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Abstract. This project aims to make a specific analysis of the business strategies 

and estimates the value of NetEase. NetEase is an advance online gaming 

company that has grown rapidly and expand its firms overseas making great 

result. This thesis will firstly introduce the background and the current situation 

of NetEase, then recommend the main business of NetEase, Online Games, 

separately, figuring out the profitability of it. Secondly, the author uses economic 

tools to project the financial situation and capital structure of NetEase, it turns 

out that NetEase is belong to equity financing. After that, the research finds out 

a group of competitors which have similar business and market customers with 

NetEase and searches & lists the financial data of each firm. Finally, the author 

uses P/E ratio test to estimate the value of NetEase, the multiple is the Price 

dividing the EPS it turns out the fact that the stock price of NetEase is 

undervalued. 
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1 Introduction 

NetEase, a Chinese Internet technology company, its place of incorporation is 

Shanghai. It was founded in June 1997 by Ding Lei, a Chinese entrepreneur. In the 

beginning, NetEase just had 3 employees, but now it has grown into one of the largest 

internet companies in China. In 2001 NetEase accounting scandal broke and the stock 

was stopped by NASDAQ, facing threats of delisting. Ding Lei looked for new 

investors everywhere but found no one want to take. Just in the time that most people 

are thinking NetEase would break down, Ding Lei had a plan to venture the online 

gaming business, even the decision was rejected by the board, Ding Lei still insisted on 

it and made a jackpot. Then the company grew large quickly, in 2002 the annual percent 

change of stock price was reaching at 1685.82%, those improvements can owe to the 

investments in search engine technology and massively multiplayer online role, the 

online games. In 2014 the NetEase launched its Western headquarters, establishing a 

presence in United States. In the 1980s, China's rapid economic growth attracted the 

economy and the emergence of large cities for multinational corporations, and the Belt 

and Road facilitated the internationalization of Chinese multinational corporations, of 

which NetEase was one [1]. 
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Table 1 Simple Balance Sheet of NetEase (Data from NetEase annual report &
presentation)
RMB Dec 31, 2021 Dec 31, 2022 Dec 31, 2023 Mar 31,2024
Total assets 153,643,924 172,760,985 185,924,978 195,065 (Mil)
Total
liabilities

54,220,048 63,887,505 57,840,897 64,426 (Mil)

Total equity 99,278,638 108,737,040 127,968,332 130,521 (Mil)

The chart above is the Total assets, Total liabilities, Total equity of NetEase in
2021, 2022,2023 and 2024. Capital structure is about the funding aspect of the
company’s stability sheet and permits a higher grasp of a company’s hazard profile
and health. We begin from economic capital structure, which worries the proportions
of debt and fairness in share to every different and the company’s asset base. These
can be expressed in ratios such as equity/liabilities. For example, when the total
liabilities are greater than the total equity, it shows that more source of funds are
coming from Credit financing, and vise versa. According to the data showed in the
chart, on March 31 in 2024, the total liabilities are 64,426 million RMB and the total
equity is 130,521 million RMB which is greater than the total liabilities, it turns out
that more funds of NetEase are earned by Equity financing. The share capital
structure is Hong Kong owning 100% of total share capital stocks, the main share
holder, also the only shareholder, is Ding Lei with 41.98% shareholding ratio. Hit
games, including Eggy Party, Identity V and Infinite Borders, continued to generate
player community enthusiasm. Identity V achieved a strong performance in the first
quarter in2024 with continued momentum during its sixth anniversary celebration
event with record-high DAUs in May.

The main businesses of NetEase are online games, and other products: cloud
music, Youdao and YANXUAN, and it has most success and great process in online
games zone. The representative products of NetEase include Identity V, Eggy Party,
Sky, Minecraft, Justice, Infinite Borders and Harry Potter Magic Waken.

Competitors: Competition in the market significantly affects the manager's agency
costs, so when there is a lack of competitiveness and a decrease in sales, it forces the
company to invest in R&D and marketing, etc. [2]. The author chooses 6 main
competitors, which are Tencent, IGG, Capcom, Electronic Arts, Nintendo and
Take-Two (TTWO). NetEase is known as China’s top 10 biggest gaming company,
and the first place is Tencent, with representative works: Honor of Kings, League of
Legends: Wild Rift, Game for Peace, Crossfire, Happy Poker and QQ speed.

2 Business analysis

In the official website of NetEase, the Code of Business Conduct points out what they
obey and develop the company. First of all, they utilize technological innovation.
NetEase is a big company in the software market, so it faces a very fierce
competition. Therefore, innovating technologies is crucial to enrich their market
competitiveness. The benefit of technological innovation includes increasing the



96             Y. Zhang

number of loyal users, differentiating NetEase from other similar enterprises.
Secondly, they comply the laws and the regulations in each country, which is the
fundamental rule that determine whether a company can exist in the local market an
enterprise have to obey. Thirdly, NetEase devotes to making ethical decisions. They
never compromising their values to achieve business objectives, improving the
company impression and the public credibility.
2.1 Business sector analysis —— Net Ease game

Widespread video game becomes more and more popular in our world and consists of
a range of platforms, which are used usually for entertainment and social time.
According to Statista, video sport gamers spend a common of 8.5 h a week taking part
in video games. Time play varies throughout nations however it confirms an
international fashion of video games turning into a new and famous structure of
entertainment. In 2023, there have been about 3.07 billion energetic video game
enthusiasts worldwide [3]. NetEase games are mostly soul games, characterized by
strict mechanics that require strategic thinking, and they tend to tell unsettling
atmospheres [4]. Many online games today have ancient elements, and these games
can be used as a vehicle to access ancient times [5]. Identity V, a multiplayer online
game, one of the most popular games in China, produced in 2018 from the NetEase,
which is the first Asymmetry Battle Arena mobile game, engaging lots of players to
join the game. Identity V now has a player base of over a whopping 300 million, and
currently sees 10 million daily players. Because of the asymmetrical competitive, it
makes very different psychology through different camp during the game time [6].
When the Identity V was officially launched, it ranked first place in the App Store list,
opening up a new Asymmetry Battle Arena market. Most of the player of Identity V
are young people, since they are willing to accept the diversity of culture.
Sky, which is developed by That game company and operated by NetEase. Sky is a

heartwarming social adventure game, in Sky, player explore a once-prosperous
kingdom using a cape that allows them to fly. In the Sky world, there are 7 realms,
each realm has different views and areas to explore. Sky like a cure system, lighting
the hope of the lonely. The founder of Sky, Jenova Chen, said that there are 37
females in every 40 player that participated in the meet-up, as the social environment
in Japan is repressed, no one can truly express themselves, only in the Sky world they
can find real friends who have nothing to talk about. In the previous years, there has
additionally been developing pursuits in the use of video games for turning in
interventions to assist teenagers to research to higher modify their thoughts the use of
non-stigmatizing video games that have the practicable to make bigger adherence to
treatment. A line of lookup inside that field, fascinated in the have an impact on of
videogames on emotions, has documented the temporary helpful results of enjoying
informal or puzzle videogames on stress, anxiousness and mood [7].
Eggy Party is a casual puzzle game developed by NetEase Games, according to the

data, the highest number of game time exceeded 100 million and the number of
registered players exceeded 500 million in 2023. Eggy Party is a standard party game
which means it can break down the user barriers through real world social
relationships and easy to spread spontaneously at lower cost. Its success can owe to
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their high frequency of Intellectual Property Collaboration, and the amusement park
which attracts family visitors, broadening the market and inviting more users [8].
In 2023Q1, the Games and Related Value-added Services net revenues is 2,779

million USD, with gross margin 66.7%. In 2023Q4, the net revenue is 2,898 million
USD, with gross margin 69.5%. In 2024Q1, the net revenue is 2,972 million USD,
with gross margin 69.5% which is same in 2023Q4. In 2024Q1, there are 95% of net
revenue belong to online games, the operating profit of NetEase Games is obviously
considerable (offered by NetEase Q1 2024 Investor presentation). Where Winds Meet
is a new game will be listed in the future by NetEase, it is an open world Role-playing
game (RPG) with China’s unique martial arts style, the background of the times is set
at the end of the Southern Tang Dynasty during the Five Dynasties and Ten kingdoms
in China. more than 3.9 million people have booked the game. Also, MARVEL
SNAP is a new Collectible Card Game (CCG) and operated by NetEase agent in
China. The game has won many awards in overseas markets, as the official game of
Marvel IP, it has also attracted a large number of Marvel fans. NetEase not launched
games will also bring considerable profile according to the listed games.
2.2 Business sector analysis —— Cloud Music

NetEase not only operates games, but also other applications. Cloud Music is a
listening software produced by NetEase, ranked third on the China popular listening
software list with more than 153 million users. In 2024Q1, the Cloud Music has net
revenue 281 million USD and margin gross 38%, increased almost 8% compared with
2023Q4 has margin gross 30.8% (offered by NetEase Q1 2024 Investor presentation).
Youdao is an English and other languages dictionary app also operated by NetEase, it
recently conducts a function called global pronunciation, which can let the users
upload their favorite way to pronounce. Still, Youdao makes full use of AI technology
and have received good feedback. In 1Q24, Youdao has net revenue 193 million USD
with gross margin 49.9% (offered by Q1 2024 Investor presentation). NetEase
YANXUAN is established in April 2016, affiliated to NetEase. It is a lifestyle brand
and covers many categories such as home life, clothing, shoes and other stuff.
YANXUAN doesn’t like TaoBao, Pinduoduo, it provides consumers higher quality
goods and services, the products quality is controlled strictly through a professional
team. The rating of the appliance Store (APP Store) is 5 starts out of 5 with 190,000
ratings.

3 Revenue analysis
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Table 2 Balance Sheet of NetEase in 2023 and 2024(Data from NetEase 2024 Presentation)
2023 2024

in millions Dec 31, RMB Mar 31, RMB
(Unaudited)

Mar 31, USD
(Unaudited)

ASSETS
Current assets
Cash and cash
equivalents

21,429 43,027 5,959

Time deposits 100,856 89,474 12,392
Other current assets 20,408 19,291 2,672
Total current assets 142,693 151,792 21,023

Property, equipment and
software, net

8,075 8,057 1,116

Other non-current assets 35,157 35,216 4,877
Total assets 185,925 195,065 27,016

LIABILITIES,
REDEEMABLE

NONCONTROLLING
INTEREST &

SHAEHOLDERS’

Current liabilities:
Contract liabilities 13,362 14,911 2,065

Other current liabilities 40,480 45,138 6,252
Total current liabilities 53,842 60,049 8,317

Total liabilities 57,841 64,426 8,923
Redeemable

noncontrolling interests
116 118 16

Total equity 127,968 130,521 18,077
Total liabilities,
redeemable

noncontrolling interests
and shareholders’ equity

185,925 195,065 27,016

The sheet above is the balance sheet of NetEase on December 31st in 2023and March
31st in 2024, it shows that on December 31st in 2023 the total assets is 185,925
million RMB, just 8,075 million RMB are cost by Property, equipment and software,
net. The Total equity (net assets) of NetEase on December 31st 2023 is positive which
is 127,968 million RMB, it means the difference between total assets and total
liabilities. On March 31st in 2024, the total assets in China are 195,065 million RMB
and just 8,057 million RMB are cost by Property, equipment and software, net. The
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Total equity, net assets, is 130,521 million RMB. The third list shows the Assets and
Liabilities on March 31st in 2024 in USD. The increase in 2023 to 2024 can be due to
the inflation [9].

4 Valuation

The definition of a business capability is no longer constantly expressed in academia
[10]. To value the NetEase, this paper compares it with other similar firms. NetEase is
an enterprise that operates a big part in games and small part in other practical
appliances.

Table 3. Financial data of comparable firms

NetEase Tencent IGG
Capco
m

Electroni
c Arts

Nintendo

Mkt.Ca
p.

$57.95(Bi)
$444.11(Bi
)

$384.91(Mil
)

$8.57
(Bi)

$39.20(Bi) $63.24(Bi)

Price(P) $89.91 $48.12 $0.34 $10.24 $148.36 $13.58

EPS(E) 46.65 11.89 0.06 51.86 4.25 105.35

P/E 1.927 4.047 5.667 0.197 34.908 0.129

Table 3 shows the Market Capital, Stock Price, Earnings per Share and Price
Earnings Ratio of NetEase, Tencent, IGG, Capcom, Electronic Arts and Nintendo as
of 8/19/2024. The Market Capital of NetEase is $57.95 billion, the Stock Price is
$89.91, the EPS is 46.65 and P/E is 89.91/46.65= 1.927. The Market Capital of
Tencent is $444.11 billion, the Stock Price is $48.12, the EPS is 11.89 and P/E is
48.12/11.89= 4.047. The Market Capital of IGG is $384.91 million, the Stock Price is
$0.34, the EPS is 0.06 and P/E is 0.34/0.06= 1.94. The Market Capital of Capcom is
$8.57 billion, the Stock Price is $10.24, the EPS is 51.86 and P/E is
10.24/51.86=0.197. The Market Capital of Electronic Arts is $39.20 billion, the Stock
Price is $148.36, the EPS is 4.25 and P/E is 148.36/4.25=39.908. The Market Capital
of Nintendo is $63.24 billion, the Stock Price is $13.58, the EPS is 105.35 and P/E is
13.58/105.35=0.129.

The method of this thesis’s NetEase valuation is Price-to-Earnings Ratios (P/E).
P/E measures a company’s Stock price which is relative to its Earnings per Share
(EPS). The P/E ratio is one of the most extensively used by investors and analysts to
estimate a stock's relative valuation. It is used to determine whether a stock price is
overvalued or undervalued. Plus, P/E is most useful when compare similar enterprises
or one firm in different periods.

The formula is P/E ratio=Market Value per Share (Stock Price)/ Earnings per
Share. Therefore, it can be inferred that Probable Stock Price= P/E*EPS.
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In this case, the author uses the average of P/E ratio of different companies to
determine the Market Value per Share of NetEase. In order to estimate the value
(Stock Price) of NetEase, the author regard Price Earnings Ratio as the multiples and
calculates the average P/E of Tencent, IGG, Capcom, Electronic Arts and Nintendo:
(4.047+5.667+0.197+34.908+0.129)/5= 8.9896, and use the average Price Earnings
Ratio times the Earnings per Share of NetEase to calculate the value of Stock Price of
NetEase: P(NetEase)= 46.65*8.9896=419.36. The estimated Stock Price of NetEase,
419.36, is much greater than the real Stock price of NetEase which is 89.91 thus it can
be seen the Value of NetEase is undervalued.

5 Conclusion

This research figures out that the strategies of NetEase company are making overseas
project, studying the preferences of customers (market demand), catering to
customers’ tastes, and make the products more differential. Developing overseas
business has the advantages that it can broaden the market share through contacting
more groups of customers, reduces the cost by using labor and materials with lower
payment overseas. In addition, the overseas market improves the brand influence in
the world, promoting NetEase’s competitiveness. Having popular factors and
differential products usually obtain more benefit than other identity goods. Hence, in
other research, researching the influences and effects of these business strategies can
tend to research the advantages and merits. In the future, NetEase can create more
products and services which are fit for the develop of the time and the popularity.

In the valuation part, the author estimates the stock price of NetEase in its market
by using the P/E method to compare with other firms which are similar to NetEase.
The output indicates that the price of NetEase is undervalued. Since the author's
chosen dissertation topic is rarely researched, there are limited materials and literature
to be found and used. Moreover, due to time constraints, the author did not have
enough time to do a more detailed pulse analysis, so the small amount of data found
on websites such as Bing may not be very accurate.

To address the limitations of the thesis, the author will spend more time to research
and accumulate experience and conduct interviews with relevant responsible persons
to obtain more convincing and reliable data. At the same time, the author can research
the literature by herself if she can't find it to make the thesis more professional.
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