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The DBS Asian Insights SparX report is a deep dive look into thematic angles impacting

the longer term investment thesis for a sector,

country or the region. We view this as an

ongoing conversation rather than a one off treatise on the topic, and invite feedback
from our readers, and in particular welcome follow on questions worthy of closer

examination.
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Investment Summary

Lockdowns and social distancing The global outbreak of
COVID19 hasseenc.40m cases so far andesulted in periodic
lockdowns in various regions this year. Some placese already
experiendéng second or third waves, substantially dampening
restaurant demand as consumers stay and dine at home.
Post-lockdowns, the pace of recovery couldemain slow as
distancing measurestayin force and reduce restaurant seating
capacities.

The lack of inbound tourists.Aside from weaker consumer
appetite, restrictions of nearly 1.5bn international tourist
movements this year have alsdealt a double blow.
Specifically restaurants inAsian regions that are more tourist
dependent, such asHong Kong, Singapore and Thailand that
normally see an estimated®0-24% of restaurant receipts
coming from tourist consumption, could remain subdued even
though some locals have goneondnar aj caAol aj
spree

Where is the cure?The market believes that thenegative
impact of COVIB19 could startfading once an effective
vaccine becomes available. Whiléhe timing visibility remains
fairly low, recentresurgence of new waves ofCOVID19 cases
in Indonesia,Malaysiag the UK, Germany, Spain, Russiagtc. all
suggest that border reopenings will take time and domestic
consumption will dominate in the coming months.

Scenario studiesln this report, we focus on 5 key regions
acrossAsia- China, Hong Kong, Singapore, Thailand and
Indonesia- and assessheir restaurant performance using
different scenarios. Our basease suggests that Hong Kong,
Singapore and Indonesia could post7-23% y-o0-y salesdecline
in 2H20, while the momentum for China and Thailand could
be milder, at-1% and -8%, respectively. All regions could
potentially achieve >10%salesrecoveryin 2021, with China to
outperform and stage 21% growth. On the other side of the
spectrum, our worst casescenarioassumes new waves of
COVID19 infections in4Q20 acrossthe-board, pointing to 16-
32% declines in restaurant receiptén these 5 regions for

2020. While our projections suggest thatany sales decline of
more than 10% in Hong Kong, Singapore and Indonesia could
see most restaurant operators running a loss this year, various
Government subsidiesand support policiesthus far should help
to mitigate such losses to darge extent, in our view.

Our survey.In 3Q20, we haveinterviewed 16 major restaurant
groupsin the industry, running a total of 20,000+ eateries
across Asiao gauge their thoughts on the current pandemic

Keyfindings include:

1) Expectations of a full recoveryin operations sometime in
2021, at the earliest

2) Quick service restaurants (QSBging the most resilient
store format amid the COVID19 pandemic;

3) No. 1 priority is placed on hygiene and food safety;

4) Online food deliveriesstage strong prospectspost COVID19
- salescontribution jumped 15ppt for selected retaurants;

5) Store openings to slow down gynificantly this year, except
for China that swiftly recovesto see its key restaurant &
retail chains scoringa 4.9% daily sales growthduring the
Golden Week(1-8 Oct 2020);

6) The emergence of new trends tocontinue. To name a
few, live streaming, cloud kitchens, robot chefs, etchave
becomeincreasingly popularthis year

Overallspeaking operators arestrategising their business
models on all fronts totap into the new normal.

l\ﬁaj.sscto©midend focus.COVID19 has seensome higher-end

full-service restaurants making wafor essential foodservice
operators like QSR, cha chaan tengs, foocourts and
deliveries. While most companies have already started adjust
their business modeldo better fit into new operating
landscape we prefer the more resilient, masanarket
restaurant chainsthat cater to a higher proportion of food
delivery & takeaway sales. Amongur coverage, we like HK
based Café de Coral (34HK, BUY) and Singapordased
Koufu (KOUFU.SPBUY).We are neutral on Jumbo gUMBO.SP,
FULLY VALUBiven its high-end seafood restaurantfocus
and strong dependence ontourist spending, as well asMinor
International (MINT.BK, HOLD), and Ceral Plaza (ENTEIBK,
FULLY VALUEDN unattractive valuation, slower-than-
expected recovery and escalating Thailand prates that
increase neatterm uncertainties

China 5 straight months of recovery.Takinga top-down view,
China hasso far beenrecoveing the fastestfrom the
pandemic Many operatorsresumingtheir original expansion
targets, plus a few others like Haidilaqg even accelerating their
store opening plansrecentlyto compensate for a slow 1H20.
As such, we believaestaurants in Chinacould deliverfirm
sequential improvementsn 2H20, and are well-poised to come
back even stronger in thecoming two years.Within our
coverage, Haidilao (6862.HK, BUY) and Xiabu Xiabu (520.HK,
BUY)should be amongstkey recovery plagas weapproachthe

|l al] gAdkpl kpAoa]okj *AUqi A?dej] §0AS$

QSR divisionr« KFC« is also amongthe fastestto recover. Coupled
with a sound mediumterm outlook of the PRC restaurant
industry, we raise our target prices amss all three names to
HK$68, HK$14.3 and HK$460.58/US$9.2, respectively.
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Regional performance
A low visibility. The outbreak of COVIB19 since late2019 has

alreadyled to c.40m infections globally and over 11m deaths,
with no visibility as to exactly when the pandemic wilbe

Daily new confirmed cases per 10 million people

subsidng. Some expects newand effective vaccines to be the
remedy. Others believe new waves of COVIE19 casescould
emerge as theeffects of the virus becomemore severe inthe
colder months ahead.
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In this report, we take a closer look at how the restaurant &
catering industry in Asiawill transform following the COVID19
outbreak. Our analysisis focused on China, Hong Kong,
Singapore, Thailand and Indonesia.

Restaurant s&es. The restaurant and catering industry is among

those that have beensubstantially affected by the pandemic,
especially when cities are locked down and tourists are not

reoepejc*ASd] p§ o &CREY iAdciionsA | a s3hs |

could worsen market conditions and damperrestaurant sales
Sofar, the pandemic is weltcontrolled in China, with the
Ministry of Commerce citing4.9% y-o-y growth in daily sales
among key retail and restaurant enterprises during its latest
National Day Golden Week Holiday (B Oct 2020). Overall,
Chinais recovering faster than other regions, followed by
Thailand. Singapore and Hong Kongre next. With a
significant resurgnce of coronavirusinfections to ¢.0.36m
cases and over 12,000 deaths, Indonesi@imposeda
lockdown in its capital city Jakarta on 14 Se®020, and took

nearly one month to start reopening gradually on 12 Oct 2020

for a slow recovey.

Estimated sales trends
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Source.:Restaurant industry data (China National Bureau of Statistics,
HK Census & Statistics Dept., Singstat, BOT), Survegponses, DBS
Bank
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Our survey.During 3Q20, we havetalked to 16 major players
in the industry that run a total of over 20,000 eateries across
Asia. Key areas obur discussiors included: (1) management
expectations onrecovery trends (2) recent operational

performance, (3) business model adjustments ta new normal,

(4) agilityto adapt to changes taking place (5) sourcing and

food safety, (6) costs and capital management, (7) deliveries,

logistics and onlineto-offline (020) strategies, and (8)
technological applications.As any new waves of COVIDB19
that result in large-scale social restrictiongvould havean
immense effect oneateries,operatorsriding on their YTD
experiencewhile looking for the best solutionscould survive
better ahead

Our survey
China /

China Hong Kong Singapore Thailand Indonesia
Yum China Café de Cora  Jumbo Mlnqr Sarimelati
(9987.HK; (341.HK) (JUMBO.SP International  Kencana
YUMC.US) ' ’ (MINT.TB) (PZZA.1J)

Haidilao Tai Hing Koufu Central Plaze ,m?r?eflfagsz

2.HK 11.HK KOUFU.SP (CENTEL.TE
(686 ) (68 ) (KOUFU.SP (C (MAPB.1J)
MK
Xiabu Xiabu N

520.HK) Company B restaurant

(520. (M.TB)
. Zen
Hop Hing .
(47.HK) Corporation
(ZEN.TB)
Company A"

A Company A: one of the leading global restaurant chains tha

specialisesn pizza deliveries.

* Company B: a leading fastfood & restaurantchain operator based ir

Hong Kong that also operatesin China and S. E. Asia.
Source: DBBank

Management expectations.Based onour findings from the
survey a majority (63%) of the restaurantgroups believethat
full recoverycan be achievedsometimein 2021, at the earliest.
About a third remain scepticalon whether this would happen,
while 6% anticipate that we need to wait till 2022 to see afull
recovery.

Management expectations : when will a full recovery
emerge?

100%
90%
80% 38%
70%
60%
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40%
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20%
10%

0%

31%

By 2020 By 2021

ENo HYes Maybe

Source. DBBank

Categorytrends. All restaurantformats are suffering from the
COVID19 outbreak. Taking Hong Kong and Singaporeas
examples,sales declins across fast food shopsias been milder
compared to cafes & other eateries (e.gcha chaan tengs (

), fast casual diners)Ful-servicerestaurants on the other
hand, were the worst performersasthese usually caterfor fine
or casual dining witha full range of menu options, hence the
low proportion of takeaway sales.Somefull-service restaurants
that also specialisen holding wedding banquets and
celebration partieshave alsobeen hard hit due to social
distancing.
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Best resilience: fast food shops
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Restaurants Fast food shops Cafes & ather
eateries
B Singapore (8M20) Hong Kong (6M20) |

Source: Singstat, HK Census & Statistics

The absenceof tourists amid global lockdowns is also putting
further pressure on restaurant performancewith exposure
estimated at nearly 20% for the Hong Kong restaurant
industry; about 24% for the Singapore restaurant sectgrand
€.20% for Thailand restaurant industry (sotce: USDA GAIN).

As a proportion, Indonesiashould havefar lessrestaurant
receipts coming from tourists andthe sectoris more
domestically driven.PZZAlJ which principally operates Pizza
Hut restaurantswith ¢.30% of sales fromdelivery services
registered17% y-o-y drop in salesin 2Q20, and performed
much better than MAPBIJ which suffered a significant sales
drop of 62% during the same periodas manyof its Starbucks
outlets are located at airports and in office areaswhere people
work from home. Hence the ability to offer food deliveryand
takeout options to withstand the pandemic situationshasnow
been brought to the forefront.
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Scenario studies
GDP growth projection « a leading indicator. We trace the

historical sales trends of restaurant indusgs across China,
Hong Kong and Singapore over the past 1420 years, and

China: Nominal GDP growth vs. catering sales

compare them with the respective GDP growttrates The
momentum of both restaurant sales and economic
performancesare fairly closelycorelatedto each other. Thus,
we believe GDPgrowth outlook trajectory could provide some
signalsto help predict restaurant performance ina region.

HK: Nominal GDP growth vs. restaurant receipts
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Singapore: Nominal GDP growth vs. F&B services value
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Among the 5 regionsbeing focused in this report, our

economists currently expect a gradual GDP recovery for 2H20
a speedier coméackin 1H21, and more normalisedgrowth by

2H21. Specifically, Chinanay continue to outperform during
2H20-1Q21, and maintain a firm growth thereafter. Hong

Kong, Singapore and Thailand that have relied relatively more

on tourist expenditure could see similartrends. While Hong

Kong may see a better momentum by 1Q21 amid the low base

from both social unrest and the COVIBL9 outbreak a year
ago; Singapore and Thailandcould outperform in 2Q21 from

low base effects caused by the pandemicindonesia could also

see better economic growthby 2Q21.

GDP Outlook, 2020 -2021

In terms of restaurant sales, w expect comparable trends
across these 5 regions, but should see

(1) Undershooting in 2020 as the latest restaurant
performances are largely affected by extensiveeriodic
lockdowns, sustained social distancing policy thatduces
restaurant seatingcapacites and more home dining given
the work from home protocol. These are all very different
from any crisis situationthat we have experiencecbr
analysedin the past 1-2 decades and

(2) Overshamting in 2021, on the back of economicrebound
and low base effecs.

GDP (% y-0-y)
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Source:Bloomberg Finance L.PDBSBank
GDP growth estimates, 2020 -2021
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Source: Asian Development Bank, updated in Sep 2020
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Our base caseln our base casescenario, weassume sustained
social distancing arrangements in dining placesut limited new
waves of COVID19 infections. Hence our base case project
restaurant salesn China to edge down by 1% y-o-y in 2H20.
This compared favourablyto expectations ofa 17-23% sales
drop for Singapore, Hong Kong and Indonesia during the same
period, and an 8% decline for Thailand, thus point to a much
faster recovery for China plays.

Base case- restaurant industry growth in 2020F

0%

L T T T
-10
-Ep/o | 1/0 I
-10% A -8%
-15% 4
-15%
-20% -17%
_19020 0
-25% -23% ~21%
-26%
- 0, E
30% -20% -28%
-35% -
China Hong Singapore Thailand Indonesia
Kong
1H20A m 2H20F
Source: DBPBank

Best and worstcasescenarios.Our best casescenario suggests
even faster salesecovery while our worst case assumesew
waves of COVID19 outbreaks to emerge by late-2020. All in,
for the full year 2020, the worst could be over 30% y-o0-y
reduction in restaurant receiptsand the best caseis a 10%
sales declingn the restaurant industryacrossthe 5 regions.

Scenario studies - restaurant industry growth in 2020F

Worst Base Best

Case Case Case

China -28% -14% -10%
Hong Kong -32% -26% -22%
Singapore -28% -23% -20%
Thailand -16% -12% -10%
Indonesia -27% -20% -17%

Source. DBLBank

2021 « coming off a low base.With sluggish restaurant sales
this year, particularlyin 1H20, we can be more hopeful on
comparable performances for next yearAs consumersbecome
more used to dealing with COVID19 protocols, and restaurant
operators increasinghadjust their strategies for business
sustainability, we anticipate a better yeafor 2021 especially
given the decent GDP growth projections for all 5 regions next
year. Our base casescenariopoints to a 21% y-o-y growth in
restaurant saledor China by 2021, and a 15% salesrecovery
for Hong Kong. The aher 3 markets « Singapore, Thailand and
Indonesia« might alsosee at least 10%rebound in restaurant
receipts next year.

Base case- restaurant industry growth in 2020  -2021F
30% -
21%
20% A L | 15%
1 =1
10% { || 'y,
I 1 "
0% L 1 : . .
-10% A
- 0,
oo | -14% 12%
23% ~20%
-30% - 26%
China Hong Singapore Thailand Indonesia
Kong
2020F L 2021F
Source: DBBank

On the whole, al restaurant operatorsare placing strong
efforts to reduce costs this year and combat against negative
impacts from the coronaviruspandemic. Leveraging on leaner
cost structures and refined business moded, together with
expectations ofa double-digit rebound in restaurant saledy
2021, major players should graduallyecoverlost ground and
stand even stronger ahead.

Page9



Asian Insights SparX

Restaurants & Catering Sector

B3DBS

Live more, Bank less

Changing business models

Entering anew norm. The COVIB19 pandemic has been
highly infectious. Even withoutsecond/third waves of COVID
19 spread, safe distancing measures for restaurant diners will
likely remain in place untilan effective vaccinebecomeswidely
availabe. With social distancing andimits set on groupsthat
result in 30-50% lower restaurantseaing capacitiesin some
regions, and perhapsalso shorter operating hours,the current
situation continues to affect restaurantsales Therefore,
operatorswill need to react accordinglyand restrategizetheir
business modeldo survive

Survey: Setting the priorities

Our surveyacrossmain restaurant plays suggests that atf
them are fine-tuning their businessstrategiesto adjust to
impacts of the pandemic. Keymeasuresinclude (1)top priority
on food safetyand store hygiene; (2) moretakeaway offerings
and discounts & promotions; (3) strengthered delivery
capabilities, including collaboration withonline food delivery
platforms; (4) operating efficiency enhancement, (5) more
stringent costscontrol (e.g. rent re-negotiations, government
subsidies) etc. Other strategies especiallyfor medium-term
development, may also include (6) active product
differentiation and innovation, (7) store resizingand relocation,
(8) adjustment of expansion plans, and (9) M&A opportunities.

““IIlh

Hygiene & Takeout/ Store models Menu &
safety delivery pricing
capacity

efficiency

Source: DBBank

Hygiene & safety.Following the COVID19 outbreak, most
restaurant operators haveaken various precautionary
measures tominimise the chance of virus spread. Under the
current situation, companies view overall hygienef their
restaurantsto be of utmost importance, to protect the health
of their staff and customers and safeguardtheir overallbrand
image and reputation

Protective measuregaken could include:

1 Measurement on body temperature for all staff and
customers upon entering the restaurantsincluding taking
down their names andcontact numberswhenever possible.

1 All staff and guests are requested to wear surgical masks.

1 Providingenvelopesor plastic bagsto customersfor safe
keeping of used masils.

1 Alcohol-based handsanitisersare offered upon entering the
eateries.

1 All dining tables and chairs aresanitised immediately after
each meal.

Operating Product R&D  Costs

Potential
M&As

Expansion

management  plans

9 Extra careplaced to ensure all kitchen areas remain clean
and sanitised

1 More careful sourcing offoodstuff is carried out, including
close communication with suppliers to ensure food safety.

1 Outdoor dining is encouragedif feaside.

9 Seating capacity is reduced to make sure table distance is
adequate; there is also a limit onnumber of diners per table

1 Masks, sanitizers and other hygiene productare being
stocked upas a precaution in case of supply shortages.

In a Harvard Business School working paper that researched on
Yelp.coma few years ago, it was found that any one-star
increase in Yelp rating of an individual restaurant could lead to
a 5-9% increase in revenue As the impact of customer reviews
directly link to restaurant sales performancehigh standards on
hygiene and food safetyare crucialto ensure firm business
recovery when the COVIBL9 pandemic subsids.
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On the whole, management of allrestaurant groupsthat we
are talking to are fully committed to high standards of hygiene
and have placed food and health safety as thieNo. 1 priority.

Good practices targeted to the current COVID -19 pandemic environment to ensure hygiene & food safety

O

T e (\;):';: @) g @ EEET e 6)”-3-' @)

Wash your hands frequently!
This is good for food safety
and good for your health, ‘

Before After

&~
g% B o

Food is not known to transmit —— q
COVID-19. Enjoy your food to maintain Clean hands, utensils and surfaces 9
when preparing meals.

&
.

good physical and mental health,

Do BT s (5_)2:“-1- @

/ / Food Is not known to transmit
COVID-19 and local and imported Ignore fake news. There Is no
Cook food thoroughly. food is safe to eat. sclentific evidence that any food
prevents or cures COVID-19,

Separate raw and cooked foods,

Source:FAO, OIE, WFERVHO
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Deliveries& takeouts; menus & pricing.On the back of periodic
lockdowns and social distancing to combat against the
pandemic, dining out hasbecome restrictivefrom time to time.
Hence, bod deliveries or takeawaysire increasingly popular,
especiallyin conjunction with well-established online delivery
organizationsthat can be easily accessed by consumers via

Food delivery Apps around the world

their mobile apps Restaurant operatorsare also trying to raise
their capacities for food takeouts to complement deliveries
(e.g. new takeaway menus, promotional discounts, etc.)and
increase partnershipsvith third -party food delivery apps to
adjust to changing demand under theCOVID19 environment.

2. SPsises

Uber
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Uber
o
North America Birops Russia Japan
China waan QUETZ
Middle East Metuan
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Africa x 7
1 o (N |8 |\l
ohmaokan.
e
SouthAmerica
Australia
Rappl Uber _ Uber Uber
< Eots JUMIA &F000 Eats Eats
2. B2 S | | Qmw

Source. Frost & Sullivan

(a) China. The country has been amonghe leaders in online
food delivery even before the outbreak of COVIBL9, with a
14% penetration and market size of RMB653.6bn (+39% yo-
y) in 2019 (source: Meituan Research)he outbreak of COVID
19 has hastenedthe development of the industry andthere is
further room to expand under a new normal. Meituan
Research currently expects penetration rate of the food dekry
market to reach ¢.20% in 2020.

Restaurant deliveries & takeaways (2019)
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?2dej] 80ApskAreccaopAbkk A a-hel aapdierfapMplndi_og(eh IcahkmbdlnjeA amhagj] aj p
owed) and Ele.me(Alibaba-owned) had respective market ‘ oo
shares of 67% and 31% as of 1Q20 (source: Trustdata). Ifdun g < o S =
2020, active users of leading player Meituan reehed 457.3m, pres
with a presencein over 2,800 citiesand counties across China.

S s 25

The advantages of major food delivery platforms includéheir 1)

large user base, strong logistics network with a fleet of A5 SEFIETEXR >
professional riders, plus marketing / data analytics. Durintpe - e
COVID19 pandemic, key online delivery platforms also raise ‘3?
their bars to ensure high standards of food safetyFor instance, =

Meepqglj 80A" =jt ej An a o)iitigtines hape© A $

included contactless food delivery andlaily tracking of
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P am 36.2°C Source.: Meituan
ie:am 098 118
LA ¢ & 3 J
3 RRANAEEI- NERORE Some restaurants in China have opted to develop their own
i © online food delivery platform either via Wechat MiniProgram

or self-developed apps. The longerm advantagesmay include
significant costs savingsasthe restaurant will not have to pay
commission (usually around c.20%of value of food order) to
online delivery service platforms for every ordewhile the
restaurants are able to amass their own online customer
database forongoing marketing and feedback collection.Aside
_ from building self-operated deliverylogistics by hiring their

3 - & own riders, restaurant groupscan also rely onridersfrom third-
m party logistics providers such as 3JDada or SF Expresa

China. However, it isgenerally more difficult for a restaurant

initially as it takes time to generate organic traffic to theirown
new platforms.
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Self-operated 020 deliveries: Kungfu fast  food chain
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Source.: Kungfu fastfood restaurants operate their onlinedeliveries via
Sa_d] pAlejeAl h] pbkni)withKergrab gA ? i
employees streaming live broadcasts on their Wechat Mini platform t
share the menu of the day, promotioral vouchers and introduce other
value meals to viewers. Any enquiries are also amsred immediately

in the live streaming (photo to the right). It has successfully complete
the online-to-offiline delivery logistics with its own ridership network.

?2dej ] § ddikejy bategras durged substantially this year
due to city lockdowns and social distancing measure&mong
key restaurant operators that we talk to,contribution from
deliverysaleshasincreased by 215ppts in 1H20 ascompared
to 2019. Delivery sales fromhotpot chains are 1-4% of sales,
while the levelis higher forfast casual / fastfood chains at 23-
50% of sales. As China has so far recovered relatively faster
from the COVID19 pandemic, we expect its online food
delivery market to sustain good growth prospectsgiven that
more customersare getting used to the new norm of online
food ordering.

Delivery as % of sa les
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Source.DBSBank

(b) Hong Kong market is also dominated by a few delivery €
platforms, such asDeliveroo, Foodpanda and UberEats.

In 1Q20 alone, about 1,500 eateriegoined Deliveroq
increaed the number of its restaurant partnersto ¢.6,500
restaurant(nearly 40% of all licensed restaurants in Hong
Kong), and claimed to have c.60% market share in revenue
terms.

Foodpanda on the other hand, hasover 7,000 restaurant
partners and leads interms of food variety, while UberEatshas
€.2,500 eateries on its list. Nevertheless, food takeaways are
still more popular than deliveries in Hong Kong given the
proximity to eateries, especially during the€OVIB19 pandemic
as selected restaurantsvere offering substantialtakeaway
discounts at 3050% off regular menus, translating into more
affordable prices versus what delivery-platforms are offering.

(c) AcrossASEAN Singapore, Thailand and Indonesia that we
focus onin this report, as well as Malaysia, the Philippines and
Vietnam should allseegood prospects inonline food deliveries
Dine-in restrictions implemented during the pandemic have
alsoaccelerated the developmenbdf this segment

Taking Sngapore as an examplethere was substantiallyhigher
demand for online food deliveries following the COVIBL9
outbreak. Singapoe's circuit breaker measuresyhich was a
stay-at-home order, commenced on 7 Apr 2020 Restrictions
were gradually lifted from 2 Jure 2020 onwards for Phase 1,
and from 19 Jure 2020 for Phase 2.

According to Singapore Department of Statisticsonline
penetration of food deliveriesin Singaporestill held up at
€.21% in Aug 2020 despite a gradualeasingof circuit breaker
measures. This wasnore than doubling the 9.8% penetration
in Jan 2020, just before Singapore started to confirm local
transmission of COVIBL9 cases in Feb 2020. The pandemic
does seem to have increased customelemand for online
deliveries andhasseta new norm.
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Singapore: F&B service online sales penetration
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Overallspeaking the top 6 ASEAN countriesire expected to
achieve at least 21%salesCAGR (201825F)in the food
delivery market Industry market sizeis expected to expand to
US$29bn GMV (general merchandise value) by 2025F.
Specifically, countries with a bigger population sizehould see
relatively faster growth momentum in online food deliveries.
Indonesia, for instance, which has the largest population size
of >250m among ASEAN countriescould be the largest online
delivery market in terms of GMV achieving21% CAGR to
US$14bn online delivery GMV by @25F. Countries like the
Philippines, Vietham and Thailand that are more populated
(>65-100m residents each) could alsoffer better growth
potential.

Southeast Asia (Top -6): Online food delivery
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Source. The Asean Post

While the ASEAN online food delivery market could be
fragmented given the existence ofvarioussmall delivery apps,
there are biggercrosscountry operators like GrabFood and
Foodpanda. As different countries have their own distinctive
cultures, operators have to be weltlequipped to stand outin
the game.

Major online delivery Apps

Singapore Deliveroo, Foodpanda, GrabFood, WhyQ,
(-_'; Pickupp

Thailand GrabFood, Gojek, Lineman, Foodpanda
e
|
—

Indonesia GoFood, GrabFood, Zomato

Source.DBSBank

Storeformats. Most of the restaurant chain operators that we
talked to are running multi restaurantformats. Theseinclude
full-service restaurantsfast food / quick service restaurants
(QSR) cafes, food courts, bars, food caterers, etc.

Comparing the recent performances of these formatsand
taking Hong Kong and Singapore aseference point, fastfood
shopshave shown to be the most resilient storeformat with
the least sales declia (HK:-18.7% y-o0-y in 6M20; Singapore:-
9% in 8M20), followed by cafes food courts and other eating
places like cha chaan teng$¢HK:-22.7% in 6M20; Singapore: -
22% in 8M20). Fullservicerestaurantshave suffered more and
registeredmore than 30% declines, as theyare traditionally
designedfor dine-in services mainlyand havebeen hard hit by
the social distancing regulationsnd lockdowns. The larger
restaurantshave also suffered from theabsenceof wedding
and celebrationbanquets. Bars and food caterergre hardest
hit, with sales plummeting by >40% given stricter lockdowns
of bars and a low desire of customersfor socialising and night
life during the pandemic Food caterersare also suffeing from
the lack of parties and events.
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Pace of recovery by category

KFC introduced its first food truck in Thailand  recently

(8M20) (6M20)
% y-0-y Singapore HK
Restaurants -38% -31.8%
[ Chinese restaurants na  -39% |
| Non-Chineserestawrants __________ na____259%_ |
Fast food shops -9% -18.7%
Cafes, food courts & other eating places -22% -22.7%
Bars n.a. -42.3%
Food caterers -44% n.a.
Overall -27.3% -28.7%

Source:HK Census &Statistics, Singstat, DB8ank (from latest data
available)

According to our understanding,companiesthat also operat
full-service restaurants @ activelyplanning to reformat these
outlets, with stepsincluding:

a) Reducingtotal store spaceby cutting down seating
capacity upon lease expiry;

b) Adjusting food menus and collaborating with third-party
delivery eplatforms to strengthen takeout & delivery
capabilities

¢) Reducing the proportion of full servicerestaurants versus
fast food shopsand cafes

d) For regions that are more tourist dependent the
relocation of full servicerestaurantsand other store
formats from prime tourist districts to residential hubs is
being considered

All in, most restaurantoperatorsare speeding up towork out

an optimal store-mix that will fit into the new norm.

Recently KFCintroduced its first food truck in Bangkok,
Thailandto reach out to other customer groups (e.g. white
collar workerg beyond families The companyensures that
there ishot and fresh food to go as compared to its popup
stores in past events and exhibitions.

N

-
-

)

}‘]
|

Source.The Smart Local

In recent years, the markehas beenexploring brand new
conceptssuch as100% robotic restaurants, and the COVIB19
outbreak might havejust sped upthis process For instance,
Qianxi Robot Catering Group gubsidiary of Country Garden
(2007.HK)) openedthe s k n Hirst§obdlic, contactless
restaurantcomplex (GFA: 2,000sm) in ShundéGuangdong
Provinceof China) on 22 Jure 2020. The restaurant has
separate sections for hot pot, fast food, Chinese food, etc. and
has more than 20 robots for different cuisines offering a total
of ¢.200 menu items, to serve a maximum of ¢.600 diners at
any one time. All orders are taken by robotsand food is also
cooked and served by robots.

Country Garden builds world

Source:Pa_dsenaA=o0e] A$="kra6A?kqj pn
robotic restaurant in Jure 2020. Below: the company plans to achieve ma:
production of robots with an expected output of ¢.5,000 units per year.)
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Our survey reveals that none of the restaurant operators are
interested to explorecontactless robotic restaurants at the
moment, given the high investmentsrequired and low returns
expected.Most of the restaurant operatorswill continue to
enhance artifidal intelligence applications at store levednd
within their central kitchens. However, they are keeping an
open-mind on the concept and development offully
automated robotic restaurants, andmay revisitthis modern
store format in the medium- to long-term when building such
stores becomes more cost effective

Survey: technological advancement

120% 1
100% 100%
100% A
80% -
60% -
40% A
20% A
0%
0% T T )
Digital Automation Robot waiters /
acceleration enhancement waitresses
(e.g. kitchen)

Source: DBLBank

Operating efficiency & costs managementArtificial intelligence
applicationsare being adapted across industries to improve
operational efficiencies The restaurant sector igno exception.
While none of the key restaurant plagrs that we havetalked
to will invest in fully robotic restaurants anytime soon, they all
have plans to furtherenhance automation and digitalisation to
improve overallefficiency.

Major restaurant technologiesinclude contactless / mobile
payment devices (e.g. order and pay at the table), integrated
online ordering solutions via mobile apps, s&lorder kiosks,
facial recognition and personalised menustc. These have all
become even morepopular following the COVID19 outbreak.
Other useful devices also include ngdictive analytics to
estimate product demandunder different weather conditions,
time of day, traffic situation, etc. to help reducing wastage.
Forecasts oniansaction volumesshould alsoimprove labour
scheduling and reducecosts

Order & pay at table + Facial recognition

Source. news sources

For the backend functions, inventory monitoring sensors,
food warming stations, robotic arms for frying and steaming,
just to name a few, are all very useful tools to improve
operating efficiencyand save costs. In the near futureywe
could seean increasing number ofrobot chefs and bartenders
in restaurantsto attract customers while improving
productivity.

Robotic arms : cooking device + attract customers

Source: news sources

Robot bartenders

Source. news sources

Digital cashiers have been introduced into restaurants over the
past few years andare now increasingly prominent, paticularly
for quick service restaurants. Aside from efficiency
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enhancementand order accuracy, significanstaff cost savings
can be achieved.For example, KFC in Chinased to have5-6
cashier checkouts per store thaivere 100% manually

operated. Three years ago, the company has started to replace
them with digital cashiersin phases On our estimates, for

every 6,000 manned cashiers that have beesubstituted with
digital checkouts,RMB168mcould be savedin the first year

and RMB242m per annumthereafter. Digital cashiers are also a
good option under the current pandemic environment.

KFC replacing manned cashiers with digital cashiers

Description Rmb'000

(a) Removal of 6,000 cashiers

(b) Salary per cashier (per annum) 42
(c) =(a)x(b) Total savings from removing manual cashier 252,000
(d) Installation of each digital cashier 12

(e) Annual maintenance of each digital cashier 2

(f) =(d)+(e)Cost of digital cashier (1st year) 14
(9) =(a)x(f)Total cost of digital cashiers installed 84,000
(c)-(g) Net savings (Rmb) (1st year) 168,000
(c)-(a)x(e) Net savings (Rmb) (2nd year and 242,000

onwards, per annum)

Source: DBLBank

In terms of other costmanagementinitiatives all restaurant
operators are actively renegotiating with landlords for rent
cuts, with some of them also selectively closing stores to
minimise rental costs So far, many landlords are willing to
provide some rent concessions to partially offset the impadif
revenuwe declines attributable toCOVID19. Take Hong Kong,
Singapore and Indonesia as examples, with major operating
cost items (e.g. staff expenses, rentals) normally comprising of
both variable and fixed costswe estimate that restaurant
chainscould still withstand ¢.10% y-0-y sales decline in 2020
before running into losses.

Restaurant operatorsare alsoleveragingon government
support schemes and subsidieas much as possile to buffer
against pandemic disruptions althoughsuch subsidies vary
from region to region. Some examples ar@ayment exemption
/ reduction of Social Security Scheme in China; Employment
Subsidy Scheme and Licensed Cateringl$sidies in Hong
Kong; Jobs Support Schemeas well as rental pasghrough
from landlords (who get property tax rebates)n Singapore;
Soft Loans for SMEs in Thailand; and Stimulus Package (e.g.
Social Safety Net Program, Small Micro Medium Enterprises
Progam, etc.) in Indonesialn the case of Hong Kong and
Singapore, for instance, we anticipatdéhe restaurant sectorso
be able to tolerate nearly 40% and 60% salededinesthis
year, respectively, before going into the red given the support
of government subsidies. Whilghese financial aids do make a
big difference to their P&L,the management of restaurant

groups that we interviewed are not overplaying the impact, as
all these policies will still be decided by the governmerdand
restaurant operatorshave limited control.

Product R&D.Product innovationis increasingly important in
most industries as customedemand becomes more
sophidicated. Some restaurant groups change their menus
more frequently and launch seasonal / flash items to offer
additional product options, with the aim of sustairing
customer byalty and attracing new diners. In recent years,
more restaurant players have diversified further to extend into
complementary segments.

Aside from new lines of branded beverages, cakes & pastries,
instant foods have become an alternative revenue stream for
restaurantoperators, riding on their increasing demand for
convenience,growing humber of single-person households,
and perhaps also optimisingutilisation of their central kitchenrs.
The trend for instant foods has beome even more visible
following the outbreak of COVID19.

Giventhe mounting varieties of instant foods, particularly self
heating products such ashotpots, instant rice (bao zai fan) and
noodles, we taste tested the top sellers, and awclude that

listed companies and bigger names usually (i) have relatively
higher average selling prices versus smaller, private brands; (ii)
offer more premium ingredients and (iii) provideclearer” d k s A
p k A dgirsteu@idns especiallyfor seltheating meals.
Additionally, we did a quick review of customer preferences
within our research team, revealing that a majority of us will
(iv) buy new instant food products launched by weltecognised
brands as we enjoy trying newvarieties and (v) consume from
unfamiliar brandsif the packaging is attractive enogh.
Generally speakingall these outcomes reiteratehat listed
restaurantplayersor resourceful food enterprises should enjoy
comparative advantage againstrelatively smallemunlisted
operators, as the former povide better product quality, strong
branding, and plentiful resources in product development,
packaging a well asmarketing.
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Top selling itemson T -mall Tai Hi ng¥%s canned food and

Search results > Instant self-heating hotpots
Rmb/ .
No Brand Vol SKU Source:variousnews sources

Xianhezhuange T YU >120k 9.73

On the whole, all new product lines only have minimal

2 Weiginuoe d T ( 110k 10.9 . .
o contribution to group revenue at this stage. The restaurant
3 Zihai € ) >88k 15.8 . . . .
o players that wefeature in this report still continue to focus on
4 Moxiaoxian ( n ) >55k 19.9 .
o core product offerings. Any new try-outs are good to have
S Haidllao Fz ) >26k 238 with potential to growing bigger and becoming more
g Chaotianmen ©5 ) e R— VR meaningful in the medium-term.
Search results > Instant self-heating instant ric
No Brand Vol Per
SKU Sales network expansionMany restaurantchainshave become
1 Moxiaoxian ( n ) >59k 16.6 more cautious innew store openings this yearamid a low
2 Zihai g ) >26k 12.5 visibility and tough operating environment givenongoing social
3 Fanxiaobao( n H) >21k 15.2 distancingmeasuresor periodic lockdowns now and then.
4 Kaixiaozao (UPCA n @ >20k 24.8 Major players in Hong Kong, Singapore, Thailand and
5 Xianhezhuange T Y T  >14k 9.9 Indonesia hat we surveyed are slowing dowrtheir expansion
pace significantly. As online food deliveries are taking a larger
Search results > Instant self-heating noodles pie, and there is low visibility tothe return of tourists,
No Brand Vol Al operatorsin Hong Kong and Singaporecould be targeting at

SKU . .
net store closures for 2020. Restaurants based in Thailand and

1 Ka_ngShifu (Tingyh®u . >875 30 Indonesia will also reduce their pace of expansion substantially
zf"c_he" €+ ) >332 99 this year, such as PZZAJand MAPBIJthat have slasted their
3 Xibely ou ( ) >235 29.9 store opening plans by more tharhalf and are very selective in

Source: Tmall, DBSBank choosingnew store locations.
Xiabu Xiabu%ns b deadiTegge b) an On the contrary, Chinahas seen strong recovery¥TD with key

- restaurantand retail plays registering sales growth during the
latest National Day Golden Week Holidag1-8 Oct 2020).
Hence, most restaurant operators that we talkd to have
maintained their original expansion plans beforehe pandemic
with one or two such asHaidilao even revising upstore
expansion target to c.400restaurant outlets in 202Q versusan
earlier goal of 300. Both Xiabu Xiabu andHop Hing have
scaled back theiroutlet expansion due b their higher exposure
to Beijing and Northeast China that were hit by a second wave
of COVID-19 cases while Xiabu Xiabu also intends to re
accelerate its pace of new store openings by 2021.

Source: news sources
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E.g. Store expansion targets in China for 2020 M&As. Acquisition is amongthe fastest channelfor business
expansion given sound execution. In China, Haidilaecently
announced the acquisition of an 80% stakeinl ] ] i AVdqg 8o A

Target:

;—gr_g‘;(tf"zo 500-650 Kitchen( T ) for RMB120m, following acquisitions of
In Xia , . .
12000 2050in " O;tft Hao Noodle (80% stakefor RMB21.3m) and UdingU (maocai)
10000 Coucou ) last year.Yum China has also just completed its acquisition of
Expe ctatons| . . .
8000 Slight Target: Huang-ji-Huang (maocai) recently. In ThailandyIK Restaurant
6000 | Target Target declinein T:;(r)gle;: +100- Group acquired Laem Charoen Seafoqgcenhancing MK's
teens in+400 store +10-15 150p..a. : : : : : :
4000 | china number in China portfolio with various restagrantformats, including suki
2000 Ly _w oy — ~ P restaurants, Japaneseateries food courts, dessertplaces as
0 well as seafoodrestaurants.Minor also bought Coffee Journey
2 § % 2 g g i to target the mass market,and hasexclusivelyopened stores in
é 2 X i o) g § Esso Petro Stations starting on 21 Sep 20.
[ T 3 2 g © €
g s ¢ 8 : :
x 8 o Overall key restaurant operatorsare keeping an open mind to
2019 ¥ 2020* explore suitable M&A opportunitiesto beef up their brand

portfolios, enhance operating efficiencies, or accelerate

. ) geographical expansion. The current market conditions should
Source: CompaniespBSBankestimates expedite industry consolidation and possiblgffer better
acquisition prospectsand hopefully some players can secure
the right deals at the right prices.
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Recent M&As for diversification

Country of

Sep20

Jul20

Apr-20

Jan20

Nowv-19

Now-19

Now-19

Oct-19

Oct-19

Sep19

Sepl9

Aug-19

Juk19

Mar-19

Feb18

Aug-17

May-17

Nov-16

Oct-15

Acquirer

Compan Target name

Haidilao Shanghai Shuhai

International Catering
Management

Koufu Deli Asia

Yum China  Suzhou Kentucky
Fried Chicken

Li Bao Tea Yaoliang (Shanghai)
House Food

Haidilao Hao Noodle, Hao
International Noodle & Tea

Haidilao Shanghai Kiwa
International Internet Technology

Udenna Wendy's Philippines
Corporation  Restaurants

Jollibee Foods Tim Ho Wan
Corporation

Singha Santa Fe
Corporation

MK RestauraniLaem Chareon
Group Seafood

Breadtalk Food Junction

Yum China Huangjihuang

JollibeeFoods Coffee Bean &Tea
Corporation  Leaf

Haidilao Youdingyou
International

Yum China  Wuxi KFC

ThaiBev Spice of Asia (Yum

Corporation  Restaurants)

Yum China  Beijing Daojia Times
Catering
Management

Jollibee Foods HappyBee Foods

Corporation  Processing Private
Limited

Jollibee Foods Smashburger
Corporation

Source:Bloomberg Finance L.P.

Origin
China Rmb m

Singapore  SGD m
China

China Rmb m
us Rmb m
China

Philippines

HK Rmb m

Thailand Thai baht
bn

Thailand Thai baht
bn

Singapore  SGD m

China Rmb m

us US$m

China Rmb m

China

Thailand Thai baht
bn

China

China USs$sm

us US$m

n.m

22.4

21.28

n.m

n.m

600.6

1.52

2.06

80.00

1295

350.00

204.1

n.m

11.3

n.m

10.34

335.00

80%

100%

70%

80%

60%

90%

65%

100%

100%

100%

100%

40%

Description
Operating assets of Madam Zhu's Kitchen (

)

Acquisition of its largest supplier for fried food
and dough products

Buyback of franchising rights in Suzhou

Acquisition of Shanghai Sun Kau Kee (store
counters) which specialises in roast duck which
will be offered in Freshippo stores

Acquisition of Hao Noodle, 2 New York based
outlets

Operation of Haidilao app with functions of
ordering, electronic mall for members, online
games, member activities and other functioning
Acquisition of 51 restaurants in Philippines

Asia Pacific franchise rights in Tim Ho Wan

Acquisition of localsteakhouse chain Santa Fe, b
Thailand based private equity firm Lakeshore
Caiptal to Singha Corporation

Thai seafood restaurant chain

Acquisition of 12 Food Junction Outlets

Huangjihuang is a casual dining chain focused or
maocai (stewed pot) with over 640 outlets across
the country

The Coffee Bean & Tea Leaf brand has >1,200
outlets in a total of 27 countries

Acquisition of Youdingyou with 45 restaurants in
China

Buyback of franchising rights in Wuxi

Acquisition of 240 existing and developing KFC
outlets in Thailand

Acquisition of a stake in Daojia, online food
delivery service provider

Manufacturing facilities to support the growth of
its Yonghe King business. Yonghe King is Jollibet
King's largest business in China, with >300
outlets.

Smashburger has >350 outlets globally.
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Newer trends: live streaming + cloud kitchens 2020 Survey: E-commerce products watched by Chinese
viewers via live streaming

Live StreamingBy including some human elements and
interactions between the brands and its customers, live
streamingis increasinglygaining popularity, especially in China
sepdAP] k~] kAHer aA$:hamohg’ﬂie§o,5\he56%al_3mw%] iejchAgj ep %A

pioneersin 2016, mainly as a marketing tool for new product 40.8%

launches and special promotionsThe trend has alsobeen 40% A

accelerded by the COVID19 pandemic this year.n 2019, 33.5%

?dej ] 80AheraAopnaliejcAkjhej alfogh na da NI >0/ /*4~) (A]lj"
could more than double to RMB961bn in 2020 (source: iiMedia 21.7%

Research)Others like JD.com and Pingduodudave also 20%

60% -

follow ed suit.

.6%
10% 4 8.6%
China: market size of live e -commerce (2017 -2020F) l
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a China: Examples of live streaming by restaurant chains
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Source: [iMedia Research
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Based on a 2020 iiMedia research survag China, food and
beverage products scored the highest viewership @f7.7% via @ v
live streaming.Thisimplies there isa sizeable audiencdor
restaurants to market their brandsas well asdirecting online
traffic to food deliveriesand/or readyto-cook product sales.
The COVIDB19 outbreak is also spurringmore restauransto
explore livestreamingn China this year For instance, Alibaba
announced that a total of 31 well-known catering companies NI W CE 20:00
including Xibei () and hot pot chain Xiaolongkan ( ), : - Mommnenmiataiacic st
havereached out to sign with Taobao Livesince Feb 2020. 2w A D>

Source: Taobao Live (On 17 Feb 20, a livestreaming session of hotp.
chain Xiaolongkan sold tens of thousands of singleise seltheating
hot pot pans within 10 minutes, achieving1200% increasein single-
day salescompared to the previous month.)
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Live streaming: Restaurant chef cooking pork belly Cloud kitchens. In recent years, cloud kitchens have become
increasingly popular, with the outbreak of COVIBEL9
expediting the growth. By separating dinein and distribution,
cloud kitchens are deliveryonly restaurants with centralised
food production facilities that minimise rental and staff costs.
Most cloud kitchens occupy industrial building units or
underutilised warehouses, with some of these operators
offering a revenue share model to attract chefs and restaurants
to set up with them, while multiple cuisines could also be
produced from each single site to suidemand. Restaurateurs
can simply rent aspace in the facility and receive online
delivery support including online marketing, packaging,
delivery logistics, hence lowering the startip costs and entry
to barriers.

Source: Taobao Live (During livestreaming, the chef of
Meizhou Dongpo recommendedp d a A _ k i réaflstorc@ok ) ) . .
products such as braised pork belly, and directed customers .~ Global revenue from cloud kitchersis projected to increase
its Tmall flagship store and generated salps from US$43bn las year to US$72bn by 2027 (source: Allied
Market Research). In particular, cloud kitchens apringing up

acrossthe Asia Pacific.
Live streaming: KFC featuring its GM as star guest

China: Leading player Panda Selectel ) has
23106 - opened >100 cloud kitchens across various cities since 2016.
e < Backed by Tiger GlobalBeijing-basedPanda Selected provides
ok kitchen utensils, helps restaurants to build their brands,
’ @-‘:‘ arrange third-party riders, and sells data analytics to support
_— restaurants to boost their sales. Panda Selected has claimed
M‘ ﬂi 8 ¢ = - 3 B that its average catering business receives 298P0 orders a
}790-2028 nEne day and canmake a profit after about two months of

operating a cloud kitchen.

Hong Kong: Spoonful Meals is adeliveryonly kitchen operator
offering its own brands like NOSH, GA, Sesami, etc. to
customers and partners with Foodpanda for deliveries.
Deliveroohas also opered a third site (2,877sf) in Quarry Bay,
which together with its locations in Wanchai and Sai Ying Pun
should house a total of 17 deliveryonly kitchens consisting of
42 brands, including its collaboration with the Pirata Group,
= Shanghai Lane, Beef & LiberfyTreehouse, Pololi, and Soupday,
e : as well as its own virtual brandsuch asits latest Wing It
/’ X i . . ; o
(chicken wings brand).The company intends to expand its sites
to Kowloon and the New Territories in the near future.

i a8 IHD

Singapore:Singapore8 o A _ h k q ° A Piffindadg Aop] np
(backed by property tycoon Kishin RK), currently operates nine
digital-first restaurant brands out of its kitchens in Singapore.
Source: Taobao Live (On 26 Apr 20, Pizza Hut China delved into live  TiffinLabs leveragesn its Al-driven kitchen to produce a menu
streaming with its General Manager, Jeff Kuai as the star guest; suitable for delivery, anl utilises data analytics tadetermine
customers were able to interact with Kual, and promotions were food trends and changing consumer preferences, while
kbbana AbknAepoALev-mdlADgp §oAbki Lo : .

optimising its supply chains with local smart platforms such as
Grab, Uber Eats, Foodpanda etc. to fill the gaps in delivery
zones Within the next 12 months, TiffinLabs targets to
have >30 restaurant concepts serving over 15 cuisines 1
countriesat least In longer run, TiffinLabs plans to create an
international network of cloud kitchens in more than 1,000
locations acoss the US, Europe and Asia.
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Thailand: Some major shopping malls have leveraged on their
social media accounts (e.g. Line, Facebook) to help restaurant
tenants better engage with customersand cater to online
restaurant sales during the COVIEL9 pandemic. For instance,
Bangkok shopping mall operator Siam Piwat has launchdgat
at Home service, allowing customers to order food from more
than 50 restaurants at Siam Paragon, Gourmet Garden
Paragon Food Hall and IconSiam. The advantage of such
initiatives versusfood delivery apps is that customers can easily
order food, beverages, desserts, etc. in a single order from

different restaurants in the same shopping mall.

|l conSi am¥emeBavice at

BAY at
HOME

[CONSEM
AT at HOME

) LINEMAN

Source:. IconSiam

In July 2020, Thailand's leading fastood restaurant chain,
Central Restaurants Groupalso opened its first cloud kitchen
in Bangkok, with plans to set up 100 cloud kitchens within the
next five years.Opening its cloud kitchen service to other
restaurants(e.g. recently partnered with another major local
restaurant chain, Kruakhun Toi)will allow Central Restaurants

to reduce idle capacity and potentiallygenerate additional

revenue.Additionally, C k f a g Sdivididh gldnetd\turn food

trucks into cloud kitchens, whereby partner trucks gather at a

designated location and make meals for deliverysingCa p § o A
food> aheranuAoanre_aA$Ckfag8oAhk _]

Indonesia.The country faces a similar situation whereby cloud

kitchens are dominated bythe Grab-Gojek duopoly. As of June

2020, Grab opened over 40 locations in Indonesia (andins

another 10 in Thailand, Singapore and the Philippines), while

Gojekh]1 qj _da " A. 3A_hkq Agep_dajoAej £
based) local armhasalso launched its first cloud kitchen,

serving 13 restaurants and offering delivery servisavithin a

25-km radius.

Sulffice to say, he rise of cloud kitchen apps could be a threat,
or complementary to the development of traditional restaurant
chains, depending on whether collaborationsan be arranged.
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Peers valuation

Company Name

Haidilao Intemational Holding*

Yum China Holdings*

Yum China Holdings (Hkg)*
Xiabuxiabu Cater.Man. (China) Hdg.*

Cafe De Coral Hdg.*#
Yihai Intl.HIdg.

Jiumaojiu Intemational Holdings

Gourmet Master
Fairwood Holdings#

Tai Hing Group Holdings
Ajisen(China)Holdings
Tao Heung Holdings

Tang Palace (China) Holdings
Hop Hing Group Holdings

Tsui Wah Holdings#
Average

Singapore

Koufu Group*

Jumbo Group*

Old Chang Kee*#
Kimly

Abr Holdings

Japan Foods Holding#
No Signboard Holdings
Average

Thailand

Minor Intemational*
Central Plaza Hotel*
Mk Restaurant Group
After You

Zen Corporation
Mudman

Average

Indonesia

Fast Food Indonesia

Pt Sarimelati Kencana
Map Boga Adiperkasa Pt
Pioneerindo Gmt.Intl.
Jaya Bersama Indo
Cipta Selera Mumi#
Average

#FY20: FY21; FYZ2IFY22
Source: Thomson Reuters,

Price

Code Currency Local$
Leading Greater China Restaurant and Food Ingredient Plays

6862 HK
YUMCUS
9987 HK
520 HK
341 HK
1579 HK
9922 HK
27237TT
52 HK
6811 HK
538 HK
573 HK
1181 HK
47 HK
1314 HK

KOUFU SP
JUMBO SP
OCK sP
KMLY SP
ABR SP
JFOOD sP
NSB SP

MINT TB
CENTEL TB
MTB
AUTB
ZENTB
MM TB

FAST IJ
PZZA1J
MAPB 1J
PTSP1J
DUCK IJ
CsMIg

*DBBank

HKD
USsD
HKD
HKD
HKD
HKD
HKD
TWD
HKD
HKD
HKD
HKD
HKD
HKD
HKD

SGD
SGD
SGD
SGD
SGD
SGD
SGD

THB
THB
THB
THB
THB
THB

IDR
IDR
IDR
IDR
IDR
IDR

55.5
53.34
410
10.94
15.88
114.1
18.4
100.5
17.78
1.55
112
0.9
0.68
0.056
0.295

0.655
0.315
0.675
0.275

0.7

0.3
0.037

18.7
20.5
45.5
9.6
9.4
1.94

940
640
1260
4680
310
482

Target

Price
Local$

68.00
59.20
460.58
14.30
20.60
n.a.
na
na
n.a.
na
n.a.
na.
na
n.a
na

0.77
0.21
0.76
n.a.
n.a.
n.a
na

21.00
23.50
na
n.a.
n.a
n.a

n.a.
n.a.
n.a.
n.a.
n.a.
n.a.

Recom

BUY
FV
HOLD
NR
NR
NR
NR

HOLD
FV

NR
NR
NR

NR
NR
NR
NR
NR
NR

Mkt EPS growth
Cap Fiscal 20F 21F
usSs$m Yr % %
37,954 Dec (55.5) 321.4
22,355 Dec (49.7) 87.7
22,172 Dec (49.7) 87.7
1,527 Dec (123.1) n.a
1,200 Mar 454.9 17.0
15,413 Dec 40.4 38.9
3,451 Dec (79.0) 788.2
627 Dec (26.0) 57.5
297 Mar  (2.8) 202.8
200 Dec (54.9) 305.1
158 Dec na n.a.
118 Dec na. na
94 Dec na n.a.
73 Dec n.a. na
54 Mar na. na
5.5 211.8

267 Dec (45.3) 65.0
149 Sep (130.0) na
60 Mar 6.3 (100.0)
242 Sep 14.9 0.0
103 Dec na n.a.
38 Mar 70.9 100.0
13 Sep na. n.a
(16.6) 16.3

3,105 Dec nm na
887 Dec nm n.a.
1,343 Dec (69.3) 163.0
251 Dec na n.a.
90 Dec na n.a.
66 Dec n.a. na
(69.3) 163.0

255 Dec na n.a.
132 Dec (69.1) 170.2
186 Dec na n.a.
70 Dec n.a. na
27 Dec na n.a.
27 Jan na n.a.
(69.1) 170.2

PE
20F 21F
X X
230.0 546
57.8 308
57.3 305
na. 20.1
226 193
96.6 69.5
469.6 529
26.2 16.6
389 1238
39.7 9.8
na na
na na
na. na
n.a. n.a.
na. na
115.4 31.7
242 147
na. 27.1
16.7 n.a.
138 138
na na
30.0 15.0
na na
21.2 17.7
na na
na. 523
524 199
na. na
na na
na na
52.4 19.9
na  na
313 116
na. na
n.a. n.a.
na. na
na  na

Yield
20F 21F
% %
05 07
04 09
05 09
03 20
31 36
03 04
01 05
21 28
18 6.2
14 54
na na
na na
na na
na. na
na na
1.0 23
15 27
00 18
44 00
36 73
na na
33 33
na na
2.6 3.0
0.0 00
00 08
23 49
na na
na na
na na
2.3 49
na na
38 15
na na
na. na
na na
na na

31.3 116 3.8 1.5

P/Bk

20F 21F
X X
226 17.9
51 47
51 47
46 41
3.0 29
27.8 20.6
99 84
1.7 16
34 28
16 14
na na
na na
na na
n.a. n.a.
na na
8.5 6.9
31 29
35 31
27 na
31 31
na na
1.7 16
na na
2.8 27
1.2 12
23 22
31 30
na na
na na
na na
3.1 3.0
na na
15 14
na na
n.a. n.a.
na na
na na
1.5 1.4

ROE
20F
%

9.8
10.5
10.5

(2.9)
14.2
327

33

6.5

8.4

4.0

n.a.

n.a.

n.a.

n.a.

n.a.
9.7

14.1
(5.5)
16.3
256
n.a.
36
n.a.
10.8

(14.2)
(6.7)
5.6
n.a.
n.a.
n.a.
5.6

n.a.
6.9

n.a.
n.a.
n.a.

Performance

iM 3M
% %

(6.6) 69.1
42 06
1.7 na
6.8 373
(4.0) 10.8
(1.2) 18.9
(5.3) 38.9
(8.0) 12.3
(8.0) 8.0
(10.7) 34.8
(7.6) (14.2)
(32 (22
(5.6) 0.0
00 (5.1)
(7.8) (1.7)

(2.2) (3.0)
(45) (8.7)
(2.9) (7.6)
143 244
00 27.3
(15.5) (7.7)
156 57

(19.4) (2.1)
(14.6) (6.8)
(7.6) (12.1)
(0.5 00
39 (05)
(2.6) 63

11 33
85 (0.8)
3.3 (14.0)
(31) 17.0
138 (31.8)

na. 114.9 ####

6.9

12M
%

50.9
220
n.a
15
(26.0)
1126
n.a
(28.7)
(12.2)
(14.2)
(54.4)
(31.3)
(38.5)
(51.7)
(39.8)

(10.3)
(14.9)
(8.3)
244
(6.7)
(30.2)
(32.7)

(48.4)
(31.4)
(41.9)
(22.0)
(35.4)
(37.9)

(32.9)
(40.2)
(27.4)
3.7)
(82.8)
n.a
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Catering & Restaurants : China
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Mavis HUI +852 3668 4188
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Alice HU| CFA +852 3668 4182
alicehuism@dbs.com

Recommendation and Valuation

Target

Price
Local$ Local$
410.00 460.58

Company Name

Yum China Holdings (Hkg)*
(9987 HK)

Yum China Holdings*
(YUMC US)

Haidilao International Holding*
(6862 HK)

Xiabuxiabu Cater.Man. (China) Hdg.*
(520 HK)

Hop Hing Group Holdings

(47 HK)

Source: Thomson Reuters, *DBEK
Closing Price as at 15 Oct 2020

53.34 59.20

55.50 68.00
10.94 14.30

0.056 na.

Price Recom

Mkt
Cap

BUY 22,355

BUY 37,954

BUY

NR

1,527

73

Share price performance vs. HSI/ NASDAQ Index

P

21F
US$m X
BUY 22,172

30.5

30.8

54.6

20.1

n.a.

HK$

60
50
40

r

[

Jan-19
Mar-19
May-19

Jul-19

Sep-19
Nov-19

Jan-20
Mar-20
May-20

Jul-20

Sep-20

Index
35000

30000
25000
20000
15000
10000
5000
0

Xiabuxiabu (520 HK)
Haidilao (6862 HK)

=== Hop Hing (47 HK)
== HS| Index (RHS)

US$ Index
80 - 14000
70 - 12000
60 L 10000
50 L 8000
40 6000
30
20 - 4000
10 L 2000
0 T T T <'m T T T T T T 0
2222333288 8§
c [ $, = o $ c P '>\ = o
Sg28§~828g2¢854
Y UM (YUMC US) e NASDAQ Index (RHS)

Source: Thomson Reuters

A strong comeback

1  Catchup spending supportive of animpressive rebound in
?dej] 8o0Anaop]qn]jpAoa_pkn7Aat]| :
nai ]J]ejA]l]A nerejcAbkn_aAej A?2dej ]

1 COVID brought about new opportunities including better
locations secured byfinancially secure restaurant players;
"narajca©Aol aj ejcApkA neraAnraj
restaurants while delivery remains a force to be reckoned
with, as penetration rises b 20% by end-20E

1 Reiterate BUY on Haidilao, Xiabu Xiaband Yum China

Robust holiday sales point to a promising posEOVID world.

?dej ] 80Aa_kjkiuAo] sAkjaAkbApdaAb]
pandemic. Average daily retail sales rose 4.9%-g-y during the

Golden Week holidays (18 Oct) (Source: Ministry of Commerce),

while Tmall Global saw retail sales rising by 79%-g-y over the

same period. SaA] hok AoaaApdaAbkhhksejc6A!
will continue to be a driving force in the retail sector2014-19: up

1.2ppts to 11.3% of total retail sales) and should maintain a

sustainable growth rate at ¢.10% p.a., thanks to a consolidation

involving rising demand to eatout and smallerplayer closures, (i)

store expansion was temporarily halted in Febany-March 2020,

and began to resume steadily by April, where financially secure

players are actively negotiating for better and higher number of

locations, (iii) consumers are willing to spend more per ticket as

I ]npApdaA! nar aj c a §deliveryssilesej c (A] | A
penetration is forecasted to increase by 6ppts to 20% by end

20E. Digitalisation and alternative revenue trends have also

accelerated as a result of COVHDO.

Listed F&B service providers to see profit recovery in 2Hahanks
tothegovanj i aj p8oAosebpA] -1p,¢her¢im Aej Ap]
sequential recovery recorded across the region, with evident

recovery seen in transportation hubs and tourist locations. In fact,

Trip.com recorded GMV doubling as the number of hotel guests

staying for seven straight days during Golden Week rose by 70%

m-o-m Lowertier cities will become the key focal points as the

recovery pace is much stronger relative to highdier cities.

Catch the right recovery playThe restaurant sector has staged a

strong recovery, up 51% YTD (or15% relative to HSI index) and

is now trading at 39x FY21F PE, thanks to the expected recovery

and decent expected expansion in 2H20Within our coverage, we

prefer Haidilao and Xiabu Xiabu as the key recovery plays in

anticipatij Ak bApdaenAl a] gAoa]okj *AUqi A?
has recovered the quickest, and the company was also buoyed by

trading optimism on its dual listing in Hong Kong. We raise our TP

across the board, our pecking order (from highest to lowest) is
Haidlao>Xiabu Xiabu>Yum China.
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Haidilao (6862.HK)One of its kind. After delivering a stronger
than expected store target plan in August to open >400

Yum China (9987.HK; YUMC.US§¥trong chest to build stores.
Following a welcoming debut onto HKEX in September to raise

kgphapoA$ranoqoA/ ,, %A  aol epaAPSEREN@ikhthe saje ofcg].7mAHadks Yum China &b Ao d] na

price hasrallied on optimism as it enters peak

seasonality. During the Golden Week, Haidila achieved table
turnover of >5x mainly seeing similar trend in 1H of a better
recovery in South China and lower tier citiesWe maintain our
view that Haidilao will deliver the strongest store number
CAGR of 34% in FY1922F to 1,870 outlets by endFY22F,
thus becoming the largest hotpot chain globally. Against China
recovery in consumption activities, we expect key catalysts
include stronger than expected rebound in SSSG in 2H, the
resumption of store openings overseas, and the development
of secondary bands ahead. We raise our TP to HK$68, based

have built formidable cash position of >US$3.7bn by end
BU.,BApkAatl]j ApdaA_kil]juS8oAnac
investment in digitalisation. By end 2Q20, system sales have
recovered to 96%, with a total of 169 new stores opened in
1H20. Catalysts include the resumption of quasrly dividends,
and stronger than expected store expansion. We forecast Yum
China to deliver new store build of 7.5% in FY1922F, driven

by KFC (+6.7%) while Pizza Hut will stay stagnant. Our TP is
raised to US$9.20/ HK$460.58, equivalent to 34.6x FY22F B,
or 1 SD. above its trading average since listing to account for
its recovery (Previously 30x FY21F).

on 2x 3-year CAGR PEG, equivalent to 66x FY21x PE (Previously

1.6x 1-year PEG ratio).We believe this premium is justified as
Haidilao brand poses strong overseas growth opportunity,
equivalent to players such a Shake Shack (SHAK.US) and
Chipotle (CMG.US), which are trading at >600x and 60x FY21F
PE.

Xiabu Xiabu (520.HK)Strongest sequential improvement
ahead. Barring no further outbreak in North China (Beijing,
Hubei and other regions), Xiabu Xiabu (XBXB) is posed to
record the strongest sequential improvement in sales recovery
against peers pendingts peak season.During the Golden
Week, Coucou achieved store recovery of ¢.114%-g-y, while
XBXB is ¢.97%. We further introduce FY22 earnings and
expect the Group to deliver earnings CAGR of 26% in FY19
22F. This will be delivered through store openings from XBXB
(FY1922F store CAGR of 7%) and Coucou (FY122F store

?=CNAkKkbA/ 0! %* ASaAatl a_pApdaACnkql 8oApkp] hAopknaAjgi *anApkA

reach close to 1,500 by endFY22F. We raise our TP to
HK$14.3, based on 1x 3year CAGR PEG ratio, which is
equivalent to 26x FY21F PE (roughly itsyear historical
average) Previously 1.35x tyear PEG).
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Total retail sales value growth (%) Consumer confidence index

(%)
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?dej] 8o0Aale aie_AlnarajpekjAd]o/?dej]80A_kjoqianA_kjbe aj_ahAej- ¢

COVIDB19. Postoutbreak, the government has inacted pregrowth
policies to prompt the resumption of work and domestic consumption. June 2020 saw an 11% yo-y decline to 112.6, party due to a

?dej ] 8o0oAa_kj k ishaped fesodely Anithkretaisales R resurgence in cases in Beijing and Northeast China. Subsequently in Jt
na_kn>ejcA]l] Aokhe  Ana”~kqj  Akj A] A 2020, CClrecorded a 4% mo-m improvement.

retail sales saw a reversal in sales trend and recorded 0.5% growth in

August 2020. In 8M20, retail sales declined by 9% yo-y to

Rmb23,803bn.

19 outbreak. Since February 2020, CCI has been trending loweratq.

At its worst, China retail sales felto its lowest declines of-16% in
March 2020, and -8% in April 2020.

Source:CEIC, National Bureau of Statistics Source:CEIC, National Bureau of Statistics

Total retail sales value growth (%) , catering At its worst: Chinese New Year sales was down >80%
(%)
20.0 Aug'20: -7%yoy
8M20: -25% yoy
10.0 ~ =
Others
27%
o.o...........(7.0) 0
-10.0
Sales dec Sales decline
-20.0 between >80%
40% 55%
-30.0 5%
-40.0 Sales decline between
40-60%
500 (46.8) 6% '
N5 23933333 RK¢§-SK Sales decline by
5,$%$5,$%'>.&,,$%'>5, 60-80%
g2egfsegiszegs ™

Catering sales have been impacted by the outbreak of COWI® and During Chinese New Year, over 55% of participnts in a Xinhua survey
experienced a slower recovery than the overall retail sector due to storereported sales declines of above 80%, 7% between 6680%, 6%
closures, social distancing measures, and increase in household between 40-60%, and 5% between 20-40%.

consumption due to fears of regional outbreak. Chinacatering sales

declined 47% in March 2020, and 31% in April 2020.

Catering sales decline narrowed to 7% in August 2020. In 8M20, sales
dropped by 25% to Rmb2,151bn, equivalent to 9% of industry retail
sales.

Source:CEIC, National Bureau of Statistics Source. Xinhua.net
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Total retail sales value growth (%)

Consumer confidence index
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Ad]J]o/?dej] 80A_kjoqgianA_kjbe aj_aAej-
COVID19. Postoutbreak, the government has inacted pregrowth

19 outbreak. Since February 2020, CCI has been trending loweratq.

policies to prompt the resumption of work and domestic consumption.
?dej ] §80oAa_kj ki-shafen fesodely Anithkrétaisales R resurgence in cases in Beijing and Northeast China. Subsequently in Ju
na_kn>ejcA] Aokhe > Ana~kqgj  Akj A] A 2020, CClrecorded a 4% mo-m improvement.

retail sales saw a reversal in sales trend and recorded 0.5% growth in

August 2020. In 8M20, retail sales declined by 9% 3o-y to

Rmb23,803bn.

June 2020 saw an 11% yo-y decline to 112.6, partly due to a

At its worst, China retail sales felto its lowest declines of-16% in
March 2020, and -8% in April 2020.

Source.CEIC, National Bureau of Statistics Source.CEIC, National Bureau of Statistics

Total retail sales value growth (%) , catering At its worst: Chinese New Year sales was down >80%
(%)
20.0 Aug'20: -7%yoy
8M20: -25% yoy
10.0 =~ ~
Others
27%
o,o...........(7.0) 0
-10.0
Sales dec Sales decline
-20.0 between >80%
40% 55%
-30.0 5%
-40.0 Sales decline between
50 (46.8) 40-60%
5593939393838 3g S Bk
> 2 2 > 5 2 92 > 5 =z 2 > 5
§288Fs2838¢2 83 ™

Catering sales have been impacted by the outbreak of COWI® and During Chinese New Year, over 55% of participnts in a Xinhua survey
experienced a slower recovery than the overall retail sector due to storereported sales declines of above 80%, 7% between 6680%, 6%
closures, social distancing measures, and increase in household between 40-60%, and 5% between 20-40%.

consumption due to fears of regional outbreak. Chinacatering sales

declined 47% in March 2020, and 31% in April 2020.

Catering sales decline narrowed to 7% in August 2020. In 8M20, sales
dropped by 25% to Rmb2,151bn, equivalent to 9% of industry retail
sales.

Source:CEIC, National Bureau of Statistics Source. Xinhua.net
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Minimum wage increases temporarily eased in some

Rental mall rental trend 2Q20 provinces
Rmb/sm/mont h % Rmb /month
40 - 18
35 . L 16 3,000 - 25%
30 - 14 2,500 ° L 20%
25 . 12 2,000
20 o [ 10 ’ P 15%
. ] . -8 1,500
-6 L 10%
10 L 21 4 1,000
5 L 2 500 I I 5%
0 -0
22533286 =32322284¢ 0 DG XTI OB Os S XOC TS DG RO 3B EZBID 0%
=585 §§c8558258323% EC8SoEsoREEE5080 5r e S ae SonCoER
& C O D c = & c c OBLCOG e s TTO2SONGTE SENS- =
Sggog2 s} = 23 o 5Z@ oFTHES SRSLILSSTITogST295S cOSSE
h&H SE O 560 5 gjcw-ﬁ s %(:,:)OE(?"”OZX
0] = 3 [ = )
o
| = Rental (LHS) * Vacancy (RHS) | g =
| ® Min wage (LHS) ® % yoy (RHS) |

According to CBRE, overall vacancy is up 1.4ppts in retail malls, with  In 2020, Fujian (+6%), Qinghai (+13%), Guangxi (+8%) raise their
average ground floor rents down 1% go-mAej A. M. , * A A @>minimum wages, while Beijing, Shanghai and Tianjin have indicated the
covering selected landlords indicates that foot traffic is back at 90%+ fo there will not be an increase in minimum wage in 2020 due to COVID
CR Land, Longfor at 7680%, Joy City up to 92% by May. By endAug, 19.

Longfo, Joy City and Vanke recorded tenant sales resuming back to
90+%, while CR Land recorded positive same store tenant sales since
May and had sped up in July and August.

In 2019, Shanghai recorded the highest minimum wage of Rmb2,480
(+2.4% y-o0-y), followed by Beijing at Rmb2,200 (+3.8% y-0-y). Hebei,
Liaoning, and Chongging recorded the highest increases of 15%, 12%
and 20% respectively in 2019.

Source:CBRE, DBBank Source:CEIC, Ministry of Human Resources

China food delivery market penetration to reach 20% Number of China food delivery users reached 54% of
urban population

Rmb bn m
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?dej ] 80A aheranuAi] ngapAoevaAn k cTotal urban population reached 848m, whereas total number of delivery
penetration rate rising by 3ppts to 14%. Market leaderMeituan users has reached 458m, equivalent to 54% of total urban population.
recorded solid growth, with transaction volume inreasing by 39% to

Rmb392.7bn, equivalent to 60% of market share.

EjA.,.,A(ApdaA  aheranuAi]ngap8gol
20%, on the back of the pandemic, according to Meituan Research.

Source:Meituan Research, DB8ank Source:Meituan Research, DBBank
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Meituan: Number of food delivery transactions vs. average Meituan: Number of transacting users versus active
value per order (%y -0-y) merchants (% y -0-y)
3,000 r 16% 35%
2,500 F 14% 30%
r12% 25%
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== Number of food delivery transactions (m) ransacting users %yoy

e Active merchants %yoy

= Average value per order (% yoy)

@qnejcApdaAl]j  aie_(Alaepqlj Aejl aepqg] | §o Arangactihgausesslard Agive merchants on Meitua
support a secure supply leain. The Group also launched initiatives to  rose 8% y-0-y to 457.3m, and increased 7% to 6.3m respectively as of
aop] “heodApngopA~rapsaaj A_qopki ar2Q20.

Naop]gn]jp© k> aAh] ~ahAkj ApdaAl ae
restaurants would disclose irstore safety service information in a timely
manner. Food festivals and heritage days were held to promote
traditional food enterprises.

In 2017-19, the number of transacting users rose at a CAGR of 21%,
while the number of active merchants posted a 19% CAGR.

LkopAhk _g ksjA_kjpnkhAiaJognao(#
transactions recovered by 7% 3yo-y to 2.2bn in 2Q20, while average
value per order rose by 9%y-0-y to Rmb48.8. In 1H20, overall food
delivery transaction declined 3.9% yoy.

In 2017-19, the number of food delivery transactions rose at a CAGR of
46% to 8.7bn. Average value per order rose 3.5% to Rmb44.8 over the
same period.

Source:.Company, DBBank Source:Company, DBBank

Meituan: Average value per order on the rise
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In 2017-19, average value per order rose 3% to Rmb44.7. In 2Q20, average value per order rose 9% yoy or 6% mom to Rmb48.8.

Source:Company, DBBank
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Scenario analyses on potential resurgence of COVID -19 Assumptions on F&B Foodservice recovery scenario
70% Worst Base Best
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China has been swift in tackling any resurgence of COVAIO in specific  In our basecase scenario, we expect catering sales to decline by 14% i

regions. We made three assumptions in our scenario analysis (a) worst 2020E, and rebound by 21% in 2021E. We forecast the industry to

case, (b) base case, and (c) best case. record an operating profit of between Rmb534bn and Rmb750bn,
assuming no government subsidies. We expect sales recovery to-be
2%/21%/37%in worst /base/sky scenarios.

Source.: CEIC, DBBankestimate Source: CEIC, DBBankestimate
Industry P&L COVID-19 subsidies uneven in 1H20
Industry P&L Rmb bn el Rmb m
revenue 600
Catering sales 4,672 100.0% 500
Restaurant purchases 1,635 35.0%
Gross profit 3,037 65.0% 400
Staff cost 1,402 30.0% 300
Fixed 1,121 80.0%
Variable 280 20.0% 200
Rental 607 13.0% 100 J
Fixed 425 70.0%
Variable 182 30.0% 0 —
Other expenses 514 11.0% Yum China Haidilao  Xiabu Xiabu  Hop Hing
Total operating costs 2,523 54.0% = Rental reduction Labour related
EBIT 514 11.0% Government grant & others
Tax 386 25.0%
Net profit 129 2.8%

We estimate that average operating margin stood at migdo-high teens.  Overall government support ad rental concession have been uneven

Assuming both labour and rental costs hold a variable and fixed across provinces, mainly coming from the reduction in social insurance
component, we estimate that revenue could drop by up to 21% to reach payments. Rental concession varies with halént during the period of
operational breakeven. Feb/Mar, or rental free period offered in Feb to support tenants.
Source.DBSBank estimates Source:Company data, DBBank estimate
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SSSG trend ASP trend
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Then] paAkbAnaoqil pekj AkbAnaop] qn ] Thecompanies saw theiaverage spending ticket diverge depending on

with consumption spending recovering to 76% by May. Overall, most their pricing strategy on delivery services. In most cases, delivery ASP
restaurant players recorded a steady recovery with 989% of their higher than dine-in ticket due to a higher volume of packaged sets. Alsc

stores being operational by June 202@Source: MeituanResearch)Most restaurants are compensating for higher operating cost frondelivery, as

reported sequential improvements in April and May, but June sales well as weaker foot traffic. On average, ASP rose 7% in 1H20.

softened due to regional outbreaks. Overall recovery remains uneven L .
] ] ) ; Fastfood average spending is roughly Rmb23, maimeal restaurants
with East China recovering faster than North China. By end Aug, overe . .
. . ] ~~ average stood at Rmb63, according to Meituan.
operations have resumed over 8®0% to prior year sales, with certain
outlets performing even better than last year.

Some players have been more severely affected, such as Xiabu which
44% of outlets located in affected regions in Beijing and Northeast
China.

Source.: Meituan ResearchCompany data, DBBank estimates Saurce: Meituan, Company data, DBBank
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Store expansion
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Based on our sample size of six companies, net store openings reached 965/1,275/267 in 2018/19/1H20. Players with strong
financial positions have maintained store expansion plans. In fact, Haidilao has exceeded its earlier store expansion taoge400
versus earlier target of 300. However, Xiabu Xiabu, Hop Hing and Jiumaoijiu (brand) have scaled back their unit expansion due
higher exposure to Beijing and Northeast China are hit by a secovdave of the pandemic as well as change in brand focus
strategy. A private company with higher proportion in delivery sales expects to meet its original store expansion target set prior -
COVID, with efficient unit sizes of ¢.120sgm.

Besides core brand expansion, the development of secondary brands has proven imaot in diversifying brand portfolio and
players should continue to identify fastgrowing sub-segment categories due to the fast changes in consumption demand (live
opnaliejc%*AD]e eh] kAna_aj phTuA]({@Algh k jac Ay ajpsikidne grape Noodidesod |A_
oplga%A]lj AQ ejcQAS$i ]l k_Jew* AATe] *qATe] ~q 8§ o A2HIY,iskould cAntinug tgp °
see steady expansion ahead. Yum China recently completed its acquisition of Hugitduang (maocai).

Source.Company data, DBLBankestimates
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Raw material cost as % of sales Rental costs as % of sales
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Hop Hing Xiabu Haidilao  Yum China Hop Hing Xiabu Haidilao  Yum China
2017 2018 2019 2020F ®2021F m 2017 2018 2019 2020F = 2021F
Restaurants have continued to innovate their menus with new The implementation of IFRS.6 has resulted in the different
development in value set menus to encourage individual and small classificatiom Ak j Aha] oao* AUqi A?2dej ] §80AKk
group dine-ins, as well as launching unique SKUs to drive higher ASP. by its royalty fees to parentco and other expenses. During COADD,
Haidilao has developed a selection of housbrands such as ber and players are able to negotiate rental reduction with landlords and with

yogurt, while Coucou has unique SKUS to encourage customers to try. the support of the government. We understand popular brand continue
Raw material costs swung higher on pork prices, but are largely nota to garner demand from malls with attractive rental terms such as lower

cause for concern for most parties. rent with longer number of years secured, or longer period of rental free
period.
Source:Company data, DBPBankestimates Source:Company data, DBPBankestimates
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Staff costs as % of sales

Delivery as % of sales
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Queen)

| ® Before COVID Post COVID

Staff costs as a percentage of sales have been inching up due to sales Due to city lockdowns and social distancing measures, difi@ volumes
deleveraging. Partime workforce has been significantly reduced, and have declined significantly across the board. As a result, delivery sales
restaurant chains are seeking to mildly reduce their average number of contribution has surged.Overall sales contribution rose by-IL6ppts in

workers to return to profitability.

Source.Company, DBBank

1H20 as compared to 2019 with contribution rarging from 1-4% for
hotpot chains, and 23-50% for fast-casual and fast food chains.

A private company we interviewed reported delivery sales contribution «
up to 70% prior to COVID and saw its sales reaching >90% during the
pandemic. The company develop#its own delivery fleet in its operating
regions to maintain sustainable margins ahead. Thirgdarty aggregator
orders would also be delivered by their own fleet. Hop Hing also has its
own delivery fleet in Beijing. Currently, it has no plans to expandst
delivery fleet in other regions due to the cost of upkeep.

Source:Company, DBBank
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Strategies post COVID -19
China has been successful in tackling the COVAD®
pandemic. Restaurants with more resilient financial

positions can weather throughCOVIDB 19 with sequential

Key strategies under a new normal

recovery seen a quarter on quarter basis. We have

summarised a series of different strategies egated by our

sampling.

Source: Company, DBBank
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