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ABSTRACT 

It is important to figure out a company’s financial situation in order to analysis investment, borrowing, mergers and 

acquisitions, fraud surveys, and competitive intelligence. This is also beneficial when assessing the corporation 

financial situation itself. This paper studies a typical enterprise in the Internet industry, Tencent. By analyzing 

financial statements of Tencent in recent years, as well as business performance of Alibaba and Sina as they are the 

direct competitor of Tencent, the conclusion could be drawn that Tencent has greater potential in future as the main 

business income comes from value-added services. The second chart mainly analyzes the content and conclusion and 

the third chart provides the feasible strategy and suggestions linked to certain issues identified. Through this study, it 

is possible to make a role in Tencent or other Internet enterprise as well as making contribution on healthier industry 

development. 
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1. INTRODUCTION 

In modern conditions, financial statements are the 

most complete, objective and reliable information base, 

based on which one can form an opinion on the property 

and financial position of a company [1]. In accordance 

with the legislation, the accounting financial statements 

are an open source of information, and its composition, 

content and presentation forms are unified by basic 

parameters, it becomes possible to develop standard 

methods to read and analyze it [2]. The essence of 

financial statements’ analysis from the position of a user 

is to review and evaluate the information in the 

reporting to obtain reliable conclusions about the past 

state of an organization aiming at foreseeing its 

functioning in the future. Evaluation of financial 

statements is a process by which the past and current 

financial position and performance of the company are 

assessed. Because of financial statements’ analysis, the 

company’s most important characteristics are also 

determined, which testify, in particular, about its 

success or the risk of bankruptcy [3]. For different users, 

in terms of the scale of its implementation, the analysis 

of financial statements depends on a specific goal. At 

the same time, the analysis and direction of work while 

analyzing financial statements can be different. 

Therefore, company's financial statements can be useful 

for different interested parties [4]. Corporate 

profitability is on the minds of many stakeholders. 

Figuring out the financial health of a company is 

instrumental for investment, lending, mergers and 

acquisitions, fraud investigation, and competitive 

intelligence. It is also beneficial when evaluating the 

state of your own company’s financial position. 

Financial analysis could simply be to support a class 

project. One key element in determining corporate 

profitability and financial health involves ratios. Ratios 

can give researchers insights into profitability, liquidity, 

finances, investment, and management [5]. Financial 

analysis begins with reading financial statements, which 

is a crucial skill for principal investigators managing 

research projects. Financial reporting allows 
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communication with shareholders and potential 

investors to evaluate a company’s state and ultimately 

guide their involvement in the company. Typically, this 

skill would be essential for a manager in a for-profit 

company to deduce the condition of a company or any 

project [6]. Financial analysis is particularly important 

for the development of an enterprise. What’s more, 

evaluating the results of a marketing tool or project, it is 

very important to conduct empirical analysis through 

statements currently, technology of smart phones is 

rapidly developing and the continuous expansion of the 

game market, in this context, market strategies analysis 

play a very important role [7]. Investment is an 

important source of a company's income. When making 

investment decisions, the target company’s business 

cycle also plays an important role in the decision [8]. 

For Chinese big three internet companies, Baidu, 

Alibaba, and Tencent have turned to capital-intensive 

mergers and acquisitions to consolidate their influence. 

While each company bases its operation on its core 

business-e.g., Tencent on value added content and 

online games—eash is now striving to diversify by 

investing in companies in other areas [9]. In research of 

international internet companies, one of the results 

reported suggest that “irrational exuberance in capital 

markets did not lead to managers in typical Internet 

companies to overinvest in growth, except in firms with 

unusually large cash balances” [10]. The next part of 

this paper will take Tencent’s financial situation in 

recent years as an example to analyze Tencent’s 

financial situation. 

2. METHOD 

2.1. General methods introduction 

In order to better understand the data collected and to 

conduct efficient analysis on Tencent’s financial 

statements, this study has adopted several classical 

research methods in this research, which are literature 

survey method, comparative analysis method, 

quantitative analysis method and case study method. 

2.1.1. Literature survey 

Literature survey is one of the basic as well as 

efficient research methods that commonly used by 

researchers. Generally speaking, it means that 

researchers look for what they want from all kinds of 

sources, learn from the work and results from other 

people and then formed their own ideas based on that.  

With the limited time and resources, it is impossible for 

us to know every detail about Tencent and other 

enterprises. Therefore, literature survey method has 

been adopted in the study of Tencent’s case. This is the 

first kind of scientific method that have been applied.  

2.1.2. Comparative analysis  

Also known as comparative analysis method or 

comparative analysis method, it is another method that 

useful for the analysis. It is an analysis method to show 

the unique characteristics as well as of one thing 

through the differences between it and others that have 

close relationship with it or similar to it. This study  

conducted a competitive analysis and compare 

Tencent’s financial reports with its major competitors 

who has business overlap with it such as SINA and 

Alibaba. That is the adoption of comparative analysis. 

2.1.3. Quantitative Analysis 

It is a mathematical method mainly used to analyze 

the quantitative characteristics, quantitative relations 

and quantitative changes of things, especially for social 

phenomenon. For business management, it can also be 

applied to financial statements such as balance sheets or 

income statements to help to measure the performance 

of enterprises and make it clearer to be viewed by 

people who concern about it. The function of 

quantitative analysis is to reveal and describe the 

interaction and development trend of social phenomena 

or the corporation. So that’s why this method is used in 

the study.  

2.1.4. Case Analysis Method 

This is a scientific research method that first 

developed by the Harvard University and have be 

adopted through the whole study. Case analysis method 

requires researchers to pick up one identical case or 

what has been called sample from the things or area that 

they want to study. Then they study the case itself and 

find out the common things or general rules from the 

case and applied it to others. That’s what this research 

wants to do by using Tencent as an example to study all 

the Internet enterprises.  

These are some of the important methods that have 

been adopted in the analysis of the Tencent’s case. This 

paper uses these methods to analyze Tencent’s financial 

situation, research Tencent’s development strategy, and 

give constructive suggestions on Tencent’s future 

development. 

2.2. The design of research 

This paper comprehensively used methods above 

and the research will be carried out in following mind 

steps as shown in Figure 1. 

Firstly, it identified research topic and decided the 

Internet corporations to be this topic. Then, it searched 

and read all the references materials that have been 

found and then brainstormed on what this study needs   
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Figure 1. Flowchart of financial statement analysis research 

to cover on the paper. Next, it took Tencent as 

example, searched for its published financial data to 

support this research paper and make it more credible. 

Finally, it has been found out some issues that Tencent 

and shareholders may concern about, pointed them out 

and use what have been learned to provide some 

recommendations and suggestions based on them. It is 

the idea and the whole design of this research. 

2.3. Typical financial indicators 

2.3.1. Assets and liabilities 

Reflecting the acquisition or formation of the funds 

of enterprises and institutions is the asset, reflecting the 

application of funds and the existence of the liabilities. 

Modern capitalist enterprises and banks generally adopt 

asset and liabilities balanced forms in the balance sheet 

reflect a certain date (such as the end of the month, the 

end of the year, the end of the year). The asset liabilities 

are quite important to the company's analysis.  

2.3.2. Current assets 

It refers to the assets that can be realized or applied 

within an operating cycle of one year or more than one 

year, and it is an indispensable part of the assets of an 

enterprise. In the transition of turnover, current assets 

start from the form of money, change its form in turn, 

and finally return to the form of money (monetary funds 

→ reserve funds, fixed funds → production funds → 

finished product funds → monetary funds). All forms of 

funds are closely integrated with production and 

circulation, with fast turnover speed and strong liquidity. 

The analysis of liquidity is an important way to study 

the cash flow and daily capital turnover ability of 

enterprises 

2.3.3. Cash and cash equivalent reserve 

Cash reserves refer to assets that can be obtained in 

a short period of time during cash, which is actually 

referring to two different types of financial assets. Cash 

reserves may refer to balances in checks and savings 

accounts or other short-term bank deposits that can be 

accessed can also include any short-term investment 

with high fluidity, such as monetary market tools.  

When cash is required, there can be at least some 

cash reserves in most enterprises in a short period of 

time. This is important because these reserves meet the 

relatively easily sustained expenses. Enterprises reserve 

reserves in a special fund is not rare, such as the 

Emergency Fund or Emergency Fund, effectively 

created a resource that can be used in some unexpected 

expenses in the company. 

2.3.4. Net assets 

It refers to the net amount of total assets minus 

liabilities of an enterprise. It is equal to the balance of 

all assets minus all liabilities of the enterprise. Belong to 

owner's equity. Net assets are the owner's equity in the 

balance sheet. It is an asset that belongs to the enterprise 

and can be disposed of freely. It consists of two parts, 

one part is the initial investment of the enterprise, 

including the premium part; the other part is created in 

the operation of the enterprise, including the donated 

assets. Net assets are the own capital of a company, and 

for a joint stock company, net assets are the property 

owned by shareholders. It is now commonly known as 

shareholders' equity, and net assets are total assets 

minus the company's external liabilities. 
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3. RESULTS AND DISCUSSION 

3.1 Gross profit margin analysis 

 

Figure 2. Tencent gross profit margin from 2015 to 

2019 

As shown in Figure 2, to reach the profitability trend, 

this study calculates the gross profit margin for recent 

five years, which is calculated by gross profit/sales. 

From the broken-line graph above, it shows a dynamic 

down slope trend from 2015 to 2019 from 59.53% to 

44.40%, which may decrease the confidence of existing 

and potential investors. This may due to large financial 

commitment in transaction cost, employee benefit and 

content cost.  

3.2 Historical analysis in statement of 

comprehensive income 

As shown in Table 1, In the other side, Tencent 

shows a robust profit that increase 19.88% as well as 

total income increased 20.66% during 2019 accounting 

period. As the separation between “Fintech and 

Business Services” and “Others” segment as well as the 

specialized operation in cloud service, payment and 

other enterprise-facing activities, the Fintech and 

Business Service revenue increase 38.58% comparing to 

2018 fiscal year. Interest incomes increase from RMB 

4569 million to RMB 6314 million, which mainly arise 

from increasing bank deposits during Coronavirus19 

period. Besides, It shows that general and administrative 

cost increase significantly about 28.72%. This may 

cause by more transaction cost on bank handing fees 

and more employee benefits expenses for motivating IT 

staff on research and development project, which costs 

from 22936 million in 2018 to 30387 million currently. 

Under the pressure of R&D in cloud service, the 

borrowing size increased, which significantly increase 

the finance cost about 63.05% in short period, but the 

financing decision may increase the shareholder’s 

wealth in long-term. It is worth noting that the sharing 

profit (or loss) to joint venture or associate is decreased 

213.05%, making it from positive to negative. The 

inefficiency of invested company makes the group 

undertakes high loss. However, the income tax expense 

decreased RMB 970 million, which may cause by the 

tax advantage policy in High and New Technology 

Enterprise of 15% tax rate in PRC mainland. 

                                                  .  

Table 1. The trend of key financial data in Tencent’s statement of comprehensive income from 2018 to 2019

 2019 2018 Change of million Percentage of 

change 

 RMB Million RMB Million RMB Million % 

FinTech and business 

services 
101,355 

73,138 28,217 38.58% 

Interest income 6,314 4,569 1,745 38.19% 

Total revenue 377,289 312,694 64,595 20.66% 

General and administrative 

expenses 

53,446 41,522 11,924 28.72% 

Finance costs, net 7,613 4,669 2,944 63.05% 

Share of (loss)/profit of 

associates and joint ventures, 

net 

1,681 1,487 3,168 -213.05% 

Income tax expense (13,512) (14,482) 970 -6.70% 

Profit for the year 95,888   79,984 15,904 19.88% 
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3.3 Profitability ratio analysis 

Table 2. The trend of Tencent’s profitability ratio from 

2018 to 2019 

 2019Y 2018Y 

Profit margin 44.40% 45.45% 

Asset turnover 0.45 times 0.49 times 

Return on assets 11.43% 12.52% 

Return on common 

stockholder’s 

equity 

22.69% 25.26% 

Earnings per share 9.87 RMB  8.34 RMB  

Average price-

earnings ratio 
33.78 40.71 

Payout ratio 8.66% 8.47% 

From the ratio analysis, it shows a down trend on 

operational performance. By calculation, a slight 

decrease occurs in profit margin ratio from 25.58% to 

25.42%, which means Tencent is facing problem in cost 

cutting and new project investment may scarify short-

term interest. Return on assets slightly decrease from 

12.52% to 11.43% as well as the assets turnover rate is 

from 0.49 times to 0.45 times, which means the 

efficiency of employing recourses is decrease. Tencent 

need to enhance the talent management to develop the 

competence of staffs and senior management to cope 

with new strategy. Giving to more borrowing capital to 

support the cloud service investment, return on common 

stockholder’s equity decrease from 25.26% to 22.69%. 

Although Tencent is facing such operating dilemma, the 

EPS is increasing as the capital structure is more tend to 

debt finance, the residual value to shareholders is more. 

The average P/E ratio is 33.78, which is facing a 

decreasing trend from 2018 accounting period 

influenced by economical environmental change in 

China. To increase the confidence of the shareholders, 

Tencent makes friendly dividend policy and increase 

payout ratio from 8.47% in 2018 to 8.66% in 2019 

accounting period, which is also helpful as a signal to 

capital market and increase shares price.  

3.4 Competitor Analysis 

Table 3. Major Business Operating Status of Tencent, 

Sina and Alibaba in 2019 (million RMB/million users) 

 Tencent Sina Alibaba 

Operating 

revenue 

377,289 14,028.79 376,844 

Major 

income 

199,991 5,495 247,615 

Profit or 

loss 

95,888 -457.52 80,234 

MAUs 1164.8 462 721 

 

In 2019, the major revenue sources for Alibaba, Sina 

and Tencent were commercial retail services, 

advertising services and value-added services in China, 

respectively, the data is shown in Figure 2. In 2019, 

Alibaba’s advertising revenue was far ahead at 72.073 

billion yuan, Tencent’s at 29.809 billion yuan, and 

Sina’s advertising revenue, though not more than 10 

billion yuan, remained the main source of the 

company’s revenue. In terms of user numbers, Tencent 

is far ahead and still has huge growth potential, while 

Sina will be at a relative disadvantage due to its limited 

number of active users. It is clear that the income 

difference is caused by the company’s business scope 

and the number of active users. Compared with Sina, 

Tencent and Alibaba, the business system of Tencent is 

more complete and richer. Compared with Alibaba and 

Tencent, Tencent has more customers, so Tencent has 

the basis for making profits. 

Table 4. Financial ratios of Tencent, Sina, and Alibaba 

in 2019 

     Tencent  Sina Alibaba 

ROE 21.3% -2.6% 16.4% 

ROA 11.8% -1.4% 11.5% 

P/E ratio 48.76 Negative 28.11 

Debt ratio 45.7% 48.9% 34.3% 

Cash ratio 19.7% 36.4% 28.3% 

Current 

ratio 

123.1% 265.3% 166.9% 

Gross 

profit 

margin 

46% 74.6% 42.9% 

Profit ratio 26.4% 12.7% 16.5% 

EPS 14.35 -1.43 8.72 

Total assets 

turnover  

0.42 0.29 0.43 

Receivable 

turnover 

10.7 3.7 28.2 

Goodwill 93.456billion 0 44.9billion 

Short-term 

debt 

295.1billion 1.61billion 54.8billion 

All three companies are in good cash flow positions. 

Of the three, Tencent and Alibaba have the greatest 

growth potential. By comparing the net interest rate, it 

can be seen that Tencent and Alibaba have rich after-tax 

profits, while Sina is in the red. By comparing the ROE, 

Tencent has the highest return, even beating Buffett’s 
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return.In terms of debt paying ability, Tencent's debt 

paying ability is the best, but the other two companies 

are not bad, even if there is a debt dispute can quickly 

repay.   

Through checking the financial statements of the 

three enterprises, it can be found that the goodwill value 

of Alibaba is too high, accounting for 17.9% of the total 

assets, while Tencent’s goodwill accounting for 9.7%. 

Excessive goodwill means that the company buys assets 

at too high a premium and there is a risk of asset 

depreciation. However, the accounts receivable of 

Tencent Holdings and Sina in the total assets of the 

company have increased sharply in the past five years, 

there is a risk of accounting. Tencent’s leverage 

multiple is 1.89, higher than the industry median of 1.29. 

Tencent Holdings’ recent five-year ROE has 

changed to 21.3% from 25.9%, mainly due to a change 

in net profit margin. Alibaba’s ROE level has not 

changed significantly in the past five years. By 

comparison, Tencent and Alibaba are far bigger than 

Sina in terms of market size and profitability. Compared 

with Tencent and Alibaba, the e-commerce invested by 

Tencent is not exclusive to Tencent, and Alibaba 

Group’s e-commerce brand is an internal product of the 

group. Moreover, the income brought by club software 

for Tencent is not high, so Tencent should make full use 

of its existing resources to improve its income. Of the 

three, Tencent Holdings has the greatest growth 

potential. 

Through the business model of Tencent, it could be 

understood that the main business income of Tencent 

comes from value-added services. Tencent can leverage 

its existing user resources and boost its revenue by 

offering other products that attract users. 

4. CONCLUSION 

Taking Tencent as an example, this paper studies the 

financial statements, analyzes the problems (lists the 

problems), points out the causes (lists the reasons), and 

finally puts forward some opinions or strategies to solve 

the problems (lists the strategies or opinions). Hopefully 

these strategies will play a positive role for Tencent or 

other Internet industries. 
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