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Atour Lifestyle (ATAT US)

Top-rated & fast-growing with the right strategy

We initiate BUY on Atour and put it as our sector top pick, because of outstanding
customer satisfaction and room for expansion While 3Q23E could be challenge
with softening macro numbers and high base, we still believe the upcycle of hotel
sector had just begun (even with volatility) and Atour's FY23E guidance is
conservative enough.. Our TP is based on 35x FY23E P/E, well supported by the
39%/ 135% sales/ np att. CAGR in FY22-25E. Catalysts: better than expected

1) PMI, 2) tourism data during key holidays and 3) peers’ results.

B Aleading lifestyle mid to upscale hotel group in China. Atour is the largest

hotel group in upper midscale segment in China, with 10.1% market share in
2021. It has six brands (A.T. House/ Atour S/ Z Hotel/ Atour/ Atour X/ Atour
Light), 932 hotels with over 100K rooms. Room rate/ OC rate/ RevPAR was
RMB 391/ 63%/ RMB 261 and sales /NP was RMB 2.3bn/ RMB 98mn in FY22.

Better than peers customer satisfaction and financials. Atour is not only
outstanding in customer rating (Ctrip.com and Dianping.com), but also leading
in 1Q23 RevPAR recovery rate (at 118% vs H World/ Jindiang/ BTG Hotel’s
118%/ 103%/ 96%). Such results, in our view, are well supported by its: 1)
“standardized” approach to personalized services, 2) focuses on younger
customers, 3) customer-centric culture and 4) localization strategy.

Fast payback for the franchisees, evidenced by decent repeat purchase
rate and limited closures. Payback period of a typical Atour hotel is rather
industry leading at 3 to 5 years, a result mostly due to its premium in room
rate vs peers. We think its franchisees are generally satisfied, based on the
30%+ repeat purchase rate and exceptionally low store closures.

Ample room for Atour to expand in the space of mid to upscale hotel.
Hotel expansion should remain fast as midscale to upscale hotels are still in
high demand and fragmented, plus Atour’s low city penetration and density.

Hotel industry should still in upcycle, supported by structural reasons.
Based on our studies on many cycles in the past, we think the upcycle has
just begun (although volatility should also be expected) because a typical
cycle should last for at least five quarters and supply is structurally limited.

We forecast a 39% sales and a 135% np att. CAGR in FY22-25E. Key
drivers are: 1) rapid hotel expansion, 2) rebound in RevPAR, 3) ramp-up of
manachised hotels’ GP margin and 4) operating leverage. The 118% RevPAR
recovery rate in 1Q23 was stronger than expected but FY23E net profit could
be dragged by retreats in 2H23E and one-off share-based compensation. Our
EPS estimates are 23%-13% in FY23E-24E lower than cons., as we have
factored in a lower GP margin and higher one-off share-based expenses.

We initiate BUY on Atour with a TP of US$21.83, based on 35x FY23E
P/E. Our TP has a 16% premium over peers’ average of 30x (or 26% over H-
World’s 28x). We think that is well justified by its faster than peers sales and
EBITDA growth, plus its higher mix from manachised hotels. Atour is trading
at 25x FY23E P/E and 14x EV/ EBITDA, which is not demanding in our view.

Earnings Summary

(YE 31 Dec) FY21A FY22A FY23E FY24E FY25E
Revenue (RMB mn) 2,148 2,263 3,681 4,736 6,017
YoY growth (%) 37.1 54 62.7 28.6 27.1
EBITDA (RMB mn) 299 261 892 1,304 1,829
Net profit (RMB mn) 139.7 96.1 562.9 912.1 1,316.3
EPS (Reported) (RMB) 0.45 0.77 431 6.98 10.07
YoY growth (%) 83.2 71.8 458.5 62.1 44.3
Consensus EPS (RMB) na na 5.62 8.01 9.85
P/E (x) na 140.8 25.2 15.6 10.8
EV/EBITDA (x) 122.0 48.7 135 8.4 5.2
Yield (%) na 0.0 0.0 0.0 0.0
ROE (%) 24.7 11.0 38.3 41.4 39.7

Source: Company data, Bloomberg, CMBIGM estimates

CMB INTERNATIONALI

MEELL

BUY
Target Price US$21.83
Up/Downside 38.5%
Current Price US$15.76
China Consumer Discretionary

Walter WOO
(852) 3761 8776
walterwoo@cmbi.com.hk

Raphael TSE
(852) 3900 0856
raphaeltse@cmbi.com.hk

Stock Data

Mkt Cap (US$ mn) 6,014.0
Avg 3 mths t/o (US$ mn) 4.0
52w High/Low (US$) NA/NA
Total Issued Shares (mn) 381.6

Source: FactSet

Shareholding Structure

Mr. Haijun Wang 31.0%
Legend Capital 24.7%

Source: Bloomberg

Share Performance

Absolute Relative
1-mth -20.1% -19.8%
3-mth -41.1% -42.3%
6-mth 5.8% 5.9%

Source: FactSet

12-mth Price Performance
(Uss ATAT US
30.0 Indu Index (Rebased)

28.0
26.0

)
»
o

JIEIININRYNY
ONPORO N
ococooooo

z
5]
<
N
N

Feb-23 May-23

Source: FactSet

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE

MORE REPORTS FROM BLOOMBERG: RESP CMBR <GO> OR http://www.cmbi.com.hk



CME INTERNATIONAT

27 Jun 2023 @:_#Eﬁﬁ

Contents
Focus Charts and Tables ........uuuiiiiiiiiieeec e 3
COMPANY OVEIVIEW ... 4
A leading lifestyle mid to upscale hotel group in China. .......cccooeovvviiiiiiiiinneeennns 4
Company’s key positives and growth drivers ..................ccccccceeeiei 8
1) Better than peers customer satisfaction and financials, driven by
modernized and customer-centric management model ............cccooeiiiiiiiiieiiienn. 8
2) Fast payback for the franchisees, evidenced by decent repeat purchase
rate and limited StOre CIOSUIES ....ooevuueiiiiei e 12
3) Ample room for Atour to expand in the space of mid to upscale hotel........ 15
INAUSTEIY ANAIYSIS ooiiiiiiiiiiiiiiiiiiii e 17
1) Hotel industry should be in the early stage of upcycle (or last stage of
down cycle), but volatility is expected..........ooooviiiiiiii 17
2) Business vs leisure travel? We are still optimistic, but mostly on the
MIASCAlE 0 UPSCAIE ONES ...uuiiiiiiiiiiiiiiiiiiii s 21
3) Industry consolidation is expected to continue, esp. by the midscale to
UPSCAIE NOTEIS ...ttt s 24
ASSUMPTIONS oiiiiiiiiiiiiiiiiii ettt ettt ettt ettt et e et e e et e e eeeeeeeeeeees 27
EarNinNgS IEVISTON ...uuuiiiiiiiiiiiiiiiiiiiiiiii e 28
FINaNCial ANAIYSIS ....uuiiiiiiiiiiiiiiiiii e 29
We forecast sales growth of 63%/ 29%/ 27% YoY in FY23E/ 24E/ 25E ............. 29
We forecast NP att. to grow by 473%/ 57%/ 45% in FY23E/ 24E/ 25E ............... 31
Balance sheet and Cash flOW ...........uuuiiiiiiiiiii s 32
[V 2= LU= 110 o ISP 33
Initiate BUY on Atour with a TP of US$ 21.83, based on 35x FY23E P/E. ......... 34
Shareholding STrUCTUIE .....oovvveiii e 37
Management Profil@ ... 38
K BY RISKS ottt e e e e e e 39
Financial SUMMATY ....coooooiii e 40

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2



27 Jun 2023

@maﬁi

CME INTERNATIONAT

Focus Charts and Tables

Figure 1: Sales and net profit att. (yearly)

Figure 2: GP/ EBITDA/ NP att. margin (yearly)
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Figure 3: Number of hotels, by segment Figure 4: RevPAR and recovery rate (vs 2019)
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Figure 5: RevPAR recovery rate, by company

Source: Company data, CMBIGM estimates

Figure 6: Number of hotels in China and growth
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Company Overview

A leading lifestyle mid to upscale hotel group in China.

Atour Hotel Group is a leading hotel management company headquartered in Shanghai,
focusing mainly on the upper midscale segment in China. Having 10.1% of market share,
it was already the largest brand in the upper midscale hotel industry in China in 2021.

The Company was founded and the first hotel was opened in 2013 by Mr. Wang Haijun.
He is a well-respected veteran in China’s hospitality sector. Mr Wang was the EVP of China
Lodging group and also worked for Ctrip, Home Inn and JinJiang Inn. He has won "40
People of China's Hotel Industry in tribute to the 40 Years of reform and development" as
well as the “Most Innovative Person Award in the China Tourism Industry".

Atour has six accommodation brands including A.T.HOUSE, Atour S Hotel, ZHOTEL, Atour
Hotel, Atour X Hotel, and Atour Light, covering four different sub-markets of mid-end, high-
end, and luxury. In addition, Atour Group has created three scene-based retail brands:
"aTOUR PLANET Atour Planet", "SAVHE Sahe", and "Z2GO&CO.", covering sleep,
fragrance and personal care, and travel.

Figure 7: List of brands under Atour Lifestyle Holdings

ATOUR LIFESTYLE BRANDS

Lifestyle Hotel Brands

Luxury Upscale Upper Midscale Midscale

AT HOUSE TROEBE TRBEE HE,HBE

ZHOTEL TRAAE
Scenario-based Retail Brands

ATOUR MARKET IERBEH

Z2G0&CO. &7 PLANET SAVHEZ Fu

Source: Company data, CMBIGM estimates

Figure 8: Top 5 hotel groups’ market shares, by Figure 9: Top 5 hotel groups’ market shares, by
upper midscale hotel room number in China, 2021 hotel room number in China, 2022
12.0% 10.1% 20224 P ERI OREIEE R B15 S E
10.0% 9.4% S TERSEER
8.0% 3 =
8.0% EEESA
0 BRNREEER
6.0% 5.4% eean fetREE
4.0% -
4.0% REERA
= EEEEER
15.96%
2.0% 1.19% // o« T5AER
1.38% o
= AR
0.0% 1.65% 10.07% o
Atour  JJ Hotel - Hworld - Wyndham BTG Hotel S Ea 7.14% = RAEERE
upper upper - upper ) ., | 407% = RUSBIE R E B
midscale midscale midscale 4.05%
Source: Frost & Sullivan, Company data, CMBIGM estimates Source: China Hospitality Association, CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4



27 Jun 2023

@#Eéﬁﬁ»

CME INTERNATIONAT

As at FY22, Atour has 932 hotels (899 manachised and 33 leased) with over 100K rooms,
spanning across 163 cities (mostly are tier 1 and tier 2). While room rate was at RMB 391,
OC rate was at 63%, the RevPAR (including F&B revenues) was at RMB 261. It has
generated RMB 2.3bn sales and RMB 98mn net profit att., despite the impact from

pandemic.

From FY20 to FY22, the hotel numbers/ sales/ net profit att. CAGR were 29%/ 20%/ 53%.
In FY22-25E, we forecast the hotel numbers/ sales/ net profit CAGR to be 29%/ 39%/
135%, driven by: 1) increases in manachised hotels, 2) recovery of demand for both
business and leisure travelling, 3) margin expansion by the ramp up of manachised hotels

and operating leverage aided by the RevPAR recovery.

Figure 10: Sales and net profit att. (yearly)

Figure 11: Sales mix, by segment, in FY22
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Figure 14: Images of Atour Hotels
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Figure 15: Top 100 International Upper Midscale Hotel Brands, by Asian Business News Data
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Figure 16: Top 100 International Upscale Hotel Brands, by Asian Business News Data

75 i 7 i i
E NS imEE m
20224 B
FABN7?g TOP100
ABN Index Top 100 International Upscale Hotels
221 BB BRIEN AR MBS FNMIEEL  BBAES ABNIEW
1 WA 63.96 275.01 106.31 14.44 57.86 617.59
2 FrEiEs 60.03 267.24 107.22 103.33 62.21 600.03
3 EEE 60.39 273.75 109.64 100.02 52.07 595.85
a Fis M 56.59 289,68 93,52 104.13 50.89 594.82
5 DA EEE 55.93 269.93 102.12 02.72 56.96 567.66___
8 T&sEE 5209 276,08 942 88,49 49203
7 ST 52,1 212.63 100.05 101.98 55.68 522.43
8 e RA RS 52.29 214.93 95.52 88.89 46.75 498.48
9 BHEFRES 54.73 173.63 102.32 102.96 48.23 481.87
10 AREHAS 53.08 184.13 92,46 93.39 56.89 479.95
il Bkt EE 56.25 152.28 101.57 101.25 61.04 472.39
12 S 48.88 165.74 102.03 102.43 46.53 465.6
13 ne 54.79 15165 957 96.84 58.53 457.51
14 FESEREE 53.87 153.19 95.91 93.2 60.08 456.24
15 BHEERREE 53 148.72 102.67 97.68 521 454.17
16 WIREE 50.56 156.65 92.04 08.84 52.49 450.57
17 TEEEEE 54.58 15113 94.99 94.86 52.53 448.09
18 Pagoda® FiRiHilE 54.21 147.72 91.65 89515 58.49 447.22
19 FRERE S 53.63 10.8 104.48 102.67 60.45 431.93
20 BREE 5214 126.51 104.79 08.86 46.35 428.76

Source: Asian Business News Data, CMBIGM

Figure 17: Atour’s Milestones

Year Key business milestones of Atour

2012 -Established Atour Lifestyle Holdings Limited as the Company's holding company in the Cayman Islands in Apr
-Atour Shanghai was established, where all of Atour's business currently in China are conducted via Atour Shanghai and its subsidiaries

20LS -The first Atour hotel was established in Xi‘an in Jul
2014 -The Company started its franchising business model
2016 ‘Introduced IP cooperation schemes including Rodney Wu (£55if) and Zhihu etc
2017 -Recorded 10mn members in its membership scheme
2018 -Introduced AT-Labs strategies to provide experimental areas for Al and technology projects
2020 -Established the 500th Atouf Hotel )
-Recorded 20mn members in its membership scheme
2021 -Established other hote! brands incquIing ZHOTEL, Atour X, A.T. Houses o )
-Atour Hong Kong was incorporated in Mar, where the Company owns 100% equity interest in Atour Hong Kong
2022 -The Company was listed on the Nasdaq stock exchange, stock code ATAT US

Source: Company data, CMBIGM
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Company’s key positives and growth drivers

1) Better than peers customer satisfaction and financials, driven by
modernized and customer-centric management model

Atour is clearing leading in the midscale to upscale hotel segment, evidenced by its no.1
spot in market shares and the higher than peers’ customer satisfaction rating on both
Ctrip.com and Dianping.com, thanks to its "standardized" approach to personalized
services, strategy to capture young customers, customer-centric culture and its localization
strategy. Hence, its 1Q23 RevPAR recovery rate (vs 2019) was 118%, rather leading
among its peers.

B 1.1 Atour is clearing leading in terms of customer satisfaction.

According to an independent customer survey conducted by "Brand Wisdom", Atour was
overwhelmingly leading, and has ranked the top among six brands in the upper midscale
hotel segment since 2017. As illustrated in the diagram below, in each of the 17 key hotel
customer interaction and consumption scenarios identified by “Brandwisdom”, Atour’s
services received the highest customer satisfaction rating from the respondents.

Figure 18: Customer satisfaction of Atour and the gap with other brands in 17 key hotel customer

interaction and consumption scenarios

Source: Brandwisdom, Company data, CMBIGM estimates

Moreover, based on our research in 1Q23, we can also tell Atour has an industry-leading
customer rating of 4.81 (out of 5.00) on Ctrip.com (Tier 1 + five Tier 2 cities) and 4.38 (out
of 5.00) on Dianping.com (Tier 1 cities), much better than peers’ average of 4.74 and 4.22.
Therefore, the room rate at RMB 515 is about 10% higher than peer’s average of around
RMB 470 on Ctrip.com (Tier 1 + five Tier 2 cities). In fact, the rate of repeat purchases is
high in FY22, as 52.8% of customers has made a second reservation within a year.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 19: Ctrip customer rating, by brand Figure 20: Dianping customer rating, by brand
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and five tier 2 cities

We believe Atour’s success was built on its:

1) strategy of "standardized" approach to personalized services, it has established
well-defined standards and procedures across all its hotels while also offering personalized
experiences tailored to individual guest preferences. Such approach ensures consistency
in service quality while catering to the unique needs and preferences of each guest.

2) strategy to capture the young customers, Atour’s customer base is also young and
fast growing, about 23.6% and 45.5% of the customers were aged below 30 and between
30 and 40 respectively in FY21. We believe its various warm hearted services (such as hot
tea at the check-in counter, book borrowing, provision of heat-resistant paper cups, soft-
bristled toothbrush and memory foam pillows), interior design (minimalism, modernized and
highly artistic decoration) and unique themed hotels (Music, Basketball and Literature, etc.)
are positive on brand building and reputation, as well as rather attractive to young
customers.

3) customer-centric culture, Atour maintains strong customer-centric management and
operational policies. It empowers front-line staff with the freedom and discretion to identify
and address guests' needs, providing customized services based on individual situations,
which could ensure a high level of attentiveness and responsiveness. Moreover, Atour
highly values customer feedback and actively seeks input from customer-service staff, the
hotel managers and on-site HR representative will host daily meeting to discuss the latest
guest feedback and address operational issues on the spot.

4) localization strategy, Atour tends to decorate the hotel public area and rooms to “invite
the city in,” with artworks created by local artists and other touches on details to reflect the
design vocabulary of the region. The moment when the guests step in the hotels, they can
feel embraced by the charms of local culture.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 9
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B 1.2 Hence Atour is recovering and growing faster than peers.

JinJiang and BTG hotel both reported decent 1Q23 results with their RevPAR recovery rate
reaching 103% and 96% (vs 1Q19). For Atour and H World, they have done even better
(RevPAR recovery rate are both at 118%), thanks to their better customer satisfaction,
aided by the strategies we mentioned above. In terms of driver, Atour’s recovery was driven
more by OC rate (at 72.5%, vs 66% in 1Q23) than room rate (at RMB 443, 7% above 1Q19
level). In terms of RevPAR growth, it was at 70% YoY in 1Q23 for Atour, compared to

peers’ average of just 56%.

Figure 21: Room rate, by company

Figure 22: Occupancy rate, by company
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Figure 23: Overall RevPAR, by company

Source: Company data, CMBIGM estimates

Figure 24: FY23E RevPAR recovery rate guidance
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Figure 25: Quarterly RevPAR growth, by company
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2) Fast payback for the franchisees, evidenced by decent repeat
purchase rate and limited store closures

The payback period of a typical Atour hotel is usually 3 to 5 years, which is quite industry
leading, thanks to its premium room rate (about 10% higher than peers). Also, in our view,
the rather high 31% repeat purchase rate, by its franchisees and the limited number of
Hotel closures, is a positive sign for decent franchisees satisfaction.

B 2.1 Payback period for a typical Atour hotel is usually 3 to 5 years.

Atour has highlighted that the investment payback period for its franchisees are generally
between 3 to 5 years after opening a hotel, which is one of the fastest among all upper
midscale hotel chains in China.

Figure 26: Unit economics for a typical manachised Atour hotel

Iltems Units Bear Base Bull

Room rate per night RMB 400 415 430
OC rate % 75.0% 77.5% 80.0%
RevPAR RMB 300 322 344
Annual sales RMB 12,592,500 13,500,209 14,439,400
Other income RMB 629,625 675,010 721,970
Total sales RMB 13,222,125 14,175,220 15,161,370
Take rate % 10.0% 10.0% 10.0%
Total franchise and management fees 1,322,213 1,417,522 1,516,137
Rent per sg.m per day RMB 25 25 25
Annual rent RMB 4,516,875 4,516,875 4,516,875
Annual rent/ sales 34.2% 31.9% 29.8%
Number of staffs per hotel room 0.24 0.24 0.24
Number of staffs per hotel 28 28 28
Average salary RMB 6,000 6,000 6,000
GM and HR salary RMB 33,000 33,000 33,000
Annual staff costs RMB 2,412,000 2,412,000 2,412,000
Annual staff costs/ sales 18.2% 17.0% 15.9%
Depreciation expenses RMB 1,495,000 1,495,000 1,495,000
Depreciation/ sales % 11.3% 10.5% 9.9%
Costs of supplies RMB 678,500 678,500 678,500
Supplies/ sales % 5.1% 4.8% 4.5%
Energy costs RMB 661,106 708,761 758,069
Energy/ sales % 5.0% 5.0% 5.0%
Total COGS 11,085,694 11,228,658 11,376,581
Gross profit RMB 2,136,431 2,946,562 3,784,790
GP margin % 16.2% 20.8% 25.0%
Total Opex RMB 528,885 567,009 606,455
Opex/ sales % 4.0% 4.0% 4.0%
EBITDA RMB 3,102,546 3,874,553 4,673,335
EBITDA % 23.5% 27.3% 30.8%
Pre-tax profit RMB 1,607,546 2,379,553 3,178,335
Tax RMB 401,887 594,888 794,584
Tax rate % 25.0% 25.0% 25.0%
Net profit RMB 1,205,660 1,784,665 2,383,751
NP margin % 9.1% 12.6% 15.7%
Pay back period years 5.00 4.01 3.32

Source: CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Typically speaking, a franchise agreement for a Atour hotel has a length of about 8 to 15
years and the capex per room/ per hotel is about RMB 130K/ RMB 15mn, as one hotel
usually consisted of 110 to 120 rooms. Also, with a RMB 410-20 RevPAR and a 75-80%
OC rate, the annual sales can be at around RMB 13.5mn and the GP and EBITDA margin
should be around 21% and 13%, assuming 10% take rate and 28 staffs per hotel.

Figure 27: Capex for a typical manachised Atour hotel

Items Units Bear Base Bull
Number of rooms 115 115
Area per room Sg.m 30 30
Initial capex per room RMB 130,000 130,000
Total capex RMB 14,950,000 14,950,000
Common area Sg.m 1,500 1,500
Total area Sg.m 4,950 4,950
Upfront franchise fees per room RMB 4,000 4,000
Other upfront fees (e.g. construction guidance) RMB 110,000 110,000
Total upfront fees RMB 570,000 570,000
Total investments RMB 15,520,000 15,520,000

115

30
130,000
14,950,000

1,500
4,950

4,000
110,000
570,000

15,520,000

Source: CMBIGM estimates

Recently, Atour also released the 3.0 version of Atour Light, which targets customers who
appreciate the aesthetically decoration more. The beauty of this model lies in its costs and
the payback period. It has an even lower capex per room at RMB 105K (vs RMB 130K for
Atour core brand), while its average RevPAR can reach about RMB 310 when it matures
(vs RMB 415 for Atour core brand), hence the payback period could be as short as 3 years
(even better than 3 to 5 years for Atour core brand).

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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B 2.2 Repeat purchase rate for franchisees is high and store closures were
minimal.

In fact, in FY21, about 31.2% of the franchisees who entered into new franchise and

management agreement were the existing franchisees.

Another indicator that we can measure the financial quality for Atour's manachised hotel is
by the number of store closures. The number of closure of Atour hotel was as low as just
4, which is far lower than major peers (about 500/ 400/ 800 for H World/ JinJdiang/ BTG
Hotel). And in terms of % of total hotel, it was just close to 0% for Atour, compared to its
peers (6%/ 3%/ 14% for H World/ JinJiang/ BTG Hotel) in FY22. For FY23E, Atour expects
to have about 10 store closures, compared to about 600 to 650 for both H World and BTG
Hotel.

On the other hand, the number of hotels under development (contract signed but not
opened) for Atour is not low, which is about 360 in FY23E, much more than the store
opening target of about 280 (CMBI est.).

Figure 28: Number of hotels under development, in

Figure 29: Number of hotel closures and % of total,

FY22 in FY22
5,000 4,312 900 812 16%
4,000 750 14%
12%
3,000 2,580 2,085 600 539
1,550
2,000 1,400 1,200 450 380 8%
1,000 6%
363 280 I I I 300 b
- - 39 4%
Atour HWorld  JJHotel BTG Hotel 150 0
4
Number of hotels signed contract/ under - 0% 0%
development Atour HWorld JJHotel BTG Hotel

m FY23E target opening

Number of store closures As % of total hotel

Source: Company data, CMBIGM estimates Source: Company data, CMBIGM estimates
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3) Ample room for Atour to expand in the space of mid to upscale
hotel.

We believe the addressable market is still huge for Atour, esp. when midscale to upscale
segment has just started to consolidate the industry since FY19. Moreover, Atour can still
expand to a vast amount of new cities and increase its density in each of them. Therefore,
the sales growth and number of hotel growth for Atour should be much faster than the
industry and even faster than the three main leaders.

B 3.1 Hugeroom for Atour to expand, esp. on city penetration and density per city.
Atour currently has about 900 hotels in the midscale to upscale segment in FY22. We think
the group’s target of 2,000 hotels by FY25E is achievable, because:

1) the midscale to upscale hotels only accounted for less than 25% of total hotels in China,
which is far less than 70%+ in the US, hence we think the room for growth is huge;

2) the concentration is still climbing for top 10 which jumped from about 54% in 2018, to
69% in 2021. We think the brands with quality will continue to take market shares, as the
economic growth in China remains moderate;

3) for peers like H World/ JinJiang/ BTG Hotel, they already had about 3,600/ 6,400/ 1,500
hotels in FY22. We think the target customers of these hotels are also the same for Atour’s
hotel, and Atour could take market shares from them, supported by its industry leading
branding and customer experience,

4) most importantly, the city penetration and density per city is still fairly low for Atour. Atour
only expanded to 151 cities while H World has already entered over 1,100 cities in 1H22.
Also, the number of hotel per city is only about 5 for Atour, less than H World’s 7.

Figure 30: Number of midscale, upper midscale and  Figure 31: Number of hotels per city covered, by

upscale hotels, by company, in FY22 company, in 1H22
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2,000 1,517 200
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Source: Company data, CMBIGM estimates

Source: Ctrip.com, Company data, CMBIGM estimates
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B 3.2 Atour should grow much faster than its peers in the next three years.
Atour aims to have about 2,000 hotels by FY25, consisting of around 130 Atour S/ 1 Zhotel/

1300-1400 Atour/ 200-300 Atour X/ 200-300 Atour Light hotels, which implies a hotel count
CAGR of 29%, certainly one of the fastest growing plans in the industry.

We can also refer to its hotel count CAGR during FY18-22. It was 39% for Atour, compared
to H World/ JinJdiang/ BTG Hotel's 19%/ 12%/ 10%.

For FY23E, Atour’s target growth is about 29%, way faster than its peers of 7% to 15%,
noted that the FY23E target for the top 3 companies are all less aggressive than their
original FY22 target. Moreover, Atour’s store closure % is close to 0%, which is also lower
than its peers of 3% to 14% in FY22.

Another reason for us to prefer Atour more is its absence of soft brand offerings, unlike
other companies such as BTG Hotel, where its opening target include some soft brands,
where the profit generated are generally much lower (four soft brand hotels are comparable
to one traditional hotel).

Figure 32: Store openings target in FY22 and FY23E

2022 Original Target 2022 Actual

Atour 215 opening 187 opening

2023 Target

280 opening, 10 closures

1,500 opening, 500-550
closures

1,244 opening in mainland China: 1227/ 17

H World merchandised/ self-operated

1,400 opening, 600 - 650
closures

1,500 opening, 2,500 newly

signed hotels 1,328 opening

JinJiang Hotel

1,200 opening, 2,000 newly
signed hotels

879 opening: 200/ 97/ 582 milscale to
upscale/ economy/ soft brand, 850/ 29
merchandised/ self-operated

BTG Hotel 1,800 - 2,000 opening

1,500 - 1,600 opening, 600 -
650 closures

Source: Company data, CMBIGM estimates

Figure 33: Number of hotels in FY22 and 2025 target

Figure 34: Hotel count growth, by company
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Source: Company data, CMBIGM estimates Source: Company data, CMBIGM estimates
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Industry Analysis

1) Hotel industry should be in the early stage of upcycle (or last stage
of down cycle), but volatility is expected

We tend to think the China hotel industry is still in the early stage of an upcycle, based on
the historical data and patterns even though we should also embrace any short-term
volatility. While demand is moderately improving as the PMI is trending positively, the drop
in supply of about 20% since the beginning of pandemic in FY20 is more important and
would be a strong support for the RevPAR growth in FY23E and onwards.

B 1.1 Demand is moderately improving (with no more drags from COVID-19),
however we should still beware of any macro risks.

Generally speaking, the Manufacturing PMI in China is not only a leading indicator for the

economic status in China, but also for the hotel/ travelling sector as well (by roughly 1

quarter). As we can tell from the chart below, when PMI is above 50 or begins to improve

QoQ, the RevPAR growth tends to be positive or also improving QoQ. This was clearly the

case during the past two upcycles (2Q15 to 2Q18 and 2Q20 to 2Q21).

Figure 35: China manufacturing PMI and hotel industry RevPAR growth
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Figure 36: Comparison for the current and previous up/ downcycles
Up/down Starting Ending

Demand

cycle quarter quarter

Down cycle [4Q13 1Q15 6 quarters |Weak (esp. for high-end) Over supply

QOver supply being
Up cycle 2Q15 2Q18 13 quarters |Strong digested

Over supply being
Downcycle [3Q18  1Q20 7 quarters |Weak digested

Up cycle 2Q20 2Q21 5 quarters |Moderate Supply was reduced

Down cycle |3Q21 4Q22 6 quarters |Weak and suppressed Supply was reduced Covid-19

Upcycle? [1Q23  4Q247? 8 quarters ?|Moderately improving Under-supply

Driven mainly by anti-corruption campaign
Aided by economic growth and wealth effect

Weakness triggered by trade war with US

Boosted by recovery from Covid-19, wealth
effect (QE and low interest rates)
Dragged by on going travel restriction under

Source: Company data, CMBIGM estimates
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Recently, China’s manufacturing PMI has reached above 50 since Jan 2023, even though
it has softened in Mar and Apr 2023, we are still positive about its trend in the upcoming
quarters, because:

1) one cycle usually lasts for 5 quarters or more (based on the cycles in the past 10 years),
so even if there are quarters during 2023 to 2024 that are relatively weak, the overall trend
should still be improving;

2) data about the 5-1 Golden Week, esp. for the tourism sector in China are rather strong,
where the tourism and spending had already recovered to about 119% and 101% vs level
in 2019, as reported by Ministry of Culture and Tourism. Hence, we are optimistic about
2Q23E;

Figure 37: Domestic tourism volume, growth and recovery rate (vs 2019) in different holidays
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Figure 38: Domestic tourism spending, growth and recovery rate (vs 2019) in different holidays
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3) the purchasing power is there (supported by 123% GDP recovery rate), but consumer
spending was weak (recovery rate for retail sales was only at 111% in FY22), which could
be hindered by the increased saving rate. Yet, that should improve gradually as consumer
confidence restores;

4) if we refer to the path of recovery for overseas economies, IHG’s RevPAR has resumed
positive growth since 2H22, after two years of negative growth (from 2H20 to 1H22). We
wishfully believe this could be an indication for the businesses in China as well.

Figure 39: IHG Group’s recovery rate (vs 2019), by region
RevPAR, Occupancy and ADR recovery across regions
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Source: Company data (IHG), CMBIGM estimates

According to a survey done by Horwath HTL, most respondents expect the hospitality
sector to resume to normal by 2Q23E (about 57% of total) or by 3Q23E (about 32% of
total).

Figure 40: When do you think the hotel industry will resume to normal? - Horwath HTL’s <China Hotel
Industry Prosperity Survey Report>
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Source: Horwath HTL’s <China Hotel Industry Prosperity Survey Report>, CMBIGM estimates
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B 1.2 Supply has reduced by 17% after pandemic and the new built are rather
limited, hence favorable for RevPAR growth.
On the supply side, we think it is quite favorable for leading brands, because:

1) the number of hotels and hotel rooms in China was only 279K and 1.43mn in FY22,
despite the small rebound, which are still roughly 17% and 19% below the level in FY19,
as many independent hotels or underperforming chain hotels exited the industry;

Figure 42: Number of hotel rooms in China and

Figure 41: Number of hotels in China and growth growth (%)
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Source: China Hospitality Association, Inntie data, CMBIGM estimates  gqrce: China Hospitality Association, Inntie data, CMBIGM estimates

2) the FAI growth for the accommodation and catering industry was not high during FY21-
22 and even turned into negative in 2M23, meaning that the upcoming supply should not
increase much.

Even if there is new supply, we believe these supplies are likely from the leading brands
such as Atour, as we can tell the hotel number growth for Atour is still accelerating in
FY23E, unlike the slowdown of the three major companies. Hence, we expect Atour and
industry’s RevPAR recovery rate to continue to be strong in FY23E.

Figure 43: China's Accommodation and Catering Industry FAI growth
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2) Business vs leisure travel? We are still optimistic, but mostly on
the midscale to upscale ones

Domestic business demand is certainly rebounding YoY and we tend to believe that the
recovery rate could be strong throughout the year in FY23E, based on the current travelers’
interests and number of exhibitions planned in tier 1 cities.

B 2.1 Domestic business demand should rebound strongly while the international
demand is still weak.

According to a survey in the <China Hotel Industry Prosperity Survey Report>, done by
Horwath HTL’s China, the respondents believe the demand and conditions about exhibition
related/ business related travelling demand are stronger than the domestic leisure travelling
demand. We believe that was mainly due to the lift in social distancing measures in China
and the piled up demand in the last three years (many exhibitions were either cancelled or
switched to online during 2020 to 2022).

Also, according to report published by GBTA (Global Business Travel Association) in Aug
2022, the China business travel market is expected to recover to about 75%/ 89% in 2022/
by 2023 of the level in 2019. Moreover, based on a survey done by Morgan Stanley in Dec
2022, to over 100 managers in charge of corporate business travel around the world. Most
of the respondents said that their company’s business travel expenditure has already
surpassed that in 2019 by about 6% to 10%.

Some investors may question the sustainability of this demand and the cut in travelling
budgets per person, as many companies were much more costs conscious after the
pandemic. We have the same concerns, but still think the recovery rates for midscale to
upscale hotel brands are likely to be much higher (or even surpassing the 2019 level).

Figure 44: What is your prediction on the demand by segment in 1Q23? - Horwath HTL’s <China Hotel

Industry Prosperity Survey Report>
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B 2.2 Referring to backlog of exhibitions, the business travelling could still be
strong throughout the year.
In order to have a better outlook for the travelling industry, as well as for Atour, which has

a higher sales mix from the business related travellers, we should also look into the data
of China’s exhibition industry in 2023E.

Initially speaking, based on a survey done by UFI Global Exhibition Barometer, the average
revenues for all companies in the survey in 2022 had only recovered to 41% of the level in
2019, and moreover, the expectation for 2023E will recover to about 63% of the level in
2019. This may look quite weak, compared to the over 100% RevPAR recovery, reported
by JinJiang and BTG Hotel. However, as we look into the actual number of exhibitions
being held, as well as the backlog, we are reasonably more optimistic.

Figure 45: Survey result on China, in the 2023 UFI Global Exhibition Barometer
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Source: UFI - The Global Association of the Exhibition Industry, CMBIGM estimates

Firstly, the YoY growth rate is exceptionally strong. According to the president of
Guangdong Convention and Exhibition Organization Enterprises Association, the number
of exhibitions in 1Q23 in Guangzhou had gone up by 330% YoY and already recovered to
115% of the level in 2019 (while the total area of exhibitions had reached 102% of the level
in 2019).

Secondly, the backlog is quite strong, based on Beijing Municipal Bureau of Commerce’s
data, the number of exhibitions and total area planned in 1H23 have recovered to 93% and
85% of the level in 2019. Also, based on Shenzhen Municipal Bureau of Commerce, the
planned scale of exhibitions will hit a record high, which will certainly surpass the level back
in 2019.

Thirdly, since the total supply of hotels had also gone down by roughly 20% in FY22 (vs
FY19) and the exited ones are mostly the independent hotels, the recovery rate and the
RevPAR for the hotel chains (esp. the midscale to upscale brands) would still be strong
and higher than the 2019 level.
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Figure 46: Number of exhibitions in 1Q23 and backlog in FY23E, for the tier 1 cities

Detail

Beijing Municipal Bureau of Commerce announced that, the number and area of exhibition projects
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high (surpassing the 2019 level).

Shenzhen

Source:
Beijing Municipal Bureau
of Commerce/

IERHESB

Shanghai Municipal
Commission of
Commerce/
EismasE
Guangdong Convention
and Exhibition
Organization Enterprise
Association/

I REEREREGNS
Shenzhen Municipal
Bureau of Commerce/

R EESE

Source: China Council for the Promotion of International Trade (CCPIT), CMBIGM estimates

Figure 47: Number of trade related exhibitions, growth and recovery rate (vs 2019)
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3) Industry consolidation is expected to continue, esp. by the midscale
to upscale hotels

China is still low in hotel chain penetration rate, compared to the world and to the more
developed countries like the US. We do think the trend that midscale to upscale hotels to
grow faster can sustain in the near future, as China’s consumers continue to trade up.

B 3.1 China’s hotel chain penetration rate is still low and consumption upgrade
shall continue

China’s hotel industry is still highly fragmented and is made up of a large number of

independent hotels and a few hotel chains. As at 2022, the hotel chains accounted for only

39% of total in China, which is still below the global average of 42% in 2020 and far below

US’s 73% in 2020. In particular, the penetration rates for chained hotels are usually lower

in the lower tier cities and in the upscale and economy hotel segments.

Figure 48: % of hotels under hotel chains, by region  Figure 49: Number of hotels, by company
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Source: China Hospitality Association, Inntie data, CMBIGM estimates ~ Source: Company data, CMBIGM estimates

As we can tell from the research done by Meadin Research, the score of competitiveness
tends to be higher for the hotel chains (vs independent hotels) and for the luxury, midscale
and upper midscale brands (vs the upscale and economy brands).

Figure 50: Competitiveness score, by price range Figure 51: Competitiveness score, by chain hotels
and type vs independent hotels
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Source: Meadin Research, CMBIGM estimates

Source: Meadin Research, CMBIGM estimates
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B 3.2 Midscale to upscale hotels have consolidated the industry quickly in recent
ears.

In thg past few years, the consolidation was explosive, as the penetration rate for chain
hotels was only 26% in 2019, but surged to 39% in 2022. The midscale to upscale brands
gained significant market shares from economy and luxury hotels during 2020 to 2022. We
believe such result was driven by the pandemic (much more difficult for independent hotels
to survive without a stable stream of income and cash flow, and the pandemic had imposed
tons of disruptions), as well as the competition and habit changes during pandemic (as the
consumers are now more keen to stay in hotels which have better hygiene and a more
comfortable environment. As they have to stay for quite a long period of time, quarantine
for instance). We would not be surprised if the pace of consolidation slows mildly in FY23E
and onwards, as China’s economy re-opens, but the trend will certainly continue. s

Figure 52: % of hotels under hotel chains in China,

by price range chains in China

Figure 53: Concentration rate for top 3/ 6/ 10 hotel
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If we compare the structure of hotel industry for China and the US, we can tell midscale to
upper upscale made up about 75% of total supply in the US, while the midscale to upscale
segment in China only accounted for 33%.

Figure 54: China’s hotel mix by price range Figure 55: US’s hotel mix by price range
0,
Luxury - Luxury 6.1%
Upper upscale 15.5%
Upscale - Upscale 22.1%
i 0,
Midscale _ Upper midscale 23.8%
Midscale 13.3%
Mass market — Mass market —_—
0.0% 20.0% 40.0% 60.0% 0.0% 5.0% 10.0% 15.0% 20.0% 25.0%
Source: Inntie data, CMBIGM estimates Source: Company data (IHG), CMBIGM estimates

As the middle class continues to rise in China (where Mckinsey is expecting the % of upper-
middle & high-income households (annual income over RMB 160K) will increase from 39%
in 2021 to 54% by 2025E) despite all the drags in economic growth and the trend of
premiumization to maintain its momentum (because the major spenders will now shift to
those who were born in the 90s and 00s and they tend to purse a better lifestyle and living
guality than the older generations), it is likely to see demand for midscale to upscale hotels
to continue to grow faster than the rest of the industry in the foreseeable future.

Figure 56: China’s population group by income, in 2015, 2021 and 2025E
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Source: Mckinsey & Co, CMBIGM estimates
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Assumptions

Figure 57: CMBIGM’ assumptions

Major assumptions
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Source: Company data, CMBIGM estimates
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Earnings revision

Figure 58: CMBIGM estimates vs consensus

CMBIGM Consensus Diff (%)

RMB mn FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Revenue 3,681 4,736 6,017 3,690 4,885 6,180 -0.2% -3.0% -2.6%
Gross profit 1,468 1,949 2,624 1,532 2,126 2,801 -4.2% -8.4% -6.3%
EBIT 804 1,214 1,750 871 1,405 1,970 -1.7% -13.6% -11.1%
Net profit att. 562 910 1,314 651 1,084 1,331 -13.7% -16.0% -1.3%
Diluted EPS (RMB) 4.307 6.980 10.073 5.620 8.008 9.850 -23.4% -12.8% 2.3%

Gross margin 39.9% 41.1% 43.6% 41.5% 43.5% 45.3% -1.6ppt -2.4ppt -1.7ppt
EBIT margin 21.8% 25.6% 29.1% 23.6% 28.8% 31.9% -1.8ppt -3.1ppt -2.8ppt
Net profit att. margin 15.3% 19.2% 21.8% 17.6% 22.2% 21.5% -2.4ppt -3ppt 0.3ppt

Source: Company data, CMBIGM estimates
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We forecast sales growth of 63%/ 29%/ 27% YoY in FY23E/ 24E/ 25E

B We expect sales to surge by 63% YoY in FY23E, due to drags by pandemic.

We project Atour’s sales to reach RMB 3.6bn in FY22E, increased by 63% YoY, driven by:
1) 29% jump in hotel numbers and 2) 40% increases in RevPAR (consists of 9% room rate
hike and rebound of OC rate from about 63% to around 82%) OR 1) 68% manachised
hotels sales growth, 2) 45% leased hotel sales growth and 3) 61% increases in retail and

other sales.

B We also project a 39% sales CAGR in FY23E-25E.

We also expect Atour’s sales to be RMB 6.0bn by FY25E and that implies a sales CAGR
of 39% during FY22-25E. Such growth was a result of: 1) 29% hotel number CAGR and
14% RevPAR CAGR (made up of 4% room rate CAGR and surge in OC rate to 82%, from
63%) OR 2) 43%/ 16%/ 48% sales CAGR for manachised hotels/ leased hotels/ retail and
other. From the angle of RevPAR recovery rate, we expect that to be at 111%/ 114%/ 117%

in FY23E/ 24E/ 25E (vs the FY19 level).

Figure 59: Sales and net profit (yearly)

Figure 60: Sales and net profit (Quarterly)
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Source: Company data, CMBIGM estimates

Figure 61: Sales, by segment

Source: Company data, CMBIGM estimates

Figure 62: Sales CAGR (FY22-25E), by segment

7,000,000 | (RMB K)
6,000,000
5,000,000
4,000,000
3,000,000

2,000,000

ojllll‘

1,000,000
FY20A FY21A FY22A FY23E FY24E FY25E

® Manachised hotels = Leased hotels

Retail and others Total

60%
48%
50% 43%
20% 39%
0
30%
20% 16%
10%
0%
Manachised Leased Retail and Total
hotels hotels others

Source: Company data, CMBIGM estimates

Source: Company data, CMBIGM estimates
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Figure 63: Number of hotels, by brand

Figure 64: Hotel CAGR (FY22-25E), by brand
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Figure 65: Number of hotels, by stage, in FY22 Figure 66: Atour’s room rate
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Figure 67: Atour’s OC rate

Source: Co

mpany data, CMBIGM estimates

Figure 68: Atour’s RevPAR and recovery rate
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We forecast NP att. to grow by 473%/ 57%/ 45% in FY23E/ 24E/ 25E

B GP margin should climb fast during FY23E-25E, thanks to ramp-up of its

manachised hotels.

We expect GP margin to rocket from 30.2% in FY22 to 39.9% in FY23E and eventually to
43.6% in FY25E, thanks to: 1) ramp-up of its manachised hotels business (long-term GP
margin can be as high as 25%/ 65%/ 17%), 2) turnaround in leased hotel business (GP
margin was negative or barely positive in FY20-22), and 3) rapid growth from retail business
like Atour department and online stores (long-term GP margin can be above 40%).

Figure 69: Sales mix, by segment

Figure 70: GP margin, by segment
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B EBITDA margin may climb quickly to 24.2% in FY23E and 29.6% in FY25E.
We expect the OP margin to go up almost instantly in FY23E and continue to climb in

FY24E-25E, thanks to: 1) ramp-up of manachised hotels business (margins tend to be low
for the first two years for Atour because of the upfront investments and fees, but could show
a quick turnaround after that), 2) turnaround in leased hotel business which could lead to
certain operating leverage and 3) greater sales from the matured stage hotels (where OC
rate are 80% or above, compared to just 55% or more for hotels in the ramp-up stage).
However, investors should also be aware of the share-based compensation expenses in
FY22/ FY23E, which are roughly RMB 160mn/ RMB 150mn and made up 7%/ 4% of total

sales.

Figure 71: GP/ EBITDA/ NP att. margin (yearly)

Figure 72: GP/ OP/ NP att. margin (quarterly)
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Balance sheet and Cash flow

B Atour’s cash flow and cash balance are going to improve significantly, driven
by the organic recovery from pandemic and its asset-light model (limited capex).

Figure 73: Closing cash balance Figure 74: Net operating cash flow ratio
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Note: Net operating cash flow ratio = dividing net operating cash flow
divided by current liabilities

B Atour is going to stay in net cash position and working capital should remain

stable.
Figure 75: Net debt or (cash) to equity Figure 76: Working capital (days)
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Valuation

Figure 77: Peers valuation table

P/B
Mkt. Cap Year P/E (x)

TP Down- (x)

Ticker  Rating (LC) i (HK$mn) End FY1E FY2E FY2E

Greater China Hotels

Atour Lifestyle ATAT US NR 21.83 1573  39% 16,150 Dec-22 252 161 87 11.0 02 0.0 (12.7)

H World Group HTHT US NR n/a  38.39 n/a 95,802 Dec-22 277 236 76 (1.9 (01) 06 (9.5)

SH Jinjiang Intl 600754 CH NR n/a  47.14 n/a 49267 Dec-22 335 228 28 2.2 0.2 1.3 (19.2)

Btg Hotels Group 600258 CH NR n/a  20.24 n/a 24699 Dec-22 280 197 20 (25) (0.1) 06 (18.4)

Ssaw Hotels 301073CH NR n/a  38.78 n/a 8,224  Dec-22 548 361 7.2 41 0.6 0.8 (17.0)

Greentree GHG US NR n/a 5.34 n/a 4273 Dec-22 123 87 2.1 na (0.1) 23 439
Avg. 303 212 51 2.6 0.1 09 (5.5)
Med. 27.8 213 50 2.2 0.1 0.7 (14.9)

International Hotels

HK & SH Hotels 45 HK NR n/a 6.84 n/a 11,282 Dec-22 nla n/a nla (1.3) n/a n/a (15.8)
Shangri-La Asia 69 HK NR n/a 6.06 n/a 21,728 Dec-22 276 16.1 0.9 (29) (0.1) 0.6 (5.3)
Mandarin Oriental MAND SP NR n/a 1.68 n/a 16,626  Dec-22 nla n/a nla (1.5) n/a n/fa (12.5)
Banyan Tree BTH SP NR n/a 0.37 n/a 1,857 Dec-22 18.5 14.2 n/a 0.2 0.1 n/a 15.6
Marriott Int'l MAR US NR nfa 171.45 n/a 407,260 Dec-22 20.6 18.9 nfa 2864 1.6 1.0 15.2
Hilton Worldwide HLT US NR nfa 137.11 n/a 284,110 Dec-22 233 20.7 n/a n/a 1.2 0.5 8.5

Hyatt Hotels HUS NR n/a  107.54 n/a 89,016 Dec-22 38.7 30.1 3.0 16.2 125 0.3 18.9
Wyndham Hotels WH US NR n/a 66.43 n/a 44,664 Dec-22 16.6 15.3 6.3 30.2 1.9 2.1 (6.8)
Choice Hotels CHH US NR n/a 111.88 n/a 44,672 Dec-22 189 17.0 89.9 1756 3.2 1.0 (0.7)
Intercontinental IHG LN NR n/a 5262.00 n/a 89,221 Dec-22 19.6 17.2 n/a n/a 0.7 2.3 10.9
Accor Sa AC FP NR n/a 32.83 n/a 74,130 Dec-22 194 174 17 8.6 15 29 42.1

Avg. 226 186 203 56.8 25 13 6.4
Med. 19.6 172 3.0 8.6 15 1.0 8.5

Source: Bloomberg, Company data, CMBIGM estimates
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Initiate BUY on Atour with a TP of US$ 21.83, based on 35x FY23E P/E.

We initiate BUY on Atour with a target price of US$ 21.83, based on 35x FY23E P/E, which
has a 16% premium over the industry average of 30x. In our view, it is well justified by: 1)
faster-than-peers’ 3 years (FY22-25E) sales CAGR at 38%, 2) faster-than-peers’ EBITDA
CAGR at 90% and 3) higher sales mix from the more stable and higher margin manachised
hotels, even if it has a small scale vs the top 3 companies (H-world, JinJiang, and BTG
Hotel).

In fact, the industry average valuation, if we exclude Green Tree (which has a much higher
mix of economy to midscale hotels), would be as high as 38x FY23E P/E. Therefore, our
target price implied multiple of 40x is not that demanding, in our view.

As such, Atour is currently trading at 25x FY23E P/E currently, and our target price should
offer an upside of about 30% to 40%.

For the Greater China hotel industry, it is trading at about 30x FY23E P/E on average, while
the 3 years (FY22-25E) sales CAGR is at around 29%.

Figure 78: China peers valuation - Forward 1 yrs P/E  Figure 79: Int’l peers valuation - Forward 1 yrs P/E
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In terms of EV/ EBITDA, it is now trading at 13.5x FY23E, which still has 24% discount vs

industry average of 18x and 37% discount to H World. Our target price implies about 20x
FY23E EV/ EBITDA.

Figure 80: China peers’ Forward 1 yrs EV/ EBITDA Figure 81: China peers’ Forward 3 yrs sales CAGR
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Figure 82: Valuation — Forward blended 12 months P/E band
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B DCF method derives a valuation of US$ 21.97 per share (~35x FY23E P/E).

We also crosscheck our valuation estimates using the DCF method, deriving a valuation of
US$ 21.97 per share, based on a 12.9% WACC and 3.0% terminal growth. This valuation
implies a 35.2x FY23E P/E and is reasonably close to our target price of US$ 21.83, based
on 35x FY23E P/E.

Figure 83: Valuation - DCF method in RMB mn

DCF FY21A FY22A FY23E FY24E FY25E FY26E FY27E
EBITDA 299 261 892 1,267 1,781 2,337 2,988
Chg in working cap 109 -68 100 79 89 110 128
Adjusted tax -67 -88 -243 -296 -428 -574 -743
Capex & product dev -64 -36 -56 -67 -79 -91 -103
Unleveraged FCF 277 69 693 983 1,363 1,782 2,270
YoY%

DCF (23E-27E) 4,672

PV (Terminal value) 12,961

EV (End-23E) 17,633

Cash from options/w arrants conv 0

Yer-end net cash/(debts) 2,151

Fully diluted equity value (End-23E) 19,784

Minority interests (End-23E) 0

Market cap (End-23E) 19,784

Exchange rate 0.14

Fully diluted equity value/share (US$) 21.97

Risk-free rate 3.0%

Risk premium 16.0%

Beta 0.90

Cost of equity 17.4%

Cost of debt 3.0%

Tax rate 25.0%

After-tax cost of debt 2.3%

Debt to total capital 30.0%

WACC 12.9%

Terminal growth 3.0%

Source: Bloomberg, Company data, CMBIGM estimates

Figure 84: Sensitivity test for the target price, in US$
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Shareholding Structure

Figure 85: Atour’s shareholding structure, by legal entity
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Source: Company data, NASDAQ, CMBIGM estimates
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Management Profile

Figure 86: Atour’s management profile

Name

Mr. Wang
Haijun

(EBE)

Mr. Wang
Shoudong
(ES®)

Mr. Lu Hong
(FEE)

Mr. Chen
Gang
(PRI

Mr. Zhang
Xun
(RiE)

Ms. Gao Lijun
(RER)

Mr. Zhou
Shiwei
(AtfE)

Mr. Zhou
Hongbin
(AEIR)

Ms. Zhang
Chao

[65::)

Mr. Lin Cong
(FHEE)

Mr. Wang Can
(FEhl)

Age
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39 years old

47 years old
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46 years old

62 years old

43 years old
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2021
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n/a

n/a

na

Date of
appointme

2013

2021

2021

2019

2021

2021

n/a

n/a

n/a

na

n/a

Position

Founder, Chairman of
Board of Directors,
Chief Executive Officer

Co-Chief Financial
Officer

Director, Senior Vice
President

Co-Chief Operating
Officer

Co-Chief Operating
Officer

Director, Chief
Compliance Officer

Director

Director

Independent Director

Independent Director

Independent Director

Background & Resp ibility

Prior to founding Atour in 2013, Mr. Wang served as the executive vice president of China Lodging Group, currently known as
Huazhu Group Ltd (HTHT US, 1179 HK). Prior to joining Huazhu in 2005, he worked for Home Inns, Jinjiang Inn, as well as
other reputable hotel companies. As the founder of Atour, he is a well respected industry veteran with extensive hotel
development and management experienced. He was recognized as a leader in various industry leadership lists, including the
List of the Most Innovative Business Figures in China, the List of 40 Leaders of China's Hospitality Industry within the Past 40
Years, the List of the Most Innovative Figures in China's Travel Industry.

Prior to joining the Company, Mr. Wang served in various positions for TANSH Global Food Group Co., Ltd. (3666 HK). He
served as the chief financial officer of TANSH Global Group Co., Ltd. from 2019 to 2020. During 2011 to 2016, he was in
charge of the management of finance, legal affairs and internal audit at TANSH Global Group Co., Ltd. and also served as

board secretary and joint company secretary. Previously, he served in the finance department of Best Buy Commercial

(Shanghai) Co., Ltd. and Dazhong Transportation (Group) Co., Ltd (600611 SH). He received his MBA degree from Fudan

University.

Mr. Luis in charge of corporate strategies, internal control and investor relations and a director since 2021. He joined the
Company in 2019 and served as a Vice President from 2019 to 2020. Previously, he served as a vice president and the
board secretary of Xiamen 35.com Technology (300051 SZ), a vice president and the board secretary of Shandong Zhongji
Electrical Equipment Co., Ltd. (300308 SZ), and the board secretary of Guangzhou Goaland Energy Conservation Tech.
Co., Ltd. (300499 SZ). He graduated from Fuzhou University and received his MBA degree from the New York Institute of
Technology.

Mr. Chen joined the Company in 2018 and served as a Vice President. Previously, he served as a vice president of Zhuyou
Hotel Management Co., Ltd. He graduated from Zhejiang Gongshang University.

Mr. Zhang joined the Company in 2013 and held various positions successively from 2013 to 2021, including regional general
manager, chief operating officer of the hotel business unit, chief customer officer and head of chief executive officer's office.
He brought the Company extensive hotel development and management experience. Prior to joining the Compnay, he served
as hotel manager and regional manager for China Lodging Group, currently known as Huazhu Group Ltd (HTHT US, 1179
HK) from 2007 to 2013. Previously he also worked for multiple reputable local resort hotels in Chongging, China. He
graduated from Chonggqing University of Technology.

Ms. Gao served as the Chief Compliance Officer since 2023 and a director since 2021. She joined the Company in 2013
and served as the Company's general counsel from Jan 2015 to Oct 2018. She contributes more than a decade of
experience in the practice of law and is specialized in corporate finance, risk management, and regulatory compliance. She
graduated from Shanghai Normal University.

Apart from serving as Company’s Director, Mr. Zhou has also served as a vice president of Trip.com Group Ltd. since 2015.
He is also a director of Luxuriant Holdings Limited, Teamsport Topco Limited and Tuniu Corporation. He graduated from
Tongiji University. He received his MSc degree in Structural Engineering from Columbia University and his MBA degree from
University of Southern California.

Apart from serving as Company's Director, Mr. Zhou has also been working at Legend Capital Management Co., Ltd. since
2005, and currently serves as its managing director. He is also a director of Jiangsu Lihua Livestock Co., Ltd., Beijing
Chemclin Diagnostics Co., Ltd., Milkway Chemical Engineering Supply Chain Service Co., Ltd., Pharmaron (Beijing)

Pharmaceutical Technology Co., Ltd. and Jiangsu Rec-Biotechnology Co., Ltd. He graduated from Wuhan University and
received his doctor's degree in Business Administration from Fudan University.

Ms. Zhang has been a professor in Beijing International Studies University since 2015. She graduated from Yanshan
University and received her master's degree in Tourism Administration from Nankai Univeristy and her doctor's degree in
Regional Economics from Peking University.

Prior to serving as an Independent Director, Mr. Lin had served as a senior vice president at Marriott International China
between 2003 and 2020. He graduated from Beijing Union University.

Mr. Wang has been a director at Health and Happiness International Holdings Limited since 2020. He has also served in
various senior management roles, including chief financial officer, chief growth officer and executive director, at Fosun
International from 2012 to 2020. He graduated from Anhui University and received his MBA degree from China Europe

International Business School.

Source: Company data, CMBIGM
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Key Risks

B Weaker than expected economic growth and recovery

B Outbreak of viruses or other illnesses that may have material adverse effect on the
business

B | evel of competition intensifies, or fails to remain competitive in product, service, and
branding quality, thereby significantly reducing profit margin for its franchisees

B Failure to keep up with hotel expansion plan, or new hotel performance is not as good
as expected

B |abour shortage or faster than expected increase in labour costs and rental expenses

B Involvementin fraud or other misconduct committed by employees or third parties
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Financial Summary

INCOME STATEMENT 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Revenue 1,567 2,148 2,263 3,681 4,736 6,017
Cost of goods sold (1,229) (1,583) (1,580) (2,214) (2,787) (3,394)
Gross profit 338 565 683 1,468 1,949 2,624
Operating expenses (298) (391) (556) (747) (845) (1,019)
Selling expense (71) (124) (140) (252) (261) (324)
Admin expense (46) (103) (261) (304) (368) (451)
R&D expense (34) (52) (66) (88) (104) (132)
Staff costs 0 0 0 0 0 0
Other rental related expenses 0 0 0 0 0 0
Others (147) (112) (89) (102) (112) (111)
Operating profit 64 203 179 804 1,214 1,750
Other income 23 22 38 62 80 101
Other gains/(losses) 11 1 1 (0) 2 5
EBITDA 161 299 261 892 1,304 1,829
EBIT 75 197 166 783 1,185 1,710
Interest income 1 7 14 21 31 45
Pre-tax profit 75 204 181 804 1,216 1,755
Income tax (38) (64) (84) (241) (304) (439)
After tax profit 42 145 98 562 910 1,314
Minority interest 4 5 2 (1) 2) 3)
Net profit 38 140 96 563 912 1,316
Adjusted net profit 38 140 96 563 912 1,316
BALANCE SHEET 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Current assets 1,170 1,416 2,125 2,999 4,172 5,774
Cash & equivalents 825 1,039 1,589 2,299 3,335 4,773
Restricted cash 0 0 0 0 0 0
Account receivables 140 100 133 189 243 309
Inventories 30 59 57 81 102 125
Prepayment 126 167 134 218 280 356
Other current assets 49 52 211 211 211 211
Non-current assets 816 829 2,637 2,591 2,546 2,514
PP&E 467 439 360 314 269 237
Right-of-use assets 0 0 1,932 1,932 1,932 1,932
Intangibles 3 4 6 5 5 5
Other non-current assets 345 386 340 340 340 340
Total assets 1,986 2,245 4,762 5,590 6,718 8,288
Current liabilities 898 1,051 1,348 1,612 1,829 2,082
Short-term borrowings 89 65 143 143 143 143
Account payables 464 609 515 780 997 1,250
Tax payable 62 46 31 31 31 31
Other current liabilities 283 332 339 339 339 339
Lease liabilities 0 0 320 320 320 320
Non-current liabilities 521 629 2,227 2,228 2,230 2,233
Long-term borrowings 31 44 2 2 2 2
Other non-current liabilities 490 586 2,225 2,226 2,228 2,231
Total liabilities 1,420 1,681 3,575 3,840 4,059 4,315
Retained earnings 0 0 0 562 1,472 2,786
Other reserves 566 565 1,187 1,187 1,187 1,187
Total shareholders equity 566 565 1,187 1,749 2,659 3,973
Minority interest 0 0 0 0 0 0
Total equity and liabilities 1,986 2,245 4,762 5,590 6,718 8,288
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2020A 2021A 2022A 2023E 2024E 2025E

YE 31 Dec (RMB mn)

Operating

Profit before taxation 75 204 181 804 1,216 1,755
Depreciation & amortization 86 95 81 88 88 74
Tax paid 40 (15) (15) (241) (304) (439)
Change in working capital (25) 109 (68) 100 79 89
Others (57) 25 106 21 31 45
Net cash from operations 119 418 284 773 1,111 1,524
Investing

Capital expenditure (113) (64) (36) (56) (67) (79)
ﬁt\:/giltﬂ]t:;?:f subsidiaries/ 23 9 (153) 0 0 0
Others (16) 13 3) 0 0 0
Net cash from investing (106) (42) (192) (56) (67) (79)
Financing

Dividend paid 0 (21) 0 0 0 0
Net borrowings 49 (12) 65 0 0 0
Proceeds from share issues 0 0 400 0 0 0
Share repurchases 0 (111) 0) 0 0 0
Others 1) 7) 8) (@) (@) (@)
Net cash from financing 48 (161) 456 ) ) (@)
Net change in cash

Cash at the beginning of the year 763 825 1,039 1,589 2,299 3,335
Exchange difference 0 2) 3 0 0 0
Others 61 215 548 710 1,036 1,438
Cash at the end of the year 825 1,039 1,589 2,299 3,335 4,773
GROWTH 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Revenue (0.0%) 37.1% 5.4% 62.7% 28.6% 27.1%
Gross profit (13.0%) 67.2% 21.0% 114.9% 32.7% 34.6%
Operating profit (30.2%) 217.0% (11.5%) 348.2% 51.0% 44.2%
EBITDA (11.7%) 85.5% (12.7%) 241.6% 46.2% 40.2%
EBIT (30.9%) 163.9% (15.8%) 371.2% 51.4% 44.3%
Net profit (37.8%) 269.3% (31.2%) 485.8% 62.1% 44.3%
Adj. net profit (37.8%) 269.3% (31.2%) 485.8% 62.1% 44.3%

PROFITABILITY 2020A 2021A 2022A 2023E 2024E 2025E

YE 31 Dec

Gross profit margin 21.6% 26.3% 30.2% 39.9% 41.1% 43.6%
Operating margin 4.1% 9.4% 7.9% 21.8% 25.6% 29.1%
EBITDA margin 10.3% 13.9% 11.5% 24.2% 27.5% 30.4%
Adj. net profit margin 2.4% 6.5% 4.2% 15.3% 19.3% 21.9%

6.9% 24.7% 11.0% 38.3% 41.4% 39.7%
20A  2021A  2022A 2023E 2024E 2025E

Return on equity (ROE)
GEARING/LIQUIDITY/ACTIVITI
ES

YE 31 Dec

Net debt to equity (X) 1.2 1.6 12 12 12 1.2
Current ratio (x) 1.3 1.3 1.6 1.9 2.3 2.8
Receivable turnover days 25.7 20.4 18.8 18.8 18.8 18.8
Inventory turnover days 6.7 10.3 13.4 13.4 13.4 13.4

Payable turnover days 24.8 28.5 40.0 40.0 40.0 40.0

VALUATION 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

P/E na na 140.8 25.2 15.6 10.8
P/E (diluted) na na 140.8 25.2 15.6 10.8
P/B na na 11.9 8.4 5.5 3.7
P/CFPS na na 48.5 19.0 13.2 9.6
Div yield (%) na na 0.0 0.0 0.0 0.0
EV 18,794.4 17,630.6 37,393.0 14,162.3 14,162.3 14,162.3
EV/Sales 12.0 8.2 16.5 3.8 3.0 2.4
EV/EBIT 2515 89.4 2251 18.1 11.9 8.3
EV/EBITDA 105.1 122.0 48.7 135 8.4 5.2

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.
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