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Renewed agreement with Blizzard; expect 
games revenue growth to reaccelerate in 2H24E  

 

 

NetEase on 10 Apr announced the renewal of publishing agreement with Blizzard 
Entertainment to bring Blizzard game titles back to China. Popular titles such as 
World of Warcraft, Hearthstone, and Diablo will return to the Chinese market 
sequentially starting in summer 2024. NetEase also reached an agreement with 
Microsoft to bring NetEase titles to Xbox and other platforms. We expect the 
return of Blizzard game titles to support NetEase’s games revenue growth from 
3Q24E onwards. As per our estimate, total annual run rate of Blizzard titles was 
c.RMB3-5bn in the Chinese market before the termination of the publishing deal 
back in 2022, which account for c.3-5% of NetEase’s FY24E games revenue/c.3-
4% of 2024E total revenue. The earnings contribution should be lower than 3%, 
given the relatively low-margin profile of licensed titles, on our estimate. We are 
upbeat on NetEase game pipeline and expect the company to continue to outpace 
game sector growth in 2024E. We maintain our SOTP-derived target price of 
US$130.5 and BUY rating. 

 Update on new game and FY24E pipeline. SheDiao performance was 
below market expectation after its launch on 28 Mar. The title has 
accumulated 1.1mn downloads (iOS channel, per Qimai estimate) and on 
average ranked the 30th on the iOS game grossing chart since its launch. 
Besides SheDiao, we are positive on other highly-anticipated titles lined up 
for launch in FY24:1) Naraka: Bladepoint Mobile launched its first round of 
testing on 1 Apr, receiving strong user interest and positive feedback, and we 
expect the title to be launched in 2Q24/3Q24E and contribute to games 
revenue from 3Q24E onwards; 2) Where Winds Meet is still undergoing 
optimization, with the official launch date to be announced in Apr 2024.  

 Expect revenue growth acceleration in 2H24E. We forecast NetEase 
games & VAS revenue to grow by 9% YoY to RMB89bn in 2024, with growth 
reaccelerating to double digits in 2H24E, driven by the return of Blizzard titles 
and the launch of highly-anticipated mobile game titles. For 1Q24E, we 
estimate games & VAS revenue to increase by 5% YoY to RMB21bn 
(3Q23/4Q23: +16/+10% YoY), mainly due to the normalisation of Justice 
Mobile and Eggy Party revenue.  

 Maintain BUY. Our SOTP-derived target price of US$130.5 comprises of 
US$121.6/2.6/2.2/1.9 per share for games/cloud music/Youdao/innovative 
businesses and US$2.1 per share for net cash. We are upbeat on NetEase 
earnings growth and expect operating profit CAGR of 10% over FY23-26E. 
The company is committed to shareholder return, with total dividend + share 
repurchase amount reaching RMB13.2bn in FY23 (c.3% of mkt cap). And 
management expects to increase the total capital return to shareholder in 
FY24E. We see NetEase’s current valuation of 14x FY24E non-GAAP PE 
attractive given its earnings growth outlook, rising shareholder return, and 
potential catalyst of new game launches. Maintain BUY. 
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Stock Data   

Mkt Cap (US$ mn) 64,728.0 

Avg 3 mths t/o (US$ mn) 149.0 

52w High/Low (US$) 118.47/83.49 

Total Issued Shares (mn) 643.3 

Source: FactSet   
 

Shareholding Structure  

William Lei Ding 44.2% 

Invesco 2.2% 

Source: Company data   
 

Share Performance 

 Absolute Relative 

1-mth -5.0% -6.3% 

3-mth 13.1% 3.8% 

6-mth -5.5% -21.4% 

Source: FactSet 

12-mth Price Performance 

 
 

Source: FactSet 

 

Earnings Summary      

(YE 31 Dec) FY22A FY23A FY24E FY25E FY26E 

Revenue (RMB mn) 96,496 103,468 112,010 118,230 123,568 

Gross margin (%) 54.7 60.9 61.8 62.1 62.2 

Adjusted net profit (RMB mn) 22,808.4 32,608.3 33,300.8 35,147.5 37,495.8 

EPS (Adjusted) (RMB) 34.95 50.69 51.20 54.04 57.65 

Consensus EPS (RMB) 34.95 50.69 51.28 57.16 61.99 

P/E (x) 24.1 15.9 15.6 14.7 13.7 
 

Source: Company data, Bloomberg, CMBIGM estimates 
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Financial Summary 
 

INCOME STATEMENT 2021A 2022A 2023A 2024E 2025E 2026E 

YE 31 Dec (RMB mn)       

Revenue 87,606 96,496 103,468 112,010 118,230 123,568 

Cost of goods sold (40,635) (43,730) (40,405) (42,747) (44,855) (46,722) 

Gross profit 46,971 52,766 63,063 69,263 73,375 76,846 

Operating expenses (30,554) (33,138) (35,354) (37,075) (38,815) (40,036) 

Selling expense (12,214) (13,403) (13,969) (14,561) (15,169) (15,446) 

Admin expense (4,264) (4,696) (4,900) (5,040) (5,202) (5,313) 

R&D expense (14,076) (15,039) (16,485) (17,474) (18,444) (19,277) 

Operating profit 16,417 19,629 27,709 32,188 34,560 36,810 

Investment gain/loss 2,948 54 1,307 653 327 163 

Other gains/(losses) 710 847 1,054 0  0  0  

Interest income 1,520 2,150 4,120 4,214 4,614 5,263 

Foreign exchange gain/loss (490) 1,571 (133) 0  0  0  

Pre-tax profit 21,104 24,250 34,057 37,055 39,501 42,236 

Income tax (4,128) (5,032) (4,700) (7,411) (7,900) (8,447) 

After tax profit 16,976 19,218 29,357 29,644 31,601 33,789 

Minority interest  (119) 494 59 296 316 338 

Net profit 16,857 19,713 29,417 29,941 31,917 34,127 

Adjusted net profit 19,762 22,808 32,608 33,301 35,147 37,496 
 

 

BALANCE SHEET 2021A 2022A 2023A 2024E 2025E 2026E 

YE 31 Dec (RMB mn)       

Current assets 113,120 131,603 142,693 162,848 183,844 204,324 

Cash & equivalents 14,498 24,889 21,429 30,336 39,367 46,881 

Restricted cash 2,877 2,699 2,777 2,916 3,062 3,215 

Account receivables 5,508 5,003 6,422 6,814 7,048 7,219 

Inventories 965 994 695 736 772 804 

Prepayment 6,236 5,448 6,077 6,447 6,669 6,830 

ST bank deposits 70,755 84,948 100,856 110,942 122,036 134,239 

Other current assets 12,282 7,623 4,436 4,658 4,891 5,135 

Non-current assets 40,524 41,158 43,232 47,830 53,179 59,481 

PP&E 5,434 6,342 8,075 10,281 13,090 16,666 

Other non-current assets 35,090 34,815 35,157 37,549 40,089 42,815 

Total assets 153,644 172,761 185,925 210,677 237,023 263,805 
       

Current liabilities 50,501 56,829 53,842 57,556 61,554 64,487 

Short-term borrowings 19,352 23,876 19,240 20,556 22,623 23,870 

Account payables 985 1,507 881 932 978 1,019 

Tax payable 4,537 2,813 2,572 2,784 2,938 3,071 

Other current liabilities 16,266 17,252 18,219 19,604 20,661 21,575 

Accrued expenses 9,361 11,381 12,930 13,680 14,355 14,952 

Non-current liabilities 3,719 7,059 3,998 4,287 4,514 4,711 

Other non-current liabilities 3,719 7,059 3,998 4,287 4,514 4,711 

Total liabilities 54,220 63,888 57,841 61,843 66,068 69,198 
       

Total shareholders equity 95,328 104,731 124,286 145,333 167,769 191,759 

Minority interest 4,096 4,142 3,798 3,502 3,186 2,848 

Total equity and liabilities 153,644 172,761 185,925 210,677 237,023 263,805 
    



 

 

11 Apr 2024 

 

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE   3 

CASH FLOW 2021A 2022A 2023A 2024E 2025E 2026E 

YE 31 Dec (RMB mn)       

Operating       

Profit before taxation 21,104 24,250 34,057 37,055 39,501 42,236 

Depreciation & amortization 3,276 2,858 3,055 4,038 5,141 6,545 

Tax paid (4,128) (5,032) (4,700) (7,411) (7,900) (8,447) 

Change in working capital 3,188 3,497 376 1,596 1,439 1,320 

Others 1,487 2,135 2,543 0  0  0  

Net cash from operations 24,927 27,709 35,331 35,278 38,180 41,654 
       

Investing       

Capital expenditure (3,038) (2,602) (4,266) (6,198) (7,904) (10,076) 

Net cash from investing  (7,078) (7,370) (17,043) (18,655) (21,590) (25,098) 
       

Financing       

Dividend paid (4,240) (6,724) (8,014) (8,893) (9,480) (10,137) 

Net borrowings 3,992 5,119 (8,305) 1,316 2,067 1,248 

Proceeds from share issues (2,297) (274) 0  0  0  0  

Others (10,040) (8,359) (5,148) 0  0  0  

Net cash from financing  (12,586) (10,238) (21,467) (7,577) (7,414) (8,889) 
       

Net change in cash       

Cash at the beginning of the year 12,169 17,376 27,588 24,207 33,252 42,429 

Exchange difference (55) 110 (202) 0  0  0  

Others 0  0  0  0  0  0  

Cash at the end of the year 17,376 27,588 24,207 33,252 42,429 50,096 

GROWTH 2021A 2022A 2023A 2024E 2025E 2026E 

YE 31 Dec       

Revenue 18.9% 10.1% 7.2% 8.3% 5.6% 4.5% 

Gross profit 20.5% 12.3% 19.5% 9.8% 5.9% 4.7% 

Operating profit 12.9% 19.6% 41.2% 16.2% 7.4% 6.5% 

Net profit 39.7% 16.9% 49.2% 1.8% 6.6% 6.9% 

Adj. net profit 34.4% 15.4% 43.0% 2.1% 5.5% 6.7% 

PROFITABILITY 2021A 2022A 2023A 2024E 2025E 2026E 

YE 31 Dec       

Gross profit margin 53.6% 54.7% 60.9% 61.8% 62.1% 62.2% 

Operating margin 18.7% 20.3% 26.8% 28.7% 29.2% 29.8% 

Adj. net profit margin 22.6% 23.6% 31.5% 29.7% 29.7% 30.3% 

Return on equity (ROE) 19.0% 19.7% 25.7% 22.2% 20.4% 19.0% 

GEARING/LIQUIDITY/ACTIVITIES 2021A 2022A 2023A 2024E 2025E 2026E 

YE 31 Dec       

Net debt to equity (x) (0.7) (0.8) (0.8) (0.8) (0.8) (0.8) 

Current ratio (x) 2.2 2.3 2.7 2.8 3.0 3.2 

Receivable turnover days 22.9 18.9 22.7 22.2 21.8 21.3 

Payable turnover days 8.8 12.6 8.0 8.0 8.0 8.0 

VALUATION 2021A 2022A 2023A 2024E 2025E 2026E 

YE 31 Dec       

P/E 28.7 24.1 15.9 15.6 14.7 13.7 

P/E (diluted) 29.1 24.3 16.1 15.8 14.8 13.9 

P/B 5.1 4.5 3.8 3.2 2.8 2.4 
 

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets. 
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HOLD : Stock with potential return of +15% to -10% over next 12 months 
SELL : Stock with potential loss of over 10% over next 12 months 
NOT RATED : Stock is not rated by CMBIGM 

 
OUTPERFORM                    : Industry expected to outperform the relevant broad market benchmark over next 12 months 
MARKET-PERFORM            : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months 
UNDERPERFORM                : Industry expected to underperform the relevant broad market benchmark over next 12 months 
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