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Booking Holdings Inc. (BKNG) 
January 20th, 2019 
by Aamir H. Kothari

Assessment 

Undervalued
Fair Value Estimate 

$2026 - $2346
Price  

$1692.90
Enterprise Value 

$80.8bn

Consider Buy 

$1519 - $1760
Economic Moat 

Narrow
Stewardship Rating 

Exemplary
Market Cap 

$78.4bn

 At $1,692, Booking Holdings is undervalued 
and a BUY. The company is expected to continue 
being a significant participant in the growth of online 
gross bookings. Building on an extensive network and 
a unique business model, BKNG is likely to grow 
revenue between 9-11% over the next 10 years, 

maintaining a 35% EBIT margin. Given its uncertainty 
profile, a 25% margin-of-safety is recommended. 
 Management’s cautious outlook for the 
second half of 2018 has caused share price to drop. 
That said, the company has a history of overly 
conservative guidance reports. Accordingly, such a 
pull back presents a great buying opportunity.

 Booking Holdings Inc., formerly known as 
The Priceline Group Inc., is an online travel agent 
(OTA) and the most significant player by revenue in 
the Global Travel Agency Services (GTAS) industry. It 
offers one underlying service across all its brands - 
travel-related booking. 
 The company operates several travel 
booking sites, including Priceline.com, Booking.com, 
Agoda, OpenTable, and Rentalcars.com, and has 
expanded into travel media with the acquisitions of 
KAYAK and more recently Momondo. A customer can 
make reservations for accommodation, airline tickets, 
rental cars, restaurants, cruises and other vacation 
packages using a single or a combination of these 
websites. 

• Booking.com - the world’s leading brand for booking 
online accommodation reservations, based on room 
nights booked.  

• priceline.com - a hotel, rental car, airline ticket and 
vacation package reservation service in the United States.  

• KAYAK - a meta-search website allowing consumers to 
easily search and compare travel itineraries and prices, 
including airline ticket, accommodation, and rental car 
reservation information from hundreds of travel websites 
at once.  

• agoda.com - an accommodation reservation service 
catering primarily to consumers in the Asia-Pacific region. 

• Rentalcars.com - a worldwide rental car reservation service.  
• OpenTable - a provider of restaurant reservation and 

information services to consumers and restaurant 

reservation management and customer acquisition 
services to restaurants.  

 The GTAS industry revenue is estimated to be 
$300b. Services provided include travel, airline, cruise 
and accommodation bookings, along with car rentals 
and other related services. The industry consists of 
online and brick-and-mortar booking agents. Online 
agents, as expected, have started to play a much more 
significant role and will continue to do so. 
 The industry is linked with several demand-
drivers. The bottom line - demand for travel services is 
high when disposable income levels are high. 
Consequently, all the factors that lead to rising 
disposable income would be beneficial for the GTAS 
industry. Tourism travel increases when more people 
can afford it. Business travel increases when the global 
economy is thriving. International travel, specifically, is 
also affected by movements in relative exchange rates 
between countries, as it directly affects the cost of 
travel. Wars, increasing geopolitical tensions, 
terrorism activities, fears associated with the spread of 
diseases - all negatively influence travel demand. 
 Technology has noticeably impacted the 
GTAS industry, namely the introduction of OTAs like 
BKNG. Their services have made it easier and cheaper 
to make travel arrangements. BKNG calls itself a 
technology company at its core - stating their role in 
the global travel ecosystem is to build the technology 
that helps take the friction out of travel.

Business and Industry overview

Recommendation

BKNG undervalued, but shows no signs of losing 
its moat. Great time to buy.
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Other industry characteristics

Note: the sub-industry made up 
of OTAs only, excluding brick-

and-mortar travel agents, is 
smaller and in the growth stage of 
its life cycle, considering growth 

prospects in gross online 
bookings.

Global population rising, increasing gross 
bookings. 
Developing nations becoming richer and safer, 
leading to more construction of hotels and 
consequently increasing travel to such countries. 
Increasing disposable income, especially for the 
middle class in developing nations, leading to 
higher demand.  
The world becoming more tech-savvy, making 
customers more informed and better equipped to 
use OTA services. 
Global smartphone penetration (~3 billion people 
today) rising resulting in more demand. This has 
been a critical factor in the growth of online 
bookings so far. 

Rising airline departures in the next five years from 
China, Germany and the US. Economic stability in 
these countries is vital. 
Recession likely to slow demand, as disposable 
incomes fall. 
Upward trend in international business likely to 
continue, raising demand for business travel and 
OTA services. 

   Source: IBIS Report

Key external drivers
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 About the model: the Berkshire Cow 
attempts to approximate Economic Value that a 
business has created (or destroyed) for owners over 
the past ten years. Change in BV/sh plus the 
cumulative cash returned to owners frequently makes 
a good proxy for economic value creation. We do not 
aim for precision - only an indication of the quality of a 
business. 
 The model indicates that BKNG has 
increased its BV/sh ~12 times over the past ten years. 
In other words, $1 in BV/sh in 2008 has grown to 
$11.72 today (CAGR of 28%). This is the key takeaway. 

 During this period, BKNG generated ~18 
billion in NOPAT of which it expended $4.7 billion on 
acquisitions. Additionally, it raised net-debt of ~$7 
billion over ten years. 
 BKNG has a float - an inflow of $4 billion from 
‘changes in non-cash working capital.’ This has 
effectively financed the company's acquisitions, 
resulting in a ‘Net Re-Investments' figure of positive 
$190m. In other words, BKNG has spent $4 billion of 
‘other people's money' to make acquisitions. 
 BKNG is also a cash-rich company, reporting 
$5.5 billion in excess cash in 2017, accounting for 22% 
of total assets.

2008

2018

BV = 699m

ROIC = 16.1%
IC/sh = $30.85

BV = 9,952m

 ΣCash Returned = 12,979m

ΣNOPAT = 18,297m

ΣAcquisitions = (4,785m)
ΣFCFE = 27,736m

ΣBuybacks
=

12,979m

BV/sh = $17.78

BV/sh = $208.41

△BV = 9,253m

△BV/sh = $190.63

Total (in $mm) = ̗BV + ΣCash Returned
Total (in $mm) = 9,253m + 12,979m = 22,232m

$Per share = ̗BV/sh + Dividend/sh
Per share b= $190.63 + 0 = $190.63

Date: January 15th, 2019

All figures in USD millions, except per share

The Berkshire Cow - Measuring Economic-Value Creation

Rev/sh = $47.96
ROIC = 19.4%
IC/sh = $274.72

Rev/sh = $295.65

ΣDividends
=
0

ΣGrowth Capex = 967m

Ticker: BKNG
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Σ̗in Non-Cash WC = 4,008m

ΣMaint. Capex = ΣD&A = 2,425m

ΣChanges in Debt, Net = 7,097m
+
ΣAfter-Tax Debt Service = (684m)

$1 in BV per share grows to $11.72 in 
Economic-Value per share.

WACC = 8%

Economic-Value Creation

26% of NOPAT

 

Value creation using Berkshire Cow model
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’08-’18 Financial performance overview

Metric Change over 10-years Notes

Sales 2008: $1,885m 
2018: $14,118m.

Sales have CAGR-ed at 22% since 2008, growing 7.5x.

Operating Income 2008: $290m 
2018: $5,185m

Operating income has grown 18x.

EBIT margin 2008: 15% 
2018: 37%

EBIT margin has significantly and consistently expanded.

Net margin 2008: 10%  
2018: 20%

Net margin expanded to 29% in 2014 but has contracted over the 
last three years to 20%.

Long-term debt (LTD) 2008: No LTD 
2018: $8,704m

Such explosive growth in sales and EBIT has been fuelled by 
generous amounts of debt, roughly accounting for 50% of invested 

capital in the last five years.

Leverage ratio  
(Assets/Equity)

2008: 1.88 
2018: 2.45

Increased by 30%.

ROIC 2008: 16% 
2018: 19%

ROIC reached a high of 88% in 2011-2013 and sharply dropped to 
19%. 

Rapidly expanding EBIT margins paired with high capital efficiency 
ratios led to 88% ROIC in 2013. 

In 2014 capital efficiency dropped by 60% (2.37 to 0.97) and 
continued its descent, only recently having recovered (2018: 1.08). 

This was because of large injections of debt raising invested 
capital. 

Effective tax rate more than doubled in 2017, which is also a reason 
for ROIC figures to remain low. 

Gross Bookings 2008: $7,401m  
2018: $81,226m

CAGR of 30%. 
Gross bookings resulting from reservations of accommodation 

room nights, rental car days and airline tickets.

Note on Management 
 In 2017, Glenn Fogel was appointed as the new 
CEO. Fogel has 17 years of industry experience, and has 
displayed promise through strategic decisions in China and 
Southeast Asia. I deem the current management as 
exemplary. 
 Prior to Fogel’s appointment, BKNG management 
capital allocation have been impressive - leading the 
company to grow as profitably as it has. 
 Management has not been free of blunders. In 
2016, BKNG engaged in the ill-advised $2.5b acquisition of 
Open Table that since led to an impairment of $940m.

 BKNG's sales are primarily international. Its largest 
brand is Booking.com representing a substantial majority 
of the company's revenue. Headquartered in the 
Netherlands, Booking.com has been a rapidly growing 
brand that has increased sales 23x over ten years. 
 Advertising is frequently the largest operating 
cost for OTAs. BKNG, for instance, incurred $4.5 billion in 
advertising in 2017 - accounting for 56% of operating 
expenses. The company requires consistent marketing to 
maintain and grow visibility. Over the last ten years, 
advertising costs have grown from $309m to $4.5b. This 
number will likely scale up as the BKNG business grows. 
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 BKNG has a business model that is distinct 
from its major competitors. To illustrate this, below is a 
closer look at TripAdvisor and Expedia - followed by a 
deep look at the inner structure of Booking.com. 

TripAdvisor (TRIP) 
 TRIP earns revenue through click-based 
advertising. It displays clickable buttons that redirect 
users to an advertiser’s booking page to complete 
their reservation. These are cost-per-click 
advertisements, meaning the advertiser pays TRIP for 
merely bringing a customer to its website. 
 Almost half of TRIP's revenue comes from 
advertisements by Booking.com and Expedia. 
Advertisers pay higher fees to TRIP for ranking higher 
in search results. 

Expedia (EXPE) 
 Expedia earns the majority of its revenues 
using the merchant model. It buys hotel rooms in bulk 
and at a cheaper rate and resells them to travelers, 
often bundling them with airline tickets and rental 
cars. Therefore, on Expedia, a user is more likely to 
buy an entire vacation package rather than individual 
pieces. The traveler pays upfront at the time of 
booking. 
 Expedia has a clause in its contracts that 
allows them to return unsold rooms to the hotel 24-
hours before the due date. In spite of that, it is 
improbable that all deals include such a clause. As a 
result, Expedia faces the risk of unsold inventory. 

Booking.com 
 Booking.com operates primarily using the 
agency model, which is centered around 
commissions. Hotels are charged a commission on 
each booking completed through the platform. The 
commission depends on the size of the hotel and how 
high it ranks in search results. It is worth noting that 
hotels pay higher commissions to Booking.com than 
others. 

 Offering hotel rooms on a commission basis 
eliminates the risk of tying up cash in idle inventory 
and improves cash flows. 
 Booking.com has a rate parity clause that 
restricts hotels from offering the same room at a 
cheaper rate on its website. If they do, they must 
match it on Booking.com. This prevents users from 
searching hotels on Booking.com, but completing the 
reservation on the hotel's page. 
 Booking.com now offers over 5 million 
property listings in hotels, homes, apartments and 
others. This is the most extensive offering compared 
to other OTAs. The question then, is why do more 
property owners sign up with Booking.com? A related 
question is why do hotels prefer an agency model?  
 The agency model allows for bookings to be 
made on a per room basis. Hotel owners have the 
freedom to decide rates and the type of rooms made 
available to customers. They pay Booking.com only 
after guests have checked out. It allows hotels to 
maintain complete control over their business. 
Moreover, there is no cost to list properties - hotels 
are charged only when a booking is made. 
 In the merchant model, hotels relinquish 
control of the price to the OTA. While most OTAs 
follow the merchant model, it is the agency model that 
has attained global success. Expedia, traditionally a 
merchant model OTA, has recently acquired Venere - 
which operates on the agency model. 
 The agency model is popular in developing 
nations where hotels are commonly small and 
independent. It is in their interest to control the price 
of their rooms. Customers are price sensitive, and use 
room fares as a key proxy to differentiate hotels.

Understanding the business

http://booking.com
http://booking.com
http://booking.com
http://booking.com
http://booking.com
http://booking.com
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BKNG EXPE TRIP Notes

Market Share 
(2018)

5.4% 4.8% 1%>

Revenue BKNG and EXPE have grown at similar rates. However, BKNG's absolute 
value has consistently been higher since 2011. 

TRIP’s revenue has stalled in the last three years.

EBIT Margin Expedia: Despite impressive revenue growth, EXPE’s operating margins 
have fallen. The cause has likely been repeated one-time charges over 
the past ten years - once as large as $3 billion.

ROIC BKNG’s ROIC is higher than EXPE and TRIP, and has always exceeded 
cost of capital.  

BKNG’s ROIC fell in 2014 and continued its descent until 2016 due in 
part to large injections of debt.

ROAS ROAS = Revenue/Ad Expense 

ROAS (Return on Ad-Spend) is revenue earned for every dollar spent on 
advertising. 
Advertising is the largest expense for each company. 

The reasons behind BKNG’s declining ROAS requires further 
investigation.

�

�

�

�

Competitive Landscape
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 BKNG has the most extensive network of 
hotel properties in the world - driving an increasing 
customer base. The company purchased 
Booking.com in 2005 and proceeded to promote it 
aggressively. It quickly gained popularity by allowing 
travelers to pay at checkout. A growing number of 
hotels signed up onto the platform, which further 
drove customer traffic creating a powerful network 
effect at a time when no other competitor was 
operating on an agency model. 
 A network so extensive is difficult to replicate 
for a new entrant. A competitor would need 
substantial human capital to build relations with hotels 
and gather data. Significant investment in advertising 
would be required to gain user traffic and to provide 
24/7 customer service. State of the art IT and data 
center infrastructures would be essential. 
 The element of trust between customer and 
OTA is vital, and it takes time and money to build 
long-lasting connections. BKNG has been able to 
create a brand that represents assurance, reliability 
and ease-of-use. 
 BKNG’s understanding of consumer 
behaviour improves with time. Data is king, and 
accumulated intelligence gives BKNG a competitive 
advantage. 
 While Expedia controls a lion’s share of 
online bookings in the US, BKNG dominates the 
global market. International markets have a higher 
percentage of boutique hotels (65% of hotels in 
Europe are independent, compared to 30% in the US). 
Small hotels rely on OTAs for marketing and 
distribution, making their partnerships sticky. 
Moreover, they are unlikely to use multiple OTAs due 
to cost constraints. This dynamic is prevalent in 
emerging economies where BKNG has a growing 
presence, particularly after partnering with Ctrip - the 
largest OTA in China.  
 BKNG shows no signs of pricing power. 
Customers are price sensitive and are continually 
looking for a bargain. It is difficult to see a customer 
having brand loyalty that would increase willingness 
to pay. While BKNG may have a strong brand, room 
fares may lead customers to switch services. 

 Booking.com has a compelling website that 
uses customer psychology to increase booking rate 
(see image on the next page). The company spends 
upwards of $100m every year in improving user 
experience, mainly focusing on its mobile app. 
 A great website, however, is a minimum 
expectation, not a competitive edge. Expedia and 
TripAdvisor websites are on par quality and reliability - 
and customers do not incur a significant switch cost. 
 Once again, BKNG’s most formidable 
advantage is the enormity of property listings, and a 
first mover advantage of operating an agency model. 
 Potential entrants in the OTA include large 
tech giants such as Google, Facebook and Amazon. 
These firms have established brands, are cash-rich 
and have sizeable networks in place. Additionally, big-
brand hotels (e.g. Marriott) have made joint efforts to 
launch websites offering special prices to members. 
 BKNG has robust growth plans to widen its 
network and acquire companies to better its value 
proposition. A recent example is a $200m investment 
in Grab, the leading on-demand transportation and 
mobile services platform in Southeast Asia. Creating 
an optimal worldwide travel platform is BKNG’s 
underlying goal. 
 BKNG is a tech company at its core that aims 
to build a framework that uses technology to ease 
travel. Today, this enables people to make 
reservations on a three-inch phone screen. Fogel 
(CEO) believes that tomorrow’s traveler should be 
able to book an entire vacation through voice 
activation or use a phone to unlock hotel rooms. They 
shouldn’t have to wait on hold to speak to a customer 
service agent, but instead be helped by a state-of-the-
art AI bot. Such are the technological improvements 
that BKNG is trying to make available at scale.

Does the business stand out?
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 The idea behind PIE is to start with the 
current stock price and use the discounted cash-flow 
model to ‘read’ what the market implies about a 

company's future performance. 
 In BKNG’s case, the implied expectations for 
the current price of $1,692.90 are as follows:

Value Driver
Assumptions for 10-year CAP period 

(2019-2028)
Notes

Operating margin 35%
Assuming this will remain steady at 35% for ten 

years.

Re-investments
Re-investment rate will be similar to last ten 

years

Re-investment assumptions do not have a 
material impact on final valuation, since the 

company is not capex intensive.

Cash tax rate 21%

Cost of capital - CAP period 9%

Cost of capital - Steady-state 9%

Inflation 1.9%
The model assumes sales will grow at risk-free 

rate after CAP-period.

Sales growth rate
6.5% CAGR 

(2028 sales figure: $26,500m)

Considering the assumptions above, the current 
price of $1,692 implies a sales growth rate of 

6.5% CAGR from 2019-2028. 

I believe this price undervalues the business. 
BKNG is likely to achieve a higher sales CAGR.

Price-Implied Expectations (PIE)

Source: https://www.innovationtactics.com/business-models-tripadvisor-booking-com-expedia/

https://www.innovationtactics.com/business-models-tripadvisor-booking-com-expedia/
https://www.innovationtactics.com/business-models-tripadvisor-booking-com-expedia/
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Assumptions 
(Base-case)

Assumptions 
(Best-case)

Link to Narrative

Sales growth CAGR 
2019-2028

9% 
 

Absolute sales 
grow to $33.4bn 

in 2028

11% 
 

Absolute sales 
grow to $40bn in 

2028

From 2008 to 2017, the dollar value of gross bookings grew from $7.4bn 
to $81bn, a CAGR of 30%. Revenue generated per booking shrunk from 
$0.25 to $0.15 over the same period. 
 
Revenue growth is closely tied to gross bookings. One of two scenarios is 
possible for BKNG. 
 
Base-case: industry-wide gross bookings is expected to grow by high 
single digits. BKNG grows at a similar rate. Gross bookings in 2028 are 
$223bn (CAGR of 11%). Revenue generated per booking remains steady 
at $0.15. NOPAT in 2,028 will be $9.2bn. 

Best-case: BKNG grows faster than industry. Gross bookings in 2028 are 
$267bn (CAGR of 13%). Revenue generated per booking remains steady 
at $0.15. NOPAT in 2028 will be $11bn.

Terminal Sales growth 
CAGR 1.9% 1.9%

Beyond 2028, the model assumes revenue growth to be the same as risk-
free rate.

EBIT margin 2019-2028
35% 35%

BKNG has managed to grow EBIT margins from 15% to 36% in the last 
ten years. I assume the margins stay steady at 35% due to scaling SG&A 
expense.

Reinvestments 
2019-2028

- -

From 2008-2018, BKNG re-invested a net total of -$190. This is due to its 
float situation explained in the Berkshire Cow Model. I believe BKNG will 
re-invest similarly over the next ten years.  
 
As mentioned in the PIE section, valuation is not sensitive to re-
investments.

Tax rate

21% 21%
Tax rate assumptions are taken from company’s 10K. BKNG predicts 
effective tax rate to be approximately 21% in the near future.

WACC 2019-2028
9% 9%

WACC Steady State 9% 9%

Risk-free Rate 1.9% 1.9%

Intrinsic Value $2,025.60 $2,346.10

The resulting range of IV/sh is $2,025 to $2,346. At today’s price of 
$1693, the stock is undervalued. 
 
Given the uncertainty profile of BKNG, I suggest a 25% margin-of-safety.  
 
The recommended buy-price range is $1,519 to $1,760.

BKNG Valuation - Numbers & Narrative
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Base-Case Best-Case Link to Narrative

Last trading $1,693 $1,693

Intrinsic Value $2,026 $2,346

Projected EV/NOPAT in 2028 25 35 5-year EV/NOPAT median was 29.

Cumulative dividend gain in 2028 - - BKNG will maintain its current no dividend policy.

TSR CAGR% 11% 17%

Base-case: NOPAT estimation of $9bn, a projected 
EV/NOPAT multiple of 25 - the resulting CAGR 
would be 11% at today’s price of $1,693. 

Best-case: NOPAT estimation of $11bn, a 
projected EV/NOPAT multiple of 35 - the resulting 
CAGR would be 17% at today’s price of $1,693.

TSR - Total Shareholder Return

1. IBIS Industry Report - Global Travel Agency Services 
2. https://www.innovationtactics.com/business-models-tripadvisor-booking-com-expedia/ 
3. https://www.innovationtactics.com/business-model-canvas-booking-com/ 
4. https://www.morningstar.com/stocks/xnas/bkng/quote.html
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