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Post Tencent’s better-than-expected 2Q22 earnings on active cost 

control initiatives (first take) and management commentaries during 

earnings on narrowing profit declines & returning to positive profit 

growth in the quarters ahead, we maintain a constructive view on 

the company’s outlook on the back of: advertising business recovery 

along with increasing Video Accounts contribution from Sep 

onwards, domestic games potential banhao approval and next year’s 

pipeline potential, as well as more cost savings initiatives in addition 

to headcount control to bear fruit from 2H22. Maintain Buy with 

revised TP of HK$502 per share. 

Separately, we hosted Tencent management: Mr. James Mitchell 

(CSO, Senior Executive Vice President) and Mr. John Lo (CFO, 

Senior Vice President) at a post-result group NDR meeting on Aug 

18.  

Key highlights from our NDR and management commentaries 

provided during the earnings call:  

1) Domestic games: Despite industry-wide slowdown (domestic 

industry -7% yoy in 2Q22), Tencent remains positive on long-term 

game revenue growth re-acceleration after a ‘digestion’ period for 

2022. Specifically, Tencent is confident to receive domestic Banhao 

approval within the year, and will launch Undawn later this quarter. 

Tencent is also working on the release of a major domestic title 

(with Banhao approval remains effective) after  for 2023. Undawn

2) Video Accounts: Time to pull the monetization levers. 

Management believes Video Accounts is achieving critical mass 

with timespent equivalent of 80% of Moments’ level (note 

Moments is around 1/3 of Tencent’s ad revenue) eCPM:.  

Management highlighted the strength of the contracts ad sold for 

the feed-ads since July on Video Accounts, especially appealing to 

   0700.HK 12mPrieTarget:HK$502.00 Prie:HK$312.60 Upside:60.6%
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some high-end advertisers that are willing to pay higher eCPM. And hence contract ad 

ECPM is now a premium to the 2 short-form video (SFV) incumbents, and with no 

disruption to user engagement as per management.  

3) For margin & profit recovery path, management expects to reduce the rate of % yoy 

earnings decline and return to positive earnings growth in coming quarters  .

Tencent now moved to structurally rational mindset on headcounts, and exited 

unsuccessful businesses. On capital allocation, Management reiterated its 

commitment to work down the portfolio and use the proceeds to return to shareholders 

until the portfolio value is recognized. 

In our view, Tencent remains one of the most uniquely positioned China Internet 

companies given its unrivaled WeChat eco-system, leadership in games and new 

growth drivers across Video Accounts and SaaS. Following its revenue/earnings 

bottoming from weak macro backdrop in 2Q, we believe Tencent is set for revenue/ 

growth recovery from 2H22E, along with more monetization levers from Video Accounts 

and potential game launches for 4Q22 and 2023. Meanwhile, we expect management 

to continue return value to shareholders while rationalizing spending in 2022 as 

highlighted in our China Internet 2H outlook and China’s Internet industry will be shifting 

toward a healthier mode focusing on user value, technology innovation, and social 

responsibility. 

 

What to do with the stock: Factoring in 2Q22 results and management commentaries 

provided during the earnings call, we trim our 2022E-24E revenue estimates by 1-2% 

mainly on 1) 2% higher ad revenue on Tencent unlocking its monetization potential 

from Video Account and Weixin ad properties being a beneficiary to 

interoperability/ecosystem open-up; offset by 2) 2% lowered game revenue. In terms 

of profitability, we expect better gross margin profile across game and FBS. We raise 

adj. operating margin by 30-150bps and now expect 2022E adj. operating/net profit to 

drop -5%/-7% yoy in 2022E. 

With the revised forecasts, our 12-month SOTP-based target price is fine-tuned to 

HK$502 from HK$503 previously. We stay Buy-rated on Tencent. We see compelling 

risk-reward with Tencent/Tencent ex-investments currently trading at 20x 12-m forward 

P/E, >1 std below its historical avg. 12-m forward P/E. Our bear case scenario suggests 

moderate downside from current share price. 

Key risks: More intense industry competition in performance-based advertising, 

unexpected delay in game launches/Banhao approvals, slower-than-expected growth in 

FinTech and Cloud businesses, reinvestment risk.  

 

Exhibit 1: Tencent: Key changes to GSe 

 

 

Source: Company data, Goldman Sachs Global Investment Research
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Exhibit 2: Our bear case scenario suggests moderate downside to current share price 
Bear case scenario 

 

 

Source: Company data, Goldman Sachs Global Investment Research
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Key takeaways from post-results NDR 
 

 

We hosted Tencent management Mr. James Mitchell (CSO, Senior Executive Vice 

President) and Mr. John Lo (CFO, Senior Vice President) at a group NDR meeting on Aug 

18 where top investor questions were:  timeline of unlocking Tencent’s 1) Online games:

domestic backlog and evolving international game strategies; 2) Advertising: 

Monetization ramp-up curve of Video Account across multiple metrics (timespent, ad 

load, eCPM), benchmarking with Moments and SFV peers;  Near-term 3) Cloud:

business trend and longer-term monetization upsides and timeline from Tencent 

Meeting and WeCom; 4) Margin & Profit: earnings recovery timeline and further 

development of headcount optimization progress and 5) Capital deployment: Pace of 

portfolio divestment. 

Online Games 

For online games, investors’ focuses are on  timeline of unlocking Tencent’s domestic 1)

backlog (for previously obtained Banhao titles); Tencent’s evolving international game 2) 

strategies. 

Domestic games: Despite industry-wide slowdown (domestic industry -7% yoy in n

2Q22), Tencent remains positive towards long-term game revenue growth 

re-acceleration after a ‘digestion’ period for 2022.  

Tencent will launch Undawn later this quarter,  o

while Tencent is also working on the release of a (with major domestic title o

Banhao approval remains effective) after Undawn. 

International games:  n

Overseas game release timeline: Tencent noted a majority of the o

international pipeline is weighted towards 2023-2024, with Warhammer 

Darktide to come in 4Q22. 

Ubisoft: Tencent noted it has a solid relationship with Ubisoft, who has o

successful IP but emerging presences in GAAS and mobile game. Tencent is 

working with Ubisoft on multiple mobile adaption projects, similar to its 

relationship with Nexon and Krafton. 

Managing international game studios: 1) Consolidated studio and o

publisher. Tencent maintains frequent communication with Riot, Supercells; 

2) Consolidated studio. Tencent leverages its publishing expertise through 

Level Infinite to help Stunlock, a Sweden developer which focuses on 

development but not publishing, publishes the well-recevied title .  V Rising 3)

Acquisition. Tencent noted Miniclip has a strong track record in acquiring 

studios in Europe (e.g. SYBO). Riot has also acquired game developer teams 

without game assets per Tencent. 

Advertising 

For advertising, investors’ focuses are on Monetization ramp-up curve of Video Accounts 
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across multiple metrics (timespent, ad load, eCPM), benchmarking with Moments and 

SFV peers;  

Video Accounts: Regarding the long-term online ad industry growth profile and n

competition, management noted when SFV kicked-off ad monetization, online ad 

penetration was already at 70% of China’s total ad market, when SFV launched in 

US, US online ad % of GDP was also amongst the highest globally. Specifically: 

Time to pull the monetization levers. Management believes Video Accounts o

is achieving critical mass after VV+200% yoy, with timespent equivalent of 

80% of Moments’ level. Management noted Moments is around 1/3 of 

Tencent’s ad revenue,  despite accounting for relatively low timespent per 

DAU per day, demonstrating monetization potential of the Weixin properties. 

Timespent. Management noted new usage scenarios (e.g. live streaming) o

contribute to incremental timespent with a separate adoption curve to SFV 

and may continue to lengthen timespent for the format. Longer-term, 

management considered Video Accounts to have higher ecpm despite total 

timespent (potential room for ad inventory) will be lower than the industry 

incumbents.  

eCPM. Management highlighted strong sales of the contract ad for the o

feed-ads since July, especially appealing to some high-end advertisers that are 

willing to pay higher eCPM. And hence  contract ad ECPM is now a 

premium to the 2 SFV incumbents, with no disruption to user engagement. 

Cloud 

For cloud, investors’ focuses are on Near-term revenue and GPM trends; 1) 2) 

Longer-term monetization timeline and upsides for Tencent Meeting and WeCom. 

Near-term business trend. With management near-term focusing on gross profit n

margin improvement, revenue growth will remain on a moderating trend into 2H, 

but management expects to see both sequential and yoy margin improvement in 

2H22, with Paas and SAAS representing half of Tencent cloud revenue. 

Management expects to conduct monetization experiment on Tencent Meeting, but n

the P&L impact will come after Video Account and mini program monetization. 

Margin & Profit 

For margin & profit recovery path, investors’ focuses are on Implication and further 1) 

development of the headcount trimming progress;  earnings recovery timeline; 2)

Management expects to reduce the rate of % yoy earnings decline and return to 

positive earnings growth in coming quarters. 

Headcount,  as Tencent moving to a more structurally reasonable mindset, it n

expects to: 

Implement headcount control. Given Tencent has increased headcount o

gradually from 1Q-4Q21, management expects the pace of headcount growth 

will be consistent with revenue growth by end-2022. 
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Capital Allocation 

Management reiterated its commitment to work down the portfolio and use the n

proceeds to return to shareholders until the portfolio value is recognized. 

Online Games 
 

 

Domestic to see sequentially easing base starting Sept-22, International above-industry 

growth continues but post-COVID normalization a drag 

We forecast game revenue growth of +0.1% yoy in 3Q22E and -0.2% yoy in 2022E. 

By market: 

We forecast -0.2%/+0.1% yoy for the domestic market in 3Q22E/2022E 1) , given n

Weakened deferred revenue, a high base (July-Aug) of legacy titles to weigh on 

growth, but supported by 2) Undawn release in Sept-Oct. 

Domestic: LOL: E-sport manager ( ), the e-sport simulation 英雄联盟电竞经理o

adaption game that’s based off the  has turned out to be Tencent’s LOL IP

largest new-release domestic game based on grossing contribution, with 

2.0% total market share in July (despite having only been launched on 20 

July); 

Contraction in minors’ time spent and grossing will continue to hinder o

domestic game revenue growth till Sept-2022.  saw Honour of Kings (HoK)

grossing growth at -3% yoy in July, with the season 28 expansion pack, 

released on June 23, supporting July grossing, despite the challenging comps. 

Peacekeeper Elites (PKE) saw grossing decline of -45% yoy in July, against a 

record high comp in July-2021, also partly due to the decline of revenue from 

change in controls around minors game timespent. 

We forecast +2%/0.8% yoy for the international market in 3Q22E/2022E, backed n

by: 

Moderation of the overall international mobile game industry in the midst o

of transition against tough comps created by the pandemic benefits.  PUBGM

grossing was hindered by post-COVID normalization, with July grossing 

dropping 39% yoy and the weakness to likely extend towards year-end; partly 

offset by:  

Continued launches of new titles, backed by Tencent’s deep pipeline of 40+ o

international games to be launched in 2022-24E. , the PC survival 1) V Rising

action RPG developed by Tencent investee, Stunlock Studio, sold 2.5mn 

copies as it went into early access on May 17, grossing over US$20mn; Into 2) 

3Q22, Tencent will release  through Funcom; Metal: Hellsinger Tower of 

 Fantasy through Level Infinite and Turbo Golf through Sumo Group, followed 

by Warhammer 40,000: Darktide in 4Q22. 
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2Q22 recap 

Online games revenues (PC + mobile) declined 0.4% yoy to Rmb51.6bn (above GSe 

Rmb49.8bn):   revenue -2% yoy to Rmb40.0bn vs. GSe 38.7bn;  a) Mobile game b) PC 

games revenue +5% yoy to Rmb11.6bn, slightly above GSe 11.1bn; c) Current portion 

of deferred revenue was Rmb89.2bn, -7.3% yoy/-7.9% qoq, vs. -1.7% yoy in 1Q22, 

while current and non-current deferred revenue combined dropped -8.8% yoy (vs. -3.6% 

yoy in 1Q22). 

Domestic Games 

In 2Q22, domestic game revenue (ex. portion allocated to Social Network) declined 

-1% yoy to Rmb31.8bn (vs. -1% yoy in 1Q22), but ahead of industry at -7% yoy (CNG 

data) with:  

Lack of new blockbuster release: with Return to Empire being the only title that 1.

gained meaningful traction among the 5 newly released titles in 2Q22. 

Minor protection measures impacted revenue (minors contribution was 2.

c.mid-single-digits of grossing in 4Q20) 

Lower user spending across legacy titles (HoK, LOL PC), partly offset by 3.

incremental contribution from newly released titles (LOL Mobile, Fight of The 

Golden Spatula). 

Management highlights: 

Resumption of Banhao should support the overall game industry, while Tencent is n

confident in receiving Banhao in the future. 

Undawn ( ), one of Tencent’s most important domestic pipelines (30mn 黎明觉醒n

pre-registration), has confirmed the domestic release in China within the next few 

weeks, after it was delayed since summer-2021. 

Timespent of HoK/PKE from adult players both increased yoy, yet both game saw n

revenue decline %yoy; implied users’ game spending conversion (per timespent) 

dropped, likely due to weaker macro. Tencent expects to focus on deepening user 

engagement. 

Management highlighted positive regulatory development including pilot approval n

 

Exhibit 3: Tencent online game revenue estimates 

 

 

Source: Company data, Goldman Sachs Global Investment Research
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program and fostering internationally renowned brands in games. 

On the near-term %yoy recovery path, management believes the weaker n

macro-economy could continue to undermine growth of its legacy games in 3Q. 

 

 

Exhibit 4: Timespent of games remained weak, declined by -2% yoy in July, vs. -1% yoy in June. HOK (Honour of Kings)’s timespent 
continued to decline to -21% yoy in July; Peacekeeper Elite -10% yoy from recent peak +26% yoy in April.  

 

 

Source: QuestMobile
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Exhibit 5: Tencent: international and domestic grossing performances 
Tencent international mobile game grossing includes Supercell, Miniclip, Pocket Gems and Marvelous 

 

 

Source: SensorTower,  data compiled by Goldman Sachs Global Investment Research
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International Games 

In 2Q22, International games decreased by -1% yoy to Rmb10.7bn (or flat in constant 

currency, vs. +4% yoy in 1Q22), given international games remains in the 

post-pandemic digestion period (see our July game tracker). Nevertheless, Tencent still 

performs better than the industry at -7% yoy (SensorTower), partly helped by increase in 

revenues from games including VALORANT and newly launched V Rising (Above 

US$20mn grossing in 2Q22).  

Management highlights: 

Normalization timeline of global gaming industry: Depends on current n

weakness including post-COVID re-base or macro weakness issues. The 

monetization structure of game shifts towards more discretionary purchase (in-app 

purchase). 

 

Exhibit 6: Tencent: domestic game pipeline 

 

 

Source: Company data, Goldman Sachs Global Investment Research
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Slower, yet still ongoing overseas game-related M&A, pivoted by Tencent’s n

subsidiaries MiniClip acquiring SYBO, publisher of Subway Surfers (30mn DAU). 

Online Advertising 
 

 

Sequential recovery towards year-end helped by an easier base, Video Accounts 

potential and benefits from interoperability/ecosystem open-up . 

We forecast ad revenue growth of -5% yoy in 3Q22E and -8% yoy in 2022E. By ad 

properties: 

Social and other advertising revenue  -6% yoy  to decline  (-3% if incl. Sogou) to n

Rmb17.8bn (from -21% in 2Q22) on weak ad demand and consequently lower 

eCPMs. 

Media advertising revenues -15% yoy  to Rmb3.0bn (improved from -24% yoy in n

2Q22) on lower ad revenue from Tencent Video and Tencent News Services. 

Near-term trends: While Tencent saw weaker ad revenue % yoy performance in April 

and May due to COVID lockdown in Shanghai and a tough %yoy base from education ad 

spend, it saw subsequent improvement in June as post-ecosystem open-up, Tencent 

obtained ad dollar budget from major e-commerce platforms that previously were not on 

Tencent’s ad properties. Although the period from July till mid-Aug still carries a 

tough comp with a high base given Summer Olympics, management expects 

sequential % yoy improvement towards the year-end, backed by: 

Advertisers from verticals such as eCommerce, automobile and F&B have seen n

healthy ad budgets; 

Timespent on Weixin and Video Accounts have been growing healthily, inline n

with QuestMobile (Weixin timespent +6% yoy in July-2022). 

 

Video Accounts’ revenue opportunities:  

Management expects the monetization ramp-up of Video Accounts to be quicker n

than Moments, which took 5 quarters to reach Rmb1bn in revenue. 

Timespent  is still growing strongly (total vv +200% yoy in 2Q22); n

eCPM of contract ad sold in past few weeks was lower than Moments; Tencent will n

 

Exhibit 7: Tencent advertising revenue estimates 

 

 

Source: Company data, Goldman Sachs Global Investment Research
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kick-off the bidding of in-feed ads within Video Accounts in a few weeks, and 

management is optimistic on pricing amid strong interest from the Video Account 

concert sponsorship. Comparing to other SFV peers, management believes eCPM 

should be on par or higher vs. SFV peers. 

Higher ad load potential as management noted the ad load of the 2 incumbents at n

14-16% (vs. 2-3% effective ad load of Moments); 

Timespent allocation within Weixin. Management believes timespent of Video n

Accounts will not impact timespent of other Weixin properties given differentiated 

use cases, referencing timespent of Moments has not cannibalized that of the 

Weixin Chat function. 

Relative to other Weixin ad properties, Video Accounts enjoys clearer benchmark n

(compared with SFV), limited disruption to consumer engagement (as SFV is a 

better format to conceal advertisement), and with improved AI recommendation 

algorithms. 

E-commerce live streaming presents monetization in longer-term, as management n

believes live concerts help established users’ viewing habits on Video Accounts. 

Tencent will focus on subsequent improvement of the ad system and merchant 

recruitment, supported by its Weixin ecosystem including mini program to complete 

the transaction, while private domain solutions like WeCom will help merchants to 

retain customers. 

2Q22 recap 

Online advertising revenue came in at Rmb18.6bn, -18% yoy (9% above GSe, on par 

with -18% yoy in 1Q22), with the better-than-expected results driven by sequential 

improvement in ad demand since June as large eCommerce platforms increased ad 

spend for 618 promotions, offset by % yoy lower eCPM due to decreased bidding 

density from clients of Internet services, education and finance verticals.  

Social and other advertising revenue  -17% yoy declined to Rmb16.1bn (from n

-15% in 1Q22) on weak ad demand and consequently lower eCPMs. 

Media advertising revenues -25% yoy  to Rmb2.5bn (improved from -30% yoy in n

1Q22) on lower ad revenue from Tencent Video and Tencent News Services. 

Market-share gain of conventional ad properties and June quarter n

improvement: Tencent attributed the strong intra-quarter improvement in June to 

e-commerce platforms previously under-spent (changes to China’s Internet 

landscape) on Tencent, and it has re-shifted its budget to Tencent properties amid 

6.18 e-commerce festival, and proliferation of mini-programs.  

19 August 2022   13

Goldman Sachs Tencent Holdings (0700.HK)

_

 



 

 

FinTech and Business Services 
 

 

Worst is behind for FinTech payment business; cloud’s strategic shift to quality growth 

will dent growth but help margins 

We forecast FinTech and Business Services revenue growth of 10% yoy in 3Q22E 

 

Exhibit 8: Our ads volume mix% tracker suggests Tencent has seen healthy ad spending from E-commerce 
platforms, while expecting a high base from education and real estate will lapse into 3Q 

 

 

Source: Goldman Sachs Global Investment Research
 

Exhibit 9: Weixin, the largest app in China (20% of top 400 app aggregate timespent) grew +6% yoy (+4ppts mom), while yoy % decline in QQ 
continued for the 27th consecutive month with -33% yoy in July. Weibo dropped -6% yoy. Xiaohongshu’s growth remained strong at +98% 
yoy. 

 

 

Source: QuestMobile
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and 8% yoy in 2022E. By segment: 

We forecast 13%/11% yoy for Fintech revenue in 3Q22E/2022E, given sequential n

improvement in commercial payment volume % yoy recovery, alongside lockdown 

easing in economically-developed regions.  

We forecast -2%/-2% yoy for Business Services in 3Q22E/2022E, with the slower n

yet improvement in growth being attributable to: Tencent to strategically focus on 1) 

quality growth by scaling back loss-making contracts (i.e. subcontracts include 

hardware re-sale), and concentrating resources on higher-margin internally 

developed PaaS solutions; Project deployment to resume to normal capacity in 2) 

3Q22. Longer-term, Tencent expects to sharpen the company’s focus on internally 

developed products while focusing on upselling higher-margin, internally developed 

PAAS products, while reducing lower margin businesses such as CDN. 

 

2Q22 recap 

FinTech and Business Services revenue was up 1% yoy to Rmb42.2bn in 2Q22, 2% 

below GSe.  

Revenue growth from Fintech services moderated as commercial payment volume n

impacted by COVID-19 resurgence in April and May 2022. 

Revenue from  decreased slightly yoy, as Tencent proactively Business Servicesn

scaled back loss-making businesses. More importantly, revenue increased qoq due 

to end customer demand for Tencent’s internally-developed products. 

Management highlights: 

Fintech n

Intra-month trend: commercial payment volume slowed to low-single-digits o

% yoy in April 2022, but resumed to high-teen %yoy growth in June 2022. 

Financial holding companies: Management observed stable and progressive o

development of the Fintech business while Tencent will continue to meet 

regulators’ most stringent requirement.  

Cloud  n

Near-term objective is on gross profit growth and narrowing absolute dollar o

losses. Management expects a sharp profit turnaround by cutting off 

subcontracting, deployment revenues. 

2Q22 revenue decline was primarily linked to lower spending from Internet o

 

Exhibit 10: Tencent FinTech and Business Services revenue estimates 

 

 

Source: Company data, Goldman Sachs Global Investment Research
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customers (impacted the most from weakened macro) and enterprise clients 

(pushed back deployment).  

Financials & Valuation 
 

 

Factoring in 2Q22 results and management commentaries provided during the earnings 

call, we trim our 2022E-24E revenue estimates by 1-2%  1) 2% higher ad  mainly on

revenue on Tencent unlocking its monetization potential from Video Accounts and 

Weixin ad properties being a beneficiary to interoperability/ecosystem open-up; offset 

by 2) 2% lowered game revenue as the global mobile game industry (ex. China) is in 

the midst of transition against tough comps created by the pandemic benefits, though 

Tencent game remains a share gainer with above-industry growth domestically and 

internationally. 

In terms of profitability, we expect a better gross margin profile across game and FBS. 

We raise adj. operating margin by 30-150bps and now expect 2022E adj. operating/net 

profit to drop  in 2022E (vs. +7%/+1% in 2021). -5%/-7%

With the revised earnings, our 12-month SOTP-based target price is now at  HK$502

from HK$503 previously. We stay Buy-rated on Tencent. In our view, Tencent remains 

one of the most uniquely positioned China Internet companies given its unrivaled 

WeChat eco-system, leadership in games and new growth drivers across Video 

Accounts, international games and SaaS. Following its revenue/earnings bottoming from 

weak macro in 2Q, we believe Tencent has strengthened its leading positions across its 

business lines and is set for a revenue growth recovery from 2H22E. Meanwhile, we 

expect management to rationalize spending in 2022 as China’s Internet industry is 

shifting toward a healthier mode focusing on user value, technology innovation, and 

social responsibility. 

19 August 2022   16

Goldman Sachs Tencent Holdings (0700.HK)

_

 



 

 

Exhibit 11: Tencent: summary of changes 

 

 

Source: Company data, Goldman Sachs Global Investment Research
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Exhibit 12: Tencent financial summary 

 

 

Source: Company data, Goldman Sachs Global Investment Research
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Exhibit 13: Our SOTP-based 12-m TP for Tencent is now at HK$502 per share 

 

 

Source: Company data, Bloomberg, Goldman Sachs Global Investment Research
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