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United States trade war resumed, Airline industry will
suffer in the short term

22 May 2019

Investment Summary Buy

CMP HKD 16.62
(Closing price at 20 May 2019)
nTARGET HKD 23.74 (+42.8%)

Hong Kong | TMT| Company Report

Travelsky Technology is the largest provider of #h@ation information systems in
China, which developed systems, such as flightrograir ticket distribution, check-in,
boarding and load planning, accounting, settlenzem clearing system, and aviatio
logistic. Based on DCF valuation, we derived a TIPMIE$23.74, implied a P/E of 24.5x COMPANY DATA

and 22x in 2019/20F. We maintain a “Buy” rating lwi potential upside of 42.8%. 5,5 sqares (MN)

2,926
(Closing price at 20 May 2019) MARKET CAP (HKDMN) : 15,499
52 - WK HI/LO (HKD): 25 / 16.62
The pessimistic outlook on economy and depreciatioon RMB reduce the number
of tourists and freight transport volume in China in the short term
SHARE HOLDING PATTERN > %
As the China - United States trade war resumed,ntiteber of tourists and freight g::z:;:zzlriky 2%'2221
transport volume in China may reduce due to theipgstic outlook on economy and ajr china 9.81
depreciation on RMB. The China - United Statesdragr was reignited, after the USchina Southern 9.18
urged to raise the tax rate from 10% to 25% fordgomom China worth USD 200 bn on
6 May and officially came into effect on 10 May. i also retaliated by imposing a tax2RICE PERFORMANCE 1|\//| — o

rise on goods from US worth USD 60bn. If the intgnsf conflict between US and Travelsky 1589 279  -28.97
China remains or goes up, it will definitely dridewn their economic growth, or evenyg, 795 016  -1017
the global economic growth. Besides, the depreriatn RMB could somehow alleviate
the effect of tax rise from US side, which couldimtain the competitiveness of theRETURN vs. Hsl

Chinese export. The RMB has depreciated by 2.7%nice May, reaching the previous = : R

bottom in 2017. 'E,‘(M.,nfﬁ

T [‘ ,
As the pessimistic outlook on economy and deprieciabn RMB, the willingness to M}o{fﬁ"\:ﬂ\ﬁf’tfﬂf\'@f“ﬂ
travel for Chinese may reduce. First, travelingtisibuted to the discretionary spending.
implying that it is vulnerable to the economic &clf the economy is heading into a il } '
recession, the number of travelling may reduceoecthe depreciation on RMB lowerSsgyrce: Aastocks, Phillip Securities (HK) Research
the purchasing power of Chinese travelers in foraguntries, which may eventually

L‘d':—

reduce their willingness to travel. KEY FINANCIALS
RMB mn FY17 FY18 FY19F FY20F
If the number of tourists drops, it would reduce thookings through the Group sRevenue 6,734 7,472 8161 9,024
systems, thereby lowering the revenue of Group. fEuession may also reduce thélet Profit 2319 2,382 2512 2,797
freight transport volume, which will affect the enwe from Accounting, Settlement andf?S kM8 0.768 0.795 0.859 0.956
Cleaning Services. PER, x 19.18 1855 17.17 15.42
BVPS, RMB 5.27 5.81 6.37 6.99
P/BV, x 2.80 254 231 211

However, we believe the number of traveling wilinan its uptrend in the long term ROE, % 154 143 141 143
despite the shocks in the short term , thanksedrtbrease in GDP per capita. Once thg Company report
monopoly due to the protection from the Civil Awat Administration remains, the
Group will be the only company that benefits frdris tuptrend in number of travelling.

s, Phillip Securities Est.
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At present, some of the impacts can be seen freroplerational data released by the
group. Although the number of bookings for Chinesenmercial airlines increased
by 7.74% YoY from January to April, and the numlmzgrforeign and regional
commercial airlines™ bookings increased by 8.95% Mdowever, the growth rate of
bookings for Chinese commercial airlines in Marold &pril were the lowest in nine
years, only 3.3% and 4.3%. The trade war was rdrnin May, so the operating
data for the next few months may remain low.

Figure: The bookings on Chinese Commercial Airlifresn Jan to Apr (2010-2019)
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Source: Company website, Phillip Securities (HKy&ach
Spring Airlines adopted Travelsky's computer reseration system (CRS)

The Group released on May 15 that Spring Airlines ladopted their computer
reservation system (CRS) - eTerm, implying that titasel agents will be able to
purchase the air ticket of Spring Airlines via tBup’'s CRS.

Previously, Spring Airlines mainly sold their tickéhrough their own website.
However, as its size became larger and the incrieasgernational flights, direct
sales will not be able to cope with the volume.aA®sult, Spring Airlines decided to
adopt the Group’s CRS.

Although Spring Airlines did not adopt the Grougentory Control System (ICS),
the system we believe creates the greatest competitlvantage, the cooperation
still could enhance the competitiveness of the @eulobal Distribution System
(GDS).

Earnings Forecast

We lower our revenue growth forecast in 2019/20FA.14y6/0.46%, to 9.2%/10.6%,
reflecting the pessimistic outlook on Chinese eocoy@nd depreciation on RMB,
but we should see the growth resume to normaldridhg term.

Valuation

We adopted the DCF model for valuation, where waume the discount rate to be
9.76%, and terminal growth to be 2.5%, with FCFedast to 2028F. We derived a
TP of HK$23.75, implied a P/E of 24.5x and 22x 0192/20F, 6.8% lower than our
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previous TP, due to the pessimistic outlook on €sineconomy and depreciation on
RMB. We believe the investment ground in the loag still remains, but may
suffer in the short term due to the intensifiediéravar. In view of the plunge in stock
price, we maintain a “Buy” rating with a potentialpside of 42.8%.
(HKD/CNY=0.887)

Figure: DCF model

(RMB million) 2019F 2020F 2021F 2022F 2023F 2024F 2025F  2026F 2027F  2028F
EBITDA 3453 3823 4280 4840 5509 6193 6866 7504 8032 8281
Adjust for
CAPEX, net (1,148) (1,114) (1227) (1,333) (1.947) (1,248) (2019) (L951) (1763) (L575)
g;‘;{‘je in working 954  (24)  (28)  (33) (38  (41)  (42)  (43)  (41)  (33)
Tax (351) (391) _(440) (502) _(594)  _(672) _(750)  _(846) _(909) _(940)
Free Cash Flow 2909 2,204 2584 2972 2,929 4231 4055 4664 5319 5732

Assumptions

Terminal growth 2.5%
Risk-free rate 3.28%
Equity Risk Premium 5.89%
Beta 1.10
WACC 9.76%
Enterprise Value 53,593
+ Net cash (debt) 4,346
- Minority (Market value) (2,333)
+/- Other items 5,022
Equity value 61,629
Number of shares 2,926
HKD/CNY 0.887
Equity value per share (HK$) 23.74

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 22.53 17.82 19.18 18.55 17.17 15.47
P/B (X) 3.64 3.13 2.80 2.54 2.31 2.11
Dividend Yield (%) 1.2% 1.6% 1.8% 1.9% 2.1% 2.3%
Per share data (RMB)

EPS, (Basic) 0.654 0.827 0.768 0.795 0.859 0.956
EPS, (Diluted) 0.654 0.827 0.768 0.795 0.859 0.956
DPS (HKD) 0.205 0.259 0.305 0.312 0.347 0.387
BVPS 4.05 4.71 5.27 5.81 6.37 6.99
Growth & Margins (%)

Growth

Revenue 2.5% 13.7% 8.2% 11.0% 9.2% 10.69

EBIT 39.2% 24.6% 13.6% -6.2% 15.4% 10.8¢

Net Profit 16.6% 25.9% -6.7% 2.7% 8.2% 11.39

Margins

EBIT margin 31.9% 35.0% 36.7% 31.0% 32.8% 32.9¢9

Net Profit Margin 36.1% 39.9% 34.4% 31.9% 31.6% 31.89

Key Ratios

ROA 14.3% 15.1% 12.0% 11.2% 11.1% 11.29

ROE 17.3% 18.9% 15.4% 14.3% 14.1% 14.39

Income statement (RMB

mn)

Revenue 5,472 6,22 6,73¢ 7,472 8,161 9,024
EBIT 1,74¢ 2,177 2,47: 2,31¢ 2,671 2,966
Operating profit 2,18( 2,70¢€ 2,50¢ 2,43( 2,72¢ 3,014
EBT 2,87( 2,63 2,65( 2,92¢ 3,26( 3,671
Net Profit 1,974 2,48¢ 2,31¢ 2,382 2,57 2,864
Minority Interest 59 64 70 57 64 72
Net profit for owners 1,91« 2,421 2,24¢ 2,32¢ 2,512 2,797

Source: Company, Phillip Securities (HK) Research
Exchange rate (0.887) is HKDCNYL1Y forward contradte on May 20 from Wind.
(Financial figures as at 20 May 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

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 ssgjmes 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 Researchevedilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzex®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 exercisgidgment. 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 efittoducts which may be described in this publiceiinvolve 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 informatiscluding 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 hawg investment banking relationship with the listerporation 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 listepp@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 (“PSHKbBglieved to be accurate. PSHK does not bear resplitgsor 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 Riskdosures Statement on http://www.phillip.com.hk.
© 2019 Phillip Securities (Hong Kong) Limited
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