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Trip.com (TCOM US)

Looking beyond release of pent-up demand to
globalization

Trip.com Group (TCOM) released (21 May) 1Q24 results: net revenue was
RMB11.9bn, up 29.4% YoY, 3% ahead of both our forecast and Bloomberg
consensus estimates, aided by better-than-expected revenue generation from
both accommodation reservation and Others segments. Non-GAAP operating
income (OP) was RMB3.8bn, better than our forecast/consensus at
RMB3.2/3.1bn, thanks to a better-than-expected GPM aided by better-than-
expected scale effect, and better-than-expected marketing spend driven by a
stringent ROI target. Although the strong release of pent-up demand in travel
industry has been largely priced in, we suggest investors look beyond pent-up
demand to TCOM’s globalization potential. Aided by its one-stop shop business
model, strong mobile app experience, superior customer services capability and
continuously enhanced supply chain, TCOM is well positioned to tap into the
underpenetrated online travel market in other Asia markets, in our view. To
account for the better-than-expected earnings in 1Q and TCOM'’s continuously
enhanced global expansion prospects, we lift our DCF-based TP to US$65.8
(was US$49.0), translating into 24/20x 2024/25E PE (non-GAAP). BUY.

B Solid 2Q bookings growth trajectory albeit on high base. Management
highlighted that business growth on its platform remains solid QTD in 2Q24:
1) TCOM'’s domestic travel bookings achieved double-digit growth YoY, as
compared to a roughly on-par YoY flight passenger volume for overall
industry; 2) overall international flight capacity rebounded to 70% of pre-
pandemic level in 1Q24, while TCOM consistently outpaced the industry by
20-30%; 3) Trip.com platform sustained robust revenue growth at high
double-digit percentage range (1Q24: 80% YQY), driven by strong bookings
growth in the international market. For 2Q24E, we estimate TCOM to record
revenue of RMB12.9bn, up 15% YoY.

B International expansion to support long-term revenue and earnings
growth. Management highlighted that the total addressable market (TAM)
of travel market in Asia is 1.5x that of China but with significantly lower
online penetration. The company will focus on the developed market in Asia
first, leveraging its one-stop shop business model, good mobile experience,
and superior customer services to ride on the tide of a potential increase in
online penetration, and drive market share gains. Management targets a
20% revenue contribution from pure international business over a 3-5 years’
horizon, and a better-than-domestic business’ OPM profile at steady state
given higher AOV for international hotels and higher take rate for
international ticketing business. Also, the ramp-up of inbound travel
revenue, which accounted for ¢.20% of Trip.com revenue and c.2% of
TCOM Group revenue in 1Q24, will likely provide additional support for
revenue growth.

M More efficient-than-expected sales and marketing spend drove a beat
on OPM. TCOM’s non-GAAP OPM for 1Q24 was 31.6%, 4.4ppt better than
our forecast, aided by 1.9ppt beat on GPM and 2.9ppt beat on S&M expense
ratio, thanks to more disciplined spend than we expected. Management will
maintain efficient sales and marketing spend with a focus on ROI, as well
as solid revenue growth, which in our view should help maintain a stable
non-GAAP OPM despite a high base. We forecast non-GAAP OPM to
expand to 30.0% in 2024E (2023: 29.6%). For 2Q24E, we estimate non-
GAAP OP of RMB4.0bn, translating into 30.9% non-GAAP OPM, flat YoY.
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Earnings Summary
(YE 31 Dec) FY22A FY23A FY24E FY25E FY26E
Revenue (RMB mn) 20,055 44,562 52,821 59,502 65,835
YoY growth (%) 0.1 122.2 185 12.6 10.6
Net profit (RMB mn) 1,403.0 9,918.0 12,622.7 14,816.2 16,710.1
Adjusted net profit (RMB mn) 1,294.0 13,071.0 13,870.1 16,898.8 18,751.0
YoY growth (%) (4.6) 910.1 6.1 21.8 11.0
EPS (Adjusted) (RMB) 1.97 19.48 19.80 23.42 25.99
P/E (x) 186.7 26.6 20.8 17.8 15.7
Source: Company data, Bloomberg, CMBIGM estimates
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Key takeaways from 1Q24 results call

International business on track to support long-term revenue and
earnings growth

Management highlighted that total revenue generated from TCOM'’s global OTA platform,
Trip.com, increased by c. 80% YoY and contributed c.10% of total group-level revenue in
1Q24. We estimate international business (Trip.com & Skyscanner) contributed c. high-
teens level of total revenue in 1Q24. Management highlighted that the TAM of travel market
in Asia is 1.5x that of China but with significantly lower online penetration, and it will
leverage its one-stop shop business model, good mobile experience, enhanced supply
chain capabilities, and superior customer services to ride on the tide of a potential increase
in online penetration, and drive market share gains.

Management targets over 20% revenue contribution from the pure international business
over a 3-5 years’ horizon, and better-than-domestic business’ OPM profile at steady state
given higher AOV for international hotels and a higher take rate for international ticketing
business.

In addition, inbound business has become an increasingly important driver for TCOM’s
international business. Management noted that revenue contribution from inbound related
business to Trip.com was c. 20% in 1Q24, which increased from c. a teens level in 1Q23,
and implied c. 2% revenue contribution to overall TCOM group’s revenue.

Domestic and outbound business growth continue to outpace overall
industry albeit on a high base

Regarding outbound travel business, based on management’s observation, in 1Q24, the
international flight capacity across the industry rebounded to around 70% of pre-pandemic
level, while TCOM’s outbound travel bookings consistently outpaced the overall market by
20-30%, aided by its strong supply chain capability and continuously enhanced consumer
mindshare. According to the Civil Aviation Administration of China (CAAC) estimates,
China outbound travel is anticipated to rebound to 80% of pre-pandemic levels by end-
2024, and TCOM remains confident in leading overall industry recovery.

For domestic business, although overall industry is seeing a high-base effect in 2Q24, and
the market-level domestic hotel occupancy rate and flight passenger volume have been
roughly on par with 2023 in recent weeks, TCOM has seen its domestic travel bookings
achieve double-digit growth QTD, outpacing the market in terms of booking volume growth.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Results comparison and changes in forecast

Figure 1. TCOM: quarterly financial results

Total revenue 9.2 11.3 13.8 10.3 11.9 11.6 2.6% 11.6 2.6%
YoY growth (%) 123.9%  180.4% 99.4%  105.4% 29.4%
Accommodation reservation 35 4.3 5.6 3.9 4.5 4.4 2.1% 4.4 2.2%
YoY growth (%) 140.0% 215.8% 92.5% 131.1% 29.2%
Transportation ticketing 4.2 4.8 5.4 4.1 5.0 5.0 0.0% 5.0 0.2%
YoY growth (%) 149.9% 173.1%  104.6% 86.3% 20.3%
Packaged tour 0.4 0.7 1.3 0.7 0.9 0.9 3.4% 0.8 4.1%
YoY growth (%) 211.3% 491.8% 243.2% 329.3% 128.8%
Corporate travel 0.4 0.6 0.6 0.6 0.5 0.5 1.3% 0.5 1.9%
YoY growth (%) 100.5% 178.1% 59.7%  128.9% 14.8%
Others 0.7 0.9 0.9 1.0 1.0 0.9 20.5% 0.9 20.9%
YoY growth (%) 14.1% 52.0% 42.9% 42.2% 38.6%
Gross profit 7.6 9.2 11.3 8.3 9.7 9.2 5.1% 9.3 4.1%
Operating profit 2.2 3.0 3.9 2.2 3.3 2.7 24.4% 2.7 23.3%
Non-GAAP operating profit 2.6 3.5 4.4 2.6 3.8 3.2 19.1% 3.1 19.9%
Non-GAAP net profit 2.1 34 4.9 2.7 4.1 2.6 56.0% 2.8 45.2%
Expense ratio and margins
GPM (%) 82.1% 82.0% 82.0% 80.4% 81.1% 79.2% 1.9 ppt 79.9% 1.2 ppt
OPM (%) 24.3% 26.4% 28.4% 21.3% 27.8% 22.9% 4.9 ppt 23.1% 4.7 ppt
Non-GAAP OPM (%) 28.4% 30.8% 32.1% 25.6% 31.6% 27.2% 4.4 ppt 27.0% 4.6 ppt
Non-GAAP P&D expense ratio 27.1% 24.2% 24.3% 26.2% 24.3% 23.9% 0.4 ppt 24.2% 0.1 ppt
Non-GAAP S&M expense ratio 18.7%  20.5% 19.8%  22.2% 19.1% 22.0% -2.9 ppt 22.2%  -3.1ppt
Non-GAAP G&A expense ratio 7.8% 6.5% 5.9% 6.5% 6.1% 6.1% 0.0 ppt 6.4% -0.2 ppt
Adjusted NPM (%) 22.4% 30.5% 35.6% 25.9% 34.0% 22.4% 11.6 ppt 24.0% 10.0 ppt

Source: Company data, Bloomberg, CMBIGM estimates

Figure 2. TCOM: forecast revision

Current Previous Diff (%)

2024E 2025E 2024E 2025E 2024E  2025E
Revenue 52.8 59.5 65.8 52.3 58.2 63.7 0.9% 2.2% 3.4%
Gross profit 42.9 48.2 53.4 41.8 46.5 50.9 2.6% 3.7% 4.9%
Operating profit 13.9 15.8 17.9 12.4 14.1 15.8 11.8% 12.1% 13.2%
Non-GAAP net profit 13.9 16.9 18.8 12.1 13.7 15.4 14.3%  23.6% 21.7%
Gross margin 81.3% 81.1% 81.1% 79.9% 79.9% 79.9% | 13ppt L1llppt 1.1ppt
Operating margin 26.2% 26.6% 27.2% 23.7% 24.3% 249% | 25ppt 23ppt 2.3 ppt
Non-GAAP net margin 26.3% 28.4% 28.5% 23.2% 23.5% 24.2% @ 31ppt 49ppt 4.3ppt

Source: CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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Figure 3: CMBIGM estimates vs consensus

Consensus
RMB bn 2024E 2025E 2026E 2024E 2025E 2026E 2024E | 2025E  2026E
Revenue 52.8 59.5 65.8 52.7 60.9 68.6 0.2% -2.4% -4.1%
Gross Profit 42.9 48.2 53.4 42.2 48.9 55.3 1.6% -1.4% -3.5%
Non-GAAP net profit 13.9 16.9 18.8 13.0 15.1 17.7 6.5% 11.7% 5.8%
Gross Margin 81.3% 81.1% 81.1% 80.1% 80.3% 80.6% | 1.2ppt 0.8ppt 0.5ppt
Non-GAAP net margin 26.3% 28.4% 28.5% 24.7% 24.8% 258% | 1.6ppt 3.6ppt 2.7 ppt

Source: Bloomberg, CMBIGM estimates

DCF based target price of US$65.8

Our DCF-based target price is lifted to US$65.8 (WACC of 10.5% and terminal growth of
2.0%; both unchanged), to account for better-than-expected revenue growth aided by
better-than-expected domestic business revenue growth, as well as better-than-expected
earnings growth, thanks to a better-than-expected GPM driven by better-than-expected
scale effect, and more controlled-than-expected marketing spend guided by a stringent ROI
target. Our target price translates into 24/20x 2024/25E PE (non-GAAP). Our previous
target price of US$49.0 translated into 20.4x 2024E PE.

Figure 4: TCOM: DCF valuation (WACC of 10.5%, terminal growth of 2.0%

(RMBbn) 2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E
Total revenue 52.8 59.5 65.8 71.6 76.6 81.2 85.2 88.7 91.7
NPV of FCF 140.7

Discounted

terminal value 134.3

Total equity

valuation 327.0

No. of shares

(diluted, mn) 700

Valuation per

share (USD) 65.8

Source: CMBIGM estimates
Note: Our USD:RMB exchange rate assumption is 1:7.2.

Risks

1) Slower-than-expected recovery in outbound travel; 2) slower-than-expected margin
expansion.

Figure 5. TCOM: one-year forward PE
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Financial Summary

INCOME STATEMENT 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec (RMB mn)

Revenue 20,029 20,055 44,562 52,821 59,502 65,835
Cost of goods sold (4,598) (4,513) (8,121) (9,841) (11,205) (12,399)
Others (6) (16) (52) (56) (58) (57)
Gross profit 15,425 15,526 36,389 42,924 48,239 53,379
Operating expenses (16,836) (15,438) (25,065) (29,073) (32,397) (35,454)
SG&A expense (7,844) (7,097) (12,945) (15,460) (17,358) (19,010)
R&D expense (8,992) (8,341) (12,120) (13,613) (15,040) (16,445)
Operating profit (1,411) 88 11,324 13,851 15,842 17,925
Interest income 2,132 2,046 2,090 2,198 2,712 2,757
Interest expense (1,565) (1,514) (2,067) (2,248) (2,248) (2,248)
Other income/expense 373 2,015 (667) 1,055 1,189 1,316
Pre-tax profit (471) 2,635 10,680 14,856 17,495 19,749
Income tax (270) (682) (1,750) (2,971) (3,499) (3,950)
Others 96 (586) 1,072 822 904 995
Minority interest 95 36 (84) (84) (84) (84)
Net profit (550) 1,403 9,918 12,623 14,816 16,710
Adjusted net profit 1,356 1,294 13,071 13,870 16,899 18,751
BALANCE SHEET 2021A 2022A AOPACTN 2024E 2025E 2026E
YE 31 Dec (RMB mn)

Current assets 66,108 61,435 88,732 124,847 151,111 178,234
Cash & equivalents 19,818 17,000 41,592 75,406 97,960 121,313
Restricted cash 1,378 1,487 2,391 3,697 4,165 4,608
Account receivables 4,649 5,486 11,410 10,564 11,900 13,167
Prepayment 9,032 10,169 12,749 17,431 19,338 21,396
Other current assets 31,231 27,293 20,590 17,748 17,748 17,749
Non-current assets 125,751 130,256 130,405 129,757 129,709 129,695
PP&E 5,534 5,204 5,142 5,617 5711 5,840
Investment in JVs & assos 44,961 50,177 49,342 49,342 49,342 49,342
Intangibles 12,960 12,742 12,644 11,371 11,179 10,986
Goodwill 59,353 59,337 59,372 59,372 59,372 59,372
Other non-current assets 2,943 2,796 3,905 4,055 4,105 4,155
Total assets 191,859 191,691 219,137 254,604 280,820 307,929
Current liabilities 66,218 61,239 72,411 92,801 101,687 109,761
Short-term borrowings 39,866 32,674 25,857 25,857 25,857 25,857
Account payables 6,019 7,569 16,459 21,649 24,652 27,278
Tax payable 1,065 835 0 4,457 5,248 5,925
Other current liabilities 18,868 19,765 30,095 40,149 45,258 50,081
Accrued expenses 400 396 0 689 672 620
Non-current liabilities 15,185 17,433 23,720 24,235 24,500 24,619
Long-term borrowings 11,093 13,177 19,099 19,099 19,099 19,099
Obligations under finance leases 400 534 477 477 477 477
Other non-current liabilities 3,692 3,722 4,144 4,659 4,924 5,043
Total liabilities 81,403 78,672 96,131 117,036 126,188 134,380
Share capital 6 6 6 6 6 6
Capital surplus 93,829 95,196 97,248 99,402 101,685 103,926
Retained earnings 18,823 20,135 28,806 41,394 56,175 72,851
Other reserves (2,981) (3,054) (3,876) (4,056) (4,056) (4,056)
Total shareholders equity 109,677 112,283 122,184 136,746 153,810 172,726
Minority interest 779 736 822 822 822 822
Total equity and liabilities 191,859 191,691 219,137 254,604 280,820 307,929

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 6
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2026E

YE 31 Dec (RMB mn)
Operating

Profit before taxation
Depreciation & amortization
Change in working capital
Others

Net cash from operations

Investing

Capital expenditure

Acquisition of subsidiaries/ investments
Others

Net cash from investing

Financing

Net borrowings

Proceeds from share issues
Others

Net cash from financing

Net change in cash

Cash at the beginning of the year
Exchange difference

Others

Cash at the end of the year

GROWTH

YE 31 Dec

Revenue

Gross profit

Operating profit

Net profit

Adj. net profit
PROFITABILITY
YE 31 Dec

Gross profit margin
Operating margin

Adj. net profit margin
Return on equity (ROE)
GEARING/LIQUIDITY/ACTIVITIES

YE 31 Dec
Current ratio (x)

VALUATION

YE 31 Dec
P/E

P/B
P/CFPS

(375)
1,021

177
1,652
2,475

(570)
(3,585)
7
(4,148)

5,615
7,984
(9,680)
3,919

19,415
(465)
2,246

21,196

2021A

9.3%
8.0%
na
na
na

2021A

77.0%
(7.0%)

6.8%
(0.5%)

2021A

1.0
2021A

ns
2.3
139.4

2,049
875
(800)
517
2,641

(497)
1,039

594
1,136

4,938
0
(11,655)
(6,717)

21,196

231
(2,940)
18,487

2022A

0.1%
0.7%
na

na
(4.6%)

2022A

77.4%
0.4%
6.5%
1.3%

2022A

1.0
2022A

186.7
24
123.8

11,752
817
9,256
179
22,004

(606)
(5,326)
11,851

5,919

5,721

0
(8,268)
(2,547)

18,487

120
25,376
43,983

2023A

122.2%
134.4%
12,768.2%
606.9%
910.1%

2023A

81.7%
25.4%
29.3%

8.5%

2023A

1.2
2023A

26.6
2.2
12.4

15,678

861
16,554
(2.173)
30,920

(718)
0
2
(716)

0
0
4,916
4,916

43,983

0
35,121
79,104

2024E

18.5%
18.0%
22.3%
27.3%

6.1%

2024E

81.3%
26.2%
26.3%

9.7%

2024E

1.3
2024E

20.8
1.9
8.8

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

18,399
907
5,643
(2,572)
22,377

(809)
0
3
(807)

0

0
1,451
1,451

79,104
0
23,021
102,125

2025E

12.6%
12.4%
14.4%
17.4%
21.8%

2025E

81.1%
26.6%
28.4%
10.2%

2025E

1.5
2025E

17.8
1.7
12.3

20,744
958
4,749
(3,065)
23,386

(895)
0
3
(892)

0
0
1,302
1,302

102,125
1
23,796
125,921

2026E

10.6%
10.7%
13.1%
12.8%
11.0%

2026E

81.1%
27.2%
28.5%
10.2%

2026E

1.6
2026E

15.7
15
11.8

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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