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Netease.com---------------------------------------------------------------------------Maintain NEUTRAL 
3Q06 results: profit in line, but revenue below guidance; weak 4Q06 outlook EPS: ▼ TP: ▼ 
Wallace Cheung, CFA / Research Analyst / 852 2101 7090 / wallace.cheung@credit-suisse.com 

● 3Q06 dil. EPS were US$0.286, up 7% QoQ, in line with consensus. 
But both online game and ad business were below guidance. Net profit 
was US$39.8 mn or RMB314.8 mn, flat against 2Q06, yet in line with 
guidance owing to cost control and a lower effective tax rate. 

● Online game revenue was down 4% QoQ, below guidance, as 
Fantasy ACU was down 5% QoQ, WJ2 down 12% QoQ due to in-
game protest and seasonality. Fantasy will be stabilised but the 
game passed the peak already. NetEase will launch WJ3 in 3Q07, 
and will migrate WJ2 gamers to WJ3. Finally, Tianxia will be 
launched on open beta test in Dec 06. Despite weak brand ad 
revenue, management remains positive on brand ad business. We 
forecast NetEase brand ad revenue growth at 29% YoY in 2007. 

● 4Q profit guidance implied 14-19% QoQ decline. We cut our 07 dil. 
EPS estimate by 3% and our target price from US$18 to US$17. 
Trading at 12.5x ex-cash PER, valuation is undemanding. We 
maintain our NEUTRAL rating. Tianxia open beta test performance 
in Dec 06 is critical to NetEase share price in next few months. 

Profit in line, but revenue below guidance 
3Q06 dil. EPS were US$0.286, up 7% QoQ, in line with the consensus, 
5% higher than our forecast. Gross revenue was US$72.4 mn, below 
guidance, as both online game and advertising business were below 
guidance. Gross profit was RMB448 mn, down 2% QoQ, but 1% above 
guidance. As online game margin was down from 91% in 2Q to 89% in 
3Q, operating margin (net) was down from 58.5% in 2Q to 57.7% in 3Q, 
despite operating expenses (down 2% sequentially). Net profit was 
US$39.8 mn or RMB314.8 mn, flat against 2Q06, in line with guidance at 
US$39.0-40.5 mn, and 6% above our forecast as effective tax rate was 
down from 9.5% in 2Q to 8.2% in 3Q. Net cash was US$374 mn or 
US$2.68 per share after US$17 mn share repurchase in 3Q. 

Weak game business outlook; spotlight on new games 
Online game revenue was down 4% QoQ, below guidance but 1% 
above our forecast as Fantasy ACU was down 5% QoQ, WJ2 down 
12% QoQ, whereas Datang contributed less than 2% of game revenue. 
Fantasy poor performance (over 70% of game revenue) is due to in-
game protest and seasonality in Sep, but was rebounded by double 
digit in Oct. Fantasy expansion pack was delayed and will be launched 
in Dec 06. We expect Fantasy performance to stabilize but the game 
passed the peak already. Also, NetEase will launch a new game WJ3 
(previously WJ2 upgrade version) in 3Q07, and expects to migrate 
WJ2 gamers to WJ3. We therefore expect WJ2 life will be cut from 7 
to 6 year, and WJ3 will have a 3-year game life and attract 40,000 
ACU in the first month of operation in Jul 07. Finally, Tianxia should be 
launched on open beta test in Dec 06. 

Ad revenue was up 21% QoQ, but below guidance, as management 
has terminated several SMEs advertising contracts and paid search 
revenue down by around 12% QoQ. Management is improving content, 
revamping portal front page and is positive on brand ad business. We 
forecast NetEase brand ad revenue growth at 29% YoY in 2007. 

Figure 1: 3Q06 results summary and 4Q06E results forecast 
(RMB mn) 2Q06A 3Q06A QoQ (%) 3Q06E Act./Est. 4Q06E 
WVAS & others  19.7  19.9 1%  20.5 -3%  19.9 
Online game services  470.0  452.5 -4%  446.9 1%  430.8 
Advertising  62.9  76.3 21%  80.9 -6%  68.4 
Total revenue  552.6  548.6 -1%  548.3 0%  519.1 
Gross profit  457.4  448.1 -2%  444.5 1%  409.9 
Operating profit  323.0  316.7 -2%  311.3 2%  272.2 
Net profit  314.1  314.8 0%  298.1 6%  271.5 
EPS (US$) (dil.)  0.27  0.29 7%  0.27 5%  0.24 
Net margin (%) 57% 57%  57%  52% 
Source: Company data, Credit Suisse estimates. 

Short-term price pressure; undemanding valuation  
4Q profit guidance at US$32.3-34.3 mn implied 14-19% QoQ decline. 
As such, we have cut NetEase 07 dil. EPS by 3%. And target price 
was cut from US$18.0 to US$17.0. Share price could be under 
pressure due to the weak 4Q guidance. Trading at 12.5x ex-cash P/E 
and 7% free cash flow yield, valuation is undemanding. We maintain 
our NEUTRAL rating on NetEase. Tianxia open beta test performance 
in Dec 06 is critical to NetEase share price in the next few months. 

Figure 2: Key changes in earning estimate 
 FY06 forecast FY07 forecast 

(RMB mn) Old New Chg. % Old New Chg. % 
WVAS & others 78 77 -2% 108 102 -6% 
Online game services  1,814  1,789 -1%  2,056  1,948 -5% 
Advertising 277 264 -5% 354 331 -7% 
Total revenue  2,169  2,129 -2%  2,519  2,380 -6% 
Gross profit  1,764  1,736 -2%  1,914  1,824 -5% 
Operating profit  1,241  1,219 -2%  1,266  1,196 -6% 
Net profit  1,195  1,194 0%  1,200  1,166 -3% 
EPS (US$) (dil.)  1.08  1.08 0%  1.12  1.09 -3% 
Operating margin (%) 59% 57%  57% 50%  
Net margin (%) 56% 56%  52% 49%  
Source: Company data, Credit Suisse estimates. 

Bbg/RIC NTES US / NTES.OQ Price (7 Nov 06, US$) 16.13
Rating (prev. rating) N (N) [V] TP (US$) (prev. TP) 17.00 (18.00)
Shares outstanding (mn) 3,114.96  Est. pot. % chg. to TP 5
Daily trad vol–6m avg (mn) 0.9  52-wk range (US$) 24.80 - 14.04
Daily trad val–6m avg (US$ mn) 45.9  Mkt cap (US$ mn) 2,009.8
Free float (%)   50.0  Performance 1M 3M 12M 
Major shareholders  Absolute  (2.9)  (13.6)  (20.6) 
   

William Ding
 Relative  (11.6)  (26.2)  (49.2) 

Year       12/04A 12/05A 12/06E 12/07E 12/08E 
 Revenues (RMB mn) 904 1,612 2,129 2,380 2,824 
 EBITDA (RMB mn) 474 1,018 1,422 1,426 1,613 
 Net profit (RMB mn) 441.4 932.0 1,194.0 1,166.1 1,312.9 
 EPS (RMB) 0.13 0.26 0.34 0.35 0.39 
  - Change from prev. EPS (%) n.a. n.a. 0 -3 -5 
  - Consensus EPS (RMB) n.a. n.a. 0.36 0.40 0.44 
 EPS growth (%) 31.4 106.8 31.0 0.9 12.6 
 P/E (x) 40.2 19.4 14.8 14.7 13.1 
 Dividend yield (%) 0.0 0.0 0.0 1.5 1.7 
 EV/EBITDA (x) 5.3 3.0 2.1 1.2 0.4 
 P/B (x) 12.0 6.9 6.3 4.2 3.2 
 ROE (%) 32.6 39.0 47.8 31.0 27.9 
 Net debt/equity (%) net cash net cash net cash net cash net cash 
Note 1: Ord/ADR=0.04.  Note 2: NetEase is a leading online game operator and developer in China 
with over 80% of revenue generated from online games. Also, NetEase is one of the top three 
general portals in China and provides WVAS to mobile phone users..  Note 3: EPS = Diluted EPS; 
Net profit = Reported net profit 
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Companies Mentioned  (Price as of 07 Nov 06) 
Netease.com (NTES.OQ, $16.13, NEUTRAL [V], TP $17.00, OVERWEIGHT) 
 

Disclosure Appendix 
Important Global Disclosures 
I, Wallace Cheung, CFA, certify that (1) the views expressed in this report accurately reflect my personal views about all of the subject 
companies and securities and (2) no part of my compensation was, is or will be directly or indirectly related to the specific recommendations or 
views expressed in this report. 

See the Companies Mentioned section for full company names. 

3-Year Price, Target Price and Rating Change History Chart for NTES.OQ 
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Closing Price Target Price Initiation/Assumption Rating

USD

   O=Outperform; N=Neutral; U=Underperform; R=Restricted; NR=Not Rated; NC=Not Covered

   

 
 

NTES.OQ Closing Price Target Price Initiation/ 
Date Price (US$) Price (US$) Rating Assumption 
5/13/04 9.905 13.75 OUTPERFORM X 
8/4/04 8.173 12.5  
11/5/04 12.19 13.75  
8/12/05 19.338 24.5 X 
10/10/05 21.245 25  
11/9/05 15.018 21.25  
1/6/06 14.72 20.751  
2/27/06 22.168 22.5  
3/7/06 21.07 23.75  
4/21/06 22.61 28  
5/17/06 21.8 29  
8/16/06 17.22 25  
9/28/06 16.14 18 NEUTRAL  
 

 

The analyst(s) responsible for preparing this research report received compensation that is based upon various factors including Credit Suisse's 
total revenues, a portion of which are generated by Credit Suisse's investment banking activities. 
Analysts’ stock ratings are defined as follows***: 
Outperform: The stock’s total return is expected to exceed the industry average* by at least 10-15% (or more, depending on perceived risk) over 
the next 12 months. 
Neutral: The stock’s total return is expected to be in line with the industry average* (range of ±10%) over the next 12 months. 
Underperform**: The stock’s total return is expected to underperform the industry average* by 10-15% or more over the next 12 months. 

*The industry average refers to the average total return of the analyst's industry coverage universe (except with respect to Asia/Pacific, Latin 
America and Emerging Markets, where stock ratings are relative to the relevant country index, and Credit Suisse Small and Mid-Cap Advisor 
stocks, where stock ratings are relative to the regional Credit Suisse Small and Mid-Cap Advisor investment universe. 
**In an effort to achieve a more balanced distribution of stock ratings, the Firm has requested that analysts maintain at least 15% of their 
rated coverage universe as Underperform. This guideline is subject to change depending on several factors, including general market 
conditions. 
***For Australian and New Zealand stocks a 7.5% threshold replaces the 10% level in all three rating definitions. 
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Restricted: In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain 
other circumstances. 
Volatility Indicator [V]: A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 
24 months or the analyst expects significant volatility going forward. All Credit Suisse Small and Mid-Cap Advisor stocks are automatically rated 
volatile. All IPO stocks are automatically rated volatile within the first 12 months of trading. 
 

Analysts’ coverage universe weightings* are distinct from analysts’ stock ratings and are based on the 
expected performance of an analyst’s coverage universe** versus the relevant broad market benchmark***: 
Overweight: Industry expected to outperform the relevant broad market benchmark over the next 12 months. 
Market Weight: Industry expected to perform in-line with the relevant broad market benchmark over the next 12 months. 
Underweight: Industry expected to underperform the relevant broad market benchmark over the next 12 months. 
*Credit Suisse Small and Mid-Cap Advisor stocks do not have coverage universe weightings. 
**An analyst’s coverage universe consists of all companies covered by the analyst within the relevant sector. 
***The broad market benchmark is based on the expected return of the local market index (e.g., the S&P 500 in the U.S.) over the next 12 
months. 
Credit Suisse’s distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 
Outperform/Buy*  39% (60% banking clients) 
Neutral/Hold*  43% (57% banking clients) 
Underperform/Sell*  15% (52% banking clients) 
Restricted  3% 

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underperform most closely correspond to Buy, 
Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to definitions above.) An investor's 
decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors. 

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein. 

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading.  For more detail please refer to 
Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research:  
http://www.csfb.com/research-and-analytics/disclaimer/managing_conflicts_disclaimer.html 

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and 
cannot be used, by any taxpayer for the purposes of avoiding any penalties. 

See the Companies Mentioned section for full company names. 
Price Target: (12 months) for (NTES.OQ) 
Method: Our discounted cash flow (DCF) analysis, based on an estimated 13.34% cost of capital and a 4.0% terminal growth rate, supports our 
US$17.0 target price for NetEase. At US$17.0, NetEase would trade at 15.8x times our 2006 diluted earnings per ADS estimate of US$1.08, 
versus an average price-to-earnings multiple of 32.9 for the peer group, or at an enterprise value to earnings before interest, taxes, depreciation 
and amortization multiple of 10.0, versus the group's 22.6. 
Risks: The risks that may impede achievement of our US$17.0 target price are: (1) potential implementation of anti-fatigue system and other 
government policy in the online game sector, (2) intensifying competition and (3) potential disappointment on new games demand.  We have 
analyzed a possible downside case in which we assume NetEase all new games can only fulfil 50% of our forecast. The stock price on the 
downside is US$1.25, or approximately 8% below the current price.  Naturally, there is the risk that the future game demand is even lower than 
50% of our forecast and even government may suspend operation of all online games.  In this case, the value of NetEase would drop more than 
we have modeled.  We believe this scenario is unlikely given strong R&D capability of NetEase and government supportive policy on software 
development in China. 

See the Companies Mentioned section for full company names. 
The subject company (NTES.OQ) currently is, or was during the 12-month period preceding the date of distribution of this report, a client of 
Credit Suisse. 
Credit Suisse provided investment banking services to the subject company (NTES.OQ) within the past 12 months. 
Credit Suisse has received investment banking related compensation from the subject company (NTES.OQ) within the past 12 months. 
Credit Suisse expects to receive or intends to seek investment banking related compensation from the subject company (NTES.OQ) within the 
next 3 months. 
As of the date of this report, Credit Suisse Securities (USA) LLC makes a market in the securities of the subject company (NTES.OQ). 

Important Regional Disclosures 
The analyst(s) involved in the preparation of this report have not visited the material operations of the subject company (NTES.OQ) within the 
past 12 months. 

Restrictions on certain Canadian securities are indicated by the following abbreviations:  NVS--Non-Voting shares; RVS--Restricted Voting 
Shares; SVS--Subordinate Voting Shares. 
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Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may 
not contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report. 
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
http://www.csfb.com/legal_terms/canada_research_policy.shtml. 

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report. 

CS may have issued a Trade Alert regarding this security. Trade Alerts are short term trading opportunities identified by an analyst on the basis 
of market events and catalysts, while stock ratings reflect an analyst's investment recommendations based on expected total return over a 12-
month period relative to the relevant coverage universe. Because Trade Alerts and stock ratings reflect different assumptions and analytical 
methods, Trade Alerts may differ directionally from the analyst's stock rating.  
The author(s) of this report maintains a CS Model Portfolio that he/she regularly adjusts. The security or securities discussed in this report may 
be a component of the CS Model Portfolio and subject to such adjustments (which, given the composition of the CS Model Portfolio as a whole, 
may differ from the recommendation in this report, as well as opportunities or strategies identified in Trading Alerts concerning the same 
security). The CS Model Portfolio and important disclosures about it are available at www.credit-suisse.com/ti. 
For disclosure information on other companies mentioned in this report, please visit the website at www.credit-suisse.com/researchdisclosures or 
call +1 (877) 291-2683. 
Disclaimers continue on next page. 



 8 November 2006 

Asian Daily 
 

- 5  of  5 - 

Disclaimers 

References in this report to Credit Suisse or CS include all of the subsidiaries and affiliates of Credit Suisse, a Swiss bank, operating under its investment banking division.  
For more information on our structure, please follow the below link: http://www.credit-suisse.com/who_we_are/en/structure.html. 
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction 
where such distribution, publication, availability or use would be contrary to law or regulation or which would subject Credit Suisse, the Swiss bank, or its subsidiaries or its 
affiliates (“CS”) to any registration or licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to 
CS. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written 
permission of CS. All trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of CS or its affiliates. 
The information, tools and material presented in this report are provided to you for information purposes only and are not to be used or considered as an offer or the solicitation of 
an offer to sell or to buy or subscribe for securities or other financial instruments. CS may not have taken any steps to ensure that the securities referred to in this report are 
suitable for any particular investor. CS will not treat recipients as its customers by virtue of their receiving the report. The investments or services contained or referred to in this 
report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or investment services. 
Nothing in this report constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your individual 
circumstances or otherwise constitutes a personal recommendation to you. CS does not offer advice on the tax consequences of investment and you are advised to contact an 
independent tax adviser. Please note in particular that the bases and levels of taxation may change. 
CS believes the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and opinions presented in the other sections of the 
report were obtained or derived from sources CS believes are reliable, but CS makes no representations as to their accuracy or completeness. Additional information is available 
upon request. CS accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that 
liability arises under specific statutes or regulations applicable to CS. This report is not to be relied upon in substitution for the exercise of independent judgment. CS may have 
issued, and may in the future issue, a trading call regarding this security. Trading calls are short term trading opportunities based on market events and catalysts, while stock 
ratings reflect investment recommendations based on expected total return over a 12-month period relative to the relevant coverage universe. Because trading calls and stock 
ratings reflect different assumptions and analytical methods, trading calls may differ directionally from the stock rating. In addition, CS may have issued, and may in the future 
issue, other reports that are inconsistent with, and reach different conclusions from, the information presented in this report. Those reports reflect the different assumptions, views 
and analytical methods of the analysts who prepared them and CS is under no obligation to ensure that such other reports are brought to the attention of any recipient of this 
report. CS is involved in many businesses that relate to companies mentioned in this report. These businesses include specialized trading, risk arbitrage, market making, and 
other proprietary trading. 
Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future 
performance. Information, opinions and estimates contained in this report reflect a judgement at its original date of publication by CS and are subject to change without notice. The 
price, value of and income from any of the securities or financial instruments mentioned in this report can fall as well as rise. The value of securities and financial instruments is 
subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such securities or financial instruments. Investors in securities such as 
ADR’s, the values of which are influenced by currency volatility, effectively assume this risk. 
Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of understanding 
and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to, 
spot and forward interest and exchange rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or reference issuer. Any investor interested in 
purchasing a structured product should conduct their own investigation and analysis of the product and consult with their own professional advisers as to the risks involved in 
making such a purchase. 
Some investments discussed in this report have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses when that 
investment is realised. Those losses may equal your original investment. Indeed, in the case of some investments the potential losses may exceed the amount of initial 
investment, in such circumstances you may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial 
capital paid to make the investment may be used as part of that income yield. Some investments may not be readily realisable and it may be difficult to sell or realise those 
investments, similarly it may prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed.  
This report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website material of CS, CS has not reviewed the 
linked site and takes no responsibility for the content contained therein. Such address or hyperlink (including addresses or hyperlinks to CS’s own website material) is provided 
solely for your convenience and information and the content of the linked site does not in any way form part of this document. Accessing such website or following such link 
through this report or CS’s website shall be at your own risk. 
This report is issued and distributed in Europe (except Switzerland) by Credit Suisse Securities (Europe) Limited, One Cabot Square, London E14 4QJ, England, which is 
regulated in the United Kingdom by The Financial Services Authority (“FSA”). This report is being distributed in Germany by Credit Suisse Securities (Europe) Limited 
Niederlassung Frankfurt am Main regulated by the Bundesanstalt fuer Finanzdienstleistungsaufsicht ("BaFin"). This report is being distributed in the United States by Credit 
Suisse Securities (USA) LLC ; in Switzerland by Credit Suisse; in Canada by Credit Suisse Securities (Canada), Inc..; in Brazil by Banco de Investimentos Credit Suisse (Brasil) 
S.A.; in Japan by Credit Suisse Securities (Japan) Limited; elsewhere in Asia/Pacific by whichever of the following is the appropriately authorised entity in the relevant jurisdiction: 
Credit Suisse (Hong Kong) Limited, Credit Suisse Equities (Australia) Limited , Credit Suisse Securities (Thailand) Limited, Credit Suisse Securities (Malaysia) Sdn Bhd, Credit 
Suisse Singapore Branch and elsewhere in the world by the relevant authorised affiliate of the above. Research on Taiwanese securities produced by Credit Suisse Taipei Branch 
has been prepared by a registered Senior Business Person.  Research provided to residents of Malaysia is authorised by the Head of Research for Credit Suisse Securities 
(Malaysia) Sdn. Bhd., to whom they should direct any queries on +603 2723 2020. 
In jurisdictions where CS is not already registered or licensed to trade in securities, transactions will only be effected in accordance with applicable securities legislation, which will 
vary from jurisdiction to jurisdiction and may require that the trade be made in accordance with applicable exemptions from registration or licensing requirements. Non-U.S. 
customers wishing to effect a transaction should contact a CS entity in their local jurisdiction unless governing law permits otherwise. U.S. customers wishing to effect a 
transaction should do so only by contacting a representative at Credit Suisse Securities (USA) LLC in the U.S.  
Please note that this report was originally prepared and issued by CS for distribution to their market professional and institutional investor customers. Recipients who are not 
market professional or institutional investor customers of CS should seek the advice of their independent financial advisor prior to taking any investment decision based on this 
report or for any necessary explanation of its contents. This research may relate to investments or services of a person outside of the UK or to other matters which are not 
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