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Operating profit significantly below forecasts due to the
surge in costs, but should see an improvement in margin

later 9 April 2019
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Investment Summary Buy

CMPHKD 19.70

(Closing price at 4 Apr 2019)
TARGET HKD 25.47 (+29.3%)

Travelsky Technology is the largest provider of th@ation information systems in
China, which developed systems, such as flightrograir ticket distribution, check-in,
boarding and load planning, accounting, settlenagmt clearing system, and aviation
logistic. Based on DCF valuation, we derived a fFHK$25.47, implied a P/E of

25.2x and 22.4x in 2018/19F. We update to a “Bating with a potential upside of COMPANY DATA

or OIS SHARES (MN) - 2,926
29.3%. (Closing price at 4 Apr 2019) MARKET CAP (HKDMN) : 18,371
52 - WK HI/LO (HKD): 25 1 17.06

Operating profit significantly below forecasts dueto the surge in costs

The Group announced its 2018 annual results, wihereevenue grew by 11% to RMB3HARE HOLDING PATTERN » %

7.47 billion, generally in line with our estimatesist 0.79% below. In terms of gﬂ::g;ﬁs‘iﬁky 23'2221
segments, Aviation information technology serviggsgounting, settlement and clearinQpj; china 981
services and Data network and others in 2018 whmvbeur forecasts by 3.2%, 5.8% china Southern 9.18

and 2.8% respectively, whereas System integragorices was far above by 21.2%.
PRICE PERFORMANCE » %

The operating profit dropped by 6.2% to RMB 2.3fidsi, way below our forecasts, Tt 1y
Travelsky -15.63  -0.2 -8.37
around 12.6%. The difference in operating prdditmainly attributed to the larger g, 310 1587 0.31

increase in cost than expected, such as technigghost and maintenance fees;
commission and promotion expenses as well as offerating expenses. RETURN VS. Hs|
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The management explained that the rise in comnmisaidl promotion expenses is due tc w "

the increase in commission rebate to airports gnthird-party payment subsidiary asﬂw”"" (‘M

well as promotion expenses in the oversea distobunarket. In relation to the rebate sa!

to airport and third-party payment subsidiary, las tebate will grow corresponding to ’\\ \
the volume, and there would be an increase in digcas the volume scales up.

Regarding promotion expenses, since the overseabdt®on market is open for gqyrce: aastocks, Phillip Securities (HK) Research
competition, the Group will require to maintain dempetitiveness by providing more

promotions. KEY FINANCIALS

RMB mn FY17 FY18 FY19F FY20F
Besides, the rise in other operating expenses wwased by the relocation to newRevenue 6,734 7,472 8243 9,152
operating centre. It is believed the other opegagxpenses will remain at the currentet Profit 2,319 2,382 2,625 2,946
level, as there are additional expenses after rgowito the operating centre, such a&§P$ RMB 0768 0.795 0.876 0.981

security expenses, water and electricity expensdstiee property related cost, and th&ER 2215 2142 19.46 1734

management team claimed the proportion of onexgieerses for the relocation was nofYr> RMB >-27. 581 638 7.02
that high P/BV, x 3.23 293 267 2.42
gn. ROE, % 15.4 143 143 14.6

Source: Company reports, Phillip Securities Est.
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In light of this, we expect to see commissions gmdmotion expenses as
percentage of revenue increase in the future. h&s distribution market of
foreign airlines is opened for competitions andftights of China Airlines further
expand overseas, the Group will need to increasdnitestment in overseas
distribution markets. On the contrary, we expedtittother operating cost

percentage of revenue will gradually decline in fimeire, because the operating

costs of the operation centers are relatively fixels the revenue rises, it is
believed that the proportion will also fall. Asrasult, we estimate that the

decrease in the proportion of other operating cisstgeater than the increase in

that of commission and promotion expenses, we \@libat operating profit
margin will gradually improve.

Satisfactory operation data in January and February

The bookings on Chinese Commercial Airlines in daypand February grew by
13.6% and 10.5% YoY respectively, and the aggregatath was 12% YoY.

The bookings on on Foreign & Regional Commercialidés dropped by 9.6%
YoY in January, but rebound in February by 34.5%YYand the aggregate
growth reached 7.4% YoY. The operation data shtwet the growth of

bookings on Chinese Commercial Airlines and Fore@wmmercial Airlines

remains strong.

Valuation

We adopted the DCF model for valuation, where waime the discount rate to
be 9.76%, and terminal growth to be 2.5%, with FG@&ffecast to 2028F. We
derived a TP of HK$25.47, implied a P/E of 25.2xl22.4x in 2019/20F, 6.3%
lower than our previous TP. In view of the plungestock price, we update to a
“Buy” rating with a potential upside of 29.3%. (HKONY=0.864)

Figure: DCF model

(RMB million) 2010F  2020F 2021F 2022F 2023F  2024F 2025F  2026F 2027F  2028F
EBITDA 3508 3909 4395 4,996 5720 6444 7,160 7,841 8407 8,684
Adjust for
CAPEX, net (1,148) (1,114) (1,227) (1,333) (1,947) (1,248) (2,019) (1,951) (1,763) (1,575)
S:S[ﬁe in working 952  (25)  (29) 35  (40) 42)  (44) 45 (43)  (34)
Tax (358)  _(402) _(455) (521) _(620)  _(703) _(786)  _(889)  _(956)  _(992)
Free Cash Flow 2954 2369 2684 3107 3113 4450 4310 4957 5645 6,083
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Assumptions

Terminal growth 2.5%
Risk-free rate 3.28%
Equity Risk Premium 5.89%
Beta 1.10
WACC 9.76%
Enterprise Value 56,609
+ Net cash (debt) 4,346
- Minority (Market value) (1,580)
+/- Other items 4,704
Equity value 64,397
Number of shares 2,926
HKD/CNY 0.864
Equity value per share (HK$) 25.47

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

Figure: Sensitivity test

Terminal
growth rate

1.00% 1.50% 2.00% 2.50% 3.00% 3.50% 4.00%

8.26% 27.6 29.15 30.54 32.17 34.12 36.47 39.37

8.76% 26.08 27.09 28.24 29.57 31.14 33 35.26

9.26% 24.45 25.3 26.26 27.37 28.65 30.15 31.94

WACC 9.76% 23.02 23.74 24.55 25.47 26.53 27.76 29.2
10.26% 21.74 22.36 23.05 23.83 24.71 25.73 26.91

10.76% 20.61 21.14 21.73 22.39 23.14 23.99 24.97

11.26% 19.58 20.04 20.55 21.12 21.76 22.48 23.29

Source: Company report, Phillip Securities (HK) &esh
Risk
1. Economic downturn

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

FYE DEC FY15 FY16 FY17 FY18 FY19F FY20H
Valuation Ratios

P/E (X), adj 26.02 20.57 22.15 21.42 19.46 17.34
P/B (X) 4.20 3.61 3.23 2.93 2.67 2.42
Dividend Yield (%) 1.0% 1.3% 1.5% 1.6% 1.8% 2.1%
Per share data (RMB)

EPS, (Basic) 0.654 0.827 0.768 0.795 0.875 0.981
EPS, (Diluted) 0.654 0.827 0.768 0.795 0.875 0.981
DPS (HKD) 0.205 0.259 0.305 0.312 0.363 0.40§
BVPS 4.05 4.71 5.27 5.81 6.38 7.02
Growth & Margins (%)

Growth

Revenue 2.5% 13.7% 8.2% 11.0% 10.3% 11.09
EBIT 39.2% 24.6% 13.6% -6.2% 17.8% 11.79
Net Profit 16.6% 25.9% -6.7% 2.7% 10.2% 12.29
Margins

EBIT margin 31.9% 35.0% 36.7% 31.0% 33.1% 33.39
Net Profit Margin 36.1% 39.9% 34.4% 31.9% 31.8% 32.29
Key Ratios

ROA 14.3% 15.1% 12.0% 11.2% 11.3% 11.49
ROE 17.3% 18.9% 15.4% 14.3% 14.3% 14.69
Income statement (RMB mn)

Revenue 5,47 6,22 6,73¢ 7,47 8,24: 9,157
EBIT 1,74¢ 2,177 2,47: 2,31¢ 2,732 3,052
Operating profit 2,18( 2,70¢ 2,50¢ 2,43( 2,78( 3,104
EBT 2,87( 2,632 2,65( 2,98: 3,347 3,786
Net Profit 1,97¢ 2,48¢ 2,31¢ 2,38: 2,62¢ 2,946
Minority Interest 59 64 70 57 66 74
Net profit for owners 1,91« 2,421 2,24¢ 2,32t 2,56( 2,874

Source: Company, Phillip Securities (HK) Research
Exchange rate (0.864) is HKDCNYL1Y forward contradte on Apr 4 from Wind.
(Financial figures as at 4 April 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 orltloge quantitative return bands. We consider iz 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 reocwendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
consequential loss arising from any use of mateoatained in this publication.

The information contained in this publication haeib obtained from public sources which Phillip Sit@s has no reason to believe are unreliable aandanalysis,
forecasts, projections, expectations and opiniookeCtively the “Research”) contained in this goation are based on such information and are ssjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Resear@dt@irate, complete or
verified or should be relied upon as such. Any siaébrmation or Research contained in this pubiarais subject to change, and Phillip Securitieallshot have any
responsibility to maintain the information or Restamade available or to supply any correctionslatgs or releases in connection therewith. In remewill Phillip
Securities be liable for any special, indirectjdental or consequential damages which may be ieddrom the use of the information or Researchevmdilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzer®f the date indicated and are subject to chahgay time without
prior notice.

This material is intended for general circulatianlyoand does not take into account the specifiestment objectives, financial situation or paricuheeds of any
particular person. The products mentioned in thégemial may not be suitable for all investors angkeson receiving or reading this material shoeleksadvice from a
financial adviser regarding the suitability of sumfoducts, taking into account the specific investimobjectives, financial situation or particulaeds of that person,
before making a commitment to invest in any of spidducts.

This publication should not be relied upon as attiitive without further being subject to the reeit’'s own independent verification and exercisgudfgment. The fact
that this publication has been made available @atess neither a recommendation to enter into &iquéar transaction nor a representation that aogyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efpttoducts which may be described in this publiceinvolve significant

risks and may not be suitable for all investorg] #mt any decision to enter into transactions lirikg such products should not be made unlessuzh sisks are

understood and an independent determination hasrbade that such transactions would be approp#date discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosuaé risks or a complete discussion of suchgisk

Nothing in this report shall be construed to beoffer or solicitation for the purchase or sale afezurity. Any decision to purchase securities maet in this research
should take into account existing public informaticluding any registered prospectus in respestich security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepaitimns report nor his associate has any finannigrést in or serves as an officer of the listegha@tion covered in this
report.

Firm’s Disclosure: Phillip Securities does not hawy investment banking relationship with the tisterporation covered in this report nor any finahimterest of 1% or
more of the market capitalization in the listedpzoation. In addition, no executive staff of Pipilbecurities serves as an officer of the listegp@ation.

Availability

The information, tools and material presented neaeé not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walbe contrary to the applicable law or regulatiorvbich would subject Phillip Securities to anyistgation or licensing or
other requirement, or penalty for contraventioswdéh requirements within such jurisdiction.

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKBglieved to be accurate. PSHK does not bear replitgsor any
loss occasioned by reliance placed upon the cantesreof. PSHK (or its affiliates or employees)yrhave positions in relevant investment products. details of

different product's risks, please visit the Riskdsures Statement on http://www.phillip.com.hk.
© 2019 Phillip Securities (Hong Kong) Limited

Contact Information (Regional Member Companies)

PHILL




SINGAPORE
Phillip Securities Pte Ltd
Raffles City Tower
250, North Bridge Road #06-00
Singapore 179101
Tel : (65) 6533 6001
Fax : (65) 6535 6631
Website:.www.poems.com.sg

HONG KONG
Phillip Securities (HK) Ltd

Exchange Participant of the Stock Exchange of HoogK

11/F United Centre 95 Queensway
Hong Kong
Tel (852) 22776600
Fax (852) 28685307
Websites www.phillip.com.hk

INDONESIA
PT Phillip Securities Indonesia
ANZ Tower Level 23B,
JI Jend Sudirman Kav 33A
Jakarta 10220 — Indonesia
Tel (62-21) 57900800
Fax (62-21) 57900809

Websitewww.phillip.co.id

THAILAND
Phillip Securities (Thailand) Public Co. Ltd
15th Floor, Vorawat Building,
849 Silom Road, Silom, Bangrak,

Bangkok 10500 Thailand

Tel (66-2) 6351700 / 22680999

Fax (66-2) 22680921

Websitevww.phillip.co.th

UNITED KINGDOM
King & Shaxson Capital Limited
6th Floor, Candlewick House,
120 Cannon Street,
London, EC4N 6AS
Tel (44-20) 7426 5950
Fax (44-20) 7626 1757
Website:.www.kingandshaxson.com

AUSTRALIA
PhillipCapital Australia
Level 10, 330 Collins Street,
Melbourne, VIC 3000, Australia
Tel (613) 86339803
Fax (613) 86339899
Website.www.phillipcapital.com.au

P PhillipCapital

LEVE S ARG (A 4] Company report

MALAYSIA
Phillip Capital Management Sdn Bhd
B-3-6 Block B Level 3 Megan Avenue ll,
No. 12, Jalan Yap Kwan Seng, 50450
Kuala Lumpur
Tel (603) 21628841
Fax (603) 21665099
Website:.www.poems.com.my

JAPAN
PhillipCapital Japan K.K.
Nagata-cho Bldg.,
8F, 2-4-3 Nagata-cho,
Chiyoda-ku, Tokyo 100-0014
Tel (81-3) 35953631
Fax (81-3) 35953630

Websitewww.phillip.co.jp

CHINA
Phillip Financial Advisory (Shanghai) Co. Ltd
No 436 Hengfeng Road,
Greentech Unit 604,
Postal code 200070
Tel (86-21) 51699400
Fax (86-21) 63532643
Website:.www.phillip.com.cn

FRANCE
King & Shaxson Capital Limited
3rd Floor, 35 Rue de la Bienfaisance 75008
Paris France
Tel (33-1) 45633100
Fax (33-1) 45636017
Website:.www.kingandshaxson.com

UNITED STATES
Phillip Futures Inc
141 W Jackson Blvd Ste 3050
The Chicago Board of Trade Building
Chicago, IL 60604 USA
Tel +1.312.356.9000
Fax +1.312.356.9005

PHILL



