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COMPANY UPDATE  BUY 

(Maintained) 
Share Price HK$524.50
Target Price HK$588.00
Upside +12.1%
(Previous TP HK$535.00)

COMPANY DESCRIPTION 
The company is one of the largest 
comprehensive internet service providers. 

STOCK DATA 
GICS sector Communication Services
Bloomberg ticker: 700 HK
Shares issued (m): 9,599.8
Market cap (HK$m): 5,035,100.7
Market cap (US$m): 647,501.4
3-mth avg daily t'over (US$m): 2,081.2

Price Performance (%) 
52-week high/low HK$766.50/HK$421.20

1mth 3mth 6mth 1yr YTD
15.6 (12.7) (18.4) 3.1 (7.0)

Major Shareholders %
- -

FY21 NAV/Share (Rmb) 95.67
FY21 Net Cash/Share (Rmb) 29.05
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Tencent Holdings (700 HK) 
 

Key Beneficiary Of Future Metaverse Ecosystem 
Tencent has rebounded almost 25% since its low in Aug 21, reflecting that the impact of 
the regulatory changes has been priced in at the current stage. Although Tencent is still 
facing the trough regulation environment, including cybersecurity, under-aged user 
protection and the antitrust regulations storm, we believe Tencent’s overseas games, 
unique position in the metaverse, WeChat+QQ ecosystem and SaaS+Cloud still have 
strong product advantages. We maintain BUY with a higher target price of HK$588.00. 

WHAT’S NEW 
• Metaverse is a hot topic now. Tencent's meta-universe programme will be anchored by its 

online game and social content and it will increase its investment in next-generation games 
in the gaming sector.  QQ will lead this frontier given its strong presence among millennials 
with its diversified ecosystem which has the potential to form a meta-universe, such as the 
QQ show, similar to virtualised avatar. It also provides users with a variety of virtual social 
scenes, such as QQ study room, party together, video box, QQ group watching the game. In 
the future, QQ and the gaming business are expected to achieve deep integration. In 
addition, PCG group has tested the first gaming social product, "NokNok"/"Noisy 
Community", which is positioned as a community platform for group chat games, similar to 
the Discord app, and plans to support cross-end capabilities. Tencent also owns 1.5% of the 
Metaverse platform Roblox which enables users to create avatars and interact with each 
other in the virtual world. The company was successfully listed in the US in May 21 and had 
raised the awareness of the investment fraternity on the next investment theme which 
promises ample room for growth in the future. Roblox recorded total daily active users (DAU) 
of 43.2m as at Jun 21, and had successfully forayed into China in 2019 via JV with Tencent. 

• Online game – A key entry point. Tencent is no doubt a front-runner in the concept 
metaverse as it has been consistently increasing its investments in social media, games, 
and entertainment in order to improve user experience and retention rate. As content has 
played a major part in attracting users into the metaverse, we had seen various strategic 
investments by Tencent in some gaming studios (locally and overseas) to develop triple-A 
standard online games as well constantly researching on open-world games (ie Lightspeed 
Quantum, TiMi Studio, TiMi Los Angeles, etc). From the perspective of intensified domestic 
regulation, we believe Tencent will continue to shift its focus to strengthening its overseas 
gaming investments. During 2Q21, Tencent’s overseas gaming revenue growth had 
surpassed domestic gaming growth (37% vs 9%) driven by solid performance of its existing 
pipelines (ie HOK and PUBG). According to Newzoo, 78% of Chinese consumers aged 14-
50 are interested in socialising within game vs the US’ 57%, Japan’s 47% and the UK’s 
47%, which implies ample room for innovation to capture this market share.  

KEY FINANCIALS 
Year to 31 Dec (Rmbm) 2019 2020 2021F 2022F 2023F
Net turnover  377,289 482,064 585,130 704,973 830,597
EBITDA  159,951 230,904 232,130 228,882 270,500
Operating profit  118,694 184,237 184,863 181,015 222,033
Net profit (rep./act.)  93,310 159,847 144,560 142,582 178,428
Net profit (adj.)  94,351 122,742 136,941 170,781 212,267
EPS (Fen) 972.9 1,268.9 1,412.4 1,761.4 2,184.9
PE (x) 44.8 34.3 30.8 24.7 19.9
P/B (x) 9.5 5.9 4.6 4.0 3.5
EV/EBITDA (x) 24.9 17.2 17.1 17.4 14.7
Dividend yield (%) 0.3 0.4 0.4 0.5 0.6
Net margin (%) 24.7 33.2 24.7 20.2 21.5
Net debt/(cash) to equity (%) (12.7) (13.8) (30.4) (33.8) (37.2)
Interest cover (x) 21.0 29.3 29.3 32.1 87.5
ROE (%) 24.7 28.1 17.9 14.6 15.9
Consensus net profit  - - 134,835 164,491 199,563
UOBKH/Consensus (x)  - - 1.02 1.04 1.06
Source: Tencent Holdings, Bloomberg, UOB Kay Hian 
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STOCK IMPACT  
• Share buyback. To date, Tencent has bought back 2.2m of shares amounting to HK$1b (or 

an average of HK$468/share). We view this move as a sign of confidence by management 
on the company’s long-term growth.  

• Emphasising protection on time spent on games by minors. Following the launch of the 
regulation in restricting time spent on games by minors, there have been news reports of 
various non-minor parties offering to sell/rent their HOK accounts to minors to bypass the 
game play period set by the regulators. In response, Tencent has issued warnings and 
undertaken legal proceedings on more than 20 internet platforms that are offering such 
services to minors.  

• Metaverse is redefining how humans interact with each other on the internet since the 
emergence of virtually reality and augmented reality. The fundamentals of a metaverse are a 
reflection of the real world, which are made possible by a series of decentralised 
ecosystems. We opine that the concept of metaverse will gradually penetrate into our daily 
life aspects in terms of social, work, and interaction, other than gaming. For instance, 
Facebook had recently launched a test of a new virtual-reality remote working app 
Facebook’s Horizon Workrooms app (see side bar) where Facebook’s employees equipped 
with Oculus Quest 2 headsets can hold meetings remotely as an avatar version of 
themselves. 

TENCENT’S METAVERSE 

 
Source: NotBoring, UOB Kay Hian 

TENCENT’S OVERSEAS GAME STUDIO 

Studio Location 
Time of 

establishment 
Business 

unit Overview 
TIMI Seattle Seattle, US 2020 TiMi Lead by Halo 4 Chief Designer Scott Warner. Mainly 

focus on consol and PC Triple A standard FPS games
TIMI LA Los Angeles, 

US 
2020 TiMi Lead by EA Partner Scott Warner

TIMI Montreal Montreal, 
Canada 

2021 TiMi Currently exploring multi-platform open-world Triple A 
standard game 

LightSpeed LA Los Angeles, 
US 

2020 Lgithspeed 
and 

Quantum 

Lead by Steve Martin, an ex-Rockstar Games 
developers, participated in GTA development. 
Currently exploring console based open-world Triple 
A standard game 

Uncapped Games California, US 2021 Lgithspeed 
and 

Quantum 

Lead by ex-Blizzard Games staff David Kim and 
Jason Hughes. Curretly focus on developing PC 
based strategic RTS games 

Tencent LA Los Angeles, 
US 

2021 Tencent Employee size of 150 people at initial stage. Plan to 
add design and game develop department in the next 
3 years 

Tencent Europe Amsterdam, 
Netherlands 

n.a. Tencent Kenichiro Imaizumu ex-developer from Kojima 
Productions involved in the development of Death 
Stranding joined Tencent Europe in 2020 

Source: Gamelook, UOB Kay Hian 
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FACEBOOK METAVERSE WORKING PLATFORM 

 
Source: Facebook, UOB Kay Hian 

 

2



  

Thursday ,  09  Sep tember  2021

6 Refer to last page for important disclosures. 

R e g i o n a l  M o r n i n g  N o t e s  

EARNINGS REVISION/RISK 
• We cut our advertising estimates by 4% to factor in the impact from the latest regulation. We 

trim 3Q21 revenue estimates by 1%. We estimate a 12% yoy growth in 2021 net profit. The 
Security Law and other policies may have some impact on the advertising business, and the 
company’s short-term earnings growth is expected to be under pressure. However, there is 
still room for sustained upward growth in the medium to long term. 

• Risks: Regulatory risks, slowing growth from traditional media advertising segment. 

VALUATION/RECOMMENDATION  
• Maintain BUY, with target price of HK$588.00. Considering the increasing investment, 

potential tax hike and the rectification of open-screen ads and online education ads, we 
believe the company’s short-term earnings growth will be under pressure, but upward growth 
should be sustained in the medium to long term. We raise our SOTP-based target price to 
HK$588.00 (from HK$535.00 after incorporating higher multiples in our SOTP valuation). 
The company is now trading at 26x 12-month forward PE, around 1SD below historical 
average. 

SHARE PRICE CATALYST 
• a) Improved user stickiness on WeChat platform, b) continued improvement in the ratio of 

paying users in online games, c) increased adoption rate by merchants as well as 
collaboration with various internet platform operators on Tencent’s WeChat ecosystem. 

SOTP DETAILS 

(Rmbm) 
2022F 

revenue 
2022F non-GAAP 

earnings 
Valuation 

(2022) 
Value (LC 

bn) 
% Tencent  

holding 
Est. fair value to 

Tencent (RMB bn) 
Fair value to 

Tencent (US$ b) 
Fair value/ share

(HK$) 
Online game (PC + Mobile game) 210,332 66,323 20x PE 1,326 100% 1,326 204 152 
Social networking (QQ + Wexin VAS) 149,777 47,229 20x PE 945 100% 945 146 108 
Online ads (Portal + Video + Social ads) 112,821 31,290 20x PE 626 100% 626 96 72 
Payment  157,176 15,718 20x PE 314 100% 314 48 36 
Cloud 74,867 8x PS 599 100% 599 92 69 
Total EV 472,930 160,559 18x PE 2,897 100% 2,897 291 437 
Investees    
Total (10% discount)  106.7 
2022F cash per share (HK$) 45 
Target price (HK$) 588 
Source: UOB Kay Hian 
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PROFIT & LOSS     
Year to 31 Dec (Rmbm) 2020 2021F 2022F 2023F

Net turnover 482,064 585,130 704,973 830,597

EBITDA 230,904 232,130 228,882 270,500

Deprec. & amort. 46,667 47,267 47,867 48,467

EBIT 184,237 184,863 181,015 222,033

Associate contributions 3,672 (10,223) 0 6,917

Net interest income/(expense) (7,887) (7,927) (7,134) (3,092)

Pre-tax profit 180,022 166,713 173,881 225,858

Tax (19,897) (20,478) (31,299) (47,430)

Minorities (278) (1,676) 0 0

Net profit 159,847 144,560 142,582 178,428

Net profit (adj.) 122,742 136,941 170,781 212,267
 

 BALANCE SHEET     
Year to 31 Dec (Rmbm) 2020 2021F 2022F 2023F

Fixed assets 77,711 100,838 131,907 171,326

Other LT assets 938,067 994,892 1,060,043 1,134,450

Cash/ST investment 223,805 401,567 475,041 570,139

Other current assets 93,842 107,650 124,117 141,653

Total assets 1,333,425 1,604,947 1,791,109 2,017,567

ST debt 14,242 12,818 11,536 10,382

Other current liabilities 254,837 320,874 378,947 445,065

LT debt 112,145 112,145 112,145 112,145

Other LT liabilities 174,158 174,158 174,158 174,158

Shareholders' equity 703,984 910,893 1,040,264 1,201,758

Minority interest 74,059 74,059 74,059 74,059

Total liabilities & equity 1,333,425 1,604,947 1,791,109 2,017,567

     
CASH FLOW     
Year to 31 Dec (Rmbm) 2020 2021F 2022F 2023F

Operating 220,250 236,129 224,920 272,386

Pre-tax profit 180,022 166,713 173,881 225,858

Tax (19,897) (20,478) (31,299) (47,430)

Deprec. & amort. 46,667 47,267 47,867 48,467

Working capital changes 15,420 52,230 41,605 48,583

Other operating cashflows (1,962) (9,603) (7,134) (3,092)

Investing (324,647) (127,218) (144,088) (162,293)

Capex (growth) (33,960) (41,221) (49,663) (58,513)

Others (290,687) (85,998) (94,425) (103,779)

Financing 146,120 68,851 (7,358) (14,996)

Dividend payments (10,474) (13,929) (15,541) (19,381)

Issue of shares 168,801 2,219 2,330 2,447

Proceeds from borrowings 1,684 7,927 7,134 3,092

Others/interest paid (13,891) 72,635 (1,282) (1,154)

Net cash inflow (outflow) 41,723 177,762 73,474 95,097

Beginning cash & cash equivalent 182,082 223,805 401,567 475,041

Ending cash & cash equivalent 223,805 401,567 475,041 570,139
 

      
KEY METRICS     
Year to 31 Dec (%) 2020 2021F 2022F 2023F

Profitability     
EBITDA margin 47.9 39.7 32.5 32.6

Pre-tax margin 37.3 28.5 24.7 27.2

Net margin 33.2 24.7 20.2 21.5

ROA 14.0 9.8 8.4 9.4

ROE 28.1 17.9 14.6 15.9

     
Growth     
Turnover 27.8 21.4 20.5 17.8

EBITDA 44.4 0.5 (1.4) 18.2

Pre-tax profit 64.6 (7.4) 4.3 29.9

Net profit 71.3 (9.6) (1.4) 25.1

Net profit (adj.) 30.1 11.6 24.7 24.3

EPS 30.4 11.3 24.7 24.0

     
Leverage     
Debt to total capital 14.0 11.3 10.0 8.8

Debt to equity 18.0 13.7 11.9 10.2

Net debt/(cash) to equity (13.8) (30.4) (33.8) (37.2)

Interest cover (x) 29.3 29.3 32.1 87.5
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Disclosures/Disclaimers 
 
This report is prepared by UOB Kay Hian Private Limited (“UOBKH”), which is a holder of a capital markets services licence and an 
exempt financial adviser in Singapore.  
 
This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an 
advice or a recommendation with respect to such securities.  
 
This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the 
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment 
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the 
recommendation, before the person makes a commitment to purchase the investment product. 
 
This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this 
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by 
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may 
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law 
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any 
registration, licensing or other requirements within such jurisdiction.  
 
The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable. 
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts 
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information.  UOBKH and its connected persons 
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its 
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time, 
including before its publication herein.  
 
Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the 
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit 
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business 
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers, 
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s) 
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an 
interest (including a proprietary interest) in the subject corporation(s) referred to in this report. 
 
As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in 
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.  
 
IMPORTANT DISCLOSURES FOR U.S. PERSONS  
 
This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.  
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of 
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly 
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from 
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).  All US persons that 
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and 
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities. 
 
Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on 
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS”), a registered broker-
dealer in the United States.  Under no circumstances should any recipient of this research report effect any transaction to buy or sell 
securities or related financial instruments through UOBKH. 
 
UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is 
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor. 
 
The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry 
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable 
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research 
analyst account. 
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Analyst Certification/Regulation AC  
 
Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect 
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by 
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business 
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any 
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, 
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation 
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are 
generated from UOBKH’s business of dealing in securities.  
 
Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the 
following table. 
General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or 

located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to 
applicable law or regulation. 

Hong Kong This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the 
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has 
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed 
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under 
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong 
Kong and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong 
Kong in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong 
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the 
analyses or reports only to the extent required by law.  

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority 
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a 
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant 
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report. 

Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the 
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia, 
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the 
registered person under CMSA to distribute any research analyses in Malaysia. 

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital 
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the 
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore 
in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore 
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the 
contents of the analyses or reports only to the extent required by law.  

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated 
by the Securities and Exchange Commission of Thailand. 

United 
Kingdom 

This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning 
of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in 
the UK is intended only for institutional clients. 

United 
States of 
America 
(‘U.S.’) 

This report cannot be distributed into the U.S. or to any U.S. person  or entity except in compliance with applicable U.S. 
laws and regulations. It is being distributed in the U.S.  by UOB Kay Hian (US) Inc, which accepts responsibility for its 
contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in 
the report should contact UOB Kay Hian (US) Inc. directly. 

 
 
Copyright 2021, UOB Kay Hian Pte Ltd. All rights reserved.  
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