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Tencent 
Tencent Holdings Limited operates as an investment holding company. 
The Company, through its subsidiaries, provides internet and mobile 
value-added services (VAS), online advertising and e-commerce 
transactions. Tencent Holdings offers services to users worldwide. 

Q4’19 results commentary 
Tencent reported solid Q4’19 numbers with total revenue up 24.6 per 
cent year-on-year vs. a consensus of 22.1 per cent. Online games 
grew 25 per cent year-on-year with a strong 37 per cent in mobile, 
driven by both domestic and overseas games (Peacekeeper Elite, 
PUBG Mobile, Call of Duty Mobile) and the Supercell consolidation. 
The advertising business reaccelerated to a positive 18.7 per cent 
growth year-on-year. 4/5 of ads come from social, which expanded 38 
per cent year-on-year on the back of increased ad loads on WeChat 
moments and mobile advertising networks. This was slightly offset by 
weakness in media ads due to delayed drama broadcasting and fewer 
NBA basketball games. The fintech and business services segment 
increased by 39 per cent year-on-year, driven by commerce payment 
transactions and cloud. WeChat Pay has 800m monthly active users, 
50m+ merchants and Rmb1bn+ daily commerce payment transactions. 
Cloud revenue grew by 87 per cent in 2019 with 1m paying users and 
expanded offerings. Total EBIT and GAAP Net Income went up by 
65.5 and 51.7 per cent respectively. 

We continue to see Tencent as a core Chinese consumer and ‘online 
life’ play, while recent results support the positive long-term view. We 
rate Tencent as buy. 

Impact of coronavirus 
Revenue growth may decrease to 15 per cent year-on-year in Q1’20 
due to the impact of Covid-19 on media advertising, fintech and cloud 
services. In February, commercial transactions declined as stores were 
shut down, but volume rebounded quickly after work resumed. 
Negative impact was mitigated by reduced marketing expenses. Cloud 
services saw short-term negative impact due to delays in project 
implementation, but long-term expansion is intact. Mini programs in 
fresh food & grocery delivery, services, municipal services, remote 
working, online healthcare and online education registered a surge in 
daily active users. Digital entertainment had increased time spent and 
consumption. In addition, Tencent dedicated a CNY 1.5bn emergency 
fund to help combat the virus. 

Investment rationale 
Tencent is an internet giant in China that owns WeChat (Weixin), the 
most used app by the Chinese population. Historically, its largest 
source of revenue was video games, which accounted for 30.4 per 
cent of revenue in 2019. Although this segment is still expected to 
grow at double digits, Tencent has a whole ecosystem with WeChat at 
the centre. Beyond video games, a significant portion of the company’s 
revenue comes from payments, online advertising, media content and 
subscriptions. Tencent also invests in a set of promising business lines 
such as FinTech and Cloud. The company does it directly and via 
investing (e.g. 18 per cent stake in JD.com).  
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Drivers 
- WeChat (Weixin) is the most used app in China. It is a ubiquitous tool for consumers to communicate, 

play, transfer payments, etc. It is also a platform that fuels gaming distribution, advertising, digital 
content, cloud, payments, FinTech, and investments; 

- Tencent is also dominant in mobile payments, trailing only Alipay by transaction amount, but has 
already surpassed it in transactions volume. Tencent’s large user database provides an opportunity 
for cross selling of financial products to its customers; 

- In 2018, Tencent introduced their “Industrial Internet” strategy where the cloud plays a key role. The 
company is well positioned to digitalise businesses with cloud by leveraging WeChat. 

- Tencent gets exposure to areas it does not directly operate in (such as ride hailing, travel, e-
commerce) via investing. The company amplifies benefits by providing investees with its advertising, 
cloud and payments services; 

- Approximately half of total user time spent on mobile apps and one-third of ad-monetisable time is 
taken by Tencent. However, it has only a 15% share in advertising revenue. This suggest that there is 
a substantial growth potential; 

- Tencent’s entertainment (video, music, literature) portfolio is the largest in China. The company is 
well positioned to consolidate the sub-sectors and extract benefits from subscription growth in the 
long term. 

Risks 
- Declining user engagement on WeChat and other products; 
- Declining monetisation and/or inability to increase monetisation; 
- Additional regulatory hurdles (games approvals); 
- Unsuccessful mobile game titles; 
- A slower-than-expected growth in mobile ad revenue; 
- Margin pressure from higher investments in new initiatives due to intensified competition. 
 

Tencent Holdings Ltd FY'16  FY'17  FY'18  FY'19  FY'20E  FY'21E  
in CNYm, unless noted otherwise         Cons. Cons. 

Revenue 151,938.0  237,760.0  312,694.0  377,289.0  462,834.4  563,047.2  
EBITDA 62,861.0  96,032.0  113,048.0  140,395.0  164,549.6  197,872.8  
Net Income 38,750.0  59,339.0  63,178.0  66,617.0  112,769.9  139,182.5  
Free Cash Flow 58,050.0  99,524.0  90,418.0  122,321.0  136,021.1  150,929.4  
Capex (9,905.0) (12,154.0) (22,184.0) (27,122.0) (33,759.8) (40,457.2) 
YoY Growth        

Revenue 47.7%  56.5%  31.5%  20.7%  22.7%  21.7%  
EBITDA 46.8%  52.8%  17.7%  24.2%  17.2%  20.3%  
Net Income 38.5%  53.1%  6.5%  5.4%  69.3%  23.4%  
Free Cash Flow 46.1%  71.4%  (9.1%) 35.3%  11.2%  11.0%  
Capex 16.7%  22.7%  82.5%  22.3%  24.5%  19.8%  
Margins        

EBITDA 41.4%  40.4%  36.2%  37.2%  35.6%  35.1%  
Net Income 25.5%  25.0%  20.2%  17.7%  24.4%  24.7%  
Free Cash Flow 38.2%  41.9%  28.9%  32.4%  29.4%  26.8%  
Multiples        

Price / Earnings 88.2x  57.9x  54.5x  52.5x  30.8x  25.2x  
EV / EBITDA 30.0x  37.0x  26.5x  21.3x  20.8x  16.9x  
Return        

Return on Equity 26.3%  27.6%  21.8%  17.6%  21.9%  21.9%  
Return on Invested Capital 16.4%  16.1%  13.3%  11.2%     

Leverage        

Net Debt / EBITDA (0.2x) (0.1x) 0.1x  0.3x  (0.2x) (0.6x) 
Debt / Equity 58.8%  47.6%  50.3%  47.6%      
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