INVESTMENT VIEWS

Click to travel

Experiences are trumping consumerism

BY STEVEN BARBER

Covid-19, economic uncertainty,

THE and the Ukraine war have provided
QUICK opportunities to invest in leading
TAKE travel companies at attractive

valuations.

THE COVID-19 PANDEMIC

-

THE COVID-19 PANDEMIC was highly disruptive
to travel, with wide ranging restrictions resulting
in a collapse of bookings. The initial Covid-19
lockdowns were an existential threat for the travel
industry. However, once the worst of the restrictions
were over, the subsequent stop-start nature of the

Steven is an investment
analyst with 12 years of
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Consumer confidence has weakened as inflation has undermined consumers’ disposable income.

Sources: Bloomberg, Coronation

Consumer sentiment
is weak but there is
significant pent-up
demand for travel.

codhos

Booking Holdings and Expedia
generate significant free cash
flow with shareholder-friendly
management and capital allocation.

‘IF THERE’S LIFE, THERE’S TRAVEL.’ - BARRY DILLER,
CHAIRMAN OF EXPEDIA DURING THE DEPTHS OF

recovery coupled with concerns about inflation
and recessionary conditions, have given active
investors opportunities to buy into some of the
leading travel exposed companies at attractive
valuations.

High levels of inflation stemming from the after
effects of the pandemic and the war in Ukraine
have resulted in weak levels of consumer confi-
dence globally (Figure 1). Despite this, pent up
demand to travel has meant that as Covid-19
restrictions ended, travel demand has recovered
back to pre-Covid levels (Figure 2, following page).
Consumers have prioritised spending on travel and
other experiences over buying more ‘stuff’ after
being stuck at home for several years.

Coronation’s global funds’ exposure to travel is
through positions in the online travel agencies
(OTAs). These businesses are capital light and
generate significant levels of free cash flow. The
OTAs principally service leisure travel demand and
have little exposure to formally managed business
travel and the associated structural headwind from
the proliferation of virtual meetings post-Covid.
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Figure 2

TRAVEL AND LEISURE REGIONAL REDBURN DEMAND INDICATOR

VS 2019 BASELINE
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Redburn’s proprietary demand indices have closely tracked travel demand and highlight the

strong recovery.

Source: Redburn

Figure 3

THE MAIN ATTRACTION

Booking Holdings, owner of the eponymous
Booking.com, has been our preferred pick. The
company has a decade plus track record of
excellent execution, strong leadership, and excep-
tional free cash flow generation. For the decade
ending 2019, strong growth in the rate of travelers
booking their accommodation online allowed
Booking to compound room nights, gross bookings,
revenues, and earnings per share (EPS) at 30%,
26%, 20% and 26%, respectively. It is undeniably
the blue-chip company within the online travel
landscape.

OTA BOOKING VOLUMES VS 2019 BASELINE
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The OTA’s have all reported a recovery in room nights relative to the depths of Covid lockdowns.

Sources: Company data, Coronation
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With online bookings now accounting for approx-
imately 50% of all accommodation bookings, the
industry is more mature. In the next decade we
don't expect Booking to come close to matching
the last decade’s phenomenal growth, but still
believe that the company has an attractive
future. This view is underpinned by travel demand
outgrowing global GDP growth and further
modest gains in the penetration of online accom-
modation bookings.

After releasing its results for fourth quarter of
2022 in February this year, the company substan-
tially increased its stock buyback authorisation to
$24 billion, representing a quarter of the current
market capitalisation! The company will return
100% of its substantial free cash flow to share-
holders over the next three to four years as well
as assume a modest level of leverage to buy back
stock. This should allow the company to buy back
approximately 8% of its shares in issue annually
over this period. We expect the company to be able
to compound earnings per share at a mid-teens
rate over our investment horizon. The stock has
recovered strongly off its lows, but still trades at an
approximately 19 times rolling 12-month forward
EPS. We still believe it offers reasonable value.

ALSO ATTRACTIVE

Expedia has a history of inconsistent execution.
Having put off some long overdue structural
reforms, management used the opportunity
presented by the pandemic to restructure its
business and resolve some longstanding incon-
sistencies in its business model. For instance, the
company’s disparate group of brands would often
compete against one another in Google’s key
word auctions, inflating the auction bids without
gaining incremental bookings. Addressing these
structural issues required the company to walk
away from some low-margin uneconomic business,
ceding some market share to competitor Booking.
com in the process. This is evident in Expedia
lagging Booking.com in post-Covid room night
recovery, as illustrated by Figure 3.

Lingering fears about ongoing market share losses
to Booking.com, a more highly levered balance
sheet and questions surrounding marketing effi-
clency have resulted in the stock lagging Booking
materially. With Expedia trading on approxi-
mately 13 times our estimate of rolling 12-month
forward EPS' and a double-digit free cash flow
yield, we believe the stock is pricing in a scenario
of ongoing share losses to Booking.com and the

"We add back stock-based compensation to reported non-GAAP EPS.
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potential impact of a weak macroeconomic envi-
ronment on travel demand. The company, while
operating with a higher degree of leverage than
Booking, is also actively buying back stock, albeit
not as aggressively.

Airbnb is the last of the three online travel
companies in our consideration set. In just over
a decade, Airbnb has established a phenom-
enal brand that has become synonymous with
alternative accommodations. The term Airbnb
has entered the vernacular as both a verb and a
noun. The most powerful demonstration of the
power of the Airbnb brand occurred during the
initial Covid lockdowns. Faced with an abrupt and
almost complete halt of all business overnight,
the company was left with little option but to cut
costs aggressively to try and save the business.
All marketing, including performance marketing
in Google’s search channels, was turned off. That
this had almost no impact on the business demon-
strates the power of the brand. Once lockdowns
ended, travelers sought out Airbnb’s website and
app directly. Today, the company sets itself apart
from its online travel peers by sourcing 90% of its
customer traffic directly, rather than via Google
or other channels.

Once the initial lockdowns ended, Airbnb
benefited from travelers looking to avoid crowded
cities and hotels, and to travel in groups with
close friends and family. Strong growth coupled
with Covid-induced cost discipline has resulted in
strong growth and a significant positive inflection
in margins. The business has grown up overnight.
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Airbnb is a great business with a rosy outlook, but
a full price earnings ratio of approximately 31
times EPS, which doesn’t reflect $1 billion of annual
stock-based compensation, leaves us waiting for a
more attractive entry point.

CONCLUSION

Travel is a cyclical industry, and we are realistic
about the potential for recessionary economic
conditions negatively impacting travel demand
in the months ahead. There are, however, several
mitigating factors:

- As patient long-term investors, we expect travel
demand, whilst cyclical, to continue to outgrow
global GDP growth through an economic
cycle, as it has done for many years. With the
headwind from lower business travel now in the
base, we believe that GDP-plus type growth is
achievable off of this new base.

- Valuations of the OTAs we hold in the funds still
screen as attractive, in some cases pricing in
what we believe to be a dire outcome.

With this in mind, we are optimistic about the

long-term value that these holdings offer our
clients. +
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DISCLAIMER

South African Readers

All information and opinions provided are of a general nature and are not intended to address the circumstances of any particular individual or entity. As a result,
there may be limitations as to the appropriateness of any information given. It is therefore recommended that the reader first obtain the appropriate legal, tax,
investment or other professional advice and formulate an appropriate investment strategy that would suit the risk profile of the reader prior to acting upon such
information and to consider whether any recommendation is appropriate considering the reader’s own objectives and particular needs. Neither Coronation Fund
Managers Limited nor any subsidiary of Coronation Fund Managers Limited (collectively “Coronation”) is acting, purporting to act and nor is it authorised to act

in any way as an adviser. Any opinions, statements or information contained herein may change and are expressed in good faith. Coronation does not undertake

to advise any person if such opinions, statements or information should change or become inaccurate. This document is for information purposes only and does

not constitute or form part of any offer to the public to issue or sell, or any solicitation of any offer to subscribe for or purchase an investment, nor shall it or the fact
of its distribution form the basis of, or be relied upon in connection with any contract for investment. In the event that specific funds and/or strategies (collectively
“funds”) and/or their performance is mentioned, please refer to the relevant fact sheet in order to obtain all the necessary information regarding that fund (www.
coronation.com). Fund investments should be considered a medium-to long-term investment. The value of investments may go down as well as up, and is therefore not
guaranteed. Past performance is not necessarily an indication of future performance. Funds may be allowed to engage in scrip lending and borrowing. To the extent
that any performance information is provided herein, please note that: Performance is calculated by Coronation for a lump sum investment with distributions, to
the extent applicable, reinvested. Performance figures are quoted gross of management fees after the deduction of certain costs incurred within the particular fund.
Fluctuations or movements in exchange rates may cause the value of any underlying international investment to go down or up. Coronation Fund Managers Limited
is a full member of the Association for Savings and Investment SA (ASISA). Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management
International (Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation
Life Assurance Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017.

US Readers

Coronation Investment Management International (Pty) Limited is an investment adviser registered with the United States Securities and Exchange Commission
(“SEC”). An investment adviser’s registration with the SEC does not imply a certain level of skill or training. Additional information about Coronation Investment
Management International (Pty) Limited is also available on the SEC’s website at www.adviserinfo.sec.gov. The information in this document has not been approved
or verified by the SEC or by any state securities authority. The opinions expressed herein are those of Coronation Investment Management International (Pty) Limited
at the time of publication and no representation is made that they will be valid beyond that date. Certain information herein has been obtained from third party
sources which we believe to be reliable but no representation is being made as to the accuracy of the information obtained from third parties. This newsletter contain
references to targeted returns which we believe to be reasonable based on current market conditions, but no guarantees are being made the targets will be achieved
or that investors will not lose money.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.

Global (ex-US) readers

The information contained in the publication is not approved for the public and is only intended for recipients who would be generally classified as ‘qualified’,
‘professional’, ‘accredited’ or ‘institutional’ investors. The information is not designed for use in any jurisdiction or location where the publication or availability of the
information would be contrary to local law or regulation. If you have access to the information it is your responsibility to be aware of and to observe all applicable
laws and regulations of any relevant jurisdiction and it is recommended any potential investor first obtain appropriate legal, tax, investment or other professional
advice prior to acting upon the information. The value of investments and any income from them can go down as well as up and investors may not get back all that
they have invested. Please be advised that any return estimates or indications of past performance in this publication are for information purposes and can in no way
be construed as a guarantee of future performance. Coronation Fund Managers accepts no liability of any sort resulting from reliance being placed upon outdated
information contained in this publication by any user or other person. Whilst every effort is made to represent accurate financial and technical information on an
ongoing basis, inadvertent errors and typographical inaccuracies may occur. Information, laws, rules and regulations may also change from time to time. Information
contained in the publication is therefore made available without any express or implied representation or warranty whatsoever, and Coronation Fund Managers
disclaims liability for any expenses incurred, or any damage, claims or costs sustained by users arising from the reliance being placed on the use of links, services or any
information or representations contained in the publication. Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management International
(Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation Life Assurance
Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017. Coronation International Limited is authorised and regulated by the Financial Conduct
Authority. Coronation Global Fund Managers (Ireland) Limited is authorised by the Central Bank of Ireland under the European Communities (UCITS) Regulations 2011
and the Alternative Investment Fund Managers Directive 2011, with effect from 22 July 2014. Unit trusts are generally medium to long-term investments. The value of
units may go up as well as down. Past performance is not necessarily an indication of the future. Unit trusts are traded at ruling prices and can engage in borrowing
and scrip lending. Unit trusts may invest in assets denominated in currencies other than their base currency and fluctuations or movements in exchange rates may have
an adverse effect on the value of the underlying investments. Performance is measured on NAV prices with income distribution reinvested.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.
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