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Summary  
In 2013, the total revenue of Tencent reached RMB 60.44 billion, 
increasing by 37.7% on year-on-year basis. Therein, the income of 
value-added service increased to RMB 44.99 billion  by 25.9% on a 
year-on-year basis, accounting for 74.4% of the total revenue of the 
group during this period, which mainly benefited from the income 
growth by major games and new games independently developed at 
home and abroad. During this period, the revenue of network 
advertisement increased to RMB 5.03 billion by 48.8% on a year-on-
year basis, which mainly benefited from the significant growth of 
advertisements for social network effect and internet video as well as 
stable growth of advertisements for traditional brand exhibition. 
Moreover, during this period, the revenue of E-commerce trade 
increased to RMB 9.8 billion by 1.2 times on year-on-year basis. 
 
During this period, the gross profit increased to RMB 32.66 billion 
by 27.1% on a year-on-year basis, while the gross profit margin 
decreased to 54% from 58.5% of last year. The operating profit 
increased to 19.19 billion RMB by 24% on a year-on-year basis, 
while the profit for shareholders increased to 15.5 billion RMB by 
21.8% on a year-on-year basis, with the earnings per share of 8.464 
RMB. The profit margin decreased to 25.6% from 29% in the same 
period of last year. 
 
By the end of 2013, the monthly active account of Tencent QQ 
increased to 808 million users by 1.2% on a year-on-year basis, 
while the consolidated monthly active account for both Wechat 
(domestic version) and WeChat (international version) greatly 
increased to 355 million users by 1.21 times on a year-on-year basis. 
The registered account of charging value-added service decreased to 
88.60 million users by 15.2% on a year-on-year basis, which mainly 
resulted from that some users, who turned to use smart phones and 
continued to use basic services of the group (such as QQ and 
Qzone), reduced to use charging services. 
 
Benefiting from the powerful performance of several major games in 
domestic market, League of Legends in global market and Blade & 
Soul newly launched in domestic market, Tencent's online game 
business still realized the growth of 34% on a year-on-year basis in 
2013, reaching RMB 31.97 billion . Under the circumstance of 
overall slowdown for the growth of online game, it is rare and 
commendable. Moreover, the game center of mobile platform has 
launched a series of independently developed and third-party games, 
whose contribution to the revenue has exceeded RMB 600 million  
in the fourth quarter. Taking the circumstance that several hot games 
have been launched in the fourth quarter in 2013 and the first quarter 
in 2014 into consideration, the revenue of mobile game platform in 
the first quarter of 2014 is expected to increase significantly. 
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In our opinion, the application of Wechat in mobile game platform, 
mobile payment and O2O commercialization will be core driving 
forces for the future growth. Therein, the monetization of mobile 
game platform business has taken shape basically. It is expected 
that the net income of mobile game will reach 7.8 billion RMB in 
2014, and the market share of mobile game will reach 45%. While 
mobile payment will focus on the breakthrough of policy 
restriction and the layout of business development. In 2014, O2O 
monetization of mobile terminal represents the process of 
integrating Tencent mobile terminal with various landing 
businesses, while the strategic cooperation with JD.COM and 
dianping.com reflects such a train of thought. O2O monetization 
will be an important weight for Tencent to keep the competitive 
edge in the industry, and an important driving force for its future 
share price as well. 
 
Tencent  released an announcement regarding proposed share 
subdivision, which would increase the number of  Share in issue, 
to enhance the liquidity in trading of Shares. 
 
Tencent has significant advantage in Chinese Internet social 
platform, and it is one of the most excellent Internet companies in 
China. Better business models and more diversified Wechat 
services will support the monetization of mobile terminal, which 
will become the major driving force for the future share price. 
Based on the new upsurge of Internet application and favorable 
expectation on the development prospect of Tencent, we give 
Tencent Holdings the rate of "Buy", with the target price of 680 
HKD for 12 months, which amounts to 43 times and 32 times of 
expected P ratio in 2014 and 2015 respectively. 
 
Brief Comment on Performance in 2013 
 
In 2013, the total revenue of Tencent reached RMB 60.44 billion, 
increasing by 37.7% on year-on-year basis. Therein, the income of 
value-added service increased to RMB 44.99 billion  by 25.9% on 
a year-on-year basis, accounting for 74.4% of the total revenue of 
the group during this period, which mainly benefited from the 
income growth by major games and new games independently 
developed at home and abroad. During this period, the revenue of 
network advertisement increased to RMB 5.03 billion by 48.8% on 
a year-on-year basis, which mainly benefited from the significant 
growth of advertisements for social network effect and internet 
video as well as stable growth of advertisements for traditional 
brand exhibition. Moreover, during this period, the revenue of E-
commerce trade increased to RMB 9.8 billion by 1.2 times on 
year-on-year basis. 
 
Figure1, Revenue contributions from different business in 4Q2012 
and 4Q2013 

 
Source, Company Data 
During this period, the gross profit increased to RMB 32.66 billion 
by 27.1% on a year-on-year basis, while the gross profit margin 
decreased to 54% from 58.5% of last year. The operating profit 
increased to 19.19 billion RMB by 24% on a year-on-year basis, 
while the profit for shareholders increased to 15.5 billion RMB by 
21.8% on a year-on-year basis, with the earnings per share of 
8.464 RMB. The profit margin decreased to 25.6% from 29% in 
the same period of last year. 
 
By the end of 2013, the monthly active account of Tencent QQ 
increased to 808 million users by 1.2% on a year-on-year basis, 
while the consolidated monthly active account for both Wechat 
(domestic version) and WeChat (international version) greatly 
increased to 355 million users by 1.21 times on a year-on-year 
basis. The registered account of charging value-added service 
decreased to 88.60 million users by 15.2% on a year-on-year basis, 
which mainly resulted from that some users, who turned to use 
smart phones and continued to use basic services of the group 
(such as QQ and Qzone), reduced to use charging services. 
 
 
The growth of online game business is still powerful. Benefiting 
from the powerful performance of several major games in 
domestic market, League of Legends in global market and Blade 
& Soul newly launched in domestic market, Tencent's online game 
business still realized the growth of 34% on a year-on-year basis in 
2013, reaching RMB 31.97 billion . Under the circumstance of 
overall slowdown for the growth of online game, it is rare and 
commendable. Moreover, the game center of mobile platform has 
launched a series of independently developed and third-party 
games, whose contribution to the revenue has exceeded RMB 600 
million  in the fourth quarter. Taking the circumstance that several 
hot games have been launched in the fourth quarter in 2013 and 
the first quarter in 2014 into consideration, the revenue of mobile 
game platform in the first quarter of 2014 is expected to increase 
significantly. 
Figure2, ARPU and growth of VAS subscriber  
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Source, Company Data 
 
The monetization of mobile terminal will be the major 
investment focus in 2014. In our opinion, the application of 
Wechat in mobile game platform, mobile payment and O2O 
commercialization will be core driving forces for the future growth. 
Therein, the monetization of mobile game platform business has 
taken shape basically. It is expected that the net income of mobile 
game will reach 7.8 billion RMB in 2014, and the market share of 
mobile game will reach 45%. While mobile payment will focus on 
the breakthrough of policy restriction and the layout of business 
development. In 2014, O2O monetization of mobile terminal 
represents the process of integrating Tencent mobile terminal with 
various landing businesses, while the strategic cooperation with 
JD.COM and dianping.com reflects such a train of thought. O2O 
monetization will be an important weight for Tencent to keep the 
competitive edge in the industry, and an important driving force 
for its future share price as well. 
 
Table1, Major acquisition in 4Q2013 and 1Q2014 

 
Source, Company Announcement  
 
Proposed share subdivision. Tencent also released an 
announcement regarding proposed share subdivision, which would

 increase the number of  Share in issue, to 
enhance the liquidity in trading of Shares. 
 
Risk: 
The growth of mobile game fails to realize the desired result; 
The progress of O2O landing fails to realize the desired result; 
Competitors race to control the market share; 
The policy restricts the mobile payment. 
 
Valuation: 
Tencent has significant advantage in Chinese Internet social 
platform, and it is one of the most excellent Internet companies in 
China. Better business models and more diversified Wechat 
services will support the monetization of mobile terminal, which 
will become the major driving force for the future share price. 
Based on the new upsurge of Internet application and favorable 
expectation on the development prospect of Tencent, we give 
Tencent Holdings the rate of "Buy", with the target price of 680 
HKD for 12 months, which amounts to 43 times and 32 times of 
expected P ratio in 2014 and 2015 respectively. 
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS 

 
We do not base our recommendations entirely on the above quantitative return bands.  We consider qualitative factors like (but not limited to) a stock's risk 
reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative undertones 
surrounding the stock, before making our final recommendation 

GENERAL DISCLAIMER 
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the 
terms and limitations set out below.  
 
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct 
or consequential loss arising from any use of material contained in this publication.  
 
The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any 
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are 
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such 
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is 
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any 
corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential 
damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.  
 
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at 
any time without prior notice.  
 
This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs 
of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should 
seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or 
particular needs of that person, before making a commitment to invest in any of such products. 
This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of 
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a 
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products 
which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions 
involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions 
would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a 
complete discussion of such risks.  
 
Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in 
this research should take into account existing public information, including any registered prospectus in respect of such security. 
 
Disclosure of Interest 
Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation 
covered in this report. 
Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial 
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed 
corporation. 
 
Availability 
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country 
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any 
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction. 

 
Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear 
responsibility for any loss occasioned by reliance placed upon the contents hereof.  PSHK (or its affiliates or employees) may have positions in relevant 
investment products. For details of different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.   

 © 2014 Phillip Securities (Hong Kong) Limited

Total Return Recommendation Rating Remarks 
>+20% Buy 1 >20% upside from the current price 

+5% to +20% Accumulate 2 +5% to +20%upside from the current price 
-5% to +5% Neutral 3 Trade within  ± 5% from the current price 
-5% to -20% Reduce 4 -5% to -20% downside from the current price 

<-20% Sell 5 >20%downside from the current price 
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