
Douyu, the Twitch of China is going to be acquired by Huya in an all stock transaction.  
 

 
 
The current spread on the deal is 24%. 
 
The deal is an all stock one where each ADS of Douyu will be converted into 0.730 ADS of 
Huya.  
 
It is a merger of equals and the pro-forma company will have two co-CEOs (the current CEOs of 
each company).  
 
37% of Douyu is currently owned by Tencent and Tencent also owns 51% of Huya. It will, 
therefore, own 68% of the pro-forma company. Huya is the largest esport live streaming 
business in China (and the world) and Doyu a close number 2 owning 80% of market share. 
Tencent owns its own version which eventually merge with these two to form a bigger company. 
This deal is, therefore, being investigated under anti-monopoly laws of China. 
 
To better know Doyu, let’s look at their F-1 filing ahead of their IPO.  
 
The numbers are from 2018 but still we will understand the business better as it is a little 
different from Twitch.  



 

 
 

 



 
 
Doyu is the leader in China and the world with over 253 million registered users (as of 2018) 
and 4.2 million of them are paid subscribers (although Huya claims to be number one, using 
different metrics, which we will discuss later.) 
 
The market for esport live stream is bigger in China, compared to the US and is growing at 
about 25% per year.  
 



 
 

 
 
Doyu will be a certain winner from this trend as the market leader.  
 



 
 
Now, let’s look at the last annual filing  

 
 
In the last 4 years, we can see a very rapid growth in revenues for Doyu. They were able to 10X 
their revenues in 3 years from 2016 to 2019, and now they are showing positive gross income. 
In 2019, they were able to generate profits.  
 



 
 
It is clear that Douyu has a very good balance sheet.  
 

 
 
And they are free cash flow positive.  
 

 
 

 
 
In 2019, 90.9% of revenues came from livestreaming and 9.1% from ads. We can see that the 
exposure to livestreaming is increasing faster than ads.  
 



 
 
As of December 2019, Doyu had 337 million users with monthly MAUs of 165.8 million with 17.5 
million paying users.  
 
The company also organizes tournaments and signs contracts with top streamers.  
 

 
 

 
 

 
 



 
 
As we mentioned, they have a really good balance sheet with no debt at all. Most of the cash 
was obtained from a very successful IPO last year.  
 

 
 



 
 

 

 
 



From the cash flow statement, we can see about $75 million in owner’s earnings in 2019.  
 

 
 
In the TTM, the net income is about $120 million, we cannot have the updated cash flow 
statements from the 10-Qs but I’ll estimate the owner’s earnings at about $150 million (that’s 
conservative with a margin of safety). 
 
Let’s give them an owner’s earnings margin of 10%. 
 
In the last 4 years, revenues grew by 85% annually, growing by 30% in the last 9 months.  
 
We will assume continuous revenue growth of 40% for the next 5 years, followed by 20% till 
year 15, then a terminal growth rate of 5%. 
 
We will use a discount rate of 15%. 
 



 
 
Doyu is cheap even without the arbitrage 
 



 
 

 
 
To look at the exit multiples, we will need to look at Huya first.  
 
 



 
 



 
 
We can already see that although Huya is bigger, it is more effective.  
 



 
 
With a better balance sheet. 
 

 
Huya is slightly behind DouYu in terms of MAU. Although the company seems to be generating 
more revenues, it generates less profits as we mentioned. It is hard to say which one is the 
leader, let’s say they are co-leaders.  
 
We will assume that there’s an 70% probability of the deal going through in one year.  
 
Both stocks move in sync even before the deal, therefore, if Huya goes up, so will DouYu 
 
And i’ll say that both businesses are cheap right now with DouYu looking better.  
 
Even if the deal doesn’t go through, it will be a good investment. 
 
I’m not going to make an exit multiple table since it will be hard to predict the price of Huya stock 
in a year or less. At 24% spread for a stock massively undervalued with even the no-deal 
scenario a positive one, it is not necessary.  


