Edgar Filing: NETEASE.COM, INC. - Form 6-K

NETEASE.COM, INC.
Form 6-K

February 23, 2005
Table of Contents

FORM 6-K

SECURITIES AND EXCHANGE COMMISSION

Washington D.C. 20549

REPORT OF FOREIGN ISSUER
PURSUANT TO RULE 13a-16 OR 15d-16 OF THE

SECURITIES EXCHANGE ACT OF 1934

For the month of February 2005

Commission File Number: 333-100069

NETEASE.COM, INC.

2/F, Tower B
Keeven International Research & Development Centre
No. 43 West Road North Third Ring Road, Haidian District
Beijing, People s Republic of China 100086

(Address of principal executive offices)

Table of Contents



Edgar Filing: NETEASE.COM, INC. - Form 6-K

Indicate by check mark whether the registrant files or will file annual reports under cover Form 20-F or Form 40-F.

Form 20-F _ X Form 40-F

Indicate by check mark if the registrant is submitting the Form 6-K in paper as permitted by Regulation S-T Rule 101(b)(1):

Indicate by check mark if the registrant is submitting the Form 6-K in paper as permitted by Regulation S-T Rule 101(b)(7):

Indicate by check mark whether by furnishing the information contained in this Form, the registrant is also thereby furnishing the information to
the Commission pursuant to Rule 12g3-2(b) under the Securities Exchange Act of 1934.

Yes No _ X

If Yes is marked, indicate below the file number assigned to the registrant in connection with Rule 12g3-2(b): 82- N.A.

THIS REPORT ON FORM 6-K SHALL BE DEEMED TO BE INCORPORATED BY REFERENCE IN THE PROSPECTUS INCLUDED IN
THE REGISTRATION STATEMENT ON FORM F-3 (FILE NO. 333-109628) OF NETEASE.COM, INC. AND TO BE A PART THEREOF
FROM THE DATE ON WHICH THIS REPORT IS FURNISHED, TO THE EXTENT NOT SUPERSEDED BY DOCUMENTS OR
REPORTS SUBSEQUENTLY FILED OR FURNISHED.

The index of exhibits may be found at Page 2
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.

NETEASE.COM, INC.

By:  /s/ Ted Sun

Name: Mr. Ted Sun
Title: Acting Chief Executive Officer

Date: February 23, 2005
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Press Release

Contact for Media and Investors:

Olive Wang

NetEase.com, Inc.

ir@corp.netease.com

8610-8518-0163, ext. 8243

Christina Splinder

Ogilvy Public Relations Worldwide

christina.splinder @ogilvy.com

8610-8520-6550

NetEase.com Reports Fourth Quarter and Fiscal Year 2004 Financial Results

Highlights for the Fourth Quarter 2004

Total net revenues for the quarter increased by 9.7% over the preceding quarter to RMB261.7 million (US$31.6 million)

Net revenues from online game services for the quarter increased by 22.6% to RMB196.8 million (US$23.8 million); Westward Journey
Online Version 2.0 enjoyed double digit revenue growth during the quarter

Net profit for the quarter grew 19.3% over the preceding quarter to RMB130.2 million (US$15.7 million), equivalent to US$0.50 (basic)
and US$0.45 (diluted) earnings per American Depositary Share. The Company s reported diluted earnings per American Depositary Share
includes the dilutive effect of the assumed conversion of its US$100 million principal amount of zero coupon convertible subordinated
notes, as required by the Emerging Issues Task Force Issue No. 04-08 The Effect of Contingently Convertible Instruments on Diluted
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Earnings per Share ( EITF 04-08 ).

Highlights for Fiscal Year 2004

Total net revenues for the year increased by 58.8% over the total revenues™°® @ of RMB569.1 million for the preceding year to RMB903.6
million (US$109.2 million)

Note @: When reading this press release, please note that the Company s total revenues as previously reported in its financial statements for the
quarter and year ended December 31, 2003 (prior to the adoption of FIN 46 and consolidation of NetEase s variable interest entities, or VIESs) is
equivalent to the Company s total net revenues as reported in its financial statements for the quarters ended September 30 and December 31,
2004 and the year ended December 31, 2004 (after the adoption of FIN 46 and consolidation of the VIEs prospectively). Both total revenues in
2003 and total net revenues in 2004 represent gross revenue receivable from final customers, net of business tax payable by the VIEs. For
additional information, please refer to Notes 2 and 4 in the Unaudited Notes to Financial Information included in this press release.
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Net profit for the year grew 36.7% over the preceding year to RMB441.4 million (US$53.3 million), equivalent to US$1.70 (basic) and
US$1.54 (diluted) earnings per American Depositary Share. The Company s reported diluted earnings per American Depositary Share
includes the dilutive effect of the assumed conversion of its US$100 million principal amount of zero coupon convertible subordinated
notes, as required by the EITF 04-08.

(Beijing February 23, 2005) NetEase.com, Inc. (Nasdaq: NTES), one of China s leading Internet, online game and wireless value-added
services providers, today announced its unaudited financial results for the fourth quarter and fiscal year ended December 31, 2004.

Financial Results

For the Fourth Quarter 2004

For the fourth quarter ended December 31, 2004, the Company reported total net revenues of RMB261.7 million (US$31.6 million), a 9.7%
increase over total net revenues of RMB238.6 million (US$28.8 million) for the preceding quarter and a 55.1% increase over total revenuesNo© @
of RMB168.7 million (US$20.4 million) for the corresponding period in 2003.

The main revenue driver for the fourth quarter was online game services, which grew to RMB196.8 million (US$23.8 million), a 22.6% increase
over RMB160.5 million (US$19.4 million) for the third quarter. Performance of the Company s two self-developed titles, Westward Journey
Online Version 2.0 and Fantasy Westward Journey Online, was strong during the quarter, as highlighted by record average concurrent user
numbers of 159,000 and 146,000, respectively, for the fourth quarter in 2004. The peak concurrent users for Westward Journey Online Version
2.0 and Fantasy Westward Journey reached approximately 349,000 and 356,000, respectively, during the fourth quarter of 2004. Westward
Journey Online Version 2.0 and Fantasy Westward Journey experienced quarter over quarter revenue growth rates of 15.2% and 33.2% in the
fourth quarter, respectively, primarily due to the successful launching of new expansion packs and, to a lesser extent, the seasonal effect of the
National Day holiday in China and the Christmas holiday period during which users had more time to play such games.

Net revenues from advertising services for the fourth quarter were RMB40.9 million (US$4.9 million), representing a 12.4% decrease from the
preceding quarter s RMB46.7 million (US$5.6 million). The decrease in net revenues in this quarter when compared with the third quarter was
partly due to seasonality impact, as certain advertisers decreased their spending on promotions and marketing during the winter season. The
decrease was also partly due to the fact that certain of the Company s major advertisers spent a major portion of their annual marketing budget in
the third quarter of 2004 during the summer holiday and the Olympics period and, accordingly, their advertising spending decreased in the

fourth quarter.

Net revenues from wireless value-added and other fee-based premium services for the fourth quarter were RMB24.0 million (US$2.9 million),
representing a 23.5% decrease from the
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preceding quarter s RMB31.4 million (US$3.8 million). Strong competition in this sector, the general decrease in popularity of pure SMS
products and the ongoing implementation of the mobile operators new billing platforms across China continued to adversely impact results.

The Company achieved gross profit in the fourth quarter of RMB207.4 million (US$25.1 million), representing a 9.3% increase over the
previous quarter s RMB189.8 million (US$22.9 million) and a 52.2% increase over RMB136.2 million (US$16.5 million) for the corresponding
period a year ago.

Gross margins for online games improved from 88.0% in the preceding quarter to 88.3% in the fourth quarter as the Company continued to
enjoy economies of scale in this area. Gross margins for advertising and wireless value-added and other fee-based premium services declined
from 68.2% to 65.5% and from 53.2% to 28.4%, respectively, due mainly to the fact that the decrease in revenues did not result in a
corresponding decrease in costs, as a large proportion of the cost of revenues for advertising, wireless value-added and other fee-based services
is fixed in nature. In addition, during the fourth quarter the Company recorded a one-time expense of approximately RMB2.9 million (US$0.4
million) of prepaid revenue share to a domestic television variety show producer, with which the Company has been partnering for certain of its
SMS services.

Total operating expenses for the fourth quarter were RMB77.1 million (US$9.3 million), a 4.8% decrease from the previous quarter s RMB81.0
million (US$9.8 million) and a 103.1% increase from RMB37.9 million (US$4.6 million) in the corresponding period a year ago. The quarter
over quarter decrease was largely due to lower marketing expenses as the corporate marketing campaign that the Company began earlier in the
year was substantially executed and completed in the third quarter.

The Company reported net profit for the fourth quarter of RMB130.2 million (US$15.7 million), a 19.3% increase over net profit of RMB109.1
million (US$13.2 million) for the preceding quarter and a 38.3% increase over net profit of RMB94.1 million (US$11.4 million) for the
corresponding period in 2003.

The Company reported basic and diluted earnings per American Depositary Share of US$0.50 and US$0.45 for the fourth quarter, compared
with US$0.42 and US$0.38 (as restated; see explanation in Note 5 in the Unaudited Notes to Financial Information included in this press release)
for the preceding quarter in 2004, and US$0.36 and US$0.33 (as restated; see explanation in Note 5 in the Unaudited Notes to Financial
Information included in this press release), for the fourth quarter in 2003, respectively.

For the Fiscal Year 2004

For the fiscal year 2004, the Company reported total net revenues of RMB903.6 million (US$109.2 million), a 58.8% increase over total
revenues (see Note (a) above) of RMB569.1 million (US$68.8 million) for the fiscal year 2003.

The Company achieved gross profit for the year of RMB719.8 million (US$87.0 million), representing a 57.6% increase over gross profit of
RMB456.7 million (US$55.2 million) for the fiscal year 2003.

Table of Contents 8



Edgar Filing: NETEASE.COM, INC. - Form 6-K

Table of Conten

The Company reported net profit of RMB441.4 million (US$53.3 million), compared to the previous year s net profit of RMB322.9 million
(US$39.0 million). The Company reported basic and diluted earnings per American Depositary Share of US$1.70 and US$1.54 for the year
2004, respectively, compared with US$1.25 and US$1.16 (as restated), respectively, for the year 2003.

As of December 31, 2004, the Company s total cash and held-to-maturity investments balance was RMB2.3 billion (US$276.6 million), a 9.6%
increase from the previous quarter s RMB2.1 billion (US$252.4 million). Cash flow generated from operating activities was approximately
RMB203.0 million (US$24.4 million) and RMB614.2 million (US$74.2 million) during the quarter and year ended December 31, 2004,
respectively.

Others

The Company also announced today that it will record in the first quarter of 2005 a one-time expense of approximately RMB20.7 million
(US$2.5 million) resulting from the purchase of a 3D game technology related to the future development of online games. The Company expects
that this 3D technology will become a key technology in the development of substantially all of its future self-developed online games.
According to accounting principles generally accepted in the United States ( GAAP ), because the technological feasibility stage of those
to-be-developed online games has not been reached, the Company is not allowed to capitalize any related research and development costs,
including the cost of this technology, and must instead expense such costs in the period when they are incurred.

Commenting on the Company s earnings, Ted Sun, acting Chief Executive Officer and Director said, NetEase continues to leverage the
marketing power of its highly popular Chinese web sites to drive growth to the top line revenue. Our reputation as a leading online games
company continues to grow as well, thanks to the huge success of our self-developed games. The advertising segment, although adversely
affected by seasonality issues in the fourth quarter and the general decrease in advertising activity following the summer holiday and the
Olympics period in the third quarter which we believe generally affected the online advertising industry in China as a whole, exhibited strong
growth as 2004 full year revenues grew 81.6% compared to 2003. Furthermore, we have increased our published advertising rates since January
1, 2005 as our portal continues to accumulate more accounts and pageviews. We also continue to invest in our wireless and other value-added
services, although this segment now represents only a small portion of our Company s business. We continue to believe that this business
segment presents long-term potential.

Our online games business has again exceeded our expectations, said Michael Tong, Chief Operating Officer. Westward Journey Online Version
2.0 and Fantasy Westward Journey Online continued their strong performance as shown by record high concurrent user numbers in the fourth
quarter in 2004 and double digit growth for Westward Journey during the quarter. Mr. Tong continued, Further expanding our game line-up and
adding new game genres, we beta launched a new licensed game, Fly for Fun, in December 2004. We also intend to launch a new 2.5D martial
arts-themed and a 3D Chinese mythology-themed massively multiplayer online role playing games, as well as a number of casual games, later in
2005.

Denny Lee, NetEase s Chief Financial Officer said, Our solid 2004 results again demonstrate the
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value of our diversified revenue strategy. This year we continued to grow top and bottom line revenue, mainly due to the exceptional
contribution from the online game segment, and we were also able to maintain our high margins, with gross margins remaining relatively stable
for the period. We believe that we are entering 2005 on a strong financial footing.

Users of the NetEase Web sites continued to grow in the fourth quarter, with 298 million accumulated registered accounts as of December 31,
2004, representing an increase of 12.9% over the 264 million accounts at the end of the previous quarter and a 78.4% increase over the 167
million accounts at the same time a year ago.

** Note: The conversion of Renminbi (RMB) into U.S. dollars in this release is based on the exchange rate of US$1 = RMB8.2765. 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 December 31, 2004, we had approximately 298 million accumulated
registered accounts, and our average daily page views for the month ended December 31, 2004 exceeded 427 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 , Fantasy Westward Journey Online and Fly for Fun .

Table of Contents 10



Edgar Filing: NETEASE.COM, INC. - Form 6-K

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
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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 the online game market will not continue to grow or that NetEase will
not be able to maintain its leading position in that market, which could occur if, for example, its new online games do not become as popular as
management anticipates or if it cannot maintain the popularity of its existing games; the risk that NetEase may not be able to continuously
develop new and creative online services; 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 Internet
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
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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NETEASE.COM, INC.

UNAUDITED CONSOLIDATED BALANCE SHEETS

Assets

Current assets:

Cash

Held-to-maturity investments
Accounts receivable, net
Prepayments and other current assets
Due from related parties, net (Note 3)
Deferred tax assets

Total current assets

Non-current rental deposit
Property, equipment and software, net
Deferred assets

Total assets

Liabilities and Shareholders Equity

Current liabilities:

Accounts payable

Salary and welfare payable

Taxes payable

Deferred revenue

Due to related parties, net (Note 3)
Accrued liabilities

Total current liabilities

Long-term payable:

Total liabilities

Shareholders equity:

Ordinary shares, US$0.0001 par value: 1,000,300,000,000 shares authorized, 3,128,958,189
shares issued and outstanding as of December 31, 2003, and 3,184,167,189 shares issued and

outstanding as of December 31, 2004
Additional paid-in capital

Table of Contents

December
December 31, 31,
December 31,
2003 2004 2004
USD (Notes 1
RMB RMB (Note 2) and 2)
1,356,069,544 2,123,891,537 256,617,113
332,093,546 165,532,000 20,000,242
56,304,762 6,802,968
19,749,369 20,722,068 2,503,723
15,182,589
9,669,543
1,732,764,591 2,366,450,367 285,924,046
1,430,544 2,140,394 258,611
40,410,264 77,303,013 9,340,061
12,086,693 4,246,624 513,094
1,786,692,092 2,450,140,398 296,035,812
10,738,090 19,344,098 2,337,232
17,405,624 36,283,138 4,383,875
15,976,342 44,009,342 5,317,386
134,896,863 16,298,781
21,947,411
11,698,761 22,961,861 2,774,344
77,766,228 257,495,302 31,111,618
827,901,449 839,399,578 101,419,631
905,667,677 1,096,894,880 132,531,249
2,589,756 2,635,419 318,422
993,254,740 1,023,954,160 123,718,258
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Statutory reserve

Deferred compensation

Translation adjustments

Retained earnings (Accumulated deficit)

Total shareholders equity

Total liabilities and shareholders equity

The accompanying notes are an integral part of this press release.
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33,699,834 90,882,108 10,980,742
(69,175) (13,835) (1,672)
210,838 210,838 25,474

(148,661,578) 235,576,828 28,463,339

881,024,415 1,353,245,518 163,504,563

1,786,692,092  2,450,140,398 296,035,812
14
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NETEASE.COM, INC.

UNAUDITED CONSOLIDATED STATEMENTS OF OPERATIONS

Revenues:

Online game services
Advertising services

Wireless value-added and other
fee-based premium services

Total Revenues
Business taxes (Note 4)
Total net revenues
Total cost of revenues
Gross profit

Operating expenses:

Selling and marketing expenses
General and administrative expenses
Research and development expenses
Insurance claims settlement for the
now-settled class action litigation

Total operating expenses
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Quarter Ended Year Ended
December 31, September 30, December 31, December 31, December 31, December 31, December 31,
2003 2004 2004 2004 2003 2004 2004
USD (Notes 1 USD (Notes 1
RMB RMB (Note 2) RMB (Note 2) and 2) RMB RMB (Note 2) and 2)
74,446,394 169,832,982 208,255,497 25,162,266 203,246,114 628,936,223 75,990,603
26,296,808 51,031,147 44,685,971 5,399,139 86,183,733 171,054,305 20,667,469
67,986,356 32,539,861 24,939,955 3,013,346 279,659,170 158,310,317 19,127,689
168,729,558 253,403,990 277,881,423 33,574,751 569,089,017 958,300,845 115,785,761
(6,936,530) (14,825,004) (16,163,775) (1,952,973) (26,954,502) (54,703,018) (6,609,439)
161,793,028 238,578,986 261,717,648 31,621,778 542,134,515 903,597,827 109,176,322
(25,580,502) (48,784,246) (54,340,040) (6,565,582) (85,462,717)  (183,803,395) (22,207,865)
136,212,526 189,794,740 207,377,608 25,056,196 456,671,798 719,794,432 86,968,457
(11,752,345) (60,407,604) (41,587,393) (5,024,756) (43,135,804)  (152,842,334) (18,467,025)
(19,538,373) (28,577,672) (25,327,931) (3,060,222) (67,634,599) (101,631,070) (12,279,474)
(6,651,157) (8,570,850) (10,163,099) (1,227,946) (19,120,827) (34,362,806) (4,151,852)
16,553,200 16,553,200 2,000,024
(37,941,875) (81,002,926) (77,078,423) (9,312,924)  (129,891,230)  (272,283,010) (32,898,327)
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