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Margin recovery underway    

   Event 

We hosted a conference call with Bafang Yunji. Management indicated that they will open 
an additional 2-4 US stores by year-end, and expects its US central kitchen to become 
profitable in 4Q23. While pork prices in Taiwan remain elevated, the pricing of other raw 
materials has come down QoQ, suggesting easing cost headwinds ahead. 

Impact 

US central kitchen to turn profitable in 4Q23. Bafang Yunji opened its fourth US store in 
August, and plans to add an additional 2-4 locations by year-end (likely two in November 
and two in December). Per store daily (PSD) sales have dropped to US$7-8k on average, 
from its first-store figure of US$14k, due mainly to customer cannibalization. Management 
stated that their per-ticket revenue remains steady, at US$27-28, and all four stores are 
profitable. The firm expects the central kitchen, which can accommodate up to 25-30 
stores, to become profitable in 4Q23, as more stores open. Going forward, Bafang Yunji 
hasn’t yet finalized its store count target for 2024, but has signed leases for some 
locations. We expect 10 new stores to open next year, and look for the profitability of their 
US operations to increase as they scale up. 

Easing cost headwinds. In Taiwan, the focus of store additions this year is on FJ Veggie, 
which is targeted to bring its store count to 60 by year-end, from 40 now, versus 21 at end-
2022. The store count for flagship brand Bafang Yunji (dumpling) remains unchanged at 
1,001. There were 205 Liang She-Han Pork Ribs stores in operation as of August, versus 
201 at end-2022, with some underperforming stores being closed down. The firm added 
beef noodles to its Bafang Yunji menu in August, and plans to offer frozen packaged food 
starting in 4Q23, which will provide an additional revenue stream. While pork prices 
remain elevated, up QoQ in 3Q23, management said the pricing for other raw materials, 
including chicken, cabbage and flour, has come down QoQ, suggesting milder YoY margin 
contraction into 2H23. 

Earnings to resume growth. With US store locations ramping up, and easing cost 
headwinds in Taiwan, we expect Bafang Yunji’s operating margin to extend a QoQ 
expansion throughout year-end. Looking ahead, we forecast lower prices for raw 
materials, and improving profitability in the US, to propel earnings back to YoY growth 
next year, up 29%, from an estimated 13% contraction in 2023. With solid operating cash 
flows, the firm expects to sustain a cash dividend payout of 60-70%, implying a yield of 4-
5%, based on Wednesday’s closing price. 

Valuation & Action 

We believe the worst of the margin pressure is likely behind us and expect sequential 
operating margin recovery and a turnaround in the US to serve as a catalyst for stock price 
gains. We retain our target price of NT$214, on 19x PE. Maintain Outperform. 

Risks 

Delays in new store openings; rising raw material prices. 
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All the above named KGI analyst(s) is SFC licensed person accredited to KGI Asia Ltd to carry on the 

relevant regulated activities. Each of them and/or his/her associate(s) does not have any financial interest in 

the respectively covered stock, issuer and/or new listing applicant. 
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All the information contained in this report is not intended for use by persons or entities located in or residing in jurisdictions which restrict the distribution of this information by KGI Asia 
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in any securities or investment products or services nor a distribution of information for any such purpose in any jurisdiction. In particular, the information herein is not for distribution and 

does not constitute an offer to sell or the solicitation of any offer to buy any securities in the United States of America, or to or for the benefit of United States persons (being residents of the 
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