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The Leader of aviation system in China

Investment Summary Accumulate (Initially)
: : o : _ CMPHkD 23.10
Travelsky Technology is the largest provider of #ngation information systems in (Closing price at 6 Mar 2019)
China, which developed systems, such as flightrograir ticket distribution, check-in, )
boarding and load planning, accounting, settlenzamd clearing system, and aviation ARGET HKD 27.18 (+17.7%)
logistic. Based on DCF valuation, we derived geaprice of HK$27.18, implied a P/E

of 27.6x and 24.4x in 2018/19F. We initiate a ‘@oclate” rating with a 17.7% COMPANY DATA

. : : : O/S SHARES (MN) 2,926
potential upside. (Closing price at 6 Mar 2019) MARKET CAP((HK)DMN): 21,542
52 - WK HI/LO (HKD): 27.1 1 17.06

With a steady growth in transport volume and numberof airports, there was sitill

room for aviation information system to grow
SHARE HOLDING PATTERN » %

The traffic volume of civil aviation has been inasing steadily since 2003. Accordinggﬂii?]: ;ft‘l’tf"esr';y 2si.12% .
to Civil Aviation Administration of China, the traport turnover of civil aviation has cnina Eastern 11.22
been growing at a CAGR of 14%, reaching 10.83drillkm in 2017. As for the airchina 9.17

demand from tourism, growing steadily since 200@, passenger transport volume has

increased from 88 million in 2003 to 552 million2017, representing a CAGR of 149% PRICE PERFORMANCE > %
The Airbus forecasts that the flight per capiteCinina will be up from 0.41 in 2017 to— %'\"'14 93223 _4191
1.40 in 2037, implying a CAGR of 6.3% for the n@& years. Moreover, the number,,, Y 300 1141 284
of passenger for the domestic flight in China irB2@ill be 3.5 times that in 2017,
which will also be the region with the largest nienbf passengers in the next 20 yeargTurn vs. Hsl

meaning a CAGR of 6.4% for the next 20 years.

Meanwhile, according to the forecast from Boeilng CAGR from 2018 to 2037 on air *k“l\m A

cargo in domestic China will be 6.3%, which is fastest growing region. Besides, e 'ﬁn\w A e
ALy T
(PUIRR T

Chinese government targets the transport voluneepdissenger transport volume and th ”ﬂ,!h'4

freight transport volume to reach 142 billion, 726illion, and 8.5 million ton

respectively, representing a growth of 10.8%, 10a4fh 6.2%.

Ty mrq;fh
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according to “Outline of the 13th Five-Year Plan iee Development of Civil Aviation”, f ) RV

|

Source: Aastocks, Phillip Securities (HK) Research

KEY FINANCIALS

Apar'; from the.targe_t, it also mentior_ws the numifecivil transport airport; to be aroundgme mn EY16 FY17 FY1SF FY19F
260 in 2020, implying 10.3 new airports from thexinénhree years, higher than thegevenue 6,223 6,734 7,531 8485
average of the past 12 years. Net Profit 2,486 2,319 2,478 2,806
EPS, RMB 0.827 0.768 0.826 0.935
Monopolized industry with price restriction PER, x 24.09 25.94 24.14 21.32
BVPS, RMB 471 5.27 581 6.42
P/BV, x 4.23 3.78 3.43 3.11

The Group was the only aviation information systenovider in China. The domestic ROE, % 189 154 149 153
airlines in China have all adopted the ICS, CRS AR® of the Group, except Spring, .. Company reports,
Airline and 9 Air. Although there are no clear-qdlicies stating that the Group was

the only aviation information system provider, th@mestic airlines are prohibited t0 USyegearch Analyst

the foreign GDS, leading to the monopoly in theuistdy. Terry Li (2277 6527)
terryli@phillip.com.hk

, Phillip Securities Est.
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The maximum guidance price of “flight control systservices” and “electronic
travel distribution system services” are progresgper segment, ranging from
RMB 4.5 to RMB 6.5 for domestic flights and RMB 6t6 RMB 7 for
international flights.

Owned by different airline clients

Air China, China Eastern and China Southern held®, 11.22% and 11.94% of
the shares respectively, for a total of 32.33% Jevbiher airlines also held 6.51%
of the shares. Being the shareholder of the Grithgjnterest of the airlines is
bonded with the Group, which reduces their incenfr breaking the Group's
monopoly, but also forces the Group to providedretéervices.

Business Overview

The Group is the largest provider of the aviatinfoimation systems in China,
which developed systems, such as flight controltieket distribution, check-in,
boarding and load planning, accounting, settlenrsmd clearing system, and
aviation logistic. And, Clients include airlinegirports, travel suppliers, travel
agencies, freight forwarders, IATA and other lairgfernational organizations and
governments. The business of the Group is classifis seven segments: 1.
Aviation Information Technology services, 2. Accting, Settlement and
Clearing Services, 3. Distribution of Informatioechnology Services, 4. Airport
Information Technology Services, 5. Air Freight lstgcs Information
Technology Services, 6. Public Information TechggloServices, and 7.

Infrastructure.

Figure: Business segments

Segment

Content

Aviation Information
Technology services

Provides Electronic Travel Distribution (“‘ETD”) s&ces (includin
inventory control system (“ICS”) services, computeservatio
system (“CRS”) services) and airport passengergssing syste
(“APP”) services for the domestic and foreign aek

Accounting, Settlement
and Clearing Services

Provides settlement, clearing products and servimmmgering al
aspects of settlement in aviation, transportatiord aourism

including passenger and cargo airlines, agent ieceettlement a1 4
financial services, third-party payment servicesteh settlemel
services, IATA BSP data processing services, and et
Distribution of Provides travel products distributions, includinguiry, booking an
Information Technology : itinerary printing and analysis on sales analysimagement servic is

Services

to travel agencies. Through market analysis,
understand the their share and ranking in theeentarket.

agsncal

Airport Information
Technology Services

Provides departure systems such as check-in, fligatling an
boarding systems, as well agport operations systems, includi
information display of flight and baggage, publiddeess, securi
and control area security management, and etc.

Air Freight Logistics
Information Technology
Services

Provides logistics services for airlines, airpantsl freight forwarde
through the logistics system platform, such as sjsesmarehouse
fleets and delivery management, and providingsttesi and analys
of freight operations

v

Distribution of Travelling
Products Services

Provides integrated airlines and regional branchgsernmen
hotels, transportation, travelling information, afdis accessib
through mobile phones and websites

Public Information
Technology Services

Provides co-location services and disaster recas&mices, and et

Source: Company report, Phillip Securities (HK) &esh
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The revenue is instead classified as four segmentsAviation Information
Technology Service, 2. Accounting, Settlement atehfihg Services, 3. System
Integration Service and 4. Data Network Revenue(iter.

1. Aviation Information Technology Service

This segment accounted for 58% of the total revem@917, reaching RMB 3.88

billion, increased by 10.9% YoY. In the first half 2018, the revenue from this
segment was RMB 2.04 billion, up 7.5% YoY. Theemye segment mainly

corresponds to Aviation Information Technology $e#s in the above business
segment. Whenever the ticket is generated, dig&iband used through the
Inventory Control System, Computer Reservation &gsand Airport Passenger
Processing System (APP) of the Group, the airling ke charged system

processing fee based on the amount of processacthgol For domestic airlines,

the fee will be provided a volume discount basedienusage, so this revenue
growth rate will be slightly lower than the systpnocessed volume growth rate.

Figure: Aviation Information Technology Service (2320181H)
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2. Accounting, Settlement and Clearing Services

Accounted for 8% of the total revenue, the revefnom this segment was RMB
560 million in 2017, increased by 7.2% YoY. Theeaeue reached RMB 290
million, up 7.4% YoY. This segment mainly corresde to Accounting,
Settlement and Clearing Services in the above basinontent, where its revenue
is related to the amount and number of the tiakeluding not only passenger, but
also air cargo and mail. The Group will receivpaation of the amount of the
ticket as the fee. Unless the amount of the tiflketuates, the revenue from the
segment will generally follow the growth of the ®mm processed volume. In
addition, there is part of the revenue generatedh fsystem upgrade, so the
revenue from this segment will be a bit volatile.
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Figure: Accounting, Settlement and Clearing Ses/{@913-20181H)
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3. System Integration Service

Dropped by 21.7% YoY, its revenue was RMB 740 willin 2017, accounted for
11% of the total revenue. The revenue increasefl7b4?o YoY in the first half
of 2018, reaching RMB 390 million. This revenuemes from hardware,
software and data integration services provided thy Group to airports,
commercial airlines and other institutional clientsSince the revenue

2%

292

20181H

Travelsky Technology (696.HK) [eeJy LT ALsJe]q3
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determined by the number of projects the grouphedd, it is highly volatile. In
addition, revenue recognition is based on the gsxjof the construction period.

Figure: System Integration Service (2013-20181H)
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4. Data Network Revenue and Other

This revenue was RMB 1.56 billion in 2017, accodrfter 23% of total revenue,
up approximately 23.6% YoY. In the first half oDIB, the revenue was
approximately RMB 800 million, a YoY increase of.1%. It is mainly from the
distribution of information technology servicesttavel agencies, the distribution
of travelling products services to travel supplietee air freight logistics
information technology services to airlines, aitpoand freight forwarders, the
airport information technology services as well e public information
technology services. Once the travel agent puectas ticket and travelling
products that are distributed by the Group, theyeht purchase through the
group’s distribution system terminals. Therefdhe income is mainly driven
the growth rate of the travel agencies. Therewoetypes of charges, which are
first based on account or traffic charges.

Figure: Data Network Revenue and Other (2013-20)81H
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Source: Company report, Phillip Securities (HK) &esh

Industry Overview
Business model

The main business of the Group is to operate aoohgte its Global Distribution

System (GDS). GDS is a system that connects diitetravel suppliers and
travel agencies. Through the system, travel agsramie able to inquiry, reserve
and issue the travelling products, providing a &gt of travelling products and
services.
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Figure: Global Distribution System
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Source:TravelOTAs, Phillip Securities (HK) Research
Industry outlook

As the demand for aviation information systems isinty driven by the
development of the civil aviation industry, we urgtand the demand of the
aviation information system industry by analyzihg tivil aviation industry.

Civil aviation industry in China has been steadlveloping since 2003. The
transport volume of civil aviation is generally rsaeed by the amount of
transport turnover, which is obtained by multiptyithe transport volume by the
average transport distance, also taking both thgocarnover and the passenger
turnover into account. According to the Civil Ati@an Administration of China,
the transport turnover of civil aviation has beeowgng at a CAGR of 14%,
reaching 10.83 billion km in 2017. It even recatde positive growth in 2008,
showing that the civil aviation industry is quitalsle.

Figure: Transport turnover of civil aviation (2028417)
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Source: Civil Aviation Administration of China, Riip Securities (HK) Research
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Since the demand of civil aviation comes from bioilrism and freight, we will
analyze these two aspects separately. In termdeofand from tourism, the
passenger transport volume has been increasinglilgteincreased from 88
million in 2003 to 552 million in 2017, represemia CAGR of 14%.

For future demand, according to Boeing resear&hfligiht per capita is positively
related to the GDP per capita. In other words, wtie citizens of a country
become richer, the flight per capita will also e&se. International Monetary
Fund predicted the 2019-2023 CAGR of GDP per capitahina to be 7.4%, and
to reach USD 13,780. And, according to Airbus gsia| the flight per capita in
China will increase from 0.41 in 2017 to 1.40 ir82Ppwith a CAGR of 6.3% in 20
years. Moreover, the number of passenger for tmegtic flight in China in
2037 will be 3.5 times that in 2017, which will albe the region with the largest
number of passengers in the next 20 years, mean®AGR of 6.4% for the next
20 years.

Figure: Passenger transport volume (2003-2017)
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Source: Civil Aviation Administration of China, Riip Securities (HK) Research

Figure: Passengers per capita vs GDP per capila (20
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Figure: GDP per capita (USD) (2000-2023F)
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Figure: Flight per capita (USD) (2017-2037F)
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Figure: Top 20 passenger flows in 2037
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For demand from freight, the freight transport voé& also showed an upward
trend, reaching 7.06 million tons in 2017, with AGR of 8.7%, which is lower
than the growth rate of passenger. However, comtpaiith the demand from
tourism, that from freight is relatively volatiland recorded a negative growth in
2011 and 2012.

Figure: Freight transport volume (2003-2017)

800 CAGR 8.7%
700

706
668
629
594
600 563 558 545 561
500 446
402 408
400 349
307
200 277
219
200
100

0
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
m SELERE (F0l)

Source: Civil Aviation Administration of China, Riip Securities (HK) Research

Boeing forecasts the CAGR from 2018 to 2037 oncaigo in domestic China
will be 6.3%, which is the fastest growing regiorthe rapid growth is attributed
to the robust growth of the economy in China arel rike of the middle class.
However, the recent conflict between US and Chiag impose an uncertainty to
the freight in short term.
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Figure: Air cargo growth rates

HISTORY FORECAST

REGION 2007-2017 2018-2037

by percentage by percentage
World 2.6 4.2
East Asia-North America 1.2 4.7
Europe-East Asia 4.2 4.7
Intra-East Asia 3.8 5.8
Europe-North America 0.0 25
Intra-North America 2.3 2.3
Domestic China 5.0 6.3
Latin America-Europe 3.0 4.0
Latin America-North America -0.3 4.1
Africa-Europe -1.0 3.7
South Asia-Europe 24 4.2
Middle East-Europe 3.3 3.2
Intra-Europe 341 23

Source: Boeing Analysis, Phillip Securities (HK)dearch

Besides, according to “Outline of the 13th Five-iYB&an for the Development of
Civil Aviation”, Chinese government targets the ngport volume, the
passenger transport volume and the freight trabhs@tume to reach 142 billion,
720 million, and 8.5 million ton respectively, repenting a growth of 10.8%,
10.4% and 6.2%.

Figure: Extract from “Outline of the 13th Five-Ydalan for the Development of

Civil Aviation”
A7 2015 #¢ 2020 % £ ¥
fieEmd AEE (L EAE) 852 1420 10. 8%
wEEHE (LA) 4, -.-1_ 7.2 10. 4%
HHEHE (5d) 629 850 6. 2%

Source: The State Council of PRC, Phillip SecisifigdK) Research

Generally, as the economy in China is boostingbeleve that the demand from
tourism and freight will continue to grow, whichltreate a stable demand to
aviation information systems.

Page | 10 | PHILLISECURITIES (HK) RESEARCH



' PhillipCapital
Travelsky Technology (696.HK) [eeJy LT ALsJe]q3

Apart from the demand from civil aviation, the nuenlof new airports has also
created new demand to aviation information systeassa new airports need to
install different systems, such as departure sysligitt and baggage information

systems, public broadcasting systems and secunityal zone systems and so on.
As of 2017, there were 229 certified airports, é#ased 87 within 12 years,

representing an with average of 7.25 new airpatsypar. The outline mentioned
the number of civil transport airports to be aro@6@ in 2020, implying 10.3 new

airports from the next three years, higher tharatherage of the past 12 years.

Figure: The number of new airports
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Source: Civil Aviation Administration of China, Rlip Securities (HK) Research

In conclusion, we believe that there is still rofon aviation information systems
to grow as transport volume and number of airpootginue to rise.

Industry characteristic
1. Long development cycle with large expenditures

Due to the complexity of the aviation informatioystems which need to support
multiple functions, such as flight control, tickeistribution, check-in, loading,
settlement and clearing, the development cycle eigtively long with high
expenditure is high. There are four proceduresséiting up a system. First,
you need to define the system, for example, considet functions the system
needs to provide and how feasibility the functiars. Then, you need to
develop the system and consider how to implementeiquired functions. The
system needs to be designed and implemented thrpragramming. System
implementation will then be carried out, includisegtup, system installation and
system migration and personnel training. Finalhe system will be run and
maintained. When the system starts operationseetds to be maintained and
evaluated frequently to see if the system neebie tmodified.

In addition to the long development cycle, expamditfor system development is
also high. The construction of information systeims highly intellectual and

labor-intensive work. The proportion of easy wdsk very small, so the

expenditure is relatively high.

Due to the long development cycle and high experglithe entry barrier of the
industry is also high.
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2. High switching cost

The operation of airlines relies heavily on theation information system, so their
migration risk is relatively higher than other imtlies. In addition, employees
are already familiar with the original system opierg and the cost of retraining is
also high. For example, the instructions of Gldbaitribution System (GDS) in
the aviation information system is made up of itg;1danguage. If the system is
replaced, employees need to relearn the new laeguabich may reduce
operational efficiency, so the most of the airlihese a higher switching cost.

3. Low marginal cost amplifies the advantages fsaale

For distribution systems like GDS, their marginastis low, because the cost of
new services for each additional user is low. Bseny need to install GDS in

their terminal in order to enjoy the services. Laomarginal cost makes the
advantages from economies of scales more promimsent; favors the current

leader the most, making the industry more incliteechonopoly.

4. Network effect

The network effect means that the value of the pebahcreases with the increase
in the number of consumers who purchase the prahttits compatible products.
This is the characteristic of GDS in the aviatioformation system. A foreign
venture capital fund has divides the network effatt 13 categories, and GDS
was classified as a 2-sided marketplace. This tgpenetwork effect is
characterized by two different types of users:ghpply side and the demand side
users, and provide each other with value. Each sugwply-side user in the this
network can directly increase the value of the daivside user, and vice versa,
and form a virtuous circle. Take GDS as an examghen the number of airline,
hotel or car rental company (supply-side usersjeige, the number of travel
products that the tourist agents (demand-side Jusarschoose will rise, and thus
enhancing the value. This helps attract more sbagents to adopt the GDS, and
then bring more value to airline, hotel or car atmompany, and finally form a
virtuous circle.

However, such network effects can also cause negsdime-side network effects.
The same-side network effect refers to the changhe value of the same-side
user as the number of users on the same side sesteaFor GDS, whenever an
additional airline is added to the GDS, the nundfezompetitors will increase for
the existing airlines on the platform, so the valfiairlines will be affected.
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Figure: 13 types of network effect
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5. Benefited from the long term growth in aviatievhile free from the traditional
factors in the industry

As mentioned by our industry outlook, the aviatiowlustry has been steadily
rising. However, the profitability of airlines igery volatile. According to
IATA statistics, global airlines have recorded &losses in 2004, 2005, 2008 and
2009, even if revenues increased. The net préfdidines is affected by the
trend of oil prices. At the same time, due to high standardization of aviation
products, price competition is common in the industin addition, The cost of
aircraft operation and maintenance are high. THas®rs have made the net
profit of airlines not being in line with the grawof the industry.

However, the aviation information system will n& affected by such traditional
factors, but at the same time it can benefit frbm development of the aviation
industry.
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Figure: The revenue and net profit of global a@tir(2004-2017)
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Competitive landscape

Currently, the Group was the only aviation inforimatsystem provider in China.
The domestic airlines in China have all adopted @8, CRS and APP of the
Group, except Spring Airline and 9 Air Airline. tAbugh there are no clear-cut
policies stating that the Group was the only awrainformation system provider,
the domestic airlines are prohibited to use theeifpr GDS, leading to the
monopoly in the industry. We believe the reasory Wie Chinese government
has not opened the market is mainly because abitsern on the safety of the
aviation data. Thus, they only allow the group ahhis owned by State-owned
Assets Supervision and Administration CommissiothefState Council (SASAC)
to operate such businesses in effort to protect&te.

However, after China joining to the WTO, the monlgdn Chinese GDS market
has been criticized, and foreign GDS companies hasked the Chinese
government for opening the domestic market. Tioeeefin 2014, the Civil

Aviation Administration of China promulgated “Inber Provisions on the
Administration of Licenses for Sales Agencies Deatgd by Foreign Air

Transport Enterprises within the Territory of Chitm Directly Enter and Use
Foreign Computer Reservation Systems”, allowingifpr GDS to enter a part of
the market in China, such as Abacus and Amadeuswekkr, it is limited to

international flights of foreign airlines or codéasing flights with domestic
airlines, while domestic airlines and domestic esudre still not under prohibition.

Although the Civil Aviation Administration has pemted the aviation system
provider in China, they also impose a price refitic  The maximum guidance
price of “flight control system services” and “diemic travel distribution system
services” are progressive per segment, ranging RwiB 4.5 to RMB 6.5 for

domestic flights and RMB 6.5 to RMB 7 for intermetal flights. That of the
“airport passenger processing system services” R 4 per segment for
domestic flights and RMB 7 per segment for inteoratl and regional flights as
well as RMB 500 per aircraft for load planning sees.

Conclusion
We believe that aviation information industry ini@dnis worthwhile for long-

term investment. First, as passenger and freighsport volume in China rises,
aviation information industry will grow steadilyAlthough the industry is related
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to the aviation industry, it will not be affecteq traditional aviation industry
factors, so its profitability is stronger than tlo&traditional airlines. In addition,
thanks to the own characteristics of industry,eht&ry barriers and the advantages
of the leader become more obvious, such as lowimargost and network effects.
Moreover, owing to the policies, the industry isrremtly monopolized by the
group, leading to less fierce competition. Evesutfh the government have open
up part of market to the foreign GDS companies, dbenestic market is still
monopolized by the Group. But, as the Civil AwatiAdministration imposed
price restrictions, it weakened the advantage fiteermonopoly.

Competitive advantages
The only provider of ICS for domestic airlines

Except Spring Airlines and 9 Air, the ICS of otldamestic airlines are provided
and controlled by the Group. The reason why ICSoismportant is because no
matter through direct channel (Airline’s website) indirect channel (Travel
agency), the sales must be handled by ICS.  GlndfaS will charge system
service fee and linkage fee, but the Group chatmged on the volume of the
package of passenger reservations, distribution @ephrture. Besides, the
linkage of the Group's ICS and CRS perform bettantlinking with other CRS,
allowing the advantage in ICS to move into CRS. rtllermore, due to the long
development cycle and high expenditure of ICS, ndmshestic airlines tend to
adopt the Group’s ICS, while foreign ICS is restdcby the government to enter
China, so the group’s ICS not only monopolizesrtaket, but also has fewer
substitutions.

Figure: Inventory Control System (ICS)
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Source: Phillip Securities (HK) Research

Owned by different airline clients and SASAC
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The Group have a close relationship with many déimesrlines. Air China,
China Eastern and China Southern held 9.17%, 11&2%611.94% of the shares
respectively, for a total of 32.33%, while otherlinés also held 6.51% of the
shares. Being the shareholder of the Group, tieedst of the airlines is bonded
with the Group, which reduces their incentive fogdking the Groups monopoly,
but also forces the Group to provide better sesvice

Besides. the Group is also owned by SASAC. Then€dd government is
concerned of the aviation data, so they did nothome the market until 2014.
After joining to WTO, the Civil Aviation Administiion decided to open the
distribution system market to foreign GDS in regpém the requests. However,
it did not change the situation of monopolized reribecause the foreign GDS
still requires to link up with the Group’s ICS faservation. From the reform,
the Chinese government is still not comfortabléwaipening up the whole market.
Owned by SASAC, the Group will be in the prefe@qa to operate this business.
As long as the Chinese government remains its gfiote to aviation system
industry, the Group is probably able to monopalie market.

Figure: Shareholders structure
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11.94% 2% 29.29% 8.17% 3.87%

TravelSky

Source: Company report, Phillip Securities (HK) &esh
More competitive pricing than foreign GDS

The average fee per booking of the Group is chetqzer that of foreign GDS.
In 2017, the fee of the Group was RMB 4.7, whilea®leus, Sabre and Travelport
were RMB 32.9, RMB 32.5 and RMB 45.7 respectivelif. there was further
market opening-up, the competitive pricing will esar the Group, even if the
performance level of the Group is still far behthd foreign GDS.

Figure: Average fee per booking
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Earnings forecast

Thanks to the steady increase in the tourist framm& we expect the revenue
growth in 2018/19F to be 11%/11.5%, while the fliglookings to grow at

11%/10.5% in 2018/19F. Besides, we predict theramee fee to be RMB

4.52/4.34 in 2018/19F, representing a negative traf 4.5%/4%. We should

see a down trend in average fee per bookings atather the volume is, the
greater the discount will be. However, as the ginoaf flight bookings slows

down, the drop in average fee will also reduce.naly, we expect the net profit
growth in 2018/19F to be 6.9%/13.2%.

Figure: Revenue forecast (Thousand)
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Figure: Flight bookings (Thousand)
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Figure: Average fee per booking
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Figure: Net profit forecast (Thousand)
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Valuation
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We adopted the DCF model for valuation, where vwaime the discount rate to
be 9.76%, and terminal growth to be 2.5%, with FG@&ffecast to 2027F. We
derived a target price of HK$27.18, implied a RIE27.6x and 24.4x in

2018/19F. We initiate an “accumulate” rating wattpotential upside of 17.7%.
(HKD/CNY=0.8611)

Figure: DCF model

(RMB million) 2018F 2019F 2020F 2021F 2022F 2023F 2024F 2025F 2026F 2027F
EBITDA 3,372 3,842 4,416 5,112 5,932 6,796 7,673 8,511 9,166 9,489
Adjust for - - - - - - - - - -
CAPEX, net (3,095) (1,120) (1,100) (1,220) (1,330) (1,945) (1,247) (2,019) (1,950) (1,763)
Change in working capital (326) (21) (25) (29) (34) (36) (38) (38) (34) (26)
Tax (276) (383) (446) (525) (619) (735) (838) (958) _(1,036) _(1,076)
Free Cash Flow (325) 2,318 2,845 3,338 3,948 4,080 5,550 5,496 6,145 6,625

Assumptions

Terminal growth 2.5%
Risk-free rate 3.28%
Equity Risk Premium 5.89%
Beta 1.10
WACC 9.76%
Enterprise Value 60,641
+ Net cash (debt) 3,558
- Minority (Market value) (1,873)
+/- Other items 6,181
Equity value 68,507
Number of shares 2,926
HKD/CNY 0.8611
Equity value per share (HK$) 27.18

Source: Company report, Phillip Securities (HK) &esh

Figure: Sensitivity test

Terminal
growth rate

1.0% 1.5% 2.0% 2.5% 3.0% 3.5% 4.0%

8.26% 29.82 31.13 32.65 34.43 36.56 39.13 42.3

8.76% 27.81 28.9 30.16 31.62 33.33 35.37 37.84

9.26% 26.05 26.97 28.03 29.23 30.63 32.28 34.23

WACC 9.76% 245 25.29 26.17 27.18 28.34 29.69 31.26
10.26% 23.13 23.8 24.56 25.41 26.38 27.49 28.78

10.76% 21.91 22.49 23.13 23.86 24.67 25.6 26.67

11.26% 20.81 21.31 21.87 22.49 23.18 23.97 24.86

Source: Company report, Phillip Securities (HK) &esh

Page | 19 | PHILLISECURITIES (HK) RESEARCH



p PhillipCapital

Travelsky Technology (696.HK) [eeJy LT ALsJe]q3

Risk
1. Economic downturn

2. Aviation system market opening up
3. Airlines develop their own systems

Financials

Page | 20 | PHILLISECURITIES (HK) RESEARCH



P PhillipCapital

Travelsky Technology (696.HK) [eeJy LT ALsJe]q3

FYE DEC FY14 FY15 FY16 FY17 FY18F FY19F
Valuation Ratios

P/E (X), adj 35.30 30.47 24.09 25.94 24.14 21.32
P/B (X) 5.65 4.92 4.23 3.78 3.43 311
Dividend Yield (%) 0.7% 0.9% 1.1% 1.3% 1.5% 1.7%
Per share data (RMB)

EPS, (Basic) 0.565 0.654 0.827 0.768 0.826 Q.935
EPS, (Diluted) 0.565 0.654 0.827 0.768 0.826 0.935
DPS (HKD) 0.167 0.205 0.259 0.305 0.344 0,390
BVPS 3.53 4.05 4.71 5.27 5.81 6{42
Growth & Margins (%)

Grwoth

Revenue 18.3% 2.5% 13.7% 8.2% 11.8% 12.7%
EBIT 1.7% 39.2% 24.6% 13.6% 7.3% 13.1%
Net Profit 36.5% 16.6% 25.9% -6.7% 6.9% 13[2%
Margins

EBIT margin 23.5% 31.9% 35.0% 36.7% 35.3% 35|4%
Net Profit Margin 31.7% 36.1% 39.9% 34.4% 32.9% 33.1%
Key Ratios

ROA 14.2% 14.3% 15.1% 12.0% 11.5% 11.8%
ROE 17.0% 17.3% 18.9% 15.4% 14.9% 15]3%
Income statement (RMB mn)

Revenue 5,33 5472 6,223 6,734 7,531 8,48%
EBIT 1,255 1,748 2,177 2473 2,655 3,004
Operating profit 1,774 &l 2,706 2,509 2,690 3,043
EBT 1,905 2,870 2,632 2,816 3,189 3,721
Net Profit 1,692 1,974 2,48€ 2,319 84 2,806
Minority Interest 39 59 64 70 62 10
Net profit for owners 1,653 1,914 2,421 2,249 2,416 2,736

Source: Company, Phillip Securities (HK) Research
Exchange rate (0.8611) is HKDCNY1Y forward contradte on Mar 6 from Wind.
(Financial figures as at 6 March 2019)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ * 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pge
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely omltioe quantitative return bands. We consider tizde factors like (but not limited to) a stock’s
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final reowendation
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