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Tencent Holdings Limited (SEHK: 700)  
PUBG monetization might be around the corner 
● We believe Tencent will try to transfer users from <PUBG Mobile> (刺激战

场) to <Peaceful Elite> (和平精英), a game that recently received code 
approval;  

● We therefore estimate the annual gross billing of <Peaceful Elite> may be 
more than RMB 10 bn. If it can be launched in July, it will bring RMB 6 bn 
gross billing in 2019, and its net profit maybe more than RMB 2 bn.  

● We maintain BUY rating, and raise our TP from HK$406 to HK$427  

PUBGm’s game code issue might be solved 

We estimate that <PUBG Mobile>’s game code issue might be solved. Previously 
this game cannot be monetized because it didn’t have game code approval. 
Tencent acquired the game code of <Peaceful Elite> on April 10, whose 
gameplay mode is very similar to <PUBG Mobile>, in our view. We believe the 
user traffic of <PUBGm> will be transferred to the <Peaceful Elite> in various 
ways.  Monetization will be realized in the new game.  
PUBG mobile has large traffic but limited monetization 

According to QuestMobile, <PUBGm> was China's No.1 game with MAU of 
186 mn (vs HOK’s 185mn) and No.2 game with DAU of 69.2mn (vs HOK’s 
81.5mn) in February. Yet it generates no revenue so far because it doesn’t have 
game code approval. 

<Peaceful Elite>'s annual gross billing will be >RMB 10 bn 
<Peaceful Elite>’s monetization method might include skins, Battle Pass, and 
other items. We estimate first-month gross billing might reach RMB 1.5bn and 
steady state gross billing will be ~RMB800 mn, with annual gross billing reaching 
over RMB 10 bn. If it can be launched in July, it will bring RMB 6bn to Tencent’s 
top line in 2019. After considering the amortization, we believe the game might 
add Rmb2bn to Tencent’s bottom line. The monetization of PUBG mobile will 
greatly enhance Tencent's medium and long-term profitability. We maintain the 
BUY rating and raise the target price from HK $406 to HK $427. 

Summary financial data 

 

Highlights (RMB) 2015A 2016A 2017A 2018A 2019E 2020E 

Revenues (RMB mn) 102,863 151,938 237,760 312,694 426,234 531,804 

non-IFRS op. profit 
(RMB mn)  

 43,468   58,154   96,555   105,211   122,901   148,331  

non-IFRS EPS (RMB)   3.34   4.79   8.14   8.98   10.12   12.10  

IFRS EPS (RMB)  3.04   4.32   7.49   8.19   9.14   10.92  

EBITDA margin 49% 45% 47% 41% 36% 35% 

P/E (non-IFRS)  94.6   66.0   38.8   35.2   31.2   26.1  

Free cash flow yield (%) 3.13 0.35 3.19 2.97 4.32 3.12 
 

 

Source: Bloomberg, Blue Lotus (as of April 11, 2019)  
 

 BUY  HOLD  SELL 
 

Target Price: HK$427 Current Price: HK$391 

RIC: (SEHK: 700) BBG: 700 HK 

Market cap (HK$ bn) 3760 

Average daily volume (HK$ mn) 8917.07 

Shares out/float (m) 9,520.4/5,707.0 

Source: Bloomberg, Blue Louts (as of April 11, 2019) 

 

Key Changes 

 New Old Diff 

BLRI Recommendation BUY BUY N/A 

BLRI Target Price (HK$) 427 406 5.17% 

2018A EPS (RMB) 8.98 8.98 - 

2019E EPS (RMB) 10.12 9.42 7.4% 

2020E EPS (RMB) 12.1 11.13 8.7% 

Source: Blue Lotus (as of April 11, 2019) 

 

BLRI vs. The Street 

No. of Bloomberg Recommendations 64 

Target price vs. Bloomberg mean 2.89% 

1-year-fwd EPS vs. Bloomberg mean 2.60% 

Bloomberg recommendation 4.81 

Source: Bloomberg Recommendation, Blue Lotus(5=BUY,1=SELL) (as of 
March 25, 2019) 

 

Price performance and volume data 

 

Source: Bloomberg (as of April 11, 2019) 
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All prices are those current at the end of the previous trading session unless otherwise indicated. Prices are sourced from local exchanges via Reuters, Bloomberg and other vendors. 
Data is sourced from Bloomberg, Blue Lotus Capital Advisors Limited and subject companies. Consensus forward estimates are used in analysis. Past performance is not indicative of 
future results. Investors should consider this report as only a single factor in making their investment decision.  
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Tencent Holdings Limited: Financial Summary 
Fiscal year ends-31-Dec 

Exhibit 1. Income statement 

(RMB mn) 2018A 2019E 2020E Company Description 

Tencent is China's 2nd largest internet company by revenue and 
profits and the largest by traffic measures. Founded in 1998, 
Tencent dominates China's online game industry, with 42% market 
share in 2015. We expect it to grow beyond the 50% level by 2019. 
Its other revenues include advertising and e-commerce. 

 

Industry View 

We hold the view that the total revenue of the Chinese game market 
will increase 6.7% YoY to RMB 229 bn and the mobile game 
market will increase 15% YoY to RMB 155 bn in 2019. However, 
PC client game market revenue will decrease 5% YoY to RMB 58.9 
bn in 2019. 

 

Revenues 312,694  426,234  531,804  

Cost of revenues (170,574) (244,148) (304,619) 

Gross profit 142,120  182,086  227,186  

G&A cost (41,522) (55,839) (70,198) 

Marketing cost (24,233) (34,979) (43,608) 

Operating profit IFRS 97,648  113,524  136,748  

Share based compensation (7,309) (9,377) (11,583) 

Operating profit non-IFRS 104,957  122,901  148,331  

Finance cost/income (4,669) (5,995) (5,816) 

Other income/cost 21,283  22,256  23,369  

Share of (losses)/profits of JV 1,487  2,000  2,200  

Pre-tax profit, IFRS 94,466  109,529  133,132  

Income tax (14,482) (19,715) (23,964) 

Net income, IFRS 79,984  89,814  109,168  

Non-controlling interests 1,265  1,938  2,035  

EPS, IFRS 8.2  9.1  10.9  

EPS, IFRS 8.9  10.1  12.1  

Gross margin 45% 43% 43% 

Operating margin, non-IFRS 34% 29% 28% 

Source: Tencent Holdings Limited, Blue Lotus (as of April 11, 2019)  

 

Exhibit 2. Balance sheet Exhibit 3. Cash flow statement 

(RMB mn) 2018A 2019E 2020E  (RMB mn) 2018A 2019E 2020E 

Cash and cash equivalent 97,814 187,700 269,469  Net income 79,984  89,814  109,168  

Restricted cash and ST investment 2,590 3,108 3,730  Adjusted for:    

Term deposits over three months 62,918 75,502 90,602  Depreciation & amortization 22,769  29,812  38,944  

Accounts receivable 28,427 17,105 38,247  Taxation 14,482  19,715  23,964  

Prepayments and others 18,493 44,603 34,121  Net Interest 100  1,289  874  

Inventory 324  2440  1220   Changes in    

Total current asset 217,080 330,457 437,389  Account receivable (11,878) 11,322  (21,143) 

Property and equipment 35,091 42,040 55,912  Inventory (1,745) 324  2,440  

Construction in progress 4,879 2,440 1,220  Account payables 23,650  13,129  28,318  

Investment in a JV 219,215 230,176 241,685  Short term deposit (27,178) (13,102) (15,722) 

Intangibles, goodwill and others 56,650 45,629 49,790  Other asset 0  0  0  

Available-for-sale financial assets 0 0 0  Accrued liabilities and deferred revenues 4,122  67,046  (12,948) 

Total non-current assets 506,441 528,154 575,140  Cash from operations 116,489  177,369  163,504  

Total assets 723,521 858,611 1,012,529  Capex, PPE (17,867) (24,354) (30,386) 

Account payables 73,735 86,864 115,181  Capex, land and bldg. (1,995) 0  0  

Accrued expense and others 59,491 79,591 69,746  Purchase of intangibles (15,635) (21,312) (26,590) 

Deferred revenues 42,375 74,402 71,298  (Increase) /decrease in term deposits (>3mths) 5,365  0  0  

Short term debt 26,834 28,176 29,584  Cash paid for equity investment 127,218  0  0  

Total current liabilities 202,435 269,031 285,810  Payment for business combinations 0  0  0  

Long term debt 138,735 87,437 87,437  Cash from investing (134,411) (63,008) (82,209) 

Other Long-term liability 26,144 14,270 14,270  Cash from financing (1,317) (13,119) 474  

Total non-current liability 164,879 101,707 101,707  Change in cash (19,239) 101,241  81,770  

Total equity 323,510 448,222 554,422  Cash at beginning 105,697  97,814  187,700  

Total liabilities and equity 723,521 858,611 1,012529  Cash at end 97,814 187,700 269,469 

Source: Tencent Holdings Limited, Blue Lotus (as of April 11, 2019)  Source: Tencent Holdings Limited, Blue Lotus (as of April 11, 2019)  
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Important Information 

 
This publication has been produced by Blue Lotus Capital Advisors Limited (Blue Lotus), which is authorized and regulated by The Securities 
and Futures Commission (SFC), registered institution under the Securities and Futures Ordinance (SFO) (Chapter 571 of the Laws of Hong 
Kong SAR) to carry on Type 4 (advising on securities) regulated activities with Central Entity number BFT 876. This document must not be 
issued, circulated or distributed in Hong Kong other than to ‘professional investors’ as defined in the SFO. The contents of this publication 
have not been reviewed by any regulatory authority. Information on financial instruments and issuers is updated irregularly or in response to 
important events.  
 

Analyst certification  
The following analysts hereby certify that views about the companies discussed in this report accurately reflect their personal view about the 
companies and securities. They further certify that no part of their compensation was, is, or will be directly or indirectly linked to the specific 
recommendations or views in this report: 
Tianli Wen, is employed by Blue Lotus Capital Advisors Limited, which is authorized and regulated by the The Securities and Futures 
Commission (SFC). 
 

Equity rating allocation as of 4 April , 2019 
Buy  51% Hold 37% Sell 12% 

 

Blue Lotus rating system:  
Buy :  The stock is expected to have an absolute return of more than 15-20% within 12 months  
Hold:  The stock is expected to have an absolute return of between 0-15% within 12 months 
Sell:   The stock is expected to have negative absolute return within 12 months  
 
Blue Lotus equity research rating system is a relative system indicating expected performance against a specific benchmark identified for each 
individual stock. 

 

Disclaimer 

General: The information and opinions expressed in this publication were produced as of the date of writing and are subject to change without 
notice. This publication is intended for information purposes only and does not constitute an offer or an invitation by, or on behalf of, Blue 
Lotus to buy or sell any securities or related financial instruments or to participate in any particular trading strategy in any jurisdiction. 
Opinions and comments of the authors reflect their cur-rent views, but not necessarily of other Blue Lotus entities or any other third party. 
Other Blue Lotus entities may have issued, and may in the future issue, other publications that are inconsistent with, and reach different 
conclusions from, the information presented in this publication. Blue Lotus assumes no obligation to ensure that such other publications are 
brought to the attention of any recipient of this publication.  
 

Suitability: Investments in the asset classes mentioned in this publication may not be suitable for all recipients. This publication has been 
prepared without taking account of the objectives, financial situation or needs of any particular investor. Before entering into any transaction, 
investors should consider the suitability of the transaction to individual circumstances and objectives. Any investment or trading or other 
decision should only be made by the client after a thorough reading of the relevant product term sheet, subscription agreement, information 
memorandum, prospectus or other offering document relating to the issue of the securities or other financial instruments. This publication 
should not be read in isolation without reference to the full research report (if available) which may be provided upon request. Nothing in this 
publication constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate 
to individual circumstances, or otherwise constitutes a personal recommendation to any specific investor. Blue Lotus recommends that 
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investors independently assess with a professional advisor, the specific financial risks as well as legal, regulatory, credit, tax and accounting 
consequences.  
 

Information / forecasts referred to: Although the information and data herein are obtained from sources believed to be reliable, no 
representation is made that the information is accurate or complete. In particular, the information provided in this publication may not cover 
all material information on the financial instruments or issuers of such instruments. Blue Lotus, its subsidiaries and affiliated companies do 
not accept liability for any loss arising from the use of this publication. Important sources for the production of this publication are e.g. national 
and international media, information services, publicly available databases, economic journals and newspapers, publicly available company 
information, publications of rating agencies. Ratings and appraisals contained in this publication are clearly marked as such. All information 
and data used for this publication relate to past or present circumstances and may change at any time without prior notice. Statements contained 
in this publication regarding financial instruments or issuers of financial instruments relate to the time of the production of this publication. 
Such statements are based on a multitude of factors which are subject to continuous change. A statement contained in this publication may, 
thus, become inaccurate without this being published. Potential risk regarding statements and expectations expressed in this publication may 
result from issuer specific and general developments.  
 

Risk: The price and value of, and income from investments in any asset class mentioned in this publication may fall as well as rise and 
investors may not get back the amount invested. Risks involved in any asset class mentioned in this publication may include but are not 
necessarily limited to market risks, credit risks, currency risks, political risks and economic risks. Past performance is not a reliable indicator 
of future results. Performance forecasts are not a reliable indicator of future performance. Particular risks in connection with specific 
investments featured in this publication are disclosed prominently hereinabove in the text of this publication. Any investment should only be 
made after a thorough reading of the current prospectuses and/or other documentation/information available.  
  

Miscellaneous: Blue Lotus has the right to terminate or change the contents, product or service provided by this report, requiring no separate 
notice. Blue Lotus and its staffs, analysts or directors may provide investment, consultancy, or other services to the companies mentioned in 
the contents, or trade (no matter whether he/ she is on be behalf of trustees) or possess the securities of the mentioned companies. Any person, 
who read the information in this report, has their own responsibility to comply with their applicable laws and regulations of their jurisdiction 
area. If investors have any questions on the contents of this report, please consult their lawyers, accountants or other professional consultants.  
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