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Cafe De Coral (341 HK)

Still a mixed bag right now

We believe 1) traffic limitation imposed by HK government, 2) significant
operating deleverage and 3) potential cut in dividends remain the major
overhangs. However, potential staff cost subsidies and strong recovery in China
will be major catalysts. Allin all, we maintain HOLD and trimmed TP to HK$ 15.98,
based on 19x FY3/21E P/E (down from 21x), vs its 5 years avg. of 21x.

We forecast a 16%/ 5% YoY drop in HK sales in 2H20E/ 1H21E due to:
1) HK social event in 2019, 2) traffic curbing measures to counter COVID-
19 and 3) drop in institutional catering sales because of school and university
suspensions. We expect sales growth to resume at 23% in 2H21E due to:
1) end of epidemic and 2) HK government stimulus to take effect.

Significant margin pressure in 2H20E and 1H21E. As more promotion
were introduced in 2H20E/ 1H21E, GP margin will be under pressure. Also,
operating deleverage will be huge since most of the rental costs are fixed
and staffing policies are rather prudent (we expect no major layoffs but only
reduction of average working hours). There also exists potential
downside risk like further extension of traffic limitation by government.

But there is also a significant upside risk in 2H21E. If the labour cost
subsidies can be finalized, it would be significant due to CDC’s labour
intensive nature (~7,500/ ~6,500 full-time/ part time staff in Hong Kong). The
subsidies can be as high as ~HK$ 400mn if 50% of the staffs are entitled to
the policy, but we only factored ~HK$100mn in FY21E due to uncertainty.

We forecast 20% YoY sales decline in China sales in 2H20E due to virus
outbreak and growth to resume at 12%/ 27% in 1H21E/ 2H21E, thanks to:
1) consumption boost by vast amount of vouchers given by Chinese local

governments and 2) strong ramp up of delivery business enabled by Meituan.

Dividend policy should likely be changed. We believe it is less likely for CDC
to maintain its FY20E dividend policy, because: 1) less operating cash flow can
be expected (net profit to be revised down by 48%) and 2) limited cash balance
(~HK$ 552mn reported in 1H20 report), noted that HK$ 492mn was paid as
dividend in FY19. We only expect a 30% payout ratio and 1% FY20E yield now.

Maintain HOLD and cut TP to HK$ 15.98. We cut our EPS by 48%/ 3%/ 3%
in FY20E/ 21E/ 22E, to factor in the impacts by virus outbreak and meaningful
operating deleverage (high fixed staffs and rental costs). We maintain HOLD
and cut TP to HK$ 15.98 based on 19x FY3/21E (down from 21x). The counter
is trading at 17x FY3/21E and 1% FY20E yield, not too attractive.

Earnings Summar
(YE 31 Mar) FY18A FY19A FY20E FY21E FY22E

Revenue (HK$ mn) 8,427.4 8,493.9 7,862.6 8,596.2 9,103.8
YoY growth (%) 6.7 0.8 (7.4) 9.3 5.9
Net income (HK$ mn) 458.1 590.3 230.9 489.3 556.0
EPS (HK$) 0.79 1.02 0.40 0.84 0.96
YoY growth (%) (9.4) 28.7 (60.9) 111.9 13.6
Consensus EPS (HK$) n/a n/a 0.66 0.88 0.99
P/E (x) 18.5 14.4 36.8 17.4 15.3
P/B (x) 2.4 2.5 2.6 2.3 2.3
Yield (%) 8.0 5.8 0.8 5.2 5.9
ROE (%) 13.0 16.9 6.9 14.2 15.1
Net gearing (%) Net cash Net cash Net cash Net cash Net cash

Source: Company data, Bloomberg, CMBIS estimates
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52w High/Low (HK$) 26.90/12.60
Total Issued Shares (mn) 585.7
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Shareholding Structure
Lo Tak Shing 15.76%
Lo Hoi Chun 11.61%
Lo Hoi Kwong 11.00%
Invesco Hong Kong Ltd. 5.01%
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Source: HKEXx
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Focus Charts

Figure 1: SSSG, by brand and region

Figure 2: Sales growth, by segment and region
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Figure 3: Sales/ net profit att. growth, half year

Source: Company data, CMBIS estimates

Figure 4: Sales/ net profit att. growth, full year
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Figure 5: GP, OP, NP att. margin

Source: Company data, CMBIS estimates

Figure 6: Opex breakdown, % of sales, by category
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Figure 7: Restaurant level EBIT margin by region

Figure 8: Number of stores and growth (HK/ China)
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Figure 9: Results preview - half year
1H19 2H19 1H20  2H20E

HK$ mn
1H19 2H19 1H20 2H20E YoY YoY YoY YoY
Hong Kong 3,608 3,734 3,652 3,148 1% -1% 1% -16%
China 591 561 612 451 8% 6% 4% -20%
Total revenue 4,199 4,295 4,264 3,599 2% 0% 2% -16%
COGS (3,683) (3,673) (3,765) (3,373) 1% -2% 2% -8%
Gross profit 515 622 499 226 5% 13% -3% -64%
Other income and gains 9 9 4) 4 -175% -701% -139% -53%
Administrative expenses (240) (208) (317) (123) 2% -7% 32% -41%
Operating profit 284 423 179 107 17% 29% -37% -75%
Share of results of Assos 0 0 0 0 n/a n/a n/a n/a
Non-operating items 0 0 0 0 n/a n/a n/a n/a
Net finance income 8 7 9 2 23% 32% 19% -77%
Profit before tax 292 430 188 109 18% 29% -36% -75%
Income tax (52) (78) (38) (28) 23% -2% -27% -65%
Minority interest 1 1 1 (0) 122% 12% -31% -117%
Net profit att. 239 351 150 81 16% 39% -37% -77%
Fv cha.nge on investment 0 20 0 5
properties
Loss on disposal of other PP&E 3) 9) (8) (0)
Impairment loss of PP&E 0 4) (8) (1)
Share-based compensation (13) 14 (13) 0
expenses
Adj. pre-tax profit 308 408 218 104 4% 17% -29% -74%
GP margin 12.3% 14.5% 11.7% 6.3% 0.4ppt 1.6ppt | -0.6ppt -8.2ppt
OP margin 6.8% 9.8% 4.2% 3.0% 0.9ppt 2.2ppt | -2.6ppt -6.9ppt
NP att. margin 5.7% 8.2% 3.5% 2.3% 0.7ppt 2.3ppt | -2.2ppt  -5.9ppt
Adj. pre-tax margin 7.3% 9.5% 5.1% 2.9% 0.2ppt 1.4ppt | -2.2ppt  -6.6ppt

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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Figure 10: Results preview - full year

FY19 FY20E FY21E

HK$ mn FY1s FY19 FY20E | FY21E YoY YoY YoY

Hong Kong 7,351 7,342 6,799 7,336 0% -7% 8%

China 1,076 1,152 1,063 1,260 7% -8% 19%
Total revenue 8,427 8,494 7,863 8,596 1% -1% 9%
COGS (7,385) (7,357) (7,138) (7,553) 0% -3% 6%
Gross profit 1,042 1,137 725 1,043 9% -36% 44%
Other income and gains (14) 18 0 1 -229% -98% 78%
Administrative expenses (459) (448) (439) (448) -2% -2% 2%
Operating profit 570 707 286 596 24% -60% 108%
Share of results of Assos 0 0 0 0 n/a n/a n/a
Non-operating items 0 0 0 0 n/a n/a n/a
Net finance income 12 15 11 9 27% -26% -20%
Profit before tax 581 722 297 604 24% -59% 104%
Income tax (122) (130) (65) (115) 6% -50% 76%
Minority interest 1 2 0 0 47% -76% -46%
Net profit att. 458 590 231 489 29% -61% 112%
FV change on investment properties 19 20 5 5
Loss on disposal of other PP&E (21) (11) 9) 9)
Impairment loss of PP&E (33) 4) 9) (8)
Share-based compensation expenses (26) 1 (13) (24)
Adj. pre-tax profit 643 716 322 630 11% -55% 96%
GP margin 12.4% 13.4% 9.2% 12.1% 1ppt -4.2ppt 2.9ppt
OP margin 6.8% 8.3% 3.6% 6.9% 1.6ppt -4.7ppt 3.3ppt
NP att. margin 5.4% 6.9% 2.9% 5.7% 1.5ppt -4ppt 2.8ppt
Adj. pre-tax margin 7.6% 8.4% 4.1% 7.3% 0.8ppt -4.3ppt 3.2ppt

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Earnings revision

Figure 11: Earnings revision

New (o][] Diff (%)
RMB mn FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Revenue 7,863 8,596 9,104 8,605 9,123 9,729 -8.6% -5.8% -6.4%
Gross profit 725 1,043 1,124 998 1,086 1,179 -27.4% -4.0% -4.7%
EBIT 286 596 669 530 610 691 -46.1% -2.3% -3.3%
Net profit att. 231 489 556 441 506 573 -47.6% -3.3% -3.0%
Diluted EPS (RMB) 0.40 0.84 0.96 0.76 0.87 0.98 -47.6% -3.3% -3.0%
Gross margin 9.2% 12.1% 12.3% 11.6% 11.9% 12.1% -2.4ppt 0.2ppt 0.2ppt
EBIT margin 3.6% 6.9% 7.3% 6.2% 6.7% 7.1% -2.5ppt 0.2ppt 0.2ppt
Net profit att. margin 2.9% 5.7% 6.1% 5.1% 5.5% 5.9% -2.2ppt 0.1ppt 0.2ppt

Source: Company data, CMBIS estimates

Figure 12: CMBIS estimates vs consensus

CMBI Consensus Diff (%)
RMB mn FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Revenue 7,863 8,596 9,104 8,116 8,548 9,228 -3.1% 0.6% -1.3%
Gross profit 725 1,043 1,124 795 1,013 1,218 -8.9% 3.0% -7.7%
EBIT 286 596 669 492 612 707 -41.9% -2.7% -5.4%
Net profit att. 231 489 556 343 510 589 -32.7% -4.1% -5.6%
Adjusted Net Profit 0.40 0.84 0.96 0.66 0.88 0.99 -39.4% -4.4% -3.5%
Diluted EPS (RMB) 9.2% 12.1% 12.3% 9.8% 11.9% 13.2% -0.6ppt 0.3ppt -0.9ppt
Gross margin 3.6% 6.9% 7.3% 6.1% 7.2% 7.7% -2.4ppt -0.2ppt -0.3ppt
EBIT margin 2.9% 5.7% 6.1% 4.2% 6.0% 6.4% -1.3ppt -0.3ppt -0.3ppt

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Valuation

Figure 13: Peers’ valuation
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Ratin
Ticker . (X)) (X)) side (HK$ mn) End FY1E FY2E FY1E FY2E FY1E FY1E FY1E

Leading Greater China Restaurants and Food Ingredients

Cafe De Coral 341 HK HOLD 15.98 14.62 9% 8,563 Mar-19 36.8 17.4 2.6 2.3 16.9 (7.2) 0.8
Haidilao Int'l 6862 HK BUY  36.16 32.70 11% 173,310 Dec-19 874 36.2 131 10.0 244 2.7 0.3
Jiumaojiu Int’l 9922 HK BUY 11.44 9.36 22% 12,949 Dec-19 88.2 27.0 4.7 40 1014 2.2 0.4
XBXB Catering 520 HK NR n/a 6.83 n/a 7,387 Dec-19 34.1 123 2.7 2.3 12.5 1.2 1.6
Yihai Int’l 1579 HK NR n/a 61.45 n/a 64,332 Dec-19 60.3 447 166 126 31.1 2.1 0.4
Yum China YUMCUS NR n/a 44.44 n/a 129,535 Dec-19 554 22.2 5.2 4.4 24.0 8.9 0.9
Gourmet Master 2723 TT NR n/a 84.00 n/a 3,897 Dec-19 18.7 14.0 1.4 1.3 9.0 1.8 3.0
Avg. 54.4 24.8 6.6 5.3 313 1.7 1.1
Med. 55.4 222 4.7 4.0 24.0 2.1 0.8
Other H-shares Restaurants and Food Ingredients
Fairwood 52 HK NR n/a 17.24 n/a 2,233 Mar-19 11.9 205 3.2 2.9 18.3 8.4 2.4
Tai Hing 6811 HK NR n/a 1.36 n/a 1,360 Dec-19 124 9.1 2.6 2.4 115 0.4 2.4
Hop Hing 47 HK NR n/a 0.07 n/a 705 Dec-19 n/a n/a n/a n/a 18.8 n/a n/a
Tsui Wah 1314 HK  NR n/a 0.37 n/a 515 Mar-19 n/a n/a n/a nfa (5.2) n/a n/a
Ajisen China 538 HK NR n/a 1.63 n/a 1,779 Dec-19 8.3 n/a n/a n/a 4.8 n/a 6.7
Tao Heung 573 HK NR n/a 0.98 n/a 996 Dec-19 n/a n/a n/a n/a 7.6 n/a n/a
Tang Palace 1181 HK NR n/a 0.83 n/a 893 Dec-19 5.4 n/a n/a n/a 19.8 n/a n/a
Avg. 9.5 14.8 2.9 2.7 10.8 4.4 3.9
Med. 10.1 14.8 2.9 2.7 11.5 4.4 2.4
Leading Greater China Restaurants and Food Ingredients
Yum! Brands YUM US NR n/a 81.20 n/a 189,359 Dec-19 27.0 21.3 n/a n/a n/a (77.1) 2.2
Mcdonald'S MCD US NR n/a 177.58 n/a 1,023,272 Dec-19 29.3 21.8 n/a n/a n/a 8.4 2.8
Starbucks Corp SBUXUS NR n/a 72.72 n/a 661,482 Sep-19 44.8 25.6 n/a n/a n/a 15.3 2.3
Rest. Brands QSR US NR n/a 42.37 n/a 153,283 Dec-19 19.9 15.2 5.8 5.5 31.4 2.6 49
Chipotle Mexican ~ CMG US NR n/a 786.69 n/a 169,586 Dec-19 92.1 418 123 101 214 3.6 0.0
Darden Rest. DRI US NR n/a 63.32 n/a 63,736 May-19 28.4 22.0 3.5 3.1 27.3 (10.2) 4.0
Domino'S Pizza DPZ US NR n/a 365.22 n/a 110,462 Dec-19 35.6 31.2 n/a n/a n/a 3.4 0.8
Dunkin' Brands DNKN US NR n/a 55.97 n/a 35,605 Dec-19 22.9 18.2 n/a n/a n/a 5.6 2.7
Wendy'S Co WENUS NR n/a 17.42 n/a 30,051 Dec-19 451 27.6 7.9 9.5 23.5 5.0 2.7
Shake Shack SHAKUS NR n/a 47.10 n/a 14,958 Dec-19 nla 193.0 5.2 4.9 7.6 n/a 0.0
Wingstop WING US NR n/a 107.47 n/a 24,640 Dec-19 1289 101.0 n/a n/a n/a 5.2 0.4
Jollibee Foods JFC PM NR n/a 134.00 n/a 22,506 Dec-19 322 228 2.3 2.1 12.9 10.2 1.3
Avg. 46.0 45.1 6.2 5.9 20.7 (2.5) 2.0
Med. 322 242 5.5 5.2 22.5 5.0 2.3
H-shares Consumer Staples
UPC 220 HK NR n/a 7.71 n/a 33,302 Dec-19 21.0 194 2.2 2.2 10.2 3.6 4.6
Tingyi 322 HK NR n/a 13.84 n/a 77,833 Dec-19 233 214 3.6 3.5 17.0 13.7 3.9
Want Want China 151 HK NR n/a 5.48 n/a 68,035 Mar-19 16.5 155 3.8 3.5 27.2 3.8 4.4
China Mengniu 2319 HK NR n/a 27.10 n/a 106,658 Dec-19 26.4 19.2 3.0 2.7 15.1 2.2 0.9
Vitasoy 345 HK NR n/a 27.55 n/a 29,307 Mar-19 534 455 8.9 8.3 23.0 11.0 1.3
Tsingtao Brewery 168 HK NR n/a 43.80 n/a 64,321 Dec-19 29.8 23.6 2.7 2.5 10.0 2.8 1.3
CR Beer 291 HK NR n/a 35.90 n/a 116,466 Dec-19 44.3 29.9 5.0 4.5 6.8 0.9 0.8
Budweiser Brew 1876 HK NR n/a 21.45 n/a 284,071 Dec-19 40.1 294 3.5 3.2 9.0 3.1 0.9
Dali Foods 3799 HK NR n/a 4.76 n/a 65,184 Dec-19 15.1 13.8 3.5 3.2 24.2 2.8 4.6
Avg. 30.0 242 4.0 3.7 15.8 4.9 25
Med. 26.4 214 3.5 3.2 15.1 3.1 1.3

Source: Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 7
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Assumptions

Figure 14: CMBIS estimates vs consensus

Major assumptions FY18A FY19A FY20E FY21E FY22E
Sales by segment (HK$ mn)

HK QSR & Institutional Catering 6,302 6,264 5,799 6,265 6,536
HK Fast Casual & Casual Dining 882 906 846 905 982
Food Processing & Distribution 167 172 155 167 175
Mainland China 1,076 1,152 1,063 1,260 1,411
Total 8,427 8,494 7,863 8,596 9,104

Growth (%)

HK QSR & Institutional Catering 6% -1% -7% 8% 4%
HK Fast Casual & Casual Dining 11% 3% -7% % 8%
Food Processing & Distribution 8% 3% -10% 8% 5%
Mainland China 10% 7% -8% 19% 12%
Total 7% 1% -1% 9% 6%
GP margin 12.4% 13.4% 9.2% 12.1% 12.3%

Costs breakdown

Costs of raw materials 28.5% 27.5% 27.7% 28.0% 27.0%
Depreciation 4.0% 4.1% 4.8% 4.7% 4.7%
Operating lease rentals 12.2% 12.0% 13.4% 12.6% 12.6%
Employee benefit expenses 31.3% 31.4% 33.3% 32.5% 32.8%
OP margin 6.8% 8.3% 3.6% 6.9% 7.3%
Effective tax rate 21.0% 18.0% 22.0% 19.0% 18.0%
NP att. margins 5.4% 6.9% 2.9% 5.7% 6.1%
NP att. growth (%) -9.1% 28.9% -60.9% 111.9% 13.6%

Sales network by region

HK QSR & Institutional Catering 298 298 303 303 308
HK Fast Casual Dining 68 60 65 65 70
Mainland China 97 107 114 129 142
Total 463 465 482 497 520

SSSG by segment

HK Café de Coral 3.0% 0.0% -8.5% 6.5% 3.5%
HK Super Super Congee & Noodles 1.0% 2.0% -10.5% 3.0% 2.5%
Mainland China Café de Coral 12.0% 2.0% -8.5% 13.5% 6.5%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 8
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Financial Summary

Income statement

Cash flow summary

YE 31 Mar (HK$ mn) FY18A FY19A FY20E FY21E FY22E YE 31 Mar (HK$ mn) FY18A FY19A FY20E FY21E FY22E
Revenue 8,427 8,494 7,863 8,596 9,104 EBIT 570 707 286 596 669
HK QSR & Institutional Catering 6,302 6,264 5799 6,265 6,536 D&A 344 356 379 407 430
HK Fast Casual & Casual Dining 882 906 846 905 982 Change in working capital 36 23 (71) 32 22
Food Processing & Distribution 167 172 155 167 175 Income tax paid (103) (116) (65) (115) (122)
Mainland China 1,076 1,152 1,063 1,260 1,411 Others 46 (18) 9 9 10
Cost of goods sold (7,385) (7,357) (7,138) (7,553) (7,980) Net cash from operating CF 893 952 538 930 1,009
Gross profit 1,042 1,137 725 1,043 1,124
Other income (14) 18 0 1 1 Capex & investments (433) (277) (444) (461) (488)
Associated companies - - - - -
Operating expenses (459) (448) (439) (448) (456) Interest received 12 15 11 9 9
D&A - - - - - Others (35) 63 - - -
Staff costs - - - - - Net cash from investing CF  (457) (199) (433) (452) (479)
S & D costs (ex-staff, D&A) - - - - -
Admin exp. (ex-staff, D&A)  (459)  (448) (439) (448) (456) Equity raised 8 - - - -
Other operating expenses - - - - - Net change in bank loans - - - - -
EBIT 570 707 286 596 669 Dividend paid (471) (680) (396) (151) (454)
Others (3) (11) - - -
Finance costs, net 12 15 11 9 9 Net cash from financing CF  (466) (691) (396) (151) (454)
JVs & associates - - - - -
Exceptional - - - - - Net changein cash (30) 63 (291) 327 76
Pre-tax profit 581 722 297 604 678 Beginning cash balance 790 801 836 545 872
Exchange difference 41 (29) - - -
Income tax (122)  (130) (65) (115) (122) Cash at the end of the year 801 836 545 872 948
Less: Minority interests 1 2 0 0 0
Net profit 458 590 231 489 556
Balance sheet Key ratios
YE 31 Mar (HK$ mn) FY18A FY19A FY20E FY21E FY22E YE 31 Mar FY18A FY19A FY20E FY21E FY22E
Non-current assets 3,242 3,102 3,171 3,228 3,291 Sales mix (%)
Fixed asset 2,021 1,923 1,994 2,055 2,122 HK QSR & Institutional Catering 74.8 73.7 73.8 72.9 71.8
Intangible assets & goodwill 4 2 3 3 2 HK Fast Casual & Casual Dining 10.5 10.7 10.8 10.5 10.8
Prepaid lease payments 79 75 73 70 68 Food Processing & Distribution 2.0 2.0 2.0 1.9 1.9
Interest in joint ventures - - - - - Mainland China 12.8 13.6 13.5 14.7 15.5
Other non-current assets 1,137 1,103 1,100 1,100 1,100 Total 100.0 100.0 100.0 100.0 100.0
Current assets 1,374 1,392 1,071 1,437 1,544 P&L ratios (%)
Cash and cash equivalents 824 857 567 894 970 Gross margin 12.4 13.4 9.2 121 12.3
Inventories 234 241 235 248 262 Operating margin 6.8 8.3 3.6 6.9 7.3
Trade and other receivables 191 165 151 165 175 Pre-tax margin 6.9 8.5 3.8 7.0 7.5
Prepayments 121 127 118 129 137 Net margin 5.4 6.9 29 57 6.1
Other current assets 3 1 1 1 1 Effective tax rate 21.0 18.0 22.0 19.0 18.0
Current liabilities 956 984 883 955 1,008 Balance sheet ratios
Bank loans - - - - - Current ratio (x) 0.7 0.7 0.8 0.7 0.7
Trade payables 207 220 215 228 240 Quick ratio (x) 1.2 1.2 0.9 1.2 1.3
Accruals & other payables 707 725 629 688 728 Cash ratio (x) 86.2 87.1 64.1 93.6 96.2
Tax payables 41 39 39 39 39 Inventory turnover days 12 12 12 12 12
others - - - - - Trade receivables days 8 7 7 7 7
Trade payables days 10 11 11 11 11
Non-current liabilities 87 88 88 88 88  Total debt/ total equity ratio (%) - - - - -
Bank loans - - - - - Net debt / equity ratio (%) Netcash Netcash Net cash Netcash Netcash
Deferred income 35 45 45 45 45 Returns (%)
Deferred tax 34 29 29 29 29 ROE 12.8 17.3 7.1 13.5 14.9
Others 19 13 13 13 13 ROA 9.9 13.1 5.4 10.5 11.5
Per share
Minority Interest 4 6 7 7 7 EPS (HK$) 0.79 1.01 0.40 0.84 0.96
Total net assets 3,570 3,415 3,263 3,615 3,732 DPS (HK$) 1.17 0.85 0.12 0.76 0.86
Shareholders' equity 3,570 3,415 3,263 3,615 3,732 BVPS (HK$) 6.15 5.88 5.62 6.23 6.43

Source: Company data, CMBIS estimates
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reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written consent of CMBIS.
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