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Tencent (00700.HK)

Core business remains strong, with Al continuously underpinning growth
China | Gaming | Internet

Financial performance

In the first quarter of 2025, the company recorded total revenue of RMB 180 billion,
representing a 12.9% year-on-year increase. In terms of profitability, non-IFRS operating
profit reached RMB 57.6 billion, up 9.5% year-on-year, with the operating profit margin
slightly decreasing to 32.0% from 33.0% in the same period last year. Non-IFRS net profit for
the period amounted to RMB 49.7 billion, increasing by 16.6% year-on-year. By segment,
value-added services revenue in 1Q25 grew robustly by 17.1% year-on-year to RMB 92.1
billion, primarily driven by contributions from the domestic games business against a low
base effect in the prior year. Online advertising revenue rose 20.2% year-on-year to RMB
31.9 billion, benefiting from increased user engagement, continuous Al-powered upgrades
to the advertising platform, and enhancements to the Weixin transaction ecosystem.
FinTech and Business Services revenue increased by 5.0% year-on-year to RMB 54.9 billion,
mainly due to growth in consumer loan services and wealth management services, as well as
increased revenue from cloud services and merchant service fees.

Performance Summary

Gaming Business

In the first quarter of 2025, the company's gaming revenue increased by 23.7% year-on-year
to RMB 59.5 billion, accounting for 51.0% of total revenue—up from 49.0% in the same
period last year. International gaming revenue reached RMB 16.6 billion, up 22.1% year-on-
year, primarily driven by strong performance of titles including PUBG MOBILE and Brawl
Stars. Domestic gaming revenue rose 24.3% year-on-year to RMB 42.9 billion, benefiting
from last year’s low base effect and record-high revenue from evergreen titles like Honor of
Kings. Additionally, the new game Delta Action achieved a peak DAU count exceeding 12
million, making it the highest-DAU new game launched in the industry in the past three
years. According to management, both domestic and international gaming businesses retain
long-term growth potential. Al technology enhances gaming experiences and user
engagement, which is expected to partially mitigate the low base effect.

Social Networks Business

In 1Q25, Social Networks revenue grew 6.9% year-on-year to RMB 32.6 billion, mainly fueled
by robust advertiser demand for ad inventory across Video Accounts, Mini Programs, and
Weixin Search. Tencent Video and Tencent Music maintained market leadership, with paid
subscriptions reaching 117 million and 123 million, respectively.

Marketing Services Business

Marketing Services revenue in 1Q25 increased 20.4% year-on-year to RMB 31.9 billion,
primarily driven by strong advertiser demand for ad inventory in Video Accounts, Mini
Programs, and Weixin Search. Management highlighted advancements in generative Al
capabilities and upgrades to the advertising technology platform, including improved image
generation and video editing tools to accelerate ad production, the rollout of digital human
solutions to boost livestreaming activities, and deeper insights into user interests and
products to enhance recommendation accuracy. Al-driven optimizations are currently
quantified through higher ad CTR. Historically, CTR averaged around 0.1% for banner ads
and 1.0% for in-feed ads. With Al enhancements, CTR for certain ad inventory has risen to
3.0%.

By leveraging organic traffic growth and increased user engagement to drive advertising
revenue growth without relying on higher ad load, the company can reserve the release of
new ad inventory for the future, thereby extending the growth cycle. By controlling ad load
to directly enhance product experience and boost user stickiness, this creates a virtuous
cycle: improved experience leads to higher user retention, which in turn elevates advertising
value.
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FinTech and Business Services Business

In 1Q25, FinTech and Business Services revenue reached RMB 54.9 billion, up 5.0%
year-on-year. Growth in FinTech services was driven by increased revenue from
consumer loan services and wealth management services. Business services revenue
growth benefited from higher cloud services revenue and merchant service fees.
Tencent Cloud’s audio-video solutions ranked first in China by revenue for the
seventh consecutive year. By integrating large language model capabilities, the
solutions further enhanced content generation, media processing, and real-time
interactive experiences.

Company valuation

Overall, we remain optimistic about Al-driven medium-to-long-term growth. We raise
our 2025-2027 revenue forecasts to RMB 737.9/809.9/885.9 billion and non-IFRS net
profit estimates to RMB 295.0/315.3/346.7 billion, translating to EPS of RMB
28/30/33. The current share price implies a PE of 17/16/14x. Based on SOTP
valuation—applying a 10% discount to the latest market values/valuations of
subsidiaries and invested companies—we derive a 2025 target market cap of RMB
5.1 trillion for Tencent, equivalent to a target price of HKD 602. We upgrade our
rating to "Accumulate".

% owned PE/PS 2025E x Valuation to Tencent, RMB mn

Core business 4,552,755
Game 100% PE 18x 1,949,262
Social Network 100% PE 18 513,754
Marketing services 100% PE 18 918,763
FBS 100% PS S5x 1,170,976
Investments 950,000
Less: holdco discount 10% 4,952,479
Add: Net cash 143,446
Market capitalization 5,095,925

Risk factors
1) Strict gaming regulations; 2) Weak macroeconomic environment; 3) Potential
competitive threats from existing and emerging social platforms.
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Financials

Key Financial Data

Dec Y/E FY23 FY24 FY25E FY26E FY2TE
Valutation Ratio

P/E ratio 38.9 224 17.2 15.9 14.3
Dividend Yield, % 0.31% 0.57% 0.76% 0.83% 0.83%
Per share data(RMB)

EPS 12.19 2112 27 61 29.76 33.10
BVPS 85.27 79.13 93.67 101.20 109.67
Growth & Margin

Growth

Met Revenue Growth 9.82% 8.41% 11.76% 2371% 20.05%
Gross Profit Growth 2277% 19.15% 17.99% 38.98% 28.11%
EBIT Growth 44 44% 30.00% 43.43% 33.35% 16.77%
Met Profit Growth -37.44% 66.43% 32.30% 34.69% 19.89%
Margin

Gross Profit Margin 48.13% 52.90% 55.85% 57.87% 59.59%
EBIT Margin 26.28% 31.62% 40.45% 39.19% 39.34%
Net Profit Margin 19.38% 29.76% 35.22% 34.59% 35.18%
Key Ratios

ROE 13.51% 18.64% 22.94% 23.09% 22.97%
ROA 7.48% 11.03% 13.04% 13.07% 13.18%

Consolidated Statement of Profit or Loss

Dec Y/E, RMB mn 2023 2024 2025E 2026E 2027E
REVENUE 603620 660257 737918 809899 885880
Cost of services -315908 -311011 -325827 -341221 -357955
Gross profit 287714 349246 412091 468678 527924
Sales and marketing expenses -34211 -36388 -43127 -47263 -62342
General and administrative expenses -103525 -112761 -122655 -128361 -137008
Other gains/losses 4701 8002 52172 24336 9967
Operating profit 160074 208099 298481 317390 348542
Finance income 7718 16004 19205 23046 27655
Finance costs -12268 -11981 -12268 -12268 -12268
Profit before income tax and share of results of equity investees 161324 241485 324912 345888 384725
Income tax expenses -43276 -45018 -64982 -65719 -73098
Profit for the year 118048 196487 259929 280169 311627
Net profit, IFRS

— Equity holders of the Company 115216 194073 253694 273448 304151
— Non-controlling interests 2832 2394 6236 8721 7476

Consolidated Statement of Financial Position

Dec Y/E, RMB mn FY23 FY24 FY25E FY26E FY27E
Current assets

Accounts receivable 46606 48203 61735 69358 77455
Cash and cash equivalents 172320 132519 285750 369809 505800
Others 299520 315458 322627 333342 344694
Total current assets 518446 496180 670112 772510 927948
Non-current assets

PPE 53232 80185 81789 83424 85093
Qthers 1005568 1204630 1241987 1287629 1351380
Total non-current assets 1058800 1284815 1323776 1371053 1436473
Total Assets 1577246 1780995 1993888 2143563 2364421
Current liabilities

Accounts payable 100948 118712 130583 143642 158006
Others 251209 278197 399989 456114 519591
Total current liabilities 352157 396909 530572 599755 677597
Non-current liabilities

Long-term debt 305089 287308 287308 287308 287308
Others 46319 42882 42882 42882 42882
Total non-current liabilities 351408 330190 330190 330190 330190
Total liabilities 703565 727099 860762 929945 1007787
Equity attributable to equity holders of the Company 808591 973548 1052778 1133270 1276287
MNon-controlling interests 65090 80348 80348 80348 80348
Total equity 873681 1053896 1133126 1213618 1356635
Total liabilities and equity 1677246 1780995 1993888 2143563 2364421
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Consolidated Statement of Cash Flow
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Dec Y/E, RMB mn 2023 2024 2025E 2026E 2027E
CFO 221962 258521 360093 372397 411497
MNet profit 118048 196467 259929 280169 311627
Depreciation and Amortization 59008 56213 68118 80247 88588
Change in working capital 19233 21881 23948 5060 6159
Others 25673 -16040 8098 6921 5123
CFI -125161 -122187 -125422 -128834 -116003
Short term and long term investment,net -104153 -59260 -86050 -90431 -77600
Purchase of property, equipment and intangible assets -21008 62927 -3937M -38403 -38403
CFF -82673 -176494 -148617 -159503 -159503
Cash paid for distribution of dividends -21788 -31244 -39700 42153 42153
Cash received from financing -60785 -145250 -108917  -117350 -117350
Effect of exchange rate changes on cash 1353 359 0 0 0
Net Change in Cash 14228 -40160 86054 84059 135990
Cash, CE and Restricted cash at Beg 156739 172320 199696 285750 369809
Cash, CE and Restricted cash at Y/E 172320 132519 285750 369809 505800
Current Price as of: Jun 6

Exchange rate: HKD/RMB = 0.92

Source: PSHK Est.
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

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

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.
© 2025 Phillip Securities (Hong Kong) Limited
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