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Earnings Review: 2Q22 beat, steady double digit growth; Maintain Buy

NTES 12m Price Target: $121.00 Price: $91.58 Upside: 32.1%

9999.HK 12m Price Target: HK$189.00 Price: HK$142.00 Upside: 33.1%

NetEase 2Q22 results beat, with revenue/OP/NP/game cash
revenue coming in above estimates (first take). We see this result as
another reflection of NetEase's solid earnings defensiveness despite
macro headwinds and no Banhao approval. The company’s
capabilities to extend longevity and LTV across multiple legacy titles
(incl. Naraka, FWJ, Infinite Lagrange, and most recently Diablo
China with Rmb1.05bn grossing in the first month), alongside a
pipeline to be unlocked in 2H (Harry Potter (HP) overseas etc.), and
returning capital to shareholders (re-purchased a total of US$2.3bn,
¢.4% of mkt cap worth of its share since Aug-21), should help the
company navigate through a period of uncertainties surrounding the
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Key Data

GS Forecast

Market cap: $60.9bn

Enterprise value: $46.2bn

3m ADTV: $191.4mn

China

China Ad, Gaming, Entertainment
M&A Rank: 3

Leases incl. in net debt & EV?: No

12/21 12/22E 12/23E 12/24E
Weaker macro bade rop' Revenue (Rmb mn) New 87,606.0 98,181.7 110,560.3 123,126.3
Revenue (Rmb mn) Old 87,6060 97,1033 110,1004 122,690.4
Key surprises from 2Q22 results and mgmt call: EBITDA (Rmb mn) 26241 259023 295877 333861
EPS ($) New 4.61 4.63 5.27 5.76
. . - EPS ($) Old 4.61 4.63 5.44 6.01
1) Strong PC games bring record-high gross margin for games. PE ) 7 205 174 159
The solid PC game revenue (+41% yoy) was underpinned by FEX 48 37 33 3¢
Dividend yield (%) 08 14 17 1.9
in-game item sales of Naraka and strength of FWJ PC, which also CROCI (%) 275 267 333 338
lifted core game gross margin (ex. CC Live Streaming) to a 22 &2 WmE  12/2%E
7-yearhigh (though developer fee from Diablo International also EPS (8) 122 12 106 118
helped) and solid 19% yoy growth in cash revenue, pointing to a GGS Fahcmr Profile
rowt|
healthy 3Q ahead.
Financial Returns
2) Better longevity at Diablo China, with the game demonstrating Multiple
strong grossing resiliency during its first month of operation,
. . . . Integrated
generating c.Rmb1.05bn for the first month (vs. our prior estimates
of Rmb0.9bn), on track towards our estimated annual grossing of parcentle 20 o . a0t 00t

Rmb4.2bn.

- NTES relative to Asia ex. Japan Coverage
NTES relative to China Ad, Gaming, Entertainment

3) Globalization accelerates, though international game still

Source: Company data, Goldman Sachs Research estimates.
See disclosures for details.

amounting to ¢.10% of group revenue, NetEase has announced
onboarding of 3 game industry veterans from XBOX, Ubisoft and

Goldman Sachs does and seeks to do business with companies covered in its research reports. As a result,
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certification and other important disclosures, see the Disclosure Appendix, or go to
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Buy Rating since Dec 4, 2019

Ratios & Valuation
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82,292.3 84,5469 85,582.0 88,224.7
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Source: FactSet. Price as of 17 Aug 2022 close.

Income Statement (Rmb mn)

12/21 12/22E 12/23E 12/24E
Total revenue 87,606.0 98,181.7 110,560.3 123,126.3
Cost of goods sold (40,635.2) (45,133.8) (50,166.3) (55,290.4)
SG&A (16,477.7) (17,978.2) (20,006.9) (21,892.7)
R&D (14,076.0) (15,299.8) (17,152.1) (19,016.2)
Other operating inc./(exp.) 2,931.3 3,186.9 3,035.9 2,765.3
ECOOOO 2211112471 20000203 20000000
Depreciation & amortization (3,275.7) (2,945.4) (3,316.8) (3,693.8)
ECO0 10034074 220100000 20020000
Net interest inc./(exp.) 1,519.7 2,019 2,276.7 2,728.4
Income/(loss) from associates - - - -
00000000000fio 24711130001 2000001 300120
Provision for taxes (4,128.3) (4,809.1) (5,956.6) (6,867.6)
Minority interest 417.6 3144 314.4 3144
Preferred dividends (537.0) (3.0) (400.0) (400.0)
NOODineD (D000 D0els) Dilin 10000001 20 201 24000003
Post-tax exceptionals (2,931.3) (3,186.9) (3,035.9) (2,765.3)
NOODine (D 0sH 0 D 0eC 0 0iDnDls) 10000001 10030002 2101
ECST(bTOsic1 0000 00e10 ) T(Rmb) 20000 31040 300
EOSO(diluT0d 00000ed00)J(Rmb) 200130 3108 330
ECST(bOsicTI 0 0s 0 0Ce0 ) T (Rmb) 27134 20003 31024
EOSO(dilucd UsOU0CeDI ) I (Rmb) 20003 20020 300
DPS (Rmb) 521 881 10.60 1191
Div. payout ratio (%) 175 28.1 29.7 30.5
Balance Sheet (Rmb mn)

12/21 12/22E 12/23E 12/24E
Cash & cash equivalents 14,498.2 31,8464 53,109.0 75,2095
Accounts receivable 5,508.0 6,172.9 6,080.8 6,771.9
Inventory - - - -
Other current assets 93,114.1 94,457.8 95,352.9 96,7334
Total current assets 113,120.3 132,477.1 154,542.7 178,714.9
Net PP&E 5433.9 5,924.8 6,477.6 7,093.2
Net intangibles 4,108.1 4,108.1 4,108.1 4,108.1
Total investments 0.0 0.0 0.0 0.0
Other long-term assets 30,981.7 30,981.7 30,981.7 30,981.7
Total assets 153,643.9 173,491.7 196,110.1 220,897.9
Accounts payable 985.1 1,104.0 1,243.2 1,3845
Short-term debt 19,352.3 21,2875 23,4163 25,757.9
Short-term lease liabilities - - - -
Other current liabilities 30,164.0 33235.4 36,733.7 40,330.8
Total current liabilities 50,501.3 55,626.9 61,393.2 67,473.2
Long-term debt - - - -
Longterm lease liabilities - - - -
Other long-term liabilities 3,7187 3,718.7 3,7187 3,718.7
Total long-term liabilities 37187 3,7187 3,718.7 3,7187
Total liabilities 54,220.0 59,345.6 65,111.9 71,1919
Preferred shares 1452 145.2 145.2 145.2
Total common equity 95,328.1 110,050.3 126,902.4 145,610.1
Minority interest 3,950.6 3,950.6 3,950.6 3,950.6
Total liabilities & equity 153,643.9 173,491.7 196,110.1 220,897.9
Net debt, adjusted (86,737.5)  (102,160.4)  (121,284.3)  (141,043.2)
Cash Flow (Rmb mn)

12/21 12/22E 12/23E 12/24E
Net income 16,976.2 18,000.0 21,0494 24,282.0
D&A add-back 32757 2,945.4 3316.8 3,693.8
Minority interest add-back - - - -
Net (inc)/dec working capital 7822 7838 471 832.4
Other operating cash flow 3,892.6 2,958.6 5823.4 3,5699.6
Cash flow from operations 24,926.7 24,6879 30,236.7 32,407.8
Capital expenditures (1,601.8) (3436.4) (3,869.6) (4,309.4)
Acquisitions - - - -
Divestitures - - - -
Others (5,631.8) 0.0 - -
Cash flow from investing (7,133.6) (3,436.4) (3,869.6) (4,309.4)
Repayment of lease liahilities - - - -
Dividends paid (common & pref) (3,508.4) (5,839.9) (7,233.2) (8,339.5)
Inc/(dec) in debt 1,708.2 1,935.2 2,128.8 2,3416
Other financing cash flows (10,785.4) 0.0 00 0.0
Cash flow from financing (12,585.6) (3904.7) (5,104.5) (5,997.9)
Total cash flow 5,207.5 17,3469 21,262.6 22,1005
Free cash flow 23,3249 21,2515 26,367.1 28,098.4

Source: Company data, Goldman Sachs Research estimates.
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Key highlights

CAPCOM with track records of producing Triple-A titles with expertise in
shooting/action/open-world genre.

4) Yet no change in management’s tone on expectation of receiving game approval
to unlock monetization of Naraka Mobile (Rm6.1bn revenue in first 12M, GSe) and
Justice Mobile.

For 2022-24E, factoring in 2Q results we fine tune our revenue forecasts by
+1%/+0.4%/+0.4%. \We trim our net income by 0%/-3%/-4% for 2022-24E. With our
revised earnings outlook and our updated share count assumption on NetEase's ongoing
buyback, our 12-month SOTP-based target prices increased ~1% to US$121/HK$189
for NTES/9999.HK. Maintain Buy.

The authors would like to thank Joy (Haoyang Yu) for her contributions to this report.

Exhibit 1: NTES: Key changes to GSe

New New New
Rmb mn 2022E Change 2023E Change 2024E Change
Net Revenues 98.182 1.1% 110,560 04% 123,126 0.4%
Operating profit, non-GAAP 22 957 1.6% 26,271 -3.2% 29,692 -4.2%
Net profit, non-GAAP 20,562 0.8% 24,085 -2.0% 27,047 -2.8%

Source: Company data, Goldman Sachs Global Investment Research

19 August 2022

Online games (73% of revenue, or 78% under new segmentation): 2022 a heat on PC,
game %GPM highest since 2Q16; solid game cash revenue

Online game (ex. CC Live streaming and VAS) revenues were Rmb16.8bn (+3% vs.
GSe/+3% vs. consensus), up 16.0% yoy/-2% qoq, split +6%/+41% yoy by mobile/PC
games, on 1) strong PC game (+41% yoy, 4% ahead of GSe) led by growth
re-acceleration in Naraka Bladepoint with its content updates and the launch of the Xbox
version in June, as well as strength from legacy titles such as FWJ PC; and 2) stable
mobile game revenue (+6% yoy, 2% vs. GSe) in 2Q22, driven by successfully
maintaining hit titles including Identity V and Infinite Lagrange.

Taking into account deferred revenue (ex. Youdao) growth of 8% yoy/2% qogq in 1Q22,
cash revenue of NetEase Game was +19% yoy /-5% goq to Rmb16.7bn, with %yoy
outpacing industry by 26ppts (-7% according to CNG), pointing to a resilient 3Q22E.

Game gross margin (ex. VAS revenue) is estimated to be ¢.68%, the highest level
since 2Q16, driven by 1) higher contribution of PC game revenue; 2) incremental
revenue from Naraka Bladepoint sales on XBOX channel; 3) Developer fees obtained
from Diablo Immortal international (no deferral period).

NetEase has amended its segmentation and grouped CC live steaming and UU game
simulator under the broader game segment starting 2Q22.

We forecast game revenue growth of +12% yoy in 3Q22E and +13% yoy in 2022E.
By platform:
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m  We forecast +15%/+10% yoy for mobile game in 2Q22E/2022E, driven by the
solid 19% yoy cash revenue growth/12% deferred revenue growth to fall through in
3Q and Diablo China’s contribution.

® Intemationally, NetEase's grossing dropped 8% yoy in July, driven by a combination
of a 21% decline in JPY:USD but offset by solid July traction in Knives Out Japan,
through its IP collaboration with One Piece and Sword Art Online.

® Domestically:

O Diablo Immortal was released on 25 July, contributing 11% of NetEase's July
grossing. We now project the game to gross Rmb4.2bn for the first year, with
the game demonstrating strong grossing resiliency during its first month of
operation, generating ¢.Rmb1.05bn for the first month (vs. our prior estimates
of Rmb0.9bn).

O Legacy games: Fantasy Westward Journey (FWJ) saw grossing declined
-21% yoy in July, after its 4th consecutive month of grossing growth
(MarJune 2022). Harry Potter China saw grossing -15% mom in July,
remaining on a declining curve. Infinite Lagrange remains NetEase's 3rd
largest mobile game domestically in July, which we expect to gross
Rmb536mn/Rmb2.1bn revenue in 3Q22E/2022E, reflecting user
re-acceleration on a major content expansion update and corresponding user
acquisition spending.

m  We forecast +4%/+20% yoy for PC game in 3Q22E/2022E, given:

O Naraka Bladepoint: ongoing character/cosmetic updates, followed by the
first map update in 2H22, yet we expect a high base from Naraka Bladepoint
starting 3Q22E will weigh on growth.

O Resilient legacy titles: yoy growth of FWJ PC grossing likely to continue in
3Q22E, inline with strong engagement of E-key (app to login into NetEase PC
games, timespent +26% yoy per QM) and Cangbaoge (app to transact virtual
items of NetEase games, timespent +35% yoy).
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Exhibit 2: NetEase: China mobile game cash revenue by titles (Rmb mn)

Domestic mobile games cash revenue by titles 2018 2019 2020 2021 2022E

2021 321 4021 1Q22 2022 3Q22E 4023

Diiatila: Immartal RS A5G 13215 la7o 11,345
Harry Potter: Magic Awakened HJE?—; EEEHERE L3038 || 1748 - - o185 B 1853 0 a2 | 385 | 282 | 250
Revelation I 1,484 301 I 541 475 | 355 | 93 | 120 69 | 58 53
Fantasy Westward Journey mmﬁ 8567 Meso0 e ses HAS11 HSnes| Elizssz s 070 Mizes1 M 2458 MNS051 I 3,513 [IN3,204 | NS 227
Invineible EirE | 1,101 F12788 4,383 [ 3,078 [13,126 I 8s7F 83F| 740F] 642 82010 o 7Tl 758
Journey to the West FIETTE [l2730 3230 13180 [ 3388 [ 2705 L o1eer ] 73 L 7eo | 79l 7es [ a1 Bl 7s1 L] 7s8
Onmyaji [iztialla] [lz2se0 Eoear Dasas [a2ee [2as8 Dl10z1 108l s78ll s10l &850 574l sar | 882
Mingri Zhihou ERZE | 722 111883 [ 2080 [| 1948 []22350 [ 474 | 488 | 508 | 468 [[| 608 | 587 | 800 | 553
A Chinese Ghost Story {Erirtlse [l2262 [|1988 [ 2080 [ 1,384 || 1379 | 428 388 204 2re . 3ms 1l 366 | 304 [ 335
Yimeng Jianghu —2 T Flzeas | 1243 [ 1453 =aa | 811 | 326 | 230 230 | 122 | 150 | 114 | 12 135
Menghuan Xiyou Wangyeban TR TIRR . - 103l ezl 1212 215 | 182 | 127 | g7 Il 243 | 248 | 283 | 240
Sky: Children of the Light ] - 14 | 4m [ 1234 11891 | 337 | 150 | 373 ] 375 532 | 360 | 514 | 585
Pro Evolution Soccer LmEkk-2021 244 330 | eos|l 7ssl 1140 176 | 145 | 284 | 1wl zrel 204 [ 435 | 231
Fantasy Westward Journey 30 TR = R - am1 [ 1388 | 293 193 88 | 84 67 | 54 | &7 36 48 42
Genesis Masterwork Apocalypse RSt - - 93 81 - 57 13 B8 3 - -
Identity ' FhOALE | 420 34| 507 | 4151 581 | 103 | 118 | 126 | 69 | 166 | 23z | 118 | 65
Infinite Lagrange FTRARHEERE | 304 Da2227 | 128 | 176 [ 314 1) 54T s34 01 7132
Other games - Nspg2 Wheoo Wag20 F5.460 B 1252 | 659 I 188 U 1109 B 988 [ 766 [ 877 | 818
Total 25695 28400 34370 38,628 41792 0,933 8,658  10.772 0,265 9,887 0,370 11,825 10,710
maobile games cash revenue F 2019 2020 2021 2022E 4021 1Q22E 2022E JQ22E
Diabla: Immartal [EEa R =]
Harry Potter: Magic Awakened MEHIRRS: RELHERE -42%
Fantasy Westward Joumey b= aliiik 0% 1% 1%  20%  15% 38% 44% 14% 7% 2% 14% 14% 31%
Invineible Bt E 59% 153%  57%  -30% 2% -15% 31% -36% -36% 4% 8% 5% 18%
Journey to the West T 6% 18% -2% T%  -20% 30% 7% &% -13% -25% -45% 5% 5%
onmyaji izl A% 52% % 1% 28% 2% 31% 37% -32% -48% -47% 5% 14%
Mingri Zhihou 2] S = 130%  24% 5%  21% 1% 8% 8% 7% 28% 18% 18% 18%
A Chinese 3host Story Atk A8%  -12% 4%  -33% 0% 24% 28% 37% -44% 12% 6% 3% 21%
Yimang Jianghu —2HTi 56% 7%  -38%  -32% 22% -36% -45% -56% 54% -48% 8% 1%
Menghuan Kiyau Wangysban BT AR -40%  96% 3g% 7E% £59% 13% 146% 124% 147%
Sky: Children of the Light #iE 3244%  182%  B1% 192% 128% 52% 58% 140% 8% 56%
Pro Evelution Seccer REE-2021 39%  80%  24%  §1% 3% 15% 83% 5% 53% 40% 53% 53%
Fantasy Westward Journey 30 PETTR= 412% STO%  34% [ se%  7E%  63% 44% 24% -57% -28% -23%
Genesis Masterwork Apocalypse HBER -13% 0% 0% 0% -96%
Identity sEAE B%  29%  -18%  40% 22% 22% 7% 22% 62% 97% 8% 5%
Infinite Lagrange FLEATHEEEE 393% 316%
Revelation il | T8%  -88%  -83%  -43%
Cther games 26%  26%  -30% 8% 22% 98% 19% 20% 16% -54% «26%
Total % 11%  21%  12% 2% 13% 7% 19% 10% 0% 8% 10% 16%

Source: Company data, Goldman Sachs Global Investment Research, SensorTower, QuestMobile
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Exhibit 3: NetEase: international and domestic grossing performances

NetEasef¥]5 - International Jan22 Feb-22 May-22 Jun-22
International Grossing % yoy |] 9% (B -28% [§ -22% -5% K -29% | % -29% |l -8%
International Market share % 1.2% 1.1% 1.0% 1.1% 1.1% 0.9% 1.2%
NetEasef)]53 - domestic May-22 Jun-22
Domestic Grossing % yoy - constant FX $-13% B -31% [§-11% a% 9% | 4% [ -9%
Domestic Grossing % mom - constant FX IE -6% [! -20% i 12% I 19% i 4% [! -16% ! -4%
Grossing % yoy - by titles .
Fantasy Westward Journey  E4]FGjF k § i i f -21%
Day After BHZE i g i [E [ -28%
Harry Potter:Magic Awakened IGF|ifHs: BEERE | ' ' ' :
Sky:Children of Light ¥a i | i i S R
Invincible Rt 7E | i i I I [ [ -a0%
Westward Journey PNy | I % i ¥ I & -62%
Onmyoji REBRYM I} = I I b I B -62%
A Chinese Ghost Story B R [! & [E 1 I ' -14%
Diable Immortal FERiA: A f
Infinite Lagrange FREHIEEAE :
[Domestic Market share % 14.1% 13.2% 12.7% 14.0% 14.6% 14.1% 13.4%
Market share % - by titles
Fantasy Westward Journey  Z4]7GiiF | | | [ [ I P laa%
Day After BBEZE [ [ [ [ [ l | 05%
Harry Potter:Magic Awakened IGFifs: BEEEGE [ _ H | | 03%
Sky:Children of Light pint] [ 0 | | l l 0.2%
Invincible By i [ [ [ [ 1 [ | 09%
Westward Journey AIETEE ' | [ [ | 04%
Onmyoji FABRYM ' I [ | 0.5%
A Chinese Ghost Story Bl ] [ [ 0.4%
Diablo Immortal Iﬁ%m' A5 [l 15%
Infinite Lagrange FRAVFITREAE | ' [ I lo13%

Source: SensorTower, data compiled by Goldman Sachs Global Investment Research

Key titles updates:

Diablo: Immortal, the action RPG co-developed with Blizzard, was released in mainland
China at 12AM, 25 July 2022. With the game consistently tracking at no.2-4 on the 10S
grossing chart during its first month of release, we now project the game to gross
Rmb4.2bn for the first year, with the game demonstrating strong grossing resiliency
during its first month of operation, generating ¢.Rmb1.05bn for the first month (vs. our
prior estimates of Rmb0.9bn).

19 August 2022 6
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Exhibit 4: Diablo: revenue contribution sensitivity table (Rmb mn)

Annualized ARPU (Rmb)

4203 1,517 1,597 1,681 1,765 1,854
1.6 2,428 2,556 2,690 2,825 2,966
20 3,035 3,194 3,363 3,531 3,707
25 3,793 3,993 _ 4413 4634
3.0 4552 4,792 5,044 5,296 5,561
36 5,462 5,750 6,053 6,355 6,673
As a % of our 22E
domestic mobile game 9.1% 9.6% 10.1% 10.6% 11.1%
cash revenue

Benchmark
45 £
English Invincible Joumv::s ? the Harry Potter: Magic Awakened
Chinese FEtZE P.vr7i7 BT ELRE
Genre SLG RPG RPG/CCG
GSe - 22Ecash revenue 3,126 2,705 4,244 4244 4244
(Rmb mn)
Diablo vs. benchmark -22% 18% -1% 25% 57%

Source: Company data, Goldman Sachs Global Investment Research

Exhibit 5: China mobile game: implied daily grossing (Rmb mn) for Exhibit 6: Diabo China: daily grossing (Rmb mn) has shown

respective ranking on the 10S grossing chart better-than-expected longevity
120 50.0
101 45.0
100 40.0
35.0
80 30.0
57 25.0
60 20.0
15.0
40 10.0
27
24
20 5.0
20 T 0.0
10 8 8 8 N N NN NN NN N NN NNNNN NN N NN NN
AN AN N AN AN AN N AN &N AN AN AN AN AN A AN &N NN AN
O O OO0 ©O O O O O OO0 OO0 0O O O © © © O O © O
I B m m = S8 8888 888888888889 9d
’ S ENI2So-NoIbDOSDOooCaDTLO
1 2 3 4 5 6 7 8 9 10 RRRRRRR®®P®OODDD®DD 55D DD

Source: Goldman Sachs Global Investment Research Source: SensorTower, Goldman Sachs Global Investment Research

Naraka: Bladepoint, an Eastern-fantasy style PC-based battle royale game that has
been consistently among the TOP 10 selling games on Steam even after its one year
release. We attribute the strong 2022 PC game revenue growth partly to Naraka:
Bladepoint's content updates and the first World Championship tournament, in addition

19 August 2022 7
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to strength from FWJ PC.

We expect the release of Naraka Blade Point on the Play Station Console in 4Q22 could
bring incremental revenue contribution. China is the no.6 largest market in terms of

PlayStation 5 adoption, according to SONY though its China console release remains
contingent on game license approval.

Exhibit 7: Engagement comparison: % of owners that played the games in the past 2 weeks
Compared to PUBG (Krafton) and APEX Legends (Electronic Arts), two largest battle royale games by ownership, Naraka Bladepoint is relatively more

engaged

60

50

40

30

20
'o ard lﬁ

10

0
1/1/2022 2/1/2022

e N or 2k 3 Blade Point e APEX Legends s PUBG

| lwi‘u’.i“w A

3/1/2022 4/1/2022 5/1/2022 6/1/2022 7/1/2022

Source: Steam

19 August 2022

®  Framing potential mobile contribution. As Naraka Bladepoint Mobile is still in the
development stage, management do not expect the game to be launched in 2022.
While we note the eventual release date remains contingent on Banhao approval
and development timeline, we estimate the game could reach a potential
Rmb6.1bn revenue (equivalent to 10% of our 2023E mobile game revenue
assumption), by adopting:

O 23mn average MAU, based on a conservative 2.5x user conversion ratio from
the number of domestic China PC users, vs. 150mn MAU of Peacekeeper
Elites (6.4x conversion from its 24mn domestic China PC users).

O Annual ARPU of Rmb268, 100% above our assumed annual ARPPU of
Peacekeeper Elites (Rmb134, within its first 12months of monetization), which
we deem achievable given average ARPPU of NetEase's game is 4x of
Tencent, on our estimates.
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Exhibit 8: Framing monetization potential of Naraka Bladepoint and cross-checking with Peacekeeper Elites, as both games adopt a similar
monetization model (battle royal + in-game item sales)

PC - Mobile conversion Naraka:Blade Point PC PUBG PC
Launch date 4-Jul-21 23-Mar-17
Genre Batle Royale . Battle Royale
Developer NARAKA NetEase Krafton
Licensed operator NetEase Krafton

Active user analysis

]
]
1
]
]
!
!
!
1
]
]
]
]
I
First year sales vol. (mn) worldwide 10 : 40
% of players from China 90% : 59%
China annual active user (mn) - PC 9 : 24
Mobile conversion ratio (x) 2.5 I 6.4
compared to Peacekeeper Elite 40% : 100%
]
First year average mobile MAU (mn) 23 [ 150
ARPPU analysis :
Annual ARRPU in first 12 months 268 : 134
compared to Peacekeeper Elite 200% : 100%
Annual ARRPU in 12nd-24th months I 231
Annualized revenue (Rmb mn) 6128 : 20085
compared to Peacekeeper Elite 31%
As a % of 23E NTES mobile game 11%

Source: Company data, Goldman Sachs Global Investment Research

Harry Potter: Magic Awakened: has confirmed its 2022 global release, with its
overseas closed beta testing (incl. Japan, where NetEase will be the main publisher)

concluded on 30 July. We estimate the Japan version to be launched in 4Q22E, and
reach a similar level of grossing as Knives Out (2-3% of Japanese mobile game market

share), offseting the relatively lagging grossing of existing international games (-20%

yoy).

® Japan is the world’s 2nd largest market for the Harry Potter franchise in terms
of movie box office, 35% of the U.S. while 1.4x of that of the UK. Within Japan,
Harry Potter is also the 2nd largest IP in terms of box office, only next to Doraemon.

According to Shuppankagaku, 23mn of Harry Potter books were sold in Japan

between 1999 and 2008, vs. 20mn in Mainland China.

m  NTES's established foothold in the Japan mobile game industry, as evident from

its success in Knives Out and Identity V.

m Japanese gamers’ high acceptance to the RPG/CCG genre, relative to the world.

Other games in the pipeline include:

® Viva Le Football, a self-developed football simulation title that comes with a
tentative release date of 1 Oct.
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Exhibit 9: NetEase: domestic game pipeline

- Chinese Banhao - - - — — - - - -
nglish N2 Genre  Platfo Lpprov 8 Juk2 o2 ec-2 d eb-22 Mar-22 r-2: May-22  Jum22 Jul-22 g2 gt 2022
English Name Name i latfarm Approve Approval Dat ul-21 Feb-2 Mar Apr-22 & un-2 il Aug-22 Rest 20
‘Game launched i 1923

B RE . I
Marvel Super War oy MOBA  Motie Y 122020 | T
i
Racing Master TIR®E  Racing Mobile ¥ 123112020 i"‘w‘;"’:";"\"‘
Code: Moon ERHIES Cad  Mobie ¥ oz PN
Shagi 2 FRAEE2 MO Mobie ¥ 1202019 (T
[
Rk 5 | Pubikc tasting
EVE: Echos SgE  Sandan Mool ¥ zozea) | piyiers
i ! Faltesing Publc fasog
NARAKA: BLADEPOINT SKENERE  Action PC ¥ OZU020 | onawd 12
i "
Primitive Chiizaicn MENEE SLG Mobie Y FRAROE) lcarnis IR
|
i ERUHIE i rEe
Infrite Lagrange oy Bate  Motie ¥ 10232018 | sy
Harry Potter: Magic WBEEE: CcardRP ! Puthc lesing
Awakened EEMR G MM Y eem | onSapl
Marvel Duel WEFtE  CCG Mobie ¥ s2az021 | ) s RN
Comarn Chaser | the P Simuatic | H Pubic tesing|
L SRR Meble Y a0 : |
] ]
Sich Fight The Game  (EkMEA  Ackon  Mobile Y s@aR0z i Fabe |
LN e RN RO R TR TR T T R s Pbiciesteg 1
Rear of War MMEH  RTE Mobile ¥ 22072020 0 Dac 2 e |
I
= T T Bets lesting Deta testing Final testing Publc lesting B
Eggy Go WFRE  Casual Mobie ¥ T2z R = on i fonl| eazi My ,
ha tersh Beta tests U
Diablo Immartal me“ ¥ aRPG  Mobile ¥ o021 e cnZobin’ i
- M Beta esh) Beta st 1
Vive Le Foatoal SEED  Seots  Mesile Yo 4@mem g e G on ey !
(Ghast Woeld Chronicle ‘E:“m CCG Mobie ¥ ARZOIE S
Stoam Fightar: Allance ﬁ:&m SLG  Mobis ¥ e2a201
Fishing Conbest ¥IEA A Casual Mobie T &28i2021
(Candy Crush Friends Sags BTAERT  Casual  Modie ¥ 1222020
Besta testi
Missien Zars WRIE  Amen  Msbis [ e ondanid
S it Alpha tasting
Codename:Candle  f£S: K Acton  Motile N . anan 14
HEE: & . Aipha tesing Beta tesing
Orenyoj Yoisi Class o e CCG  Mobie [} apy. e dar 18
Firafly Acamu BICEE  Shooting Mol | M - Al
HARAKA: BLADEPOINT - Sl Retease 2022
e 3 N Action  Console N Wworldwide
NARAKA: BLADEPOINT . RENEME I preeg on
Act Mobil N . oy
mobile s il i apTap.

Source: Company data, Goldman Sachs Global Investment Research

Framing the timeline for the next domestic blockbuster:

Following the release of Diablo Immortal Mobile China, NetEase has a domestic pipeline
consisting of 5 mobile games with Banhao approval.

We believe the Banhao approval grants to large players such as Tencent/NetEase which
remain contingent on NPPA's decisions to prioritize smaller gaming companies (vs. the
larger ones); nonetheless we attempt a reasonable effort to gauge the potential Banhao
approval date by drawing from historical examples of NetEase’s games. Our analysis of
the time gap between NetEase's application of software copyright and Banhao
approval date across its past 24 games (14 domestic, 10 international) suggests an
average approval lead-time of 19 months. Specifically:

® NPPA is more cautious on Banhao issuance of international games, compared
with domestic games. Average approval lead-time for NetEase's international games
is 26 months (782 days), almost twice the time of domestic games’ 14 months
(432 days).

®  Games that lie in the genre of Anime/MMORPG that usually have high ARPPU
also take a longer time to approve, compared with casual games, including
puzzlers, family and party games. (e.g, domestic anime games usually take more
than 400 days from registering software copyright to obtaining Banhao, whereas
strategy and casual games take less than 300 days).

m  Justice Mobile: registered on 15 January 2021, we expect Banhao approval in end
2022 or 1H23 based on average lead-time of NetEase domestic games, or historical
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martial-arts MMORPG games’ lead-time as proxy.

B Naraka: BladePoint: registered on 11 August 2021, referring to the lead-time of
Naraka: BladePoint PC version, Banhao approval is likely foreseeable in March 2023,
or in July 2023 if directly using domestic average lead-time.

Exhibit 10: NetEase: Time gap between copyright registration and Banhao approval

Date: copyright  Date: Banhao

Banhao Gameplay  Visual Game registration approval Days taken Months taken
Domestic Casul Others Egay Party EFR 12/28/2020 71222021 208 T
Domestic ~ CCG Anima Onmyoji: Yokai House FERRUT: FEEE 2/2/2019 . 9/18/2019 223 g
Domestic ~ RTS Westem Infinite Lagrange SoRERHAEAEE 2/21/2019 . 10/23/2019 244 a
Domestic  Action Martial A=~ Maraka Bladepoint REAE 11/13/2019 9/21/2020 313 10
Domestic ~ CCG Anime Unknown Future HEie £ 6/6/2019 T 41282020 327 11
Domesiic  Sports Westemn Viva Le Football b)) 5/19/2020 42772021 343 11
Domestic Romance  Anime For all time BS=cRAER R A 5(21/2019 A 71112020 407 13
Domestic CCG Anime Show-biz HERtiELeE 17152020 3/18/2021 479 14
Domestic Racing Others Ace Racer ThEEsi® 10/8/2019 12/31/2020 450 16
Domestic ~ MMORPG  Martial Ats  FW.J 3D prE Al = B/25/2018 11£1/2019 404 16
Domestic  CCG Anime Genisis Book Apacalypse  ZIREHR 32172019 ! /112020 530 17
Domestic  CCG Anime Ghost: Chronicle fEIRRE R 121132017 8/8/2019 503 20
Domestic  MMORPG  Martial Ats ~ Revelation s 4/19/2018 T 2/1256/2020 a77 22
Domestic  Action Anime Nightmare Breaker AR 1/3/2018 31212020 799 26
Domestic average r 432 14
International Casual Others Candy Crush R R 531/2019 b 121272020 551 18
International MMORPG  Westem Harry Potter: Magic Awakens I6FlFEHE: EETE 12/27/2018 8/6/2020 583 19
International CCG Anime Pokeman Adverture =RIEFER 4125/2019 T 2/9/2021 656 22
International  Action Westem Marvel Super War SRS 12/14/2018 1222020 719 24
International MMORPG ~ Westem Diablo: Immortal BERRIRE: AT 1211912018 . 282021 783 26
International  Casual Others Fishing Clash REATR 3142019 6/28/2021 837 28
International RTS Western EVE: Echoes SR AR 10/11/2018 2192021 B52 28
International ~ Action COthers Stickman Fight B A 12114/2018 B6/28/2021 027 a0
International CCG Anime Yu-Gi-Oh: Dusl Links sy A e i 424/2018 b 121272020 953 31
International GGG Westem Marvel Dusl SRR 11/14/2018 A 6282021 957 31
Intarnational average 782 EEI
Estimated Banhao

Pipeline: The blockbusters release date

G695 23
Domestic MMORFG Martial Arts  Justice Mabile FAKETR 1/15/2021 758 25

849 28

. . Maraka Bladepoint a76 19

Domestic Action Martial Arts (Mabile/c onsollje) FRETFEERE 8/11/2021 595 3

Source: Company data, Goldman Sachs Global Investment Research, Tianyancha

Music (9% of revenue): subscription % continued to improve; positive gross margin for
the 5th consecutive quarter

Cloud Music revenue was Rmb2.2bn, +29.5% yoy, driven by 1) strong social
entertainment revenue (+57% yoy) and 2) continued healthy growth of membership
subscriptions (paying ratio reaching 21% in 2Q22), Cloud Music gross margin improved
t0 13.0% from 12.2%/4.1% a quarter/year ago.

As of 2Q22, Cloud Music content library consists of more than 106mn music tracks, and
a pool of 529,000 registered independent artists.

We forecast Music revenue growth of +21%/+26% in 3Q22E/2022E and GPM of
13.0%/12.8% in 3Q22E/2022E.

Youdao (4% of revenue): Quarter with increasing net loss due to Covid and impact of
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education regulation

Youdao Education revenue was Rmb956.2mn, -2.4% yoy, with smart learning devices
reaching Rmb240mn (+16.3% yoy), still the key driver of Youdao's growth. Learning
services revenue further declined to Rmb564mn (-7.3% yoy), mainly attributable to the
decline of adult courses in the Covid backdrop. Online marketing services were
Rmb153mn (-8.0% yoy), due to weaker advertising budgets of ad customers.

Segment gross profit margin decreased to 42.8%, compared to 51.0% in 2Q21,
resulting from the decline in economies of scale due to lowered learning revenue.

We forecast Youdao revenue growth of -13%/-12% yoy in 3Q22E and 2022E and
GPM of 52.8%/50.0% in 3Q22E/2022E.

Financials & valuation

For 2022-24E, factoring in 2Q results we fine tune our revenue forecasts by
+1%/+0.4%/+0.4%. Specifically, we raise our 2022E but trim our 2023E-2024E game
revenue on 1) higher PC game revenue +3%/3%/3% on a promising monetization
runway ahead from Naraka: Blade Point and strength of legacy titles, and 2)
0%/2%/2% lower mobile game revenue due to domestic game release timeline
disrupted by Banhao suspension.

We tweak our gross profit by 2%/0%/0% on stronger PC game revenue growth, offset
by mix shift towards the non-game segment. Meanwhile, we raise our S&M expense
estimates by 5% in 2022-24E on account of marketing budget to lengthen the longevity
of legacy titles, as it was the case in 2Q22. As a result, we trim our net income by
0%/-3%/-4% for 2022-24E. \With our revised earnings outlook and our updated share
count assumption on NetEase's ongoing buyback, our 12-month SOTP-based target
prices are increased ~1% to US$121/HK$189 for NTES/9999.HK. Maintain Buy.

Exhibit 11: NetEase: Key changes to GSe

New New New
Rmb mn 2022E Change 2023E Change 2024E Change
Net Revenues 98,182 11% 110,560 04% 123,126 0.4%
Operating profit, non-GAAP 22,957 1.6% 26,271 -3.2% 29,692 -4.2%
Net profit, non-GAAP 20,562 0.8% 24,085 2.0% 27.047 -2.8%

Source: Company data, Goldman Sachs Global Investment Research
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Exhibit 12: NetEase: Quarterly estimates snapshot

Online game services 14,982
Youdao 1,340
Cloud Music 1,491
Innovative businesses and others 2,704
Net revenues 20,517
Cost of revenues (9,465)
Gross profit, GAAP 11,053
Online game senices 9,679
Youdao 767
Cloud Music (54)
Gross profit, non-GAAP 11,241
Selling and marketing (2,767)
General and administrative (950)
Research and development (3,060}
Total operating expense, GAAP (6.777)
Operating profit, GAAP 4,276
Operating profit, non-GAAP 4,917
Investment income 695
Interest come 380
Other gain 279
Profit before tax 5,787
Income tax (1,.273)
Net profit, GAAP 4,514
Net profit from continuing operations, non-GAAP 5,081
GAAP EPADS (US%) 1.00
Non-GAAP EPADS (USS) 1.14

Non-GAAP margins 1021

Gross margin 54 8%
Online game services GM- GAAP 64.6%
Youdao GM - GAAP 57.3%
Cloud Music GM - GAAP -3 6%

Operating margin, Non-GAAP 24.0%

14,528
1,293
1,683
3,011

20,525

(9.335)

11,100

9,606
677
4
11,387
(3.013)
(1,011)
(3.407)
(7.431)
3,758
4,458
889
386
(592)
4,500
(1.113)
3,476
4,242
0.81
0.97

55.5%
66.1%
52 3%
24%

3Q21A 4Q21A 1Q22A

15899 17,398 17.273|
1387 1,334 1201 :
1925 1,889 2,067
2980 3753 3,015

22191 24,374 23,556

(10,380) (11,456) (10,719)
1811 12018 12836,
10262 11,158 11.245]

786 676 638!
32 77 252

11991 13,185 13,005
(3134) (3.300) (2.915)
(1140) (1.162) (1.016)
(3761) (3.848) (3.398)
(8036) (8.310) (7.329)

3775 4608 fj.w?li
4483 5510 6,231
(65 1,628 (549)
350 305 458 |
153 (331) (98)|
4131 657 5535!
(E08)  (934) (1.219)
3323 5663  4316]
3870 65% 5118,
073 1.34 1.051
089 18 122,

2Q21A 3GR1A 4Q21A 1Q22A
BA0% 541%  56.3%)

645% 641% 651%,

566% 507% 53 1%)

17% 41% 122%,

201% 226%  265%I

21.7%

2Q22A 2022 %diff %QoQ
16,834 16,398 3% 3% 16%)|
956 970 % -20% -m’.:
2192 2,090 5% &% 29%,
4390 2,740 60% a8%  as%l
23159 22,198 P R A
(10,218)  (9,986) % 5% %]
12041 12211 6% 1%  16%
11,431 10,843 5% 2% 19%I
410 488 6%  -36% -39%:
286 174 B4%  14%  595%)
13,115 12,398 &% % 5%
(3301) (2882) 5%  -13%  -10%,
(1.113)  (1.019) ® 0% -10%I
(3.582) (3.500) 0% 5% -5%|
(7.995)  (7.500) T% 9% 8%|
4946 471 5%  -10% 32%:
5711 539 &% % 28%
(707) - I
506 430 18% 10%  31%
865 . I
5731 5358 % a% 5%
(1.250)  (1.180) % 3% -13%)
4472 4178 7% 4% 29%!
5431 4879 1% &% 2%
1.05 1.00 6% 1%  30%I
12 118 &% 1% 26%

2Q22A 2Q22E diff (pp) QoQ (PP) YO (pp)
66%  559% 038 13 1.2

67.9% 66.1% 18 28 18,
428% 503% (74 (103 ©5)
130% 83% 47 09 1086
247%  243% 04 (1.8) 201

Net margin 20.7% 17.4% 27 1% 21.7%!  235% 22 0% 15

Game cash revenue (Rmb mn) 4Q021A 1Q22A 2Q22E % diff

Total ' 14052 18348 16027 17527 : 16,703 16,009 i
—PC Cash Revenues 4,336 3921 5651 5,080 5,801 I 5,662 5221 8% -2% 44%|
—Mobile Cash Revenues 11,605 10132 12697 10946 11,7261 11,0M1 10,788 2% £% 9%I

Source: Company data, Goldman Sachs Global Investment Research
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Exhibit 13: NetEase: Summary of financials

2020 2021 2022E  2023E 2024 1021 2021 3Q21 4021 1Q22 2Q22 3Q22E  4Q2IE
73,667 87,606 98,182 110,560 123,126 20,517 20,525 22,191 24,374 23,556 23,159 24,627 26,840

24% 19% 12% 13% 20% 13%  19%  23%  15% 13% 1%
1. Online games net revenue " 546007 628057 710147 79538 " 88712 T 14982 " 14528 " 15,899 " 17,398 " 17.273 " 16.834 " 17,760 " 19,147
%yoy 18% 15% 13% 12% 12% 1% 5%  15% 30%  15% 16%  12% 10%
a. Mobile games " 392647 442797 48704 " 56,083 " 64,537 10,907 ¥ 10,475 " 11,002 7 11,883 " 11,555 " 11127 7 12,649 7 13,534
%yoy 18% 13% 10% 15% 15% 15% 5% 9% 2% 6% 6%  15%  14%
b. PC Games 15,345 16,528 22310 23,456 24175 4,075 4,053 4,897 5,515 5,717 5,707 511 5,614
Yyoy 16% 21% 20% 5% 3% 1% 6%  29%  49% 40% A% 4% 2%
Online games cash revenue 55,968 64,369 72,448 81,039 90,34 15941 14,052 18,348 16,027 17,527 16,703 19,967 18,251
%yoy 19% 15% 13% 12% 1% 8% 7%  26% 18%  10%  19% 9%  14%
a. Mobile games 40,241 45380 49,688 57,141 65,712 11,605 10,132 12,697 10,946 11,726 11,041 14,022 12,900
%yoy 20% 13% 9% 15% 15% 12% % 20% 1% 1% 9%  10%  18%
b. PC Games 15,727 18,988 22,760 23,898 24,615 433 3,921 5651 5080 5801 5662 5945 5351
%yoy 17% 21% 20% 5% 3% 1% 8% 35% 4% 5% 5%
2. Youdao 3,168 5,354 4,692 5,655 6,535 1,340 1,293 1,387 1,334 1,201 956 1,207 1,328
Yyoy 143% 69%  12% 21% 16% 147%  108%  55%  21%  10%  26%  -13% 0%
a. Leamning semvices "o2185"7 37807 29477 35667 4139 " 999" 921" 996" 864" 826" s64” 77T 731
b. Learning products Foaa0" 980" 11387 1a67 1720 " 202" 2067 2857 3187 2537 2407 2807 365
b. Online marketing Foa3” 54" 67’ 6”676 " 1397 e6” 1377 1527 217 1537 s 7 e
3. Cloud Music " 489% " 699" 879 " 9,830 " 10,74 " 14917 16937 19257 1,889 7 2,067 7 2192”7 2330 7 2,207
Yyoy 11% 43% 26% 12% 10% 75% 51%  38%  24%  39%  29%  21% 17%
a. Online music " 26237 32907 37677 4286 " 4770 " 760" 845" 831" 8ma” 885" 8997 989" 994
b. Live streaming ¥ o25737 37087 50207 s5a44 7 5023 ¥ 7327 487 10037 40387 44827 1203% 1347 1212
4, Other Innovative business " 10,995 "7 12,448 " 13,680 " 15,536 " 17,085 To27047 30117 29807 3,7537 30157 31787 3,329 " 4,158
Yyoy 20% 13% 10% 1% 10% 26% 15%  19% 1% 12% 6%  12% 1%
GP (GAAP) 38,983 46,971 53,048 60,394 67,836 11,053 11,190 11,811 12,918 12,836 12,941 13,070 14,200
Gross Margin 52.9%  53.6% 54.0% 546%  55.1% 53.9% 54.5% 53.2% 53.0% 54.5% 55.9% 53.1% 52.9%
Online games ¥ 637%" 648%" 649%" 649%" 64.9% ¥ 646%" 661%" 645%" 641%" 651%" 67.9%  635%" 635%
Youdao 459% 543% 500% 542%  55.0% E73% 523% 566% 507% 531% 428% 528% 49.8%
Cloud Music A22% 14% 128% 195% 24.3% 36%  24%  17%  41% 122% 13.0% 13.0% 13.0%
EBIT (non-GAAP! 17,182 19,348 22,957 26,211 29,692 4917 4,458 4463 5510 6,231 5711 5156 5,859
Yyoy 6% 13% 19% 14% 13% -4% 8%  26%  52% @ 21%  28%  16% 6%
%margin 23.3%  22.1%  23.4%  238%  24.1% 24.0% 217% 201% 22.6% 26.5% 24.7% 20.9% 21.8%
Net profit (non-GAAP) 14,706 19,788 20,562 24,085 27,047 5081 4,242 3870 6,59 5118 5431 4720 5293
Yyoy 6% 35% 4% 17% 12% 21%  -19% 5%  313% 1%  28%  22%  -20%
%margin 20.0% 22.6% 20.9% 218%  22.0% 24.8% 207% 17.4% 27.1% 21.7% 23.5% 19.2% 19.7%

Source: Company data, Goldman Sachs Global Investment Research

Exhibit 14: NetEase: Our 12-month SoTP-based TPs for NTES/9999 HK are US$121/HK$189

PER
Valuation Stake to NTES
2023E

Games "o17ax 73,7115 100% 13,7115
PC games 120 x| 18,856 100% 18,856
Mobile games 200 x| 54,859 100% 54,859
Other businesses 5,073 4,095
Youdao 650 53% 344
Yanxuan 1671 100% 1,671
Advertising 272 100% 272
Cloud Music F 1790 63% 1,119
CC Live Streaming 323 100% 323
Email and others 366 100% 366
Total " 213x| 78,788 77,810
Net cash 12,756
Dividend paid 885
Total valuation 251 x 91,451
Holdco. discount [ -10%] (9,145
SOTP (USS$) " 26x 82,306
in HK$ 643,634

Value % total
Comments
per sh value
108 89%
28 23% wvs. Tencent's SOTP 12x P/E for PC Games
80 66% vs. Tencent's SOTP 22x P/E for Mobile Games
6 5%
1 0% Market cap
2 2% JD's TP implied ave 2023E EV/Sales
0 0% Assuming 1x P/S for legacy business
2 1% Market cap
0 0% Huya's spot price implied 2023E P/S
1 0% Assuming 1x P/S for legacy business
114 94%
19 15% Prudent use of cash, through cycle
1 1.1%
134 1%
(13) -11%
121
189

Note: PC games multiple revised from 10.0x to reflect a faster growth profile.

Source: Company data, Goldman Sachs Global Investment Research
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Key risks: 1) Weaker performance of legacy games; 2) slowerthan-expected
monetization ramp-up of new games; 3) more intensive competition in games,
e-commerce, education and other business areas; 4) rising content costs associated
with music and advertising expenses related to the online education business.
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GS Factor Profile

The Goldman Sachs Factor Profile provides investment context for a stock by comparing key attributes to the market (i.e. our coverage universe) and its
sector peers. The four key attributes depicted are: Growth, Financial Returns, Multiple (e.g. valuation) and Integrated (a composite of Growth, Financial
Returns and Multiple). Growth, Financial Returns and Multiple are calculated by using normalized ranks for specific metrics for each stock. The
normalized ranks for the metrics are then averaged and converted into percentiles for the relevant attribute. The precise calculation of each metric may
vary depending on the fiscal year, industry and region, but the standard approach is as follows:

Growth is based on a stock’s forward-looking sales growth, EBITDA growth and EPS growth (for financial stocks, only EPS and sales growth), with a
higher percentile indicating a higher growth company. Financial Returns is based on a stock'’s forward-looking ROE, ROCE and CROCI (for financial
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indicating a stock trading at a higher multiple. The Integrated percentile is calculated as the average of the Growth percentile, Financial Returns
percentile and (100% - Multiple percentile).
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For a more detailed description of how we calculate the GS Factor Profile, please contact your GS representative.

M&A Rank

Across our global coverage, we examine stocks using an M&A framework, considering both qualitative factors and quantitative factors (which may vary
across sectors and regions) to incorporate the potential that certain companies could be acquired. We then assign a M&A rank as a means of scoring
companies under our rated coverage from 1 to 3, with 1 representing high (30%-50%) probability of the company becoming an acquisition target, 2
representing medium (15%-30%) probability and 3 representing low (0%-15%) probability. For companies ranked 1 or 2, in line with our standard
departmental guidelines we incorporate an M&A component into our target price. M&A rank of 3 is considered immaterial and therefore does not
factor into our price target, and may or may not be discussed in research.

Quantum
Quantum is Goldman Sachs’ proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for
in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets.

Disclosures

Logo disclosure
Third party brands used in this report are the property of their respective owners, and are used here for informational purposes only. The use of such
brands should not be viewed as an endorsement, affiliation or sponsorship by or for Goldman Sachs or any of its products/services.

The rating(s) for NetEase Inc. (ADR) and NetEase Inc. (H) is/are relative to the other companies in its/their coverage universe: Baidu.com Inc.
(ADR), Baidu.com Inc. (H), Bilibili Inc. (ADR), Bilibili Inc. (H), NetEase Inc. (ADR), NetEase Inc. (H), Zhihu Inc., iQlYI Inc.

Company-specific regulatory disclosures
The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, “Goldman Sachs”) and companies covered
by the Global Investment Research Division of Goldman Sachs and referred to in this research.

Goldman Sachs expects to receive or intends to seek compensation for investment banking services in the next 3 months: NetEase Inc. (ADR) ($91.58)
and NetEase Inc. (H) (HK$142.00)

Goldman Sachs had an investment banking services client relationship during the past 12 months with: NetEase Inc. (ADR) ($91.58) and NetEase Inc.
(H) (HK$142.00)

Goldman Sachs makes a market in the securities or derivatives thereof: NetEase Inc. (ADR) ($91.58) and NetEase Inc. (H) (HK$142.00)

Distribution of ratings/investment banking relationships
Goldman Sachs Investment Research global Equity coverage universe

Rating Distribution Investment Banking Relationships
Buy Hold Sell Buy Hold Sell
Global 50% 35% 15% 65% 58% 45%

As of July 1, 2022, Goldman Sachs Global Investment Research had investment ratings on 3,132 equity securities. Goldman Sachs assigns stocks as
Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for
the purposes of the above disclosure required by the FINRA Rules. See ‘Ratings, Coverage universe and related definitions’ below. The Investment
Banking Relationships chart reflects the percentage of subject companies within each rating category for whom Goldman Sachs has provided
investment banking services within the previous twelve months.
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Regulatory disclosures

Disclosures required by United States laws and regulations

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager or
co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-managed
public offerings in prior periods; directorships; for equity securities, market making and/or specialist role. Goldman Sachs trades or may trade as a
principal in debt securities (or in related derivatives) of issuers discussed in this report.

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts,
professionals reporting to analysts and members of their households from owning securities of any company in the analyst’s area of coverage.
Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues. Analyst
as officer or director: Goldman Sachs policy generally prohibits its analysts, persons reporting to analysts or members of their households from
serving as an officer, director or advisor of any company in the analyst's area of coverage. Non-U.S. Analysts: Non-U.S. analysts may not be
associated persons of Goldman Sachs & Co. LLC and therefore may not be subject to FINRA Rule 2241 or FINRA Rule 2242 restrictions on
communications with subject company, public appearances and trading securities held by the analysts.

Distribution of ratings: See the distribution of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in
prior periods, above, or, if electronic format or if with respect to multiple companies which are the subject of this report, on the Goldman Sachs

website at https://www.gs.com/research/hedge.html.

Additional disclosures required under the laws and regulations of jurisdictions other than the United States

The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws and
regulations. Australia: Goldman Sachs Australia Pty Ltd and its affiliates are not authorised deposit-taking institutions (as that term is defined in the
Banking Act 1959 (Cth)) in Australia and do not provide banking services, nor carry on a banking business, in Australia. This research, and any access to
it, is intended only for “wholesale clients” within the meaning of the Australian Corporations Act, unless otherwise agreed by Goldman Sachs. In
producing research reports, members of the Global Investment Research Division of Goldman Sachs Australia may attend site visits and other
meetings hosted by the companies and other entities which are the subject of its research reports. In some instances the costs of such site visits or
meetings may be met in part or in whole by the issuers concerned if Goldman Sachs Australia considers it is appropriate and reasonable in the specific
circumstances relating to the site visit or meeting. To the extent that the contents of this document contains any financial product advice, it is general
advice only and has been prepared by Goldman Sachs without taking into account a client’s objectives, financial situation or needs. A client should,
before acting on any such advice, consider the appropriateness of the advice having regard to the client's own objectives, financial situation and needs.
A copy of certain Goldman Sachs Australia and New Zealand disclosure of interests and a copy of Goldman Sachs’ Australian Sell-Side Research
Independence Policy Statement are available at: https://www.goldmansachs.com/disclosures/australia-new-zealand/index.html. Brazil: Disclosure
information in relation to CVM Resolution n. 20 is available at https://www.gs.com/worldwide/brazil/area/gir/index.html. Where applicable, the
Brazil-registered analyst primarily responsible for the content of this research report, as defined in Article 20 of CVM Resolution n. 20, is the first author
named at the beginning of this report, unless indicated otherwise at the end of the text. Canada: This information is being provided to you for
information purposes only and is not, and under no circumstances should be construed as, an advertisement, offering or solicitation by Goldman Sachs
& Co. LLC for purchasers of securities in Canada to trade in any Canadian security. Goldman Sachs & Co. LLC is not registered as a dealer in any
jurisdiction in Canada under applicable Canadian securities laws and generally is not permitted to trade in Canadian securities and may be prohibited
from selling certain securities and products in certain jurisdictions in Canada. If you wish to trade in any Canadian securities or other products in
Canada please contact Goldman Sachs Canada Inc., an affiliate of The Goldman Sachs Group Inc., or another registered Canadian dealer. Hong Kong:
Further information on the securities of covered companies referred to in this research may be obtained on request from Goldman Sachs (Asia) L.L.C.
India: Further information on the subject company or companies referred to in this research may be obtained from Goldman Sachs (India) Securities
Private Limited, Research Analyst - SEBI Registration Number INHO00001493, 951-A, Rational House, Appasaheb Marathe Marg, Prabhadevi, Mumbai
400 025, India, Corporate Identity Number U74140MH2006FTC160634, Phone +91 22 6616 9000, Fax +91 22 6616 9001. Goldman Sachs may
beneficially own 1% or more of the securities (as such term is defined in clause 2 (h) the Indian Securities Contracts (Regulation) Act, 1956) of the
subject company or companies referred to in this research report. Japan: See below. Korea: This research, and any access to it, is intended only for
“professional investors” within the meaning of the Financial Services and Capital Markets Act, unless otherwise agreed by Goldman Sachs. Further
information on the subject company or companies referred to in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. New
Zealand: Goldman Sachs New Zealand Limited and its affiliates are neither “registered banks” nor “deposit takers” (as defined in the Reserve Bank of
New Zealand Act 1989) in New Zealand. This research, and any access to it, is intended for “wholesale clients” (as defined in the Financial Advisers Act
2008) unless otherwise agreed by Goldman Sachs. A copy of certain Goldman Sachs Australia and New Zealand disclosure of interests is available at:
https://www.goldmansachs.com/disclosures/australia-new-zealand/index.html. Russia: Research reports distributed in the Russian Federation are not
advertising as defined in the Russian legislation, but are information and analysis not having product promotion as their main purpose and do not
provide appraisal within the meaning of the Russian legislation on appraisal activity. Research reports do not constitute a personalized investment
recommendation as defined in Russian laws and regulations, are not addressed to a specific client, and are prepared without analyzing the financial
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circumstances, investment profiles or risk profiles of clients. Goldman Sachs assumes no responsibility for any investment decisions that may be taken
by a client or any other person based on this research report. Singapore: Goldman Sachs (Singapore) Pte. (Company Number: 198602165W), which is
regulated by the Monetary Authority of Singapore, accepts legal responsibility for this research, and should be contacted with respect to any matters
arising from, or in connection with, this research. Taiwan: This material is for reference only and must not be reprinted without permission. Investors
should carefully consider their own investment risk. Investment results are the responsibility of the individual investor. United Kingdom: Persons who
would be categorized as retail clients in the United Kingdom, as such term is defined in the rules of the Financial Conduct Authority, should read this
research in conjunction with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings that have
been sent to them by Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, are
available from Goldman Sachs International on request.

European Union and United Kingdom: Disclosure information in relation to Article 6 (2) of the European Commission Delegated Regulation (EU)
(2016/958) supplementing Regulation (EU) No 596/2014 of the European Parliament and of the Council (including as that Delegated Regulation is
implemented into United Kingdom domestic law and regulation following the United Kingdom'’s departure from the European Union and the European
Economic Area) with regard to regulatory technical standards for the technical arrangements for objective presentation of investment
recommendations or other information recommending or suggesting an investment strategy and for disclosure of particular interests or indications of
conflicts of interest is available at https://www.gs.com/disclosures/europeanpolicy.html which states the European Policy for Managing Conflicts of
Interest in Connection with Investment Research.

Japan: Goldman Sachs Japan Co., Ltd. is a Financial Instrument Dealer registered with the Kanto Financial Bureau under registration number Kinsho
69, and a member of Japan Securities Dealers Association, Financial Futures Association of Japan and Type Il Financial Instruments Firms Association.
Sales and purchase of equities are subject to commission pre-determined with clients plus consumption tax. See company-specific disclosures as to
any applicable disclosures required by Japanese stock exchanges, the Japanese Securities Dealers Association or the Japanese Securities Finance
Company.

Ratings, coverage universe and related definitions

Buy (B), Neutral (N), Sell (S) Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy or
Sell on an Investment List is determined by a stock’s total return potential relative to its coverage universe. Any stock not assigned as a Buy or a Sell on
an Investment List with an active rating (i.e., a stock that is not Rating Suspended, Not Rated, Coverage Suspended or Not Covered), is deemed
Neutral. Each region's Investment Review Committee manages Regional Conviction lists, which represent investment recommendations focused on
the size of the total return potential and/or the likelihood of the realization of the return across their respective areas of coverage. The addition or
removal of stocks from such Conviction lists do not represent a change in the analysts' investment rating for such stocks.

Total return potential represents the upside or downside differential between the current share price and the price target, including all paid or
anticipated dividends, expected during the time horizon associated with the price target. Price targets are required for all covered stocks. The total
return potential, price target and associated time horizon are stated in each report adding or reiterating an Investment List membership.

Coverage Universe: A list of all stocks in each coverage universe is available by primary analyst, stock and coverage universe at
https://www.gs.com/research/hedge.html.

Not Rated (NR). The investment rating, target price and earnings estimates (where relevant) have been suspended pursuant to Goldman Sachs policy
when Goldman Sachs is acting in an advisory capacity in a merger or in a strategic transaction involving this company, when there are legal, regulatory
or policy constraints due to Goldman Sachs’ involvement in a transaction, and in certain other circumstances. Rating Suspended (RS). Goldman
Sachs Research has suspended the investment rating and price target for this stock, because there is not a sufficient fundamental basis for
determining an investment rating or target price. The previous investment rating and target price, if any, are no longer in effect for this stock and should
not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended coverage of this company. Not Covered (NC). Goldman Sachs does
not cover this company. Not Available or Not Applicable (NA). The information is not available for display or is not applicable. Not Meaningful
(NM). The information is not meaningful and is therefore excluded.

Global product; distributing entities

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs on a global basis.
Analysts based in Goldman Sachs offices around the world produce research on industries and companies, and research on macroeconomics,
currencies, commodities and portfolio strategy. This research is disseminated in Australia by Goldman Sachs Australia Pty Ltd (ABN 21 006 797 897); in
Brazil by Goldman Sachs do Brasil Corretora de Titulos e Valores Mobilidrios S.A.; Public Communication Channel Goldman Sachs Brazil: 0800 727 5764
and / or contatogoldmanbrasil@gs.com. Available Weekdays (except holidays), from 9am to 6pm. Canal de Comunicacdo com o Publico Goldman Sachs
Brasil: 0800 727 5764 e/ou contatogoldmanbrasil@gs.com. Horério de funcionamento: segunda-feira a sexta-feira (exceto feriados), das 9h as 18h; in
Canada by Goldman Sachs & Co. LLC; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan
by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs New
Zealand Limited; in Russia by OOO Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the
United States of America by Goldman Sachs & Co. LLC. Goldman Sachs International has approved this research in connection with its distribution in
the United Kingdom.

Effective from the date of the United Kingdom's departure from the European Union and the European Economic Area (“Brexit Day”) the following
information with respect to distributing entities will apply:

Goldman Sachs International (“GSI"), authorised by the Prudential Regulation Authority (“PRA") and regulated by the Financial Conduct Authority
("FCA") and the PRA, has approved this research in connection with its distribution in the United Kingdom.

European Economic Area: GSI, authorised by the PRA and regulated by the FCA and the PRA, disseminates research in the following jurisdictions
within the European Economic Area: the Grand Duchy of Luxembourg, Italy, the Kingdom of Belgium, the Kingdom of Denmark, the Kingdom of
Norway, the Republic of Finland, the Republic of Cyprus and the Republic of Ireland; GS -Succursale de Paris (Paris branch) which, from Brexit Day, will
be authorised by the French Autorité de controle prudentiel et de resolution ("ACPR") and regulated by the Autorité de contréle prudentiel et de
resolution and the Autorité des marches financiers ("AMF") disseminates research in France; GSI - Sucursal en Espana (Madrid branch) authorized in
Spain by the Comision Nacional del Mercado de Valores disseminates research in the Kingdom of Spain; GSI - Sweden Bankfilial (Stockholm branch) is
authorized by the SFSA as a “third country branch” in accordance with Chapter 4, Section 4 of the Swedish Securities and Market Act (Sw. lag
(2007:528) om véardepappersmarknaden) disseminates research in the Kingdom of Sweden; Goldman Sachs Bank Europe SE (“GSBE") is a credit
institution incorporated in Germany and, within the Single Supervisory Mechanism, subject to direct prudential supervision by the European Central
Bank and in other respects supervised by German Federal Financial Supervisory Authority (Bundesanstalt fir Finanzdienstleistungsaufsicht, BaFin) and
Deutsche Bundesbank and disseminates research in the Federal Republic of Germany and those jurisdictions within the European Economic Area
where GSl is not authorised to disseminate research and additionally, GSBE, Copenhagen Branch filial af GSBE, Tyskland, supervised by the Danish
Financial Authority disseminates research in the Kingdom of Denmark; GSBE - Sucursal en Espafa (Madrid branch) subject (to a limited extent) to local
supervision by the Bank of Spain disseminates research in the Kingdom of Spain; GSBE - Succursale Italia (Milan branch) to the relevant applicable
extent, subject to local supervision by the Bank of Italy (Banca d'ltalia) and the Italian Companies and Exchange Commission (Commissione Nazionale
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per le Societa e la Borsa “Consob”) disseminates research in Italy; GSBE - Succursale de Paris (Paris branch), supervised by the AMF and by the ACPR
disseminates research in France; and GSBE - Sweden Bankfilial (Stockholm branch), to a limited extent, subject to local supervision by the Swedish
Financial Supervisory Authority (Finansinpektionen) disseminates research in the Kingdom of Sweden.

General disclosures

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. The information, opinions, estimates and
forecasts contained herein are as of the date hereof and are subject to change without prior notification. We seek to update our research as
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large majority
of reports are published at irregular intervals as appropriate in the analyst’s judgment.

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have investment
banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research Division.
Goldman Sachs & Co. LLC, the United States broker dealer, is a member of SIPC (https://www.sipc.org).

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and principal
trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, principal trading desks and
investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this research.

The analysts named in this report may have from time to time discussed with our clients, including Goldman Sachs salespersons and traders, or may
discuss in this report, trading strategies that reference catalysts or events that may have a nearterm impact on the market price of the equity securities
discussed in this report, which impact may be directionally counter to the analyst's published price target expectations for such stocks. Any such
trading strategies are distinct from and do not affect the analyst's fundamental equity rating for such stocks, which rating reflects a stock’s return
potential relative to its coverage universe as described herein.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act
as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research.

The views attributed to third party presenters at Goldman Sachs arranged conferences, including individuals from other parts of Goldman Sachs, do not
necessarily reflect those of Global Investment Research and are not an official view of Goldman Sachs.

Any third party referenced herein, including any salespeople, traders and other professionals or members of their household, may have positions in the
products mentioned that are inconsistent with the views expressed by analysts named in this report.

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors.
Investors should review current options and futures disclosure documents which are available from Goldman Sachs sales representatives or at
https://www.theocc.com/about/publications/characterrisks.jsp and

https://www.fiadocumentation.org/fia/requlatory-disclosures 1/fia-uniform-futures-and-options-on-futures-risk-disclosures-booklet-pdf-version-2018.
Transaction costs may be significant in option strategies calling for multiple purchase and sales of options such as spreads. Supporting documentation
will be supplied upon request.

Differing Levels of Service provided by Global Investment Research: The level and types of services provided to you by the Global Investment
Research division of GS may vary as compared to that provided to internal and other external clients of GS, depending on various factors including your
individual preferences as to the frequency and manner of receiving communication, your risk profile and investment focus and perspective (e.g.,
marketwide, sector specific, long term, short term), the size and scope of your overall client relationship with GS, and legal and regulatory constraints.
As an example, certain clients may request to receive notifications when research on specific securities is published, and certain clients may request
that specific data underlying analysts’ fundamental analysis available on our internal client websites be delivered to them electronically through data
feeds or otherwise. No change to an analyst's fundamental research views (e.g., ratings, price targets, or material changes to earnings estimates for
equity securities), will be communicated to any client prior to inclusion of such information in a research report broadly disseminated through electronic
publication to our internal client websites or through other means, as necessary, to all clients who are entitled to receive such reports.

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our

research by third party aggregators. For research, models or other data related to one or more securities, markets or asset classes (including related
services) that may be available to you, please contact your GS representative or go to https://research.gs.com.

Disclosure information is also available at h //IWww.gs.com/r rch/h .html or from Research Compliance, 200 West Street, New York, NY
10282.
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