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NetEase.com Announces 2004 Third Quarter Results 
 
 Total net revenues for the third quarter increased 15.4% over the preceding quarter to 

RMB238.6 million (US$28.8 million), despite a 16.4% drop in net revenues from wireless 
value-added and other fee-based premium services 

 
 Net revenues from advertising services for the third quarter grew 24.9% over the preceding 

quarter driven by increased demand for advertising space on the NetEase websites 
 
 Net revenues from online game services for the third quarter grew 21.8% over the 

preceding quarter on the strength of the Company's two self-developed titles, “Westward 
Journey Online Version 2.0" and "Fantasy Westward Journey Online" 

 
 Net profit for this quarter grew 11.0% over the preceding quarter to RMB109.1 million 

(US$13.2 million), equivalent to US$0.42 (basic) or US$0.40 (diluted) per American 
Depositary Share 

 
(Beijing - November 4, 2004) - NetEase.com, Inc. (Nasdaq: NTES), one of China's leading 
Internet, online game and wireless value-added services providers, today announced financial 
results for its third quarter ended September 30, 2004. 
 
Financial Results 
 
The Company reported total net revenues of RMB238.6 million (US$28.8 million) for the third 
quarter, representing a 15.4% increase over total net revenues of RMB206.7 million (US$25.0 
million) for the preceding quarter, and a 63.1% increase over total revenues (see Note ( ) below) 
of RMB146.3 million (US$17.7 million) for the corresponding period a year ago. 
 
Net revenues from online game services for the third quarter grew by 21.8% 
quarter-over-quarter to RMB160.5 million (US$19.4 million), driven by the increase in 
popularity of “Westward Journey Online Version 2.0" and "Fantasy Westward Journey Online", 
NetEase's in-house developed massively multi-player online role-playing games 
("MMORPGs"). The number of peak concurrent players for "Westward Journey Online 
Version 2.0" and "Fantasy Westward Journey Online" increased to approximately 300,000 and 
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255,000 during the third quarter from approximately 250,000 and 180,000 during the 
preceding quarter, respectively. 
 
Net revenues from wireless value-added and other fee-based premium services decreased 
16.4% quarter-over-quarter to RMB31.4 million (US$3.8 million) which is mainly attributable 
to a decrease in revenues from SMS related services. However, the net revenues from the 
Company's non-SMS, 2.5G and interactive voice response related services in the aggregate 
grew by 14.8% quarter-over-quarter to RMB5.6 million (US$0.7 million) in the third quarter. 
The decrease in net revenues from SMS related services in the third quarter was mainly due to 
the fall in sales of SMS services as a result of intense competition. 
 
Net revenues from advertising services for the quarter increased 24.9% quarter-over-quarter to 
RMB46.7 million (US$5.6 million), driven by increased demand for advertising space on the 
NetEase websites which resulted primarily from the Company's ongoing efforts to improve the 
content of the NetEase's websites and expand its user base. 
 
The Company reported gross profit in the third quarter of RMB189.8 million (US$22.9 
million), representing a 56.6% increase over RMB121.2 million for the corresponding period a 
year ago and a 15.5% increase over RMB164.3 million for the preceding quarter. Gross 
margins for the Company increased slightly to 79.6% in the third quarter from 79.5% in the 
preceding quarter mainly due to an increase in gross margins for online advertising and online 
game services, which outweighed a decrease in the gross margins for wireless value-added and 
other fee-based premium services.  
 
Gross margins for wireless value-added and other fee-based premium services declined from 
69.0% in the preceding quarter to 53.2% in the third quarter mainly due to increased costs 
incurred in connection with various free services offered by NetEase . In particular, the 
Company incurred increased transmission costs in connection with increased usage of its free 
SMS service which is offered through its instant messaging application, POPO, and additional 
costs associated with its free email services, including server depreciation costs, bandwidth 
fees and increased staff costs arising from a rise in the number of staff working on these 
services. 
 
Gross margins for online games improved from 86.9% in the preceding quarter to 88.0% in the 
third quarter of 2004 as such games continued to enjoy enhanced economies of scale. However, 
the growth in gross margins in the third quarter was partially offset by a write-off of an 
unamortized portion of the licensing fee for the Company's other online game, PristonTale. 
PristonTale was licensed for a period of three years from May 2002 and the licensing fees were 
amortized over the period. NetEase stopped charging players for that game before the 
expiration of the three year term, resulting in a write-off of the unamortized licensing fee of 
approximately RMB720,000. 
 
Gross margins for online advertising increased from 63.7% in the preceding quarter to 68.2% 
in the third quarter because the revenue growth in this area did not result in a proportional 



 

 

increase in costs. 
 
Total operating expenses for the quarter were RMB81.0 million (US$9.8 million), representing 
a 137.5% increase over RMB34.1 million (US$4.1 million) for the corresponding period a year 
ago, and a 27.3% increase over RMB63.6 million (US$7.7million) for the preceding quarter. 
The quarter-over-quarter increase was largely due to the increase in marketing expenses in the 
third quarter which were related primarily to the production costs and airing of TV 
commercials and the production and placement of outdoor billboard and bus advertisements as 
part of a new marketing campaign. This increase was partially offset by a one-time payment of 
US$2.0 million resulting from the settlement of an insurance claim made by the Company 
which was related to the now-settled class action litigation in the U.S. that involved the 
Company, the underwriters for its initial public offering and certain of its current and former 
officers and directors.  
 
The Company reported a net profit for the third quarter of RMB109.1 million (US$13.2 
million), equivalent to US$0.42 (basic) or US$0.40 (diluted) per American Depositary Share 
("ADS"). This is compared to a net profit of RMB84.1 million (US$10.2 million), equivalent to 
US$0.30 diluted net earnings per ADS, for the corresponding period a year ago and a net profit 
of RMB98.3 million (US$11.9 million), equivalent to US$0.36 diluted net earnings per ADS, 
for the preceding quarter. 
 
As of September 30, 2004, the Company's total cash and held-to-maturity investments balances 
were RMB1.8 billion (US$222.4 million) and RMB 248.5 million (US$30.0 million), 
respectively. The Company generated an operating cash flow of RMB148.8 million (US$18.0 
million) for the quarter.  
 
Commenting on this quarter's results, acting Chief Executive Officer Ted Sun said,"The results 
of the third quarter emphasize once again that our diversified revenue streams provide us with a 
sound platform to benefit from the overall growth in the Internet market in China, with areas of 
strong performance mitigating areas of weaker performance. Thus, although the wireless 
value-added and other fee-based premium services have been operating under a challenging 
environment which led to a quarter-over-quarter drop in its revenues during the third quarter, 
we still manage to report a healthy growth in total net revenues which was driven by the 
continued growth of our two other business lines, online advertising and online games. 
 
Mr. Sun continued,"Our online advertising business grew this quarter, which we believe was 
driven in large part by the increase in popularity of the NetEase's websites. We have been 
working to expand our portal content and services in order to grow our registered accounts base, 
which grew to over 260 million accumulated registered accounts in this quarter. This extensive 
user base provides us with a very powerful audience for our services, as well as for the products 
and services of our advertisers." 
 
Chief Operating Officer Michael Tong added, "Our online games business showed continued 
growth in this quarter, helped by the launch of the fourth expansion pack of "Westward Journey 



 

 

Online Version 2.0". In addition, our launch of the second expansion pack of "Fantasy 
Westward Journey Online" during this quarter was also well received and the game has 
maintained very good growth momentum. We believe that both expansion pack launches have 
once again proved the value of our strong in-house development team in developing and 
enhancing the appeal of our games. The beta launch of our "Fly for Fun" game also proved very 
successful this quarter. We expect that this game will be commercially launched in early 
January 2005." Mr. Tong continued, "The key new games we are currently developing in-house, 
one 3-D game based on Chinese mythology and the other 2.5-D game based on martial arts 
from the Tang Dynasty, are progressing well and we believe that their cultural relevance will be 
attractive to our audiences, helping to drive growth and user loyalty. We anticipate that the 
2.5-D and the 3-D games will be launched in beta versions in the first quarter and second 
quarter of 2005, respectively, with commercial versions due in the second quarter and third 
quarter of 2005, respectively. In addition to the MMORPGs we are developing, we also plan to 
launch a number of casual games, the first of which will be a billiards game, planned for launch 
in the fourth quarter of 2004."  
 
** Note: The conversion of Renminbi (RMB) into U.S. dollars in this release is based on the 
exchange rate of US$1 = RMB8.2766. The percentages stated in this press release are 
calculated based on RMB.** 
 
About NetEase 
 
NetEase.com, Inc. is a leading China-based Internet technology company that pioneered the 
development of applications, services and other technologies for the Internet in China. Our 
online communities and personalized premium services have established a large and stable user 
base for the NetEase Web sites which are operated by our affiliate. As of September 30, 2004, 
we had approximately 264 million accumulated registered accounts, and our average daily 
page views for the month ended September 30, 2004 exceeded 386 million. 
 
Community products and services which the NetEase Web sites offer include instant 
messaging, online personal ads, matchmaking, alumni clubs, personal home pages and 
community forums. NetEase is also the largest provider of free e-mail services in China. 
Furthermore, the NetEase Web sites provide 21 channels of content. NetEase sources news 
content on world events, sports, science and technology, and financial markets as well as 
entertainment content such as cartoons, games, astrology and jokes from over one hundred 
international and domestic content providers. 
 
NetEase offers online advertising on its Web sites as well as paid listings on its search engine, 
web directory and classified ads services, and an online mall, which provides opportunities for 
e-commerce and traditional businesses to establish their own storefront on the Internet. 
 
NetEase also offers wireless value-added services such as news and information content sent 
over short-messaging services, MMS and WAP technologies, and online game services through 
massively multi-player online role-playing game titles including, "Westward Journey Online 



 

 

Version 2.0" and "Fantasy Westward Journey Online". 
 
 

* * * 
This press release contains statements of a forward-looking nature. These statements are made 
under the "safe harbor" provisions of the U.S. Private Securities Litigation Reform Act of 1995. 
You can identify these forward-looking statements by terminology such as "will," "expects," 
"anticipates," "future," "intends," "plans," "believes," "estimates" and similar statements. The 
accuracy of these statements may be impacted by a number of business risks and uncertainties 
that could cause actual results to differ materially from those projected or anticipated, 
including risks related to: the risk that NetEase will be unable to compete effectively in the 
wireless value-added services market in China and that its share of that market will continue to 
decline; the risk of changes in Chinese government regulations and/or the policies of the 
mobile operators in China that limit future growth of NetEase's wireless value-added services 
or online games revenue or causes such revenue to decline; the risk that future marketing 
expenditures may not produce the results that management expects; the risk that the online 
game market will not continue to grow or that NetEase will not be able to maintain its leading 
position in that marketthe risk that the Internet advertising market in China will not cont, which 
could occur if, for example, its new online games do not become as popular as management 
anticipates; the risk that NetEase may not be able to continuously develop new and creative 
online services; inue to grow and will remain subject to intense competition; the risk that 
NetEase will not be able to control its expenses in future periods; the impact of the outbreak of 
severe acute respiratory syndrome, or SARS, in China and risks related to any possible 
recurrence of SARS or another public health problem in China; the risk that the trading price of 
NetEase's American Depositary Shares may decrease for a variety of reasons, some of which 
may be beyond the control of management; competition in NetEase's existing and potential 
markets; governmental uncertainties, general competition and price pressures in the 
marketplace; uncertainty as to future profitability; the risk that security, reliability and 
confidentiality concerns may impede broad use of the Internet and e-commerce and other 
services; and other risks outlined in NetEase's filings with the Securities and Exchange 
Commission, including its registration statements on Form F-1 and Form F-3, as amended. 
NetEase does not undertake any obligation to update this forward-looking information, except 
as required under applicable law. 
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