores at transportation hubs). This ongoing upgrade
and change also helped KFC to realize a turnaround in last two years. It
streamlined the investment of new builds by 25% (capex) in three years and
developed different models, i.e. small box/economic model for high/low tier
cities, respectively.

Deutsche Bank AG/Hong Kong
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YUMC - securing its leading position in QSR, while exploring new brands

We see YUMC as a chain that will remain a relevant player over time with its  |Figure 61: Fast food has higher
continuous product launches, multi-brand initiatives and network expansion
on/offline. We believe that branding is important for QSR because whenever
consumers travel, they typically have certain expectations for its product
(taste, food quality and speed). H chain percentage- fast food 1 chln percentage -overall restaurant market
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Figure 62: Multi-format strategy to tap consumers’ preference

Brands Date of Scale Products Remarks
establishment

KFC 1987, Beijing >5,000 KFC restaurants In addition to its Original Recipe The largest restaurant brand in China in terms
across 1,100 cities across Chicken, it offers an extensive localized of system sales. QSR brand.
China + 24 hour delivery menu to cater to local preferences.

Pizza Hut 1990, Beijing ~1,600 Pizza Hut restaurants Tasty and affordable priced pizza and The world's largest pizza company and the
across 400 cities other western dishes, as well as local first restaurant chain to introduce pizza and

dishes Western-style casual dining to China.

Pizza Hut 2001 ~350 Pizza Hut Home Service Pizza, as well as its many na

Delivery units in 50 cities+ across Chinese/Western dishes, delivered to
China. consumers’ homes or offices.

East Dawning 2005, Shanghai ~15 stores primarily located convenient and quality Chinese food in QSR brand specializing in Chinese cuisine.
in large coastal cities in a comfortable setting
China.

Little Sheep 1999, Inner Mongolia ~ 250 units in China and Hot pot chain famous for its soup base Casual dining brand acquired in 2011.
international markets. Of and six-month-old mutton sourced
these, over 200 units are from Inner Mongolia.
franchised.

Taco Bell Dec, 2016 One store Tacos and other Mexican food na

Source: Deutsche Bank

Staying invested to improve asset turn and productivity

Store remodeling initiatives will likely never stop

Given the different stage of economic development within China (i.e. tier 1/2
cities vs. 3/4 cites vs. even lower tier cities), remodeling will continue, in our
view. Store remodeling is needed especially in tier 1/2 cities where it has older
stores and competition is more intense. |t adopted a more cost effective and
flexible store remodeling two years ago (Figure 65), which focuses on
refreshing consumer-facing elements which help contemporize the brand,
appeal to the youth and strengthen its overall customer experience and brand
image. In 2016, they remodeled 791 stores (including 720 KFC and 69 PH) and
around 500 stores in 2017 (DBe). Management commented that >75% of the
stores were units remodeled or opened under the current format in the last five
years by the end of 2016.
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Figure 63: New remodeling — focuses on refreshing consumers facing elements

Old modeling New remodeling accelerate since 2015
Target [Tier 1/2 cities (~ 52% of the total number of stores) and these stores have been in operation for many years
Store age that required lseven years More proactive and varied — with consumers looking for
remodeling newness, YUM has increased the number of partial remodel.
Capex lequivalent to capex of a new store. ~3.7m per store In the past two years, management introduced three types of
and smaller like 2-2.5m RMB in lower tier cities. remodeling namely, minor (RMB2.2m capex), partial (1.1m) and
mini (RMBO.1m).
Length required for 40-50 days lAs short as one month
refurbishment (store closures)

Source: Deutsche Bank

New store is designed to weather cycles

New stores are smaller in size (~300sm or less vs. 350-400sm+ in the past) as
it is easier to operate through cycles and with less seating space, which is also
in line with consumers’ change in dining behavior (e.g. stores that are located
within transportation hubs stores might share a kitchen). This will lower the
size requirement as well as the number of workers in those stores.

Investing in automation is also important. Labor cost, the second largest cost
item at opex after rental, should continue to increase. Salary of the front line
staff is normally linked to minimum wage, which has grow at a double-digit
rate in the past (the government’s Five-Year Plan was to have 10% annual
growth for each of 13" Five-Year Plan).

While overall labor wage inflation has come down modestly of late, YUMC is
working to mitigate its impact through the rollout of cash counting machines,
general process changes and the increased usage of cashless payment by
consumers (like the use of mobile apps for ordering). On a separate note, its
mobile initiatives enable its ability to rollout a loyalty program — KFC’s K-Gold
loyalty program called “WOW?” (60m+ members as of 2016), which helps
management in data analysis and roll out effective digital marketing.

Regarding new store opening, plus remodeling and infrastructure investment
(especially in digital and delivery), we expect ~USD500m capex a year.

Figure 64: Nationwide minimal wage

yoy percentage vs. staff cost as
percentage of sales for YUMC (2011-

2016)

Staff cost %as of sales —— Nationwide minimal wage yoy% (RHS)
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‘Figure 65: New store image examples

Source: Deutsche Bank, Company presentation
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Figure 66: Rejuvenate its brand asset with new image Figure 67:Capex breakdown (2015-2020e)
m Newstores m Remodeled stores mUSD M Projects mRemodels = New Units
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Source: Deutsche Bank estimates, company data
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Figure 68: YUMC - Key assumptions
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Figure 69: Profit and loss breakdown (2017 onwards DBe)

P&L asreported

Sales 6,934 6,909 6,752 6,856 7,232 7,674
Company sales 6,821 6,789 6,622 6,732 7,097 7,529
Franchise fees and income 113 120 130 124 135 145

Company restaurant expenses (6,029) (5,931) (5,610) (5,610) (5,914) (6,267)
Food and paper (2,207) (2,159) (1,919) (1,833) (1,927) (2,035)
Staff cost (1,407) (1,386) (1,432) (1,492) (1,585) (1,688)
Occupancy cost & others (2,415) (2,386) (2,259) (2,286) (2,402) (2,544)

License fee to YUM (217) (219) (198) (201) (212) (225)
O/C cost (788) (776) (792) (791) (815) (839)
Others (1,410) (1,391) (1,270) (1,294) (1,375) (1,480)

Restaurant profit 792 858 1,012 1,122 1,183 1,262

Restaurant margin 11.6% 12.6% 15.3% 16.7% 16.7% 16.8%

G&A (389) (395) (424) (443) (450) (462)

Franchise expense (64) (70) (72) (74) (78) (83)
License fee to YUM (48) (50) (43) (45) (49) (53)
Other franchise cost (16) (20) (28) (29) (29) (30)

Closure and impairment expense (517) (64) (78) (60) (61) (62)

Refranchising gain 17 13 15 15 16 17

Other income 51 26 56 60 69 80
Equity income from investments in unconsolidated affiliates 30 41 54 60 69 80
Others 21 (15) 2 - - -

Operating profit 3 488 640 744 814 897

Interest income 14 8 11 11 15 18

Interest expense - - - - - -

Change in fair value of financial instruments - - 21 - - -

Profit before tax 17 496 672 755 828 916

Tax (54) (168) (158) (211) (232) (256)

PAT 37) 328 514 544 596 659

Minorities 30 (5) 12) (13) (15) (16)

Net Profit (@) 323 502 530 582 643

Adjusted EBITDA 931 998 1,107 1,232 1,310 1,397

Core operating profit 466 503 638 744 814 897

Number of shares (FD) m shares 363 369 410 406 402

EPS (USD) 0.87 1.27 1.31 1.45 1.62

% growth in USD

Sales 0.4% -0.4% -2.3% 1.5% 5.5% 6.1%

Company restaurant expenses 1.1% -1.6% -5.4% 0.0% 5.4% 6.0%

Restaurant profit -5.1% 8.3% 17.9% 10.8% 5.4% 6.7%

Operating profit -98.7%  16166.7% 31.1% 16.3% 9.3% 10.3%

ETR -317.6% -33.9% -23.5% -28.0% -28.0% -28.0%

Net Profit -105.6%  -4714.3% 55.4% 5.6% 9.7% 10.5%

Adjusted EBITDA -1.9% 7.2% 10.9% 11.3% 6.4% 6.7%

Core operating profit -11.1% 7.9% 26.8% 16.7% 9.3% 10.3%

EPS (USD) 45.2% 3.2% 10.6% 11.5%

% growth in RMB

Sales 0.9% 1.5% 3.1% 4.4% 5.5% 6.1%
Company restaurant expenses 1.5% 0.3% 0.1% 2.9% 5.4% 6.0%
Restaurant profit -4.7% 10.0% 22.2% 13.4% 5.4% 6.7%
Operating profit -97.7%  15869.3% 34.8% 18.7% 9.3% 10.3%
Net Profit -104.6%  -4625.2% 57.8% 8.4% 9.7% 10.5%

Source: Company data, Deutsche Bank
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Figure 70: Sales and earnings breakdown (2017 onwards DBe)

Sales and Operating profit breakdown
Sales
KFC
Pizza Hut Casual Dining
All other segments

Operating profit
KFC
Pizza Hut Casual Dining
All other segments
Unallocated G&A
Unallocated closure and impairment
Unallocated other income
Unallocated refrachising gain

% growth in USD

Sales

KFC

Pizza Hut Casual Dining
All other segments

Operating profit

KFC

Pizza Hut Casual Dining
All other segments

% growth in RMB

Sales

KFC

Pizza Hut Casual Dining
All other segments

Operating profit

KFC

Pizza Hut Casual Dining
All other segments

Source: Deutsche Bank, company data
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Figure 71: Balance sheet
Y/E Dec, RMBm

Fixed Assets

Deferred Expenditure
Investment

Stock & Work in Progress
Debtors

Cash and Deposits

Other Current Assets

Total Assets

Creditors

Short-Term Debt

Other Current Liabilities

Total Assets Less Current Liabilities
Share Capital

Reserves

Shareholders’ Funds

Minority Interests

Long Term Debt

Other Long Term Liabilities
Total Assets Less Current Liabilities
Net (Debt)/Cash

Total Capital Employed
Working Capital

Source: Deutsche Bank, company data

14A
2,217
141
251
260

238
90
3,257
(1,004)
0

(36)
2,217
1,671
217
1,888
66

34
229

204
1,988
(684)

15A
2,033
116
253
189
60
425
109
3,201
(926)

(22)
2,253
1,791

130
1,921

64
34

234
2,217

391
2,019

(661)

16A
1,814
162
325
268
76
964
120
3,727
(971)

(33)
2,723
2,337

40
2,377
66
28

252
2,253

936
2,471

(629)

17F
1,797
162
385
272
74
1,284
120
4,096
(986)

(75)
3,034
2,237

438
2,675

79
28

252
2,723
1,256
2,782

(639)

18F 19F
1,774 1,751
162 162
455 534
287 305
75 79
1,610 1,969
120 120
4,486 4,926
(1,040) (1,104)
0 0

(90) (99)
3,356 3,722
2,137 2,037
845 1,295
2,982 3,332
94 11

28 28
252 252
3,034 3,356
1,682 1,941
3,104 3,470
(674) (715)
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Figure 72: Cash flow statement

Y/E Dec, RMBm 15A 16A 17F 18F 19F
Profit Before Tax 543.0 651.0 755.2 828.3 915.7
Taxes Paid (153.0) (147.0) (202.2) (227.8) (251.5)
Depreciation 425.0 402.0 421.6 429.6 432.4
Contrib. Less Div. from Assoc. (20.0) (19.0) (60.2) (69.3) (79.7)
Gross Cashflow 795.0 887.0 9144 960.8 1,016.9
Net Capex (5612.0) (436.0) (405.0) (405.9) (410.1)
Net Change in Working Capital 127.0 18.0 9.7 35.0 41.2
Free Cashflow 410.0 469.0 519.2 589.9 648.0
Dividend Paid (214.0) (357.0) (99.4) (164.0) (188.3)
Investments - - - - -
Disposals - 19.0 - - -
Issued Share Capital 0.0 460.0 (100.0) (100.0) (100.0)
Forex. Adj. & Others (9.0) (46.0) 0.0 0.0 0.0
Net Cashflow 187.0 545.0 319.7 325.9 3569.7
Net (Debt) / Cash at Start 204.0 391.0 936.0 1,255.7 1,581.6
Net Cashflow 187.0 545.0 319.7 325.9 359.7
Net (Debt) / Cash at Y/E 391.0 936.0 1,255.7 1,5681.6 1,941.3
Source: Deutsche Bank, company data
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Appendix A

Company history, shareholding structure

‘Figure 73: Company history

Corporate history

Appointment of Joey Wat as president of COO of YUMC,
Johnson Huang as GM of KFC

Business history

Feb- 2017

Total number of stores owned by YUMC

Yum China Spin off from Yum Brands, separately listing on
New York Exchange since 1 Nov 2016

amountedto 7,562 by end-2016

Dec2016

Nov-2016

Primavera and Ant Financial announced to invest USD460m
in YUMC

4' Taco Bell re-launched in Shanghai I

Dec2016

Mr. Su Jingshi, the CEO of Yum China for past 26 years
announced to retire

Husi Food, one of its largest suppliers was reported to
supply expired chicken to KFC

CCTV reported that Liuhe Group, one of YUM China's suppliers
supplied chicken that have been fattened with illegal drugs.

Yum China acquires 100% interest of Little Sheep

Yum teamed up with Sinopec and opened stores at its gas stations

KFCis reportedto find "Sudan I" from its chicken wings and

2014

2015
4| KFCopened its 5000th restaurant in China I

2013
4' Pizza Hut opened its 1000th restaurantin China I

2008 KFClaunched first 24h restaurant,Teco Bell exit China market I

2006

KFCestablished its food delivery business "Zhaijisong" in Shanghai I

The first East Dawning restaurant opensin Shanghai I

the company apologized to public

I KFC official website has been launched

I Officially entered China market

Source: Deutsche Bank, Company data

KFCopenedits 1000th restaurant in China I

First Taco Bell opensin Shanghai I

The first Pizza Hut Home Service restaurant opens in Shanghai I

First licensed KFC store openedin Changzhou

Yum openediits first Pizza Hut restaurant in Beijing I

Yum openedits first KFC restaurant in Beijing I
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Figure 74: Shareholding structure

YUM's and YUMC's Managements* Primavera Capital and Ant Financial** Public
3.2% 4.7% 95%
Royalty agreement
(3% license fee p.a.)
Yum (YUM.N) Yum China (YUMC.N)
Restaurant operation Other operations
I [
KFCCo. Ltd. Pizza Hut e_md PH Other brands logistics center operation franchise companies (for
Home Delivery (17 logistics centers) KFCand Pizza Hut)
incl. less than | |
50% owned -
Vs in Wusxi, Little Sheep Teco Bell East Atto Primo
Hangzhou Group Dawning (shanghai)
and Suzhou

Source: Deutsche Bank, Company data

Note: * DBe; **16m warrants excluded, shareholding based on 395m no. of diluted shares as of end-2016

Management profile — continuity; key members with
average of 20 years of experience and...

‘Figure 75: Board of directors

Name Age
Peter A. Bassi 68
Christian L. Campbell 66
Ed Yiu- Cheong Chan 54
Edouard Ettedgui 65
Louis T. Hsieh 53
Fred Hu 54
Jonathan S. Linen 73

Muktesh "Micky" Pant 62

Zili Shao 58

Source: Deutsche Bank, company data

Title

Director

Contribution to the board

governance experience.

Director

Director
experience.

Director

expertise and public company board experience.

Director

business experience.

Director

Director

...knowledge of China market on macro and policy front.

development and public company board and committee experience.

Director
and CEO

Director

...corporate leadership and public company board experience.

...knowledge of the QSR industry, global franchising and corporate leadership.

...knowledge of the F&B industry in Asia, extensive public company board and corporate governance

...operating and management experience, expertise in finance, marketing and international business

...knowledge of the QSR industry and global franchising; extensive public company board and corporate

...senior management experience in various international consumer product industries, extensive financial

...corporate leadership and public company board experience as well as his extensive financial and international

...extensive professional experience in Asia, public company board and corporate governance experience.
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Figure 76: Management team — of the 15 top leaders of YUMC, over half have been with the company since founding

Name Age Title

Muktesh "Micky" Pant 63 Chief Executive Officer

Edwin "Ted" Stedem 44 Chief Financial Officer

Joey Wat 46 President and Chief Operation Offer

Johnson Huang 55 General manager of KFC

Peter Kao 60 Chief Executive Officer, Pizza Hut

Mark Chu 59 Senior Advisor to the Chief Executive Officer
Shella Ng 52 Chief Legal Officer and Corporate Secretary
Danny Tan 48 Chief Support Officer

Christabel Lo b4 Chief People Officer

Sunny Sun 45 Chief Growth Officer

Ted Lee 50 Vice President and Brand General Manager, Little Sheep
Jeff Kuai 36 Brand General Manager, Pizza Hut Home Service
Angela Ai 63 Chief Development Officer

Alice Wang 46 Vice President, Public Affairs

Paul Hill 56 Vice President and Controller

Source: Deutsche Bank, company data
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Comparing China Fast Food market vs. US and Hong Kong

The catering market shows a divergent trend when compared to mature
markets, due to different dining culture and different development stages.

In HK and the US, the share of fast food as a percentage to the total catering
market continues to increase over time. Fast food is regarded as the most
economical choice, even compared to self-cooking.

However, in China, fast food is somewhat correlated with an economy cycle as
consumers, as cooking at home is still cheaper especially in lower tier cities.
As fast food was introduced by western chains in the 80/90s, it was regarded
as consumption upgrade when consumers went to a fast food restaurant.

Figure 77: Fast food percentage
market share vs. GDP yoy
percentage — China

Fast Food market share % over total restaurant market
—— China GDP nominal growth % (RHS)

24.0%
23.5%

25.0%

20.0%

Figure 78: Fast food percentage
market share vs. GDP yoy
percentage — HK

FastFood market share % over total restaurant market

——HK GDP nominal growth % (RHS)

Figure 79: Fast food percentage
market share vs. GDP yoy
percentage - US

Fast Food market share % over total restaurant market

——US GDP nominal growth % (RHS)

43.0%
42.0%

5.0%
4.0%

22.0% 41.0% 3.0%
23.0%
22.5% 15.0% i;:g: 6.0% 40.0% i:g:
22.0% 19.0% 4.0% 39.0% 0.0%
5o 10.0% 18.0% 2.0% 38.0% 10%
’ 5.0% 17.0% 0.0% 37.0% 2.0%
21.0% 16.0% 2.0% 36.0% -3.0%
20.5% + + 0.0% 15.0% -4.0% 35.0% + -4.0%
TS T e e
Source: Deutsche Bank, Euromonitor | Source: Deutsche Bank, Euromonitor | Source: Deutsche Bank, Euromonitor
Consumer trading up in China
The full-service restaurant segment (Figure 80) is taking off despite the
economic slowdown in China. This is driven by consumers’ trading up with
income growth. In HK/US, casual dining in full-service restaurants is trending
down, along with a softer economy environment.
Figure 80: Full-service restaurants Figure 81: Full-service restaurants Figure 82: Full-service restaurants
percentage market share vs. GDP percentage market share vs. GDP percentage market share vs. GDP
yoy percentage — China yoy percentage — HK yoy percentage — US
Full-Service Restaurants market share % over total restaurant market Full-Service Restaurants market share % over total restaurant market Full-Service Restaurants market share % over total restaurant market
—— China GDP nominal growth % (RHS) —— HK GDP nominal growth % (RHS) —— US GDP nominal growth % (RHS)
75.0% 25.0% 74.0% 12.0% 44.0% 5.0%
74.5% 72.0% 10.0% 43.0% 4.0%
20.0% 42.0% 3.0%
74.0% 70.0% 80% 41.0% 2.0%
73.5% 15.0% 68.0% 6.0% 40.0% 1.0%
73.0% 10.0% 66.0% Z'g: 39.0% 0.0%
. : 38.0% 1.0%
72.5% S0 64.0% 0.0% 370% 0%
72.0% : 62.0% 2.0% 36.0% 3.0%
71.5% + + 0.0% 60.0% -+ 4.0% 35.0% -4.0%
FEFEFE LTS S L R R

Source: Deutsche Bank, Euromonitor

Source: Deutsche Bank, Euromonitor |

Source: Deutsche Bank, Euromonitor

Pizza — a western taste

Pizza, a typical western food, accounts for ~8% of the total catering market in
US, while in China/HK, the market share of pizza consumer foodservice
remains low at below 2%. Euromonitor categorizes pizza chains as a separate
category in the US market vs. in HK and China where it is within the full-
services segment. Some pizza chains in the US are in fact fast food chains,
while in HK and China, most of them remain in full-scale restaurant format and
compete with other cuisines.
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Figure 83: Pizza Consumer Figure 84: Pizza Consumer Figure 85: Pizza Consumer
Foodservice market share Foodservice market share Foodservice market share
percentage — China percentage — HK percentage — US
W PizzaConsumer Foodservice market share % - China [ ] Pizza Consumer Foodservice market share %- HK I PizzaConsumer Foodservice market share% - US
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Source: Deutsche Bank, Euromonitor | Source: Deutsche Bank, Euromonitor | Source: Deutsche Bank, Euromonitor

Higher share for chain operation in fast food segment

Higher share is seen for chain stores in fast food segments vs. overall
segments for the three markets because this is a segment that requires scale
and back-end support like logistic centers, central kitchen, etc. However, the
share in China is still relatively low at ~15% vs. 70-80% for HK and the US.

Figure 86:Fast food has higher chain Figure 87: Fast food has higher chain Figure 88: Fast food has higher chain

percentage than restaurant in percentage than restaurant in percentage than restaurant in
general — China general - HK general - US

M chain percentage - fast food M chain percentage - overall restaurant market % mchain percentage - fast food % mchain percentage - fastfood

i:: LT mchain percentage - overall restaurant market 1 chain percentage - overall restaurant market
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Source: Deutsche Bank, Euromonitor | Source: Deutsche Bank, Euromonitor | Source: Deutsche Bank, Euromonitor

Overall chained fast food picked up in share in China/HK but top five's shares
tapping off

Market share of fast food chains vs. non-chains has steadily picked up from
11% in 2006 to 15% in 2015 in China. However, the top five chains’
concentration declined in HK and China, while the US has been more stable
over the past ten years. We believe competition in Asia is more intense, as
consumers’ preferences change faster.
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Figure 89: Market share of chained
Fast Food as percentage to total fast
food market percent vs. top five fast
food chains’ share (2006-2015) —
China

W Marketshare of chained Fast Food as of total fast food market %- China

m Top 5 fastfood chains market share %- China

68% 0% 70% 68% 7% 68% 68% oo "
63!

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Figure 90: Market share of chained

Fast Food as percentage to total fast
food market percent vs. top five fast
food chains’ share (2006-2015) — HK

W Marketshare of chained Fast Food as of total fast food market % - HK

1 Top 5 fast food chains market share %- HK

84% 84% 84% 85% 85% 85% g4%
82% 82% 82%

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Figure 91: Market share of chained

Fast Food as percentage to total fast
food market percent vs. top five fast
food chains’ share (2006-2015) — US

W Marketshare of chained Fast Food as of total fast food market %- US
mTop 5 fastfood chains market share %- US

% 7% A% 72% 72%  73% 74%  74% 74% 74%

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Source: Deutsche Bank, Euromonitor | Source: Deutsche Bank, Euromonitor | Source: Deutsche Bank, Euromonitor

Western fast food chains are early player in the market; locals are catching up
The decline in shares in China is mainly from KFC and MCD. We believe this is
because competition is more intense. The western chains introduced the fast
food segment in China in 80s/90s, and local players are catching up. In
addition, brand fragmentation is also a trend.

Figure 92: Market share of top five
fast food chains 2006 vs. 2015 —

Figure 93: Market share of top five
fast food chains 2006 vs. 2015 - HK

Figure 94: Market share of Top five
fast food chains 2006 vs. 2015 — US

China
% %
%
25%
35%
45% 2% 1%
40% 30% o
35% mKFC 25% = McDonald's = McDonald's
30% =/ McDonald's u Café de Coral 15% u Subway
25% 20%
= Dicos = Fairwood =TacoBell
20% #cnHLS 15% #KFC 10% # Dunkin' Donuts
15% Ajisen Ramen 10% Maxim's KFC
10% 5%
% 5%
0% 0% 0%
2006 2015 2006 2015 2006 2015

Source: Deutsche Bank, Euromonitor | Source: Deutsche Bank, Euromonitor | Source: Deutsche Bank, Euromonitor

The authors of this report wishes to acknowledge the contribution made by
Louise Li, employee of Evalueserve, a third-party provider to Deutsche Bank of
offshore research support services.

Deutsche Bank AG/Hong Kong Page 43



24 February 2017
Food & Beverage
Yum China

Yum! Brands — Valuation and risks

Our price target is based on an ~15x NTM EV/EBITDA (which implies ~23x
P/E). The target multiple reflects improving results across the domestic and
international business segments following the company's recap and move to
an asset lighter model and positions the shares within the mid-point of other
highly franchised models. This multiple is in-line with other highly franchised
restaurants. Upside risks include YUM China returning to above-average
growth, driving valuation multiples higher, lower commodity costs, stable and
available labor. Downside risks include the growing strength of domestic and
international players; operational risks related food inflation, availability and
safety as well as labor costs due to minimum wage rates and overall inflation
as well as ACA and other benefits and international risks related to global
economies, foreign exchange rates and third party supply chain controls as
well as capital risks ranging from interest rates to leverage to franchisees
healthy.
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Important Disclosures
*Other information available upon request

|Disclosure checklist

Company Ticker Recent price* Disclosure
Yum China YUMC.N 26.77 (USD) 22 Feb 17 NA
YUM! Brands YUM.N 66.10 (USD) 22 Feb 17 14

Prices are current as of the end of the previous trading session unless otherwise indicated and are sourced from local exchanges via Reuters, Bloomberg and other vendors . Other
information is sourced from Deutsche Bank, subject companies, and other sources. For disclosures pertaining to recommendations or estimates made on securities other than the
primary subject of this research, please see the most recently published company report or visit our global disclosure look-up page on our website at
http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr. Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the
"Disclosures Lookup" and "Legal” tabs. Investors are strongly encouraged to review this information before investing.

Important Disclosures Required by U.S. Regulators

Disclosures marked with an asterisk may also be required by at least one jurisdiction in addition to the United States.
See Important Disclosures Required by Non-US Regulators and Explanatory Notes.

14. Deutsche Bank and/or its affiliate(s) has received non-investment banking related compensation from this company
within the past year.

For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this
research, please see the most recently published company report or visit our global disclosure look-up page on our
website at http://gm.db.com/ger/disclosure/Disclosure.eqsr?ricCode=YUMC.N

Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s) about the
subject issuer and the securities of the issuer. In addition, the undersigned lead analyst(s) has not and will not receive
any compensation for providing a specific recommendation or view in this report. Anne Ling
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|Historica| recommendations and target price: Yum China (YUMC.N)

(as of 2/22/2017)
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Equity rating key

Buy: Based on a current 12- month view of total
share-holder return (TSR = percentage change in
share price from current price to projected target price
plus pro-jected dividend yield ) , we recommend that
investors buy the stock.

Sell: Based on a current 12-month view of total share-
holder return, we recommend that investors sell the
stock

Hold: We take a neutral view on the stock 12-months
out and, based on this time horizon, do not
recommend either a Buy or Sell.

Newly issued research recommendations and target
prices supersede previously published research.

Deutsche Bank AG/Hong Kong

Equity rating dispersion and banking relationships

500

450 -
400 A
350 -
300 -
250 +
200 -
150
100 A
50 1

0 4

99 /o

Buy Hold Sell

@ Companies Covered MCos. w/ Banking Relationship

Asia-Pacific Universe

Page 47



24 February 2017

Food & Beverage /
Yum China
Additional Information

The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively
"Deutsche Bank"). Though the information herein is believed to be reliable and has been obtained from public sources
believed to be reliable, Deutsche Bank makes no representation as to its accuracy or completeness.

If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this
report, or is included or discussed in another communication (oral or written) from a Deutsche Bank analyst, Deutsche
Bank may act as principal for its own account or as agent for another person.

Deutsche Bank may consider this report in deciding to trade as principal. It may also engage in transactions, for its own
account or with customers, in a manner inconsistent with the views taken in this research report. Others within
Deutsche Bank, including strategists, sales staff and other analysts, may take views that are inconsistent with those
taken in this research report. Deutsche Bank issues a variety of research products, including fundamental analysis,
equity-linked analysis, quantitative analysis and trade ideas. Recommendations contained in one type of communication
may differ from recommendations contained in others, whether as a result of differing time horizons, methodologies or
otherwise. Deutsche Bank and/or its affiliates may also be holding debt or equity securities of the issuers it writes on.
Analysts are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which includes investment
banking, trading and principal trading revenues.

Opinions, estimates and projections constitute the current judgment of the author as of the date of this report. They do
not necessarily reflect the opinions of Deutsche Bank and are subject to change without notice. Deutsche Bank provides
liquidity for buyers and sellers of securities issued by the companies it covers. Deutsche Bank research analysts
sometimes have shorter-term trade ideas that are consistent or inconsistent with Deutsche Bank's existing longer term
ratings. Trade ideas for equities can be found at the SOLAR link at http://gm.db.com. A SOLAR idea represents a high
conviction belief by an analyst that a stock will outperform or underperform the market and/or sector delineated over a
time frame of no less than two weeks. In addition to SOLAR ideas, the analysts named in this report may from time to
time discuss with our clients, Deutsche Bank salespersons and Deutsche Bank traders, trading strategies or ideas that
reference catalysts or events that may have a near-term or medium-term impact on the market price of the securities
discussed in this report, which impact may be directionally counter to the analysts' current 12-month view of total return
or investment return as described herein. Deutsche Bank has no obligation to update, modify or amend this report or to
otherwise notify a recipient thereof if any opinion, forecast or estimate contained herein changes or subsequently
becomes inaccurate. Coverage and the frequency of changes in market conditions and in both general and company
specific economic prospects make it difficult to update research at defined intervals. Updates are at the sole discretion
of the coverage analyst concerned or of the Research Department Management and as such the majority of reports are
published at irregular intervals. This report is provided for informational purposes only and does not take into account
the particular investment objectives, financial situations, or needs of individual clients. It is not an offer or a solicitation
of an offer to buy or sell any financial instruments or to participate in any particular trading strategy. Target prices are
inherently imprecise and a product of the analyst’s judgment. The financial instruments discussed in this report may not
be suitable for all investors and investors must make their own informed investment decisions. Prices and availability of
financial instruments are subject to change without notice and investment transactions can lead to losses as a result of
price fluctuations and other factors. If a financial instrument is denominated in a currency other than an investor's
currency, a change in exchange rates may adversely affect the investment. Past performance is not necessarily
indicative of future results. Unless otherwise indicated, prices are current as of the end of the previous trading session,
and are sourced from local exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank,
subject companies, and in some cases, other parties.

The Deutsche Bank Research Department is independent of other business areas divisions of the Bank. Details regarding
our organizational arrangements and information barriers we have to prevent and avoid conflicts of interest with respect
to our research is available on our website under Disclaimer found on the Legal tab.

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise
to pay fixed or variable interest rates. For an investor who is long fixed rate instruments (thus receiving these cash
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flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a
loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the
loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse
macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation
(including changes in assets holding limits for different types of investors), changes in tax policies, currency
convertibility (which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and
settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed
income instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to
FX depreciation, or to specified interest rates — these are common in emerging markets. It is important to note that the
index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended
to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon
rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. It is
also important to acknowledge that funding in a currency that differs from the currency in which coupons are
denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options in addition to
the risks related to rates movements.

Derivative transactions involve numerous risks including, among others, market, counterparty default and illiquidity risk.
The appropriateness or otherwise of these products for use by investors is dependent on the investors' own
circumstances including their tax position, their regulatory environment and the nature of their other assets and
liabilities, and as such, investors should take expert legal and financial advice before entering into any transaction similar
to or inspired by the contents of this publication. The risk of loss in futures trading and options, foreign or domestic, can
be substantial. As a result of the high degree of leverage obtainable in futures and options trading, losses may be
incurred that are greater than the amount of funds initially deposited. Trading in options involves risk and is not suitable
for all investors. Prior to buying or selling an option investors must review the "Characteristics and Risks of Standardized
Options”, at http://www.optionsclearing.com/about/publications/character-risks.jsp. If you are unable to access the
website please contact your Deutsche Bank representative for a copy of this important document.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i)
exchange rates can be volatile and are subject to large fluctuations; ( ii) the value of currencies may be affected by
numerous market factors, including world and national economic, political and regulatory events, events in equity and
debt markets and changes in interest rates; and (iii) currencies may be subject to devaluation or government imposed
exchange controls which could affect the value of the currency. Investors in securities such as ADRs, whose values are
affected by the currency of an underlying security, effectively assume currency risk.

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the
investor's home jurisdiction. Aside from within this report, important conflict disclosures can also be found at
https://gm.db.com/equities under the "Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to
review this information before investing.

United States: Approved and/or distributed by Deutsche Bank Securities Incorporated, a member of FINRA, NFA and
SIPC. Analysts located outside of the United States are employed by non-US affiliates that are not subject to FINRA
regulations.

Germany: Approved and/or distributed by Deutsche Bank AG, a joint stock corporation with limited liability incorporated
in the Federal Republic of Germany with its principal office in Frankfurt am Main. Deutsche Bank AG is authorized under
German Banking Law and is subject to supervision by the European Central Bank and by BaFin, Germany's Federal
Financial Supervisory Authority.

United Kingdom: Approved and/or distributed by Deutsche Bank AG acting through its London Branch at Winchester
House, 1 Great Winchester Street, London EC2N 2DB. Deutsche Bank AG in the United Kingdom is authorised by the
Prudential Regulation Authority and is subject to limited regulation by the Prudential Regulation Authority and Financial

Conduct Authority. Details about the extent of our authorisation and regulation are available on request.

Hong Kong: Distributed by Deutsche Bank AG, Hong Kong Branch.
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India: Prepared by Deutsche Equities India Pvt Ltd, which is registered by the Securities and Exchange Board of India
(SEBI) as a stock broker. Research Analyst SEBI Registration Number is INHO00001741. DEIPL may have received
administrative warnings from the SEBI for breaches of Indian regulations.

Japan: Approved and/or distributed by Deutsche Securities Inc.(DSI). Registration number - Registered as a financial
instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117. Member of associations: JSDA,
Type Il Financial Instruments Firms Association and The Financial Futures Association of Japan. Commissions and risks
involved in stock transactions - for stock transactions, we charge stock commissions and consumption tax by
multiplying the transaction amount by the commission rate agreed with each customer. Stock transactions can lead to
losses as a result of share price fluctuations and other factors. Transactions in foreign stocks can lead to additional
losses stemming from foreign exchange fluctuations. We may also charge commissions and fees for certain categories
of investment advice, products and services. Recommended investment strategies, products and services carry the risk
of losses to principal and other losses as a result of changes in market and/or economic trends, and/or fluctuations in
market value. Before deciding on the purchase of financial products and/or services, customers should carefully read the
relevant disclosures, prospectuses and other documentation. "Moody's", "Standard & Poor's", and "Fitch" mentioned in
this report are not registered credit rating agencies in Japan unless Japan or "Nippon" is specifically designated in the
name of the entity. Reports on Japanese listed companies not written by analysts of DSI are written by Deutsche Bank
Group's analysts with the coverage companies specified by DSI. Some of the foreign securities stated on this report are
not disclosed according to the Financial Instruments and Exchange Law of Japan. Target prices set by Deutsche Bank's
equity analysts are based on a 12-month forecast period.

Korea: Distributed by Deutsche Securities Korea Co.

South Africa: Deutsche Bank AG Johannesburg is incorporated in the Federal Republic of Germany (Branch Register
Number in South Africa: 1998/003298/10).

Singapore: by Deutsche Bank AG, Singapore Branch or Deutsche Securities Asia Limited, Singapore Branch (One Raffles
Quay #18-00 South Tower Singapore 048583, +65 6423 8001), which may be contacted in respect of any matters
arising from, or in connection with, this report. Where this report is issued or promulgated in Singapore to a person who
is not an accredited investor, expert investor or institutional investor (as defined in the applicable Singapore laws and
regulations), they accept legal responsibility to such person for its contents.

Taiwan: Information on securities/investments that trade in Taiwan is for your reference only. Readers should
independently evaluate investment risks and are solely responsible for their investment decisions. Deutsche Bank
research may not be distributed to the Taiwan public media or quoted or used by the Taiwan public media without
written consent. Information on securities/instruments that do not trade in Taiwan is for informational purposes only and
is not to be construed as a recommendation to trade in such securities/instruments. Deutsche Securities Asia Limited,
Taipei Branch may not execute transactions for clients in these securities/instruments.

Qatar: Deutsche Bank AG in the Qatar Financial Centre (registered no. 00032) is regulated by the Qatar Financial Centre
Regulatory Authority. Deutsche Bank AG - QFC Branch may only undertake the financial services activities that fall
within the scope of its existing QFCRA license. Principal place of business in the QFC: Qatar Financial Centre, Tower,
West Bay, Level b, PO Box 14928, Doha, Qatar. This information has been distributed by Deutsche Bank AG. Related
financial products or services are only available to Business Customers, as defined by the Qatar Financial Centre
Regulatory Authority.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute,
any appraisal or evaluation activity requiring a license in the Russian Federation.

Kingdom of Saudi Arabia: Deutsche Securities Saudi Arabia LLC Company, (registered no. 07073-37) is regulated by the
Capital Market Authority. Deutsche Securities Saudi Arabia may only undertake the financial services activities that fall
within the scope of its existing CMA license. Principal place of business in Saudi Arabia: King Fahad Road, Al Olaya
District, P.O. Box 301809, Faisaliah  Tower - 17th Floor, 11372 Riyadh, Saudi  Arabia.

United Arab Emirates: Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated
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by the Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may only undertake the financial services
activities that fall within the scope of its existing DFSA license. Principal place of business in the DIFC: Dubai
International Financial Centre, The Gate Village, Building 5, PO Box 504902, Dubai, U.A.E. This information has been
distributed by Deutsche Bank AG. Related financial products or services are only available to Professional Clients, as
defined by the Dubai Financial Services Authority.

Australia: Retail clients should obtain a copy of a Product Disclosure Statement (PDS) relating to any financial product
referred to in this report and consider the PDS before making any decision about whether to acquire the product. Please
refer to Australian specific research disclosures and related information at
https://australia.db.com/australia/content/research-information.html

Australia and New Zealand: This research is intended only for "wholesale clients" within the meaning of the Australian
Corporations Act and New Zealand Financial Advisors Act respectively.

Additional information relative to securities, other financial products or issuers discussed in this report is available upon

request. This report may not be reproduced, distributed or published without Deutsche Bank's prior written consent.
Copyright © 2017 Deutsche Bank AG
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