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Yum China (YUMC US/9987 HK)

m COVID affected 4Q22 results more than expected
m SSSG recovering in 1Q23 but mgmt. still cautious
m Maintain HOLD. New TP of USD66/HKD514.7

COVID restrictions negatively affected 4Q22 revenue

YUMC announced 4Q22 revenue of USD2,088mn (+9% yoy, -18% vs.
CMS est.). Currency neutral revenue increased 2% yoy. Self-owned
restaurant revenue was USD21.9751mn (-5% yoy, -15% vs CMS est).
Operating profit was USD41mn (-94% yoy, -72% vs. CMS est.). Net
income was USD53mn (-89% yoy, -50% vs. CMS est).

Sales growth recovering in 1Q23

COVID affected 4Q22 sales more than we expected. At its peak, some
4,300 restaurants (nearly 1/3 of its total network) were either closed or
could not provide dine-in services. After the relaxation of COVID restriction
in mid Dec, operations of 1,300 restaurants were affected by a shortage of
workers. Overall system sales and SSSG both decreased by 4% yoy
respectively. KFC’s SSSG fell 3% yoy while Pizza Hut's SSSG fell 8% yoy.
In 1Q23, sales growth have been encouraging. Management said that
SSSG grew by mid-single-digit ppts vs FY22 Chinese New Year period,
but have not recovered to pre-COVID levels. However, YUMC remains
cautious regarding consumer spending post Chinese New Year.

Exceptional cost management

The lower revenue led to lower than expected margins. 4Q22 restaurant
margins were 10.4%, +2.9ppts yoy, -2.3ppts vs CMS est. YUMC continued
to implement efficiency measures such as sharing of management teams
between different outlets and using digital resources to schedule staff.
YUMC expects the efficiency measures to continue to help offset increases
in chicken prices and wages in FY23.

New restaurant guidance of 1,100 — 1,300

YUMC opened 538 net new restaurants in 4Q22 bringing the number of
net new restaurants opened in FY22 to 1,159 and the total number of
restaurants to 12,947. Mgmt set its guidance for net new openings of
1,100-1,300 in FY23.
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% im 6m 12m
9987 HK 9.8 28.8 35.4
HsI 1.4 6.2 (12.5)

Hang Seng Index (Feb 8, 2023 ) 21,284
We tweak our FY23E/24E EPS forecasts by -2%,and -3% respectively. We HSCEI (Feb 8, 2023 ) 7,189
increase our TP to USD66/HKD514.7 which implies a TP multiple of 39.4x
PE (previous 32.8x) on the next 12 months’ EPS USD1.67. We maintain 52-week range (HKD) 12.6-38.751
our HOLD rating. Key catalysts: Faster than expected recovery in sales, Market cap (USD mn) 27,167
slowing cost inflation leading to higher-than-expected margins. Key risk: Avg. daily volume (mn) 445
Weaker than expected consumer spending. BVPS (USD) 429
Financials Senior mgmt. & others 4.4%
No. of shares outstanding (mn) 421
Revenue 9,853 9,569 11,824 13,293 14,870 Free float 95.6%
yoy growth 19.2% -2.9% 23.6% 12.4% 11.9% Source: Bloomberg
Net profit attributable 990 443 703 744 856
Adj. basic EPS (USD) 1.26 1.04 1.68 1.78 2.04
yoy growth 21.1% -17.1% 60.7% 5.8% 15.0% 1. China _Cate!'ing Sector - FY23 Outlook: Re opening rebound not
P/E (9987 HK) 49.2x 59.3x 36.9x 34.9x 30.3x 2. f\;jtljlr);’?rfliiIFQ%Z;(S\K/IE(TJVI\\;II(E:KL;EP gzgu:lLtgs’ bzg:t?)(:ost controls
ROE - 14% 6% 10% 9% 10% should be sustainable (HOLD) (Nov 2, 2022)
Net debt (cash)/ equity -14% -16% -21% -27% -30%

Sources: Company data, CMS (HK) estimates; Closing prices as of Feb. 8, 2023 (HK market) & Feb. 7,
2023 (US market)
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Unit: USD 4Qazest  4Q22 a;t wdiff  yoyo =X y%}(’)
BiE  sEfRdkER 5% V5772 BRI,
Revenue 2,489 2,088 -16.1% -8.9% 2%
KFC 1,834 1,591 -13.2% -2.8%
Pizzahut 501 404 -19.3% -15.7%
Others (mainly franchise) 154 93 -39.6% -44.3%
Restaurant profit 296 205 -30.8% 31.4%
KFC 272 199 -26.8% 46.3%
Pizzahut 33 7 -79.0% -75.0%
Others (mainly franchise) 9 @ -88.6% -87.5%
Restaurant margin 12.7% 10.4% -2.3 ppt 2.9 ppt
KFC 15.0% 12.7% -2.3 ppt 4.1 ppt
Pizzahut 6.7% 1.9% -4.8 ppt 3.3 ppt
Others (mainly franchise) -44.6% -9.1% 35.6 ppt  40.9 ppt
Operating profit 146 41 -71.9% -93.5% 189%
KFC 187 117 -37.5% 82.8%
Pizzahut 5 (20)  -465.2% 233.3%
Others (mainly franchise) 47) (56) 19.7%  -109.7%
OPM 5.9% 21%  -3.8ppt -25.5ppt
KFC 10.2% 7.4% -2.8 ppt 3.3 ppt
Pizzahut 1.1% -5.0% -6.0 ppt -3.6 ppt
Others (mainly franchise) -30.4% -60.2%  -29.8 ppt -404.5 ppt
Net income 107 53 -50.4% -88.8%
NPM 4.3% 25%  -1.8ppt~ -18.2 ppt
Adj. EPS (USD) 0.25 0.13 -48.9% -88.3% 140%
Operational data
Number of stores (total) 12,714 12,947 1.8% 9.8%
KFC 8,925 9,094 1.9% 11.3%
Pizzahut 2,855 2,903 1.7% 12.1%
Others (mainly franchise) 934 950 1.7% -7.8%
Revenue per store (self-owned,
US$000) 213 153 -28.3% -26.5%
KFC 224 172 -23.3% -19.8%
Pizzahut 184 137 -25.4% -29.2%
Others 114 12 -89.8% -88.3%

Sources: Company data, CMS (HK) estimates

Note: “Others” includes other brands, corporate and unallocated, and intersegment elimination
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Change table FY23E FY24E FY25E
Unit: USD mn Original New diff % | Original New diff % New
Total Revenue 11,868 11,824 -0.4% 13,316 13,293 -0.2% 14,870
KFC 8,799 9,118 3.6% 9,879 10,236 3.6% 11,438
Pizzahut 2,384 2,306 -3.3% 2,706 2,614 -3.4% 2,942
Others (mainly franchise) 685 401 -41.5% 731 444 -39.3% 490
Restaurant profit 1,519 1,672 10.1% 1,644 1,807 9.9% 1,987
KFC 1,338 1,413 5.6% 1,455 1,524 4.8% 1,647
Pizzahut 232 250 7.7% 264 284 7.5% 319
Others (mainly franchise) (51) 9 -118.3% (75) ©) -99.4% 21
Restaurant margin 13.6% 14.7% 1.1 ppt 13.0% 14.1% 1.0 ppt 13.8%
KFC 15.4% 15.7% 0.3 ppt 14.9% 15.1% 0.2 ppt 14.6%
Pizzahut 9.8% 10.9% 1.1 ppt 9.8% 10.9% 1.1 ppt 10.9%
Others (mainly franchise) -59.2% 11.3%  70.5 ppt -57.6% -04%  57.2 ppt 12.1%
Operating profit 1,000 958 -4.2% 1,044 996 -4.7% 1,125
KFC 1,056 1,170 10.8% 1,163 1,247 7.2% 1,335
Pizzahut 118 146 23.8% 137 166 20.7% 187
Others (mainly franchise) (174) (358) 105.3% (256) (418) 62.9% (397)
OPM 8.4% 8.1% -0.3 ppt 7.8% 75% -0.4 ppt 7.6%
KFC 12.0% 12.8% 0.8 ppt 11.8% 12.2% 0.4 ppt 11.7%
Pizzahut 4.9% 6.3% 1.4 ppt 5.1% 6.3% 1.3 ppt 6.4%
Others (mainly franchise) -25.4% -89.3% -63.9 ppt -35.1% -94.1% -59.1 ppt -81.0%
Net income 720 702 -2.4% 769 743 -3.4% 855
NPM 6.1% 59% -0.1ppt 5.8% 5.6% -0.2 ppt 5.7%
EPS (USD) 1.70 1.66 -2.2% 1.81 1.76 -3.1% 2.02
Operational data
Number of stores (total) 14,048 14,192 1.0% 14,425 14,488 0.4% 14,783
KFC 9,888 9,984 1.0% 10,891 10,914 0.2% 11,884
Pizzahut 3,131 3,179 1.5% 3,407 3,455 1.4% 3,731
Others (mainly franchise) 1,029 1,029 0.0% 1,134 1,134 0.0% 1,239
Revenue per store (self-owned, US$'000) 918 922 0.4% 1,008 1,017 0.9% 1,116
KFC 976 994 1.8% 998 1,017 1.9% 1,039
Pizzahut 798 759 -4.9% 833 793 -4.9% 827
Others 327 313 -4.3% 355 341 -3.9% 363

Sources: Company data, CMS (HK) estimates

Note: “Others” includes other brands, corporate and unallocated, and intersegment elimination

Figure 3: Target price valuation

1-yr fwd target P/E 39.4x
Fwd 12 month adj. EPS (USD) 1.68
Target price (HKD) 514.7
Stock price (HKD) 480.0
Upside 7.2%

Sources: Company data, Bloomberg, CMS (HK) estimate;

Note: H share (9987 HK) is the closing price as of Feb 8, 2023.
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Cash and cash equiva|ents 1,136 1,130 1,671 2,219 2,583 Revenues 9,853 9,569 11,824 13,293 14,870
Short-term investments 2,860 2,022 2,022 2,022 2,022 Restaurantexpenses -7,734  -7,829 -9,712 -11,036 -12,423
Accounts receivable, net 67 64 112 126 139 G&A expenses -564 -594 -753 -849 -899
Inventories, net 432 417 467 533 536 Franchise expenses -64 -34 -36 -41 -45
Prepaid expenses and others 221 307 283 317 247  Expenses for -649 -279 -278 -285 -292
Total current assets 4716 3940 4555 5218 5577 Uansactions with

franchisees and
PP&E 2251 2118 2274 2341 2343 ypconsolidated affiliates
Operating lease right-of-use 2,612 2,219 1953 1532 1437 Other expenses/income 74 -204 -86 -86 -86
Goodwill 2,142 1,988 2,142 2,142 2,142 A(dj. operating profit 768 629 958 996 1,125
Intangible assets, net 272 159 195 183 180  One-off gain/expense 618 -1 0 0 0
Deferred income taxes 106 13 113 13 113 Operating profit 1,386 628 958 996 1,125
Investments in affiliates 292 266 266 266 266 Interest income, net 60 84 63 85 115
Other assets 832 1,023 1,436 1,612 1,776 Investment (loss) gain -54 -26 0 0 0
Non-current assets 8,507 7,886 8,380 8,188 8,257 Profit before tax 1,392 686 1,022 1,080 1,240
Total assets 13,223 11,826 12,935 13,406 13,783 Income tax (provision) -369 -207 -307 -324 -372
Accounts payable and others 2,332 2,098 2639 2844 3,033 lt\)l?ertuie::::ome 1,023 779 715 756 368
Income taxes payable 51 68 75 85 111 Non-controlling interest -33 -36 -12 -12 12
Total Current Liabilities 2,383 2,166 2714 2929 3,144 Agributable net profit 990 443 703 744 856
NC operating lease liabilities 2,286 1,906 1,621 1,200 1,105 Adj. net profit 526 442 703 744 856
NC finance lease obligations 40 42 42 42 42 Basic EPS (USD) 234 104 168 1.78 204
Other liabilities 592 552 756 859 937  Ad]. Basic EPS (USD) 1.26 1.04 1.68 1.78 2.04
Total non-current liabilities 2,918 25500 2,419 2,101 2,084 Div. per share (USD) 047 042 036 042 041
Total liabilities 5,301 4,666 5,133 5,030 5,228
Redeemable NCI 14 12 12 12 12
Common stock 4 4 4 4 4 yoy growth rate
Treasury stock -803 0 0 0 0 Revenue 19.2% -2.9% 23.6% 12.4% 11.9%
Additional paid-in capital 4695 4,390 4,390 4,390 4,390 Adj. operating profit 6.4% -18.1% 52.4% 3.9% 13.0%
Retained earnings 2,802 2,191 2,820 3,383 3,559 Adj. net profit -145% -16.0% 59.1% 5.8% 15.0%
Accumulated others 268 -103 -103 -103 -103 Adj. EPS -21.1% -17.1% 60.7% 5.8% 15.0%
Total Equity — Yum China 7,056 6,482 7,111 7,674 7,850 Profitability
Non-controlling interests 852 666 678 690 693  Restaurant margin 125% 13.4% 14.1% 13.6% 13.4%
Total Equity 7,908 7,148 7,789 8,364 8,543 adj. OPM 7.8% 6.6% 3.1% 75% 76%
Total Liabilities and Equity 13,223 11,826 12,935 13,406 13,783 adj. NPM 5.3% 4.6% 5.9% 5 6% 5.8%

Liquidity

AR days 3.1 25 2.7 33 3.3
Net income 1,023 478 715 756 787 Inventory days 53.9 54.6 45.6 452 43.1
DEA 516 602 922 1166 1166 APdays 2289 2336 2029 2117 2046
Share-based compensation 41 42 0 0 0 Cash conversion cycle -172.0 -176.5 -154.6 -163.2 -158.2
Changes in OWC 418  -168 189 -320 -200 Cash flow & leverage
Others 31 459 209 73 -86 Free cash low 469 236 981 743 953
CF from operating activities 1,131 1,413 1616 1,530 1,667 Netdebttoequity -14.4% -15.8% -21.4% -265% -30.2%
Capital expenditure -689 -679 -800 -800 _800 Dividend payout ratio 20.5% 40.6% 21.7% 23.6% 20.5%
Others -166 157 -154 0 o Dividend yield 0.8% 0.7% 0.6% 0.7% 0.7%
CF from investing activities 855 522 954 -800 -800 Return analysis
Repayment of bank borrowings 0 0 0 0 0 ROE 14.2% 6.4% 9.6% 9.4% 10.3%
New borrowings raised 0 0 0 0 0 Asset turnover 0.8 0.8 1.0 1.0 11
Proceeds from equity issuance 0 0 0 0 0 Net margin 104% 5.0% 6.0% 57% 5.8%
Share repurchases -75 -466 0 0 0 Financial leverage 17 17 1.7 1.6 1.6
Cash dividends paid -203 -202 -153 -181 -186 ROIC 12.5% 5.1% 8.5% 9.2% 10.9%
Others -35 -176 0 0 0 \Valuation ratios (9987 HK)
CF from financing activities -313 -844 -153 -181 -186 P/E 49.2x  59.3x  36.9x 34.9x  30.3x
FX effects 15 -53 31 0 0 P/B 3.4x 3.7x 3.4x 3.1x 3.1x
Net cash flow -22 -6 541 549 681 Sources: Company data, CMS (HK) estimates
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Investment Ratings

OVERWEIGHT Expect sector to outperform the market over the next 12 months

NEUTRAL Expect sector to perform in-line with the market over the next 12 months

UNDERWEIGHT Expect sector to underperform the market over the next 12 months

BUY Expect stock to generate 10%-+ return over the next 12 months
HOLD Expect stock to generate +10% to -10% over the next 12 months
SELL Expect stock to generate loss of 10%+ over the next 12 months
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in this document, and make their own investment decisions without relying on this publication.

CMS may have a long or short position, make markets, act as principal or agent, or engage in transactions in
securities of companies referred to in this document and may also perform or seek to perform investment
banking services or provide advisory or other services for those companies.

This document is for the use of intended recipients only and this document may not be reproduced, distributed
or published in whole or in part for any purpose without the prior consent of CMS. CMS will not be liable for any
claims or lawsuits from any third parties arising from the use or distribution of this document.

This document is for distribution only under such circumstances as may be permitted by applicable law. This
document is not directed at you if CMS is prohibited or restricted by any legislation or regulation in any
jurisdiction from making it available to you. In particular, this document is only made available to certain US
persons to whom CMS is permitted to make available according to US securities laws, but cannot otherwise be
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In Hong Kong, this document is distributed by China Merchants Securities (HK) Co., Limited, which is a licensed
corporation to carry on Type 1 (dealing in securities), Type 2 (dealing in futures), Type 4 (advising on securities),
Type 6 (advising on corporate finance) and Type 9 (asset management) regulated activities under the Securities
and Futures Ordinance (Chapter 571).
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amended, the “Financial Promotion Order”); (ii) are persons falling within Article 49(2)(a) to (d) (“High Net Worth
Companies, Unincorporated Associations, etc.”) of the Financial Promotion Order; or (iii) are persons to whom
an invitation or inducement to engage in investment activity (within the meaning of section 21 of the Financial
Services and Markets Act 2000) may otherwise lawfully be communicated or caused to be communicated (all
such persons together being referred to as "Relevant Persons™). This document is directed only at relevant
persons and must not be acted on or relied on by persons who are not Relevant Persons. Any investment or
investment activity to which this document relates is available only to Relevant Persons and will be engaged in
only with Relevant Persons.

If there is any inconsistency or ambiguity between the English version and the Chinese version of this disclaimer,
the English version shall prevail.
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