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NetEase.com Announces Record Third Quarter Results 
 
Beijing, October 28, 2003 
 
Financial Highlights for the Third Quarter 2003: 
 
 Total revenues grow by 96.6% year-over-year to RMB146.3 million (US$17.7 million) led 

by growth in the Company's online game business 
 
 Continued revenue growth and reduction of cost of sales result in further enhanced gross 

margins of 82.8% 
 
 Company achieves operating profit of RMB87.1 million (US$10.5 million) and net profit 

of RMB84.1 million (US$10.2 million), or US$0.33 per American Depositary Share 
(basic) 

 
NetEase.com, Inc. (Nasdaq: NTES), a leading Internet technology provider in China, today 
announced financial results for its third quarter ended September 30, 2003. 
 
The Company reported total revenues of RMB146.3 million (US$17.7 million) for the third 
quarter, a 7.4% increase over total revenues of RMB136.2 million (US$16.5 million) for the 
preceding quarter ended June 30, 2003 and a 96.6% increase over total revenues of RMB74.4 
million (US$9.0 million) for the corresponding period in 2002. The Company reported a net 
profit of RMB84.1 million (US$10.2 million), or US$0.33 and US$0.30 per basic and diluted 
American Depositary Share, respectively, compared to the previous quarter's net profit of 
RMB75.8 million (US$9.2 million), or US$0.29 and US$0.28 per basic and diluted American 
Depositary Share, respectively. The same quarter in the previous year had a net loss of RMB9.0 
million (US$1.1 million). 
 
Revenues from SMS and other e-commerce services for the quarter were RMB62.7 million 
(US$7.6 million), representing a 20.7% decrease over the preceding quarter's RMB79.1 
million (US$9.6 million), and a 20.1% increase over RMB52.2 million (US$6.3 million) for 
the corresponding period a year ago. The decrease in SMS and other e-commerce services 
revenues from the previous quarter was attributable primarily to the strengthening of 
competition in the wireless service area, the discontinuation of the Company's cooperation 
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arrangements with certain third-party Web sites which were promoting the Company's wireless 
services, and the decision by the two mobile phone operators in China to restrict the range of 
services that the Company can offer and charge through them. In response to these changes, 
NetEase began to offer a number of previously fee-based products for free in the meantime, 
with an aim of further enhancing their popularity and accumulating a larger user base which 
would put the Company in a position to capitalize on its accumulated user base when 
alternative payment solutions become available. 
 
Online game service revenues for the quarter were RMB56.5 million (US$6.8 million), 
representing a 55.9% increase over the preceding quarter's RMB36.2 million (US$4.4 million) 
and a 366.8% increase over RMB12.1 million (US$1.5 million) for the corresponding period a 
year ago. Strong growth in this revenue segment was largely due to the continued increase in 
popularity of the Company's self-developed online game title, Westward Journey Online 
Version 2, which had approximately 1.2 million unique paying users during September 2003. 
 
Advertising service revenues were RMB27.1 million (US$3.3 million) for the quarter ended 
September 30, 2003, representing a 30.0% increase over RMB20.8 million (US$2.5 million) 
for the preceding quarter and a 168.7% increase over RMB10.1 million (US$1.2 million) for 
the corresponding period a year ago. The growth of advertising service revenues was mainly 
attributable to the continued strong growth of the overall online advertising sector in China. 
 
The Company reported gross profit in the third quarter of RMB121.2 million (US$14.6 
million), increasing 12.7% over the previous quarter's RMB107.5 million (US$13.0 million) 
and 141.0% over RMB50.3 million (US$6.1 million) for the corresponding period a year ago. 
The revenue growth coupled with a reduction in cost of sales favorably impacted gross margins, 
which increased from 78.9% in the preceding quarter to 82.8% in the third quarter. The 
reduction in cost of sales was mainly due to the saving of commissions payable resulting from 
the discontinuation of the Company's cooperation arrangements with certain third-party Web 
sites which were promoting the Company's wireless services as mentioned above. 
 
Total operating expenses were RMB34.1 million (US$4.1 million), a 15.3% increase from the 
previous quarter's RMB29.6 million (US$3.6 million) and a 44.1% decrease from the 
corresponding period a year ago of RMB61.0 million (US$7.4 million). This increase was 
largely due to expenses incurred in connection with the Company's convertible notes offering 
which was completed in July 2003.  
 
The Company reported an operating profit of RMB87.1 million (US$10.5 million) in the third 
quarter, representing continued improvement over last quarter's operating profit of RMB77.9 
million (US$9.4 million). In the third quarter of previous year, the Company had an operating 
loss of RMB10.7 million (US$1.3 million).  
 
Net interest income increased to RMB3.6 million (US$0.4 million) in the third quarter, 
compared to RMB1.9 million (US$0.2 million) in the previous quarter, due to the additional 
cash balance derived from the convertible notes offering and from the Company's cash flow 



 

 

from operations. The Company reported a net profit of RMB84.1 million (US$10.2 million) in 
the third quarter, an increase of 11.0% over the previous quarter's net profit of RMB75.8 
million (US$9.2 million) and comparing well to the net loss of RMB9.0 (US$1.1 million) for 
the corresponding period a year ago. The increase in the effective tax rate during the third 
quarter is primarily due to a higher proportion of profit being earned in a subsidiary company 
which has a higher tax rate than the other group companies when compared to the second 
quarter. 
 
As of September 30, 2003, the Company's total cash balance was RMB1.6 billion (US$192.6 
million), a 118.4% increase from the previous quarter's RMB729.9 million (US$88.2 million). 
The increase was mainly attributable to the issuance of the Zero Coupon Convertible 
Subordinated Notes in the aggregate amount of US$100 million in July 2003. Cash flow 
generated from operating activities was approximately RMB102.3 million (US$12.4 million) 
during the quarter.  
 
Other Developments 
 
Users of the Company's Web sites continued to grow, with 144 million accumulated registered 
accounts at the end of the third quarter, an increase of 12.9% over the 127 million accounts at 
the end of the previous quarter and a 78.1% increase over the 80.7 million accounts at the same 
time a year ago. 
 
During the quarter, the Company implemented several enhancements to its Web sites. For 
example, the Company began to aggressively promote its new Instant Message (IM) tool 
(popo.163.com), a community-oriented communication platform highly popular among 
NetEase's younger demographic. NetEase's IM tool allows users to send SMS messages 
directly from a PC to a mobile phone, from a mobile phone to PC, and from a PC to a PC. By 
offering the PC-to-mobile phone instant messaging service for free until the end of the year, 
NetEase is bearing the SMS transmission cost of the new service as an investment to further 
strengthen its relationships with its current users and expand its user base. IM users bring 
strong revenue potential as particularly loyal users, and IM messages are moreover sent to and 
received by NetEase and non- NetEase users alike. The offering of the free service has proven 
very effective and is already showing strong growth in terms of the number of registered users 
and traffic volume so far. 
 
In September, the Company entered into an arrangement with MTV, the music television 
company, to be the exclusive wireless partner of MTV in Mainland China. Under this 
arrangement, NetEase users have the ability to send short messages to MTV video jockeys to 
request songs, subscribe to special services and clubs, request pictures and information about 
performers and participate in various contests. 
 
Additionally, in September, the Company launched its online job search service (job.163.com), 
taking advantage of its large user base and more than 320 million average daily pageviews. 
Matching employers and job seekers, the service was initially provided free-of-charge to 



 

 

businesses and users, and changed to a fee-based service in October.  
 
The Company continued to improve and revamp its content channels, with two new content 
channels launched during the quarter – Business Channel (biz.163.com) and Consumer Guide 
Channel (buy.163.com). The Business Channel is a new "interactive content channel" focusing 
on business affairs and in-depth analysis of the China market, CEO interviews, business 
reviews and management training. The Business Channel supports popular "web logs" features 
by which users not only read the content, but also can share opinions and create a personal 
forum to attract other users' feedback. The Consumer Guide Channel is dedicated to better 
consumer education. It offers original product review articles, price and market information, 
news about latest products to be launched and features on user applications and modifications. 
In the initial stages, the channel will focus on digital products like digital cameras, portable 
music players, PC hardware and peripherals, and mobile phones. 
Commenting on these third quarter results, Ted Sun, acting Chief Executive Officer and 
Director of the Company said, "We are pleased with our results this past quarter, which 
continue to benefit from NetEase's diversified revenue strategy. Our revenues in both 
advertising and online games continue to be robust. And while our revenues from SMS and 
other E-commerce services were slower for the quarter, we are confident that our investments 
in our new free-of-charge offerings will provide long-term benefits through increased loyalty 
and an expanded user base."  
 
"Advertising service revenues continues to show strong growth given the widening realization 
among advertisers that the Internet is a mainstream media and our younger demographics as a 
highly desirable consumer base with spending power. Additionally, our enhancements to the 
NetEase Web sites in this past quarter demonstrate our ongoing commitment to understanding 
our customers and offering products and services specific to their tastes and interests. Our new 
IM offering, for example, which has exhibited strong initial success, serves as a useful 'sticky' 
communication application that brings users into our Web sites and enhance the possibility that 
they use our other wide assortment of products and services. Through other services, such as 
our new online job search service, we are ensuring that we grow alongside with our users as 
they get older, and expand their interests." 
 
Mr. Sun added, "We continue to see significant opportunities with our online games, which 
continues to experience high growth despite increasing competition and beginning of the 
school season. The strong growth of our online game business has once again proved the 
different possibilities of monetizing the Internet user base. At the end of this year, we plan to 
launch our newest game, also developed in-house, and we are confident that this offering will 
further strengthen this important revenue segment." 
 
Denny Lee, NetEase's Chief Financial Officer, added, "This quarter represents our fourth 
consecutive report of operating profitability for the Company. This, combined with our healthy 
balance sheet and strong cash position, give the Company a solid financial footing to take 
advantage of future opportunities for growth and expansion in our market." 
 



 

 

"In conclusion," said Mr. Sun, " NetEase continues to be well positioned, both in terms of our 
revenue segments and our user base, which is responding well to our new products and services. 
Going forward we will continue to focus on innovative offerings that differentiate our Web 
sites and appeal to our users."  
 
** Note: The conversion of Renminbi (RMB) into U.S. dollars in this release is based on the 
exchange rate of USD1 = RMB8.2771. The percentages stated in this press release are 
calculated based on RMB.** 
 
Web Cast 
 
NetEase will host a conference call to discuss third quarter earnings at 7:00 pm Eastern Time 
today (Beijing/Hong Kong time: October 29, 2003 at 8:00am). The management team will 
discuss quarterly results and highlights, and answer questions. This call can be accessed at 
NetEase's corporate web site at http://corp.netease.com, through CCBN's individual investor 
center at www.companyboardroom.com or by visiting any of the investor sites in CCBN's 
Individual Investor Network. Institutional investors can access the call via CCBN's 
password-protected event management site, StreetEvents (www.streetevents.com). 
 
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. The 
Company's 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, 2003 NetEase had approximately 144 million accumulated registered accounts, 
and our average daily page views for the month ended September 30, 2003 exceeded 329 
million.  
 
Community products and services which the NetEase Web sites offer include Instant 
Messaging, Personals, 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 20 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 on-line 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 two massively multi-player online role-playing game titles, Westward Journey Online 



 

 

2.0 and PristonTale 2.0. 
 
 

* * * 
 

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 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 online advertising market in China will not continue to grow 
and will remain subject to intense competition; the risk that NetEase will not be able to 
continue to successfully monetize the user base of the NetEase Web sites and that its 
e-commerce and other fee-based services revenues will not continue to grow; the risk that the 
current popularity of SMS in China will not continue for whatever reason, including SMS 
being superseded by other technologies for which NetEase is unable to offer attractive products 
and services; the risk that NetEase may not be able to continuously develop new and creative 
online services; 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 market; the risk that NetEase will not be 
able to control its expenses in future periods; 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; the risk that current or future appointees to management 
are not effective in their respective positions; the difficulty in locating and recruiting suitable 
candidates for middle and senior management positions; the risk that NetEase may not be able 
to satisfy its obligations with respect to its Zero Coupon Convertible Subordinated Notes which 
could lead to a default on the Notes and an adverse affect on its business and financial condition; 
the risk that NetEase may not use the proceeds from the offering of those Notes and its other 
cash in a productive manner; NetEase's ability to develop and implement additional operational 
and financial systems to manage NetEase's operations; 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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