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3Q2019 Non-GAAP Shareholders' Profit up 74.2%, Above

Expectation
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% ® NetEase (the "Company") posted its unaudited 3Q2019 results. Key fundamentals are as follows:
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L_f Table-1: NetEase's Key Unaudited 3Q2019 Results

3Q2019 (RMB) YoY%

Revenue 14.6 Bn 11.2
Shareholders’ Net Profit 12.7 Bn 697.5
Earnings per ADS 99.86 521.8

Source: the Company.

® NetEase’s 3Q19 results were higher than market and our expectations, mainly due to the gain from the disposal
of Kaola and investment income. Non-GAAP net income from continuing operations attributable to the
Company's shareholders was also above our and the market expectations, with 74.2% yoy growth. The
Company updated its 3Q18 financial data which excluded the related revenue of Kaola. On the revenue side,
net revenue growth of online game services was higher than our expectation with 11.5% yoy growth, 16.0 ppts
less than that of last quarter. The yoy increase of net online games services revenue was primarily due to
increased net revenue from mobile games such as Life-After, as well as certain PC-client games. The Company
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sold its Kaola e-commerce business in September 2019. In addition, the Company has commenced separately
reporting the of results of its majority-controlled subsidiary Youdao, Inc. which completed its initial public
offering and listing on the New York Stock Exchange in this October 2019. Specifically, gross profit margin for
online games services for 3Q19 was 63.8%, down 1.3 ppts yoy, due to higher revenue contribution from mobile
games with comparatively lower margin. The overall margin was 53.8%, down 1.1lppts yoy. S&M expense
decreased 7.4% yoy due to decreased marketing expenditures related to NetEase's online games services. In
addition, the board of directors approved a dividend of US$7.59 per ADS for 3Q19.

® According to CNG, China mobile game revenue grew 7.8% yoy in 3Q19, 8.8 ppts lower than that of 3Q18,
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reaching RMB38.38 billion. We believe that China mobile games will further rally in 2020. We expect that the
total amount of approved licensed games will decrease compared to 2017 due to the increase in licensed game
control standards and we believe that NetEase will be a major beneficiary due to its quality game content and
strong financial support. 28 NetEase games have been approved by the State Administration of Press,
Publications, Radio, Film and Television (SAPPRFT) for new game licenses since the granting of new game
licenses was restarted last December. On November 4", NetEase's sighature mobile game Fantasy Westward
Journey 3D ("FWJ 3D") received license approval by the SAPPRFT. On September 6", Alibaba (BABA US)
announced the acquisition of Kaola for approximately US$2 billion. We believe that the transaction will enhance
the Company's shareholders' profit.

®  Our current investment rating for the Company is "Buy" with a target price of US$285.00 per ADS, the current
share price has exceeded our target price. We believe that the Company will face intense competition within the
mobile games market in fourth quarter this year, but we also expect the Company to maintain its mobile games
market share according to its existing games and its strong pipeline. We maintain our investment rating as
"Buy". Due to the disposal of Kaola; we will increase our profit forecasts and target price in our next Company
Report.
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Company Rating Definition
The Benchmark: NASDAQ Composite Index

Time Horizon: 6 to 18 months

Rating Definition
Buy SEN Relative Performance>15%;
or the fundamental outlook of the company or sector is favorable.
Accumulate 1S Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral e Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce YadE Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell SEH Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition

The Benchmark:  NASDAQ Composite Index
Time Horizon: 6 to 18 months

Rating Definition

Outperform Mg R Relative Performance>5%;
or the fundamental outlook of the sector is favorable.

Neutral e Relative Performance is -5% to 5%;
or the fundamental outlook of the sector is neutral.

Underperform kNl Relative Performance<-5%;
Or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for CH TIANBAO GP (01427 HK),KAISA GROUP (01638 HK),GUOTAI JUNAN | (01788 HK),JXR (01951 HK),BANK OF
GANSU (02139 HK),JINSHANG BANK (02558 HK),ZHONGLIANG HLDG (02772 HK),BINHAI INVESTMENT (02886 HK),CAM
SCSMALLCAP (03157 HK),HAITIAN ANTENNA (08227 HK),Guotai Junan and its group companies do not hold equal to or more than
1% of the market capitalization of the issuer mentioned in this Research Report.

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report
within the preceding 12 months.

(5) Guotai Junan and its group companies are not making a market in the securities in respect of the issuer mentioned in this Research
Report.

(6) Guotai Junan and its group companies have not employed an individual serving as an officer of the issuer mentioned in this Research
Report. There is no officer of the issuer mentioned in this Research Report associated with Guotai Junan and its group companies.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan”). Guotai Junan and its group companies may do business that relates to companies covered in research
reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or be
contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in
any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject
Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2019 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.
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