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COMPANY RESULTS
Tencent Holdings (700 HK)

4Q23: In-Line Results; Lifting Shareholder Returns

Tencent’s 4Q23 results came in slightly below our expectation. Revenue grew 7.1% yoy
to Rmb155.2b, in line with consensus estimate. Gross margin expanded 3ppt yoy to
50%, better than consensus forecast. Non-GAAP operating margin recovered to
Rmb52b, while non-GAAP operating margin rose to 34.2%, beating our estimate. Non-
IFRS net profit increased 43.7% yoy, 3% above consensus estimate on a positive
revenue mix shift. Maintain BUY with a lower target price of HK$382.00.

4Q23 RESULTS
Year to 31 Dec (Rmbm) 4Q22A 3Q23A 4Q23A UOBKHE QoQ
Revenue 144,954 154,625 155,196 159,243 0.4%
Social networking 28,617 29,748 28,179 30,459 -5.3%
Online games 41,800 46,000 40,900 43,742 -11.1%
Online ads 24,660 25,721 29,794 29,623 15.8%
Fintech and Cloud 47,244 52,048 54,379 55,419 4.5%
Others 2,633 1,108 1,944 1,944 75.5%
Gross profit 61,822 76,523 77,564 75,051 1.4%
Non-GAAP OP -45,672 55,483 53,051 51,130 -4.4%
Non-GAAP Net Profit 29,711 44921 42,708 42,299 -4.9%
GPM 42.6% 49.5% 50.0% 47.1% 0.5 ppt
Non-GAAP OPM -31.5% 35.9% 34.2% 321%  -1.7ppt
Source: Tencent, UOB Kay Hian
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o Lacklustre momentum in online games revenue. Tencent Holdings’ (Tencent) online
games revenue growth came in at Rmb41b in 4Q23 (-2% yoy, -11% qoq), dampened by the
3% yoy decline in domestic game revenue and soft international games (34% of game
revenue) growth of 1% yoy (or -1% yoy, excluding the impact of currency fluctuations),
primarily supported by the strong performance of PUBG Mobile and Valorant, but partially
offset by impact from Supercell's game repositioning. The weak domestic game revenue
growth was due to decreased contributions from HoKs and Peacekeeper Elite, partially offset
by contributions from recently-launched games including VALORANT and Lost Ark. The
company saw a 50% surge in mini games’ gross receipts in 2023.

Resilient growth trajectory in online ad revenue. Online advertising revenue saw solid

growth of 21% and came in at Rmb29.8b, bolstered by strong ad demand for video
accounts, coupled with the continuous upgrade of its Al-powered advertising technology
platform. The monetisation of WeCom and Tencent Meeting was heightened by leveraging
on generative Al-powered functionalities. The internet services, healthcare and FMCG
categories also delivered notable demand growth in advertising.

KEY FINANCIALS

Year to 31 Dec (Rmbm) 2022 2023 2024F 2025F 2026F
Net turnover 554,552 609,015 669,935 744,731 808,071
EBITDA 188,554 187,543 210,910 243,846 260,729
Operating profit 150,622 174,522 197,289 229,625 245,908
Net profit (rep./act.) 103,159 121,946 158,612 176,167 181,603
Net profit (adj.) 30,565 164,445 185410 205,956 213,926
EPS (Fen) 312.8 1,702.3 1,9242  2,133.1 2,211.3
PE (x) 85.0 15.6 13.8 12,5 12.0
P/B (x) 35 3.1 25 21 1.9
EV/EBITDA (x) 11.8 11.9 10.5 9.1 8.5
Dividend yield (%) 0.8 1.1 1.8 2.0 2.2
Net margin (%) 18.6 20.0 237 237 225
Net debt/(cash) to equity (%) (12.3) (20.4) (34.3) (36.6) (37.6)
Interest cover (x) 20.2 15.3 19.7 22.8 244
ROE (%) 135 15.9 17.4 16.1 14.5
Consensus net profit - - 183,609 208,409 241,329
UOBKH/Consensus (x) - - 1.01 0.99 0.89

Source: Tencent Holdings, Bloomberg, UOB Kay Hian
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Upside +32.3%

(Previous TP HK$425.00)
COMPANY DESCRIPTION

The company is one of the largest

comprehensive internet service providers.
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STOCK IMPACT

o FBS segment. The fintech and business services’ (FBS) segment delivered accelerated
revenue growth of 15% yoy (4Q22: -1% yoy, 3Q23: +16%) to Rmb54.4b. This is mainly
anchored by the growth in commercial payment activities, as well as the expansion of wealth
management services and consumer loan services. Business services revenue grew 20%
yoy, underpinned by increased e-commerce technology service fees within video accounts,
alongside moderate growth in cloud services.

Social network revenue down 2% yoy to Rmb28.2b, resulting from lower revenues from
music-related and games-related live streaming services, and partially mitigated by revenue
growth from music subscriptions and Mini Games platform service fees.

Margin expansion across the board. Gross profit was Rmb77.6b, up 7.3% yoy with gross
margin expanding 7ppt yoy to 50%. By segment, value-added services (VAS) gross margin
grew 4ppt yoy to 53.7%, on higher contribution of high-margin game revenues and Mini
Games platform service fees. Online advertising gross margin was 56.8% vs 44.2% in 4Q22,
resulting from robust growth in high-quality revenue streams, especially from video accounts
advertising. FBS gross margin increased 10ppt yoy to 41.8%, benefitting from the cloud
business’ restructuring. Operating margin improved by 7ppt yoy to 29.2%, thanks to
optimisation of operating costs.

Continuous returns to shareholders. Tencent paid final dividends of HK$22,762m (vs
2022: HK$15,260m) during the year ended 31 Dec 23. It also proposed to increase its
annual dividend by 42% for the year to HK$3.40 per share (equivalent to HK$32b).
Management intends to at least double the size of share repurchases, from HK$49b in 2023
to over HK$100b in 2024. In total, the shareholder return comes to about 5%.

Highly anticipated blockbuster in 2Q24. DNF Mobile has made new progress and started
its pre-emptive closed beta test on 29 Feb 24. It is scheduled to accelerate its launch date to
2Q24.

DreamStar reached 129m registered users in the first three months. Data showed that
DreamStar garnered a total of 129m new registered users across all channels in 1Q24. In
addition, Tencent's new frontline line-up of games is gaining momentum, with titles such as
Battle of Golden Shovels, League of Legends and Arena Breakout witnessing significant yoy
growth in revenue and daily active users in January and February.

EARNINGS REVISION/RISK

o We keep our 1Q24 revenue estimate largely unchanged but trimmed 2024 revenue estimate
by 1% after factoring in the lack of growth drivers for online game revenue. We model
revenue growth of 8%/10% in 1Q24/2024 respectively. We also raise our non-GAAP net
profit forecasts for 1Q24/2024 by 4%/3%, implying a 40%/18% yoy growth with net margin of
28%128% respectively.

¢ Risks: Regulatory risks and slowing growth from game revenue.
VALUATION/RECOMMENDATION

o We maintain BUY on Tencent with a lower target price of HK$382.00 based on our 2024
SOTP valuation. Our target price implies 18x 2024F PE. The company currently trades at
13.7x 12-month forward PE, 1.7SD below its historical mean of 26.4x.

SHARE PRICE CATALYST

¢ a) Improving online advertising from Wechat video account, b) game licence approval, and
c) collaboration with various internet platform operators on Tencent’'s WeChat ecosystem.

SOTP DETAILS
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2024F Valuation Value % Tencent  Est. fair value to Tencent Fair value to Tencent Fair value/ share
(Rmb m) 2024F revenue  non-GAAP earnings (2024) (LC bn) holding (RMB bn) (US$ b) (HK$)
Online game (PC + Mobile game) 191,847 67,917 15x PE 1,019 100% 1,019 141 116
Social networking (QQ + Wexin VAS) 125,204 44,324 17x PE 754 100% 754 105 86
Online ads (Portal + Video + Social ads) 118,711 33,443 15x PE 502 100% 502 70 57
Payment 184,079 39,025 15x PE 585 100% 585 81 67
Cloud 50,093 3xPS 150 100% 150 21 17
Total EV 435,763 184,708 12x PE 2,274 100% 2,274 255 342
Total (10% discount) 2413 35.1 28.3
2024F cash per share (HK$) 11
Target price (HK$) 382

Source: UOB Kay Hian

Refer to last page for important disclosures. 2



PROFIT & LOSS

UOBKayHian

BALANCE SHEET

Thursday, 21 March 2024

Year to 31 Dec (Rmbm) 2023 2024F 2025F 2026F Year to 31 Dec (Rmbm) 2023 2024F 2025F 2026F
Net turnover 609,015 669,935 744,731 808,071 Fixed assets 87,279 114141 144129 176,688
EBITDA 187,543 210,910 243,846 260,729 Other LT assets 971,521 1,051,798 1,140,784 1,239,475
Deprec. & amort. 13,021 13,621 14,221 14,821 Cash/ST investment 362,121 542,191 618,864 688,126
EBIT 174522 197,289 229,625 245,908 Other current assets 156,325 188,409 208,022 227,674
Associate contributions 5,800 0 6,917 6,917 Total assets 1577,246 1,896,539 2,111,798 2,331,962
Net interest income/(expense) (12,268)  (10,687)  (10,687)  (10,687) ST debt 41,537 37,383 33,645 30,280
Pre-tax profit 168,054 186,603 225,855 242,138 Other current liabilities 310,620 426,363 488,241 551,444
Tax (43,276)  (27,990)  (49,688)  (60,534) LT debt 155,819 155819 155819 155819
Minorities (2,832) 0 0 0 Other LT liabilities 195589 195589 195589 195589
Net profit 121,946 158,612 176,167 181,603 Shareholders' equity 808,591 1,016,294 1,173,415 1,333,740
Net profit (adj.) 164,445 185410 205956 213,926 Minority interest 65,090 65,090 65,090 65,090
Total liabilities & equity 1,577,246 1,896,539 2,111,798 2,331,962
CASH FLOW KEY METRICS
Year to 31 Dec (Rmbm) 2023 2024F 2025F 2026F Year to 31 Dec (%) 2023 2024F 2025F 2026F
Operating 221962 500,097 221965 229,290 Profitability
Pre-tax profit 168,054 186,603 225,855 242,138 EBITDA margin 30.8 315 32.7 32.3
Tax (43276)  (27,990)  (49,688)  (60,534) Pre-tax margin 27.6 279 30.3 30.0
Deprec. & amort. 13,021 13,621 14,221 14,821 Net margin 20.0 237 23.7 225
Working capital changes 33,362 338,550 42,264 43,552 ROA 7.7 9.1 8.8 8.2
Other operating cashflows 50,801  (10,687)  (10,687)  (10,687) ROE 15.9 174 16.1 14.5
Investing (125,161) (120,760) (133,195) (146,071)
Capex (growth) (7,524)  (32,479)  (36,105)  (39,176) Growth
Others (117,637)  (88,281)  (97,090) (106,895) Turnover 9.8 10.0 11.2 8.5
Financing (82,573) (9,465)  (12,098)  (13,956) EBITDA (0.5) 125 15.6 6.9
Dividend payments (13,125)  (17,898)  (21,041)  (23,373) Pre-tax profit 343 11.0 21.0 7.2
Issue of shares (13,488) 1,899 1,994 2,094 Net profit 18.2 30.1 111 31
Proceeds from borrowings 12,268 10,687 10,687 10,687 Net profit (adj.) 438.0 12.7 11.1 39
Others/interest paid (68,228) (4,154) (3,738) (3,364) EPS 4443 13.0 10.9 37
Net cash inflow (outflow) 14,228 369,871 76,672 69,263
Beginning cash & cash equivalent 156,739 172,320 542,191 618,864 Leverage
Changes due to forex impact 1,353 0 0 0 Debt to total capital 18.4 15.2 133 11.7
Ending cash & cash equivalent 362,121 542,191 618,864 688,126 Debt to equity 24.4 19.0 16.1 14.0
Net debt/(cash) to equity (20.4) (34.3) (36.6) (37.6)
Interest cover (x) 15.3 19.7 22.8 244

Refer to last page for important disclosures.
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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.

Refer to last page for important disclosures. 4
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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

(i) 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

(i) 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 This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom 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 This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2024, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com

RCB Regn. No. 197000447W
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