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Qihoo 360 Technology (QIHU) 
 Emerging Winner in China’s Search and Mobile Internet Market 
  

 TP hiked to Street-high US$65 on upside from mobile & search — Qihoo, with 
457m PC Web users and 275m users of its mobile security products, is poised to 
become a mobile market leader in China, in our view. Qihoo will seize mobile wallet-
share via its market-leading mobile apps store which will emerge as a leading mobile 
games platform (growing gaming revenue much faster than the traditional client-based 
games market). Over the longer term, we expect Qihoo to play an additional role in the 
mobile ecosystem via mobile search, other targeted mobile display ads as well as via 
its strategy as an e-commerce aggregator. We believe that the Street has yet to factor 
in the company’s mobile potential and is hence taking a narrow view of Qihoo’s market 
potential, and that the stock will re-rate significantly as these new growth drivers 
emerge. We maintain a Buy (no longer at High Risk). 

 Mobile games to be new catalyst; 13-15E revenue CAGR of 108% — We estimate 
Qihoo’s revenue market share in search will expand to 4.5% in FY14 (29% of revenue), 
from 1.4% in FY13 (13% of revenue). Mobile will contribute 10% of revenue in FY13E 
(mostly from mobile games and mobile ads), and we expect a 2-year revenue CAGR of 
108% for mobile games to US$152m in FY15. Our FY13E NP is 20% higher than 
consensus. At US$65 (from US$39), our DCF-based TP equates to a PEG of 0.6x.  
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Buy 1
from Buy/High Risk   

Price (01 Jul 13) US$46.90
Target price US$65.00

from US$39.00   
Expected share price return 38.6%
Expected dividend yield 0.0%
Expected total return 38.6%
Market Cap US$5,758M
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Statistical Abstract             
                

Year to Net Profit Diluted EPS EPS growth P/E P/B ROE Yield 

31 Dec (US$M) (US$) (%) (x) (x) (%) (%) 

2011A 64 0.55 408.2 85.0 14.6 34.1 0.0 

2012A 97 0.80 44.2 59.0 12.0 22.9 0.0 

2013E 123 0.97 22.3 48.2 9.9 22.8 0.0 

2014E 250 1.91 96.4 24.6 7.2 34.4 0.0 

2015E 413 3.05 59.8 15.4 5.0 39.0 0.0 

Source: Powered by dataCentral           
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QIHU.N: Fiscal year end 31-Dec Price: US$46.90;  TP: US$65.00;  Market Cap: US$5,758m;  Recomm: Buy 
Profit & Loss (US$m) 2011 2012 2013E 2014E 2015E Valuation ratios 2011 2012 2013E 2014E 2015E

Sales revenue 167.9 329.0 598.0 1,049.4 1,594.2 PE (x) 85.0 59.0 48.2 24.6 15.4
Cost of sales -18.9 -32.8 -78.5 -158.0 -259.3 PB (x) 14.6 12.0 9.9 7.2 5.0

Gross profit 148.9 296.2 519.5 891.4 1,334.9 EV/EBITDA (x) 79.3 46.4 29.3 14.7 8.5

   Gross Margin (%) 88.7 90.0 86.9 84.9 83.7 FCF yield (%) 1.2 0.8 0.0 4.5 7.4

EBITDA (Adj) 70.4 115.9 182.4 355.1 566.9 Dividend yield (%) 0 0 0 0 0

   EBITDA Margin (Adj) (%) 41.9 35.2 30.5 33.8 35.6 Payout ratio (%) 0 0 0 0 0

Depreciation -3.4 -14.9 -40.1 -63.1 -86.8 ROE (%) 8.4 11.0 12.8 26.6 32.6

Amortisation -0.8 -1.7 -4.2 -7.2 -10.8 Cashflow (US$m) 2011 2012 2013E 2014E 2015E
EBIT (Adj) 66.1 99.3 138.1 284.8 469.3 EBITDA 22.4 65.3 128.4 298.3 499.0

   EBIT Margin (Adj) (%) 39.4 30.2 23.1 27.1 29.4 Working capital 13.8 4.3 -90.5 64.1 87.2

Net interest 2.5 6.7 7.0 9.5 16.4 Other 44.4 48.4 39.1 22.2 11.4

Associates 0 0 0 0 0 Operating cashflow 80.6 118.0 77.0 384.6 597.6

Non-op/Except 5.2 7.3 -0.1 -0.1 -0.1 Capex -17.8 -73.9 -78.1 -105.3 -127.4

Pre-tax profit 25.9 62.7 91.0 237.5 417.7 Net acq/disposals -2.1 12.1 0 0 0

Tax -10.9 -11.4 -21.7 -44.1 -72.8 Other -15.0 -24.2 0 0 0

Extraord./Min.Int./Pref.div. 0.6 -4.6 0 0.0 0.0 Investing cashflow -34.8 -86.1 -78.1 -105.3 -127.4

Reported net profit 15.6 46.7 69.3 193.3 344.9 Dividends paid 0 0 0 0 0

   Net Margin (%) 9.3 14.2 11.6 18.4 21.6 Financing cashflow 233.3 2.1 0 0 0

Core NPAT 63.6 97.4 123.2 250.2 412.8 Net change in cash 281.5 35.1 -1.1 279.3 470.2

Per share data 2011 2012 2013E 2014E 2015E Free cashflow to s/holders 62.8 44.1 -1.1 279.3 470.2

Reported EPS ($) 0.14 0.38 0.55 1.48 2.55  
Core EPS ($) 0.55 0.80 0.97 1.91 3.05  

DPS ($) 0 0 0 0 0  

CFPS ($) 0.70 0.96 0.61 2.94 4.42  

FCFPS ($) 0.54 0.36 -0.01 2.13 3.48  

BVPS ($) 3.22 3.91 4.75 6.50 9.35  

Wtd avg ord shares (m) 115 122 127 131 135  

Wtd avg diluted shares (m) 115 122 127 131 135  

Growth rates 2011 2012 2013E 2014E 2015E  
Sales revenue (%) 191.1 96.0 81.7 75.5 51.9  

EBIT (Adj) (%) 418.3 50.2 39.0 106.3 64.7  

Core NPAT (%) 408.2 53.1 26.6 103.0 65.0  

Core EPS (%) 408.2 44.2 22.3 96.4 59.8  

Balance Sheet (US$m) 2011 2012 2013E 2014E 2015E  
Cash & cash equiv. 343.7 380.7 379.6 658.9 1,129.1  

Accounts receivables 16.7 23.6 62.4 109.5 166.3  

Inventory 0.0 0 0 0 0  

Net fixed & other tangibles 21.1 209.0 243.1 274.8 299.5  

Goodwill & intangibles 12.4 16.9 18.7 22.1 27.2  

Financial & other assets 29.7 57.2 79.1 115.9 160.3  

Total assets 423.7 687.4 782.9 1,181.1 1,782.4  

Accounts payable 5.9 7.1 17.0 34.2 56.2  

Short-term debt 0 0 0 0 0  

Long-term debt 0 0 0 0 0  

Provisions & other liab 46.6 204.2 164.4 295.2 461.7  

Total liabilities 52.5 211.3 181.4 329.5 517.9  

Shareholders' equity 370.9 478.1 601.3 851.5 1,264.3  

Minority interests 0.6 0.2 0.2 0.2 0.2  

Total equity 371.5 478.3 601.5 851.7 1,264.4  

Net debt -343.7 -380.7 -379.6 -658.9 -1,129.1  

Net debt to equity (%) -92.5 -79.6 -63.1 -77.4 -89.3  
  
For further data queries on Citi's full coverage universe please contact Citi Research Data Services at CitiRsch.DataServices.Global@citi.com 
For definitions of the items in this table, please click here. 
 

https://ir.citi.com/omi5%2bYgNFU9s9r2mqhH4ZdOfE1SKTKNFgzVZAn51m4ZsXZd56NyWHpBRbGJab4wWuaSRrqx8Fpg%3d�
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As China spearheads the irreversible shift from desktop to mobile and multi-device, we see a substantial revenue opportunity in 
mobile that will define the next generation of Web market leaders in China. Best placed to exploit that opportunity, in our view, 
are Qihoo and Tencent, especially given their capability of driving the convergence of Web games and mobile games (in which 
growth will far out-strip that of the traditional client-based games market). We expect mobile to be the next clear stock catalyst 
for Qihoo and believe that we are the first on the Street to highlight, assess and value this opportunity. 

Tencent and Qihoo will seize mobile wallet-share in different ways: Tencent via WeChat emerging as a ubiquitous gateway into 
mobile games and other apps, Qihoo via its #1 mobile apps store (by downloads) and the convergence of this with its Web 
games platform. Over the longer term, we expect Qihoo also to emerge as a leader in mobile search as well as in other mobile 
ad and commerce formats via its Internet access gateway and e-commerce aggregation strategy. Current stock valuations for 
Qihoo (and Tencent) do not capture this significantly enhanced earnings profile over the coming 36 months, in our view.  

Qihoo to tap big search/mobile opportunity 

Creating new leaders and challenging incumbent leaders. The TMT sector is 
undergoing a 10-year disruption through the impacts of smartmobility, the Cloud, 
Local and ad budgets moving to social and video platforms. Mobile is arguably the 
biggest disruptor, with more desktop cannibalization from mobile in China than in 
developed countries. Already in China, mobile accounts for c.22% of total media 
consumption time versus c.12% in the US. The challenge is that mobile 
monetization is, in many cases, fundamentally different from the desktop. Mobile is, 
however, well suited to micropayment-based business models for virtual items. We 
expect ecommerce via mobile for real goods to inflect aggressively from next year.  

The corollary of this is a substantial mobile gaming opportunity in China, with 
major earnings upside for first movers. The US$8bn traditional client-based games 
market in China is mature − growing only in the high single digits. The Web games 
market (c.US$2bn) continues to grow at c.35%-40% per year, however, while the 
c.US$1bn mobile games market is expanding in the triple digits, we believe. Over 
the coming 12-18 months, we expect Web games and mobile games to converge in 
China. Best positioned to capitalize on this industry dynamic, in our view, are Qihoo 
and Tencent.  

Search and mobile will be key growth drivers for Qihoo. We estimate Qihoo will 
gain revenue market shares in search of 1.4% in FY13 (US$80m, 13% of Qihoo’s 
total revenue) and 4.5% in FY14 (US$308m, 29% of total revenue). We expect 
mobile will contribute 10% (US$60m) of Qihoo revenue in FY13 (6% from mobile 
games and 4% from mobile ads on its apps store). On our model, Qihoo’s mobile 
games revenue will grow at a two-year CAGR of 108% to reach US$152m by FY15. 
We believe mobile growth potential is underestimated by Street. 

Our mobile estimates for Qihoo are conservative at this embryonic stage. We 
believe mobile ads (based on apps store) could be a significant near-term revenue 
contributor, and mobile search/commerce are possible longer term growth drivers. 
In a bull case, overall mobile revenue could be 2x our FY14 and 3x our FY15 
estimates (for a mobile revenue 13-15E CAGR of 280%, vs. our projected 108%). 

FY12-15E net profit CAGR of 62%. At this early stage of platform creation and 
monetization, we expect Qihoo to continue to deliver rapid growth. We forecast 
Qihoo revenue will grow at a (3-year) CAGR of 69% from FY12 to reach US$1.6bn 
in FY15E. We forecast non-GAAP net profit to grow at a 3-year CAGR of 62% from 
FY12 to reach US$413m in FY15E. Our FY13E NP is 20% higher than consensus. 
Key catalysts will be progress toward 20% search traffic market share by 2013 and 
surging mobile revenue. 

Investment Thesis 

Over the coming 12-18 months, we 

expect Web games and mobile games to 

converge in China. 

Qihoo – Revenue Breakdown/Growth 

USD mn 2012 2013E 2014E 2015E 

Online Advertising & Marketing 

Online Mkt & Ad 203.7 285.3 357.5 423.4 
Search Referral 17.8 0.0 0.0 0.0 
PC Search 0.0 80.4 308.1 624.0 
Sub-total 221.5 365.8 665.6 1,047.3 

Internet Value-added Services (IVAS) 

Web Games 84.1 153.4 230.0 299.2 
Mobile Games 0.0 35.1 83.0 152.3 
Other IVAS 19.2 42.1 70.8 95.4 
Sub-total 103.3 230.6 383.8 546.9 

Other 4.3 1.6 0.0 0.0 

Total Revenue 329.0 598.0 1,049.4 1,594.2 
Growth  82% 75% 52%  

Source: Company, Citi Research Estimates 
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Figure 1. Qihoo: Revenue, 2010-2015E  Figure 2. Qihoo: Net Profit, 2010-2015E 
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Huge user base and pre-eminent brand built on core security products. Qihoo, 
with 457m PC Web users and 275m users of mobile security products, has a top-4 
user base and platform traffic in the China Internet and Software space. Given that 
cyber crime is pervasive in China, Internet security is core for Web users. Qihoo’s 
core PC and mobile security products, underpinned by an intellectual property (IP) 
competitive moat, are a staple for China’s Internet population with a pre-eminent 
brand, mind-share and stickiness. Based on its security products, Qihoo developed 
services like browser, directory page and apps store to direct and monetize traffic in 
its platform mainly through ads, search and virtual items (games). 

Key to driving Qihoo’s equity value will be continued evolution of the 
company’s business model. Qihoo develops a high-functionality open platform 
and redirects traffic to generate online ad and search revenue. Qihoo’s Freemium 
(Free + Premium value-added services) business model also allows for fast growth 
in IVAS revenue (games, online lottery sales, etc.), comparable to Tencent’s 
monetization based on the free QQ service. Leveraging on its substantial user base 
and proven product development capabilities, Qihoo is able to continue to evolve its 
business model to drive sustainable earnings growth using free and effective 
security solutions for cross-selling an increasing range of PC and mobile services.  

DCF-based target price raised to US$65, after including mobile and search 
forecasts. Our DCF model uses an explicit 10-year forecast period and a terminal 
growth rate of 3% (lower than longer term sector and GDP growth), discounted back 
using a cautious (high) cost of capital of 15% to create investor margin-of-safety 
and to fully factor the embryonic nature of China’s mobile ecosystem, the embryonic 
nature of Qihoo’s current monetization model and substantial execution risks 
balanced against the company’s market-leading brand, mind-share and IP 
competitive moat contained within its core security products portfolio. Our US$65 
price target translates to a PEG of 0.6x (using 3-year forward EPS CAGR), which is 
broadly in line with a full universe of local and global comps, though at a significant 
discount to a comparable universe of potential post-disruption platform market 
leaders, which arguably should trade at a multiple of this benchmark. 

Our DCF fair value of Qihoo would be at US$56 without factoring in any mobile 
contribution, still offering attractive upside from current levels. Share price downside 
support could be at c.US$30 level, in our view, the price level when Qihoo’s search 
potential was barely priced in. Mobile service offerings and market position 
enhancement, and new business models to monetize platform traffic, could lead to 
further significant strategic upside from our target price. 

Qihoo’s core PC and mobile security 

products are a staple for China’s Internet 

population with a pre-eminent brand, 

mind-share and stickiness.  

Related Reports 

Global Telecoms - Monetizing the Mobile 

Money Opportunity 

Pan-Asian Telecoms - Affordable 

Smartphones and the Impact on Emerging 

Asia Telcos 

Citi's Global Handset Model - Updating Our 

Global Handset Model; Smart Device 

Explosion Trend Continues As Smart 
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Asia Pacific Technology - Device Explosion: 

Smartphone Shipments to Hit 1.1bn in 2013 

Global Consumer Staples - Making the Most 

of the World-Wide Web 
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Qihoo has built a large user base (96% penetration of China PC Web users and 
70% penetration of China smartphone users) by initially offering free and user-
friendly PC and mobile Internet security products and services. Based on its core 
security products, Qihoo developed services like browser, directory page and apps 
store to direct and monetize traffic in its platform, mainly through ads, search and 
virtual items (games). Qihoo has gained no.1 market share in browser, no.1 in 
directory page and top 3 in Android apps store, and built a solid open platform 
based on its security products.  

Leveraging on its substantial user base and proven product development 
capabilities, Qihoo is able to continue to evolve its business model to drive 
sustainable earnings growth, in our view. We believe Qihoo could emerge as one of 
China’s handful of Internet giants with enhanced market positions in Internet 
security and browser (key for cross-selling other Qihoo products), and growth 
drivers from evolving monetization methods like search and mobile games. 

Mobile 

Mobile will have significant revenue contribution starting from 2H13; 
potentially a key positive catalyst for the stock 

We believe the Street underestimates Qihoo’s mobile growth potential. We expect 
mobile will contribute 10% (US$60m) of Qihoo revenue in FY13, as we believe that, 
by traffic, Qihoo’s apps store is already China’s No. 1 Android apps store. We 
expect Qihoo will have US$35m revenue from mobile games (6% of revenue) and 
US$25m from mobile ads (4% of revenue) in FY13. We expect mobile games 
revenue will grow at a two-year CAGR of 108% to reach US$152m by FY15, as a 
key mobile revenue contributor for Qihoo. 

Mobile monetization can be expected through apps store/games first, then search 
and finally other display forms. Qihoo started mobile monetization in year-end 2012, 
and has gained encouraging results. Mobile game revenues were an embryonic 
US$2-3m in 1Q13, accounting for 2% of total revenue. Qihoo also generated 
c.US$2m ad revenue from apps store in 1Q, paid by companies that promote apps 
downloads through Qihoo apps store.  

As smartphones and tablets proliferate and more users shift from desk computers to 
smartphones, we see Qihoo’s mobile strategy as a key stock catalyst from 2H13 as 
we expect the company to further elucidate and highlight its strategy in this area. 
Qihoo’s mobile monetization will be mobile games and ads focused in FY13. 
Channel checks with a variety of industry players indicate the mobile games market 
will boom in 2013, and apps distribution platform operators like Qihoo will be key 
beneficiaries. Mobile ads, a material revenue source for some leading apps stores 
in China, will be another major revenue driver for Qihoo. 

Qihoo will continue to use its mobile security product and iTunes-like terminal 
software to build a mobile brand and user base, which can then be monetized via 
leveraging into traffic flow (apps store, browser, games, etc.). We expect Qihoo to 
gradually launch mobile search related products and tap into this market in 2014. 
Total smartphone users of Qihoo mobile security products reached 275m in Mar13 
(smartphone user penetration of c.70%), vs 207m in Dec12.  

 

 

Compelling Opportunities in Mobile and 
Search  

In terms of market shares in China, 

Qihoo is No.1 in browser, No.1 in 

directory page and top 3 in Android apps 

store.  

We expect mobile games revenue will 

grow at a two-year CAGR of 108% to 

reach US$152m by FY15.  

We expect Qihoo to gradually launch 

mobile search related products and tap 

into this market in 2014.  
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Case study of NetDragon, a leading company in mobile monetization 

NetDragon, a pioneer and leading player to monetize apps store in China, is a 
benchmark for Qihoo’s mobile growth potential. NetDragon’s 91 platform is among 
the top 3 third-party mobile apps distributors in China, according to 3rd party 
consulting firms. NetDragon generates revenue primarily through mobile games and 
mobile ads distributed by its two apps stores 91 Assistant and HiMarket. NetDragon 
had partnered with more than 93,000 apps developers and 700 mobile games 
developers as of 2012.  

NetDragon started to report mobile business segment in 2010 with revenue of 
Rmb6.7m (US$1.0m), representing 1.2% of total revenue. The segment grew by 
793% in 2011 and 376% in 2012 to reach Rmb282.6m (US$44.8m, 25.5% of its 
revenue).  

Mobile revenue has maintained fast growth in FY13 and mobile games have 
become the biggest mobile growth driver for NetDragon. NetDragon had 
Rmb144.7m (US$23.6m) mobile revenue in 1Q13, up 219% yoy and 42% qoq. 
Mobile games revenue grew by 85% qoq to reach US$11.1m, and mobile ads 
revenue grew by 24% qoq to reach US$11.3m in 1Q13. 47% of NetDragon’s mobile 
revenue was from mobile games and 48% from ads in 1Q13. Mobile games 
contributed to 35% of NetDragon’s mobile revenue in 4Q12 and 29% in 4Q11. 

Figure 3. Mobile Internet Revenue of NetDragon 
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Implications for Qihoo: fast mobile revenue growth mainly driven by games 

We believe apps store download traffic of Qihoo surpassed that of NetDragon in 
2Q13, and Qihoo should have comparable mobile monetization potential to 
NetDragon in the next one to two years. Qihoo grows its apps store user base 
mainly through iTunes-like mobile assistant software, which is embedded in its PC-
based security software and helps smartphone users download apps through PC 
connection. 

Qihoo gained US$2-3m mobile games revenue and c.US$2m mobile ads revenue 
in 1Q13, and should see fast mobile growth, as indicated by NetDragon’s much 
higher mobile revenue size and fast revenue growth.  

Mobile games have become the biggest 

mobile growth driver for NetDragon.  
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We expect Qihoo will grow mobile games revenue faster than mobile ads revenue, 
and mobile games will become a major mobile revenue source in the next two 
years. Mobile games market will surge to c.US$1bn in China in 2013 according to 
feedback from a number of industry players, driven by fast smartphone penetration 
growth. Apps store will be a key distribution channel for mobile games. We expect 
Qihoo will generate US$35m mobile games revenue in FY13 and mobile games 
revenue will grow at 108% two-year CAGR to reach US$152m by FY15. 

Search 

Search is a compelling growth option for Qihoo  

We took an aggressive (and non-consensus) research view that Qihoo would enter 
the search market some 4 months before the company announced its strategy in 
this area. This was borne out by the company’s launch of its search service in Aug 
2012. 

Our view is Qihoo will fill the void created by Google’s exit and emerge as a credible 
#2 in China’s search market. Qihoo, we believe, has the potential to claim 20% 
search traffic market share within the next one year, and possibly 30-35% in the 
very long term. Qihoo’s market share of China's online search market by page 
views (PV) increased to 14.1% in April 2013, following Baidu’s 70.6% share, 
according to CNZZ. With a lack of an effective alternative in the search space, 
Baidu largely filled the space left by Google with its market share increasing from 
70% in 1Q10 to 88% in 2Q12. This left a void in the space that both users and 
advertisers had pent-up demand to be filled.  

Qihoo’s search monetization is on track by cooperating with Google Adwords in Jan 
and also by developing its own search monetization system. Qihoo already 
generated 5% of total revenue from search in 1Q13 and gained c.14% search traffic 
market share (by 3rd party data and our channel checks) by April.  

We expect Qihoo to gain 1.4% search revenue market share in FY13 (US$80.4m, 
13.5% of Qihoo total revenue) and 4.5% market share in FY14 (US$308.1m, 29.4% 
of Qihoo revenue) as its search traffic market share keeps rising. China search 
market size reached Rmb 28.1bn (US$4.5bn) in 2012, up 48.6% yoy, according to 
iResearch. 

Search monetization driven by traffic growth… 

Qihoo launched its search service in Aug 2012 and its traffic market share stabilized 
at 10% at year-end 2012 after initial competitive escalation with Baidu and traffic 
volatility for a few months. Qihoo then started search monetization through its 
internal platform in Dec12 and through partnership with Google Adwords in Jan13. 
Search revenue ramped up quickly to reach US$6m in 1Q13, accounting for 5% of 
Qihoo total revenue. 

Sustainable search traffic market share growth is key search revenue growth driver. 
Qihoo search is now the industry #2 after Baidu with a c.14% search query share 
and is gradually increasing market share. Qihoo management targets 20% search 
traffic market share by 2013. Qihoo’s market share of China's online search market 
by page views (PV) increased to 14.1% in April 2013 from 10.4% in Dec 2012, 
according to Alibaba Group's third-party web analytics subsidiary CNZZ. Qihoo 
continues to grab page view market share from Baidu, whose share declined from 
71.7% in Dec 2012 to 70.6% in April 2013. Google’s share saw faster decline than 
Baidu during the first four months of 2013, down from 5.1% in Dec 2012 to 2.4% in 
April 2013, which we believe is also due to Qihoo’s market share gains. According 

We expect Qihoo to grow mobile games 

revenue at a two-year CAGR of 108% to 

reach US$152m by FY15. 

Qihoo has the potential to claim 20% 

search traffic market share within the 

next year, and possibly 30-35% in the 

very long term.  

Qihoo management targets 20% search 

traffic market share by 2013.  
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to CNZZ, aggregate market share of other search companies has been largely 
stable since Aug 2012, indicating Qihoo gained market share mainly from Baidu and 
Google. These data are consistent with our channel checks. 

Figure 4. China's Online Search Traffic Market Share (by Page Views) 
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Source: CNZZ, Citi Research 

 
In 2013 Qihoo plans to aggressively increase search traffic market share and 
improve search monetization system efficiency, which can help close the price gap 
between Qihoo and Baidu and drive Qihoo’s search revenue growth. 

Qihoo plans to expand search traffic market share to 20% in 2013 via the following 
efforts:  

 Default search reset in 360 browser and navigation page 

 Change browsing behaviors: Many 360 Browsers users still type URLs to go to 
targeted websites. Actually, the browser allows users to directly input keywords 
into the address bar and return results via Qihoo’s search engine. The company 
believes that by further directions, it could suggest users to simply type keywords 
only, and thus convert some traffic to its search engine. 

 Deliver a differentiated and comparable search experience. Its first differentiation 
is to separate paid and unpaid listings, unlike Baidu with comparable search 
results for the popular search key words. Qihoo also launched a program called 
“thumbs up” which encourages users to rate/recommend good websites via 
Qihoo search.  

 More marketing campaigns to increase search brand awareness 

 Build search traffic alliance from end of 2013 

…and monetization system building 

We expect Qihoo’s own search monetization system could contribute to over 50% 
of its search revenue from 2H13/1H14. Qihoo plans to focus on its own search 
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monetization platform in the long term, and is currently leveraging its Google 
partnership to fill the monetization “scale gap” in the near-to-medium term.  

Qihoo plans to improve monetization system efficiency through further developing 
its keyword system, and building up internal sales force and agency network. We 
believe Qihoo has the potential to deliver positive surprise in search monetization 
given Qihoo’s strong operational capabilities.  

Qihoo has a good track record in product and business development. Most of its 
key products (browser, directory page and mobile apps store) are gaining share 
from competitors. We believe Qihoo has “organizational DNA” that lends itself to the 
search business given its expertise in analytics, data warehousing, data mining and 
behavioral targeting which were already being expressed via a move toward 
“searchless search”, via tailored directory, via its performance-based ad business 
(CPC and CPA) in its directory page. Qihoo has a key search R&D team that has 
evolved from its 3721.com and Yahoo China history. 

Existing Key Revenue Streams to Grow Steadily 

We believe continued user and traffic growth on Qihoo platform will drive solid 
growth of Qihoo’s online ads and games, Qihoo’s existing main revenue source.  

We expect Qihoo will maintain solid growth in its online ads driven by increasing 
contribution from performance-based ads and continued traffic growth in its 
directory page. Qihoo would continue to benefit from a rebound in the online ad 
market if China’s economy recovers.  

Furthermore, considerable user base, continued traffic growth and monetization 
methods development give the company the opportunity to emerge as one of 
China’s handful of Internet giants alongside Baidu, Tencent and Alibaba Group 
(unlisted) in terms of revenues, cashflows, capital returns and equity values, over 
the longer term. 

 

Most of Qihoo’s key products (browser, 

directory page and mobile apps store) 

are gaining share from competitors.  

Potential to emerge as one of China’s 

Internet giants in terms of revenues, 

cashflows, capital returns and equity 

values. 
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We forecast Qihoo’s revenue will grow at a 3-year CAGR of 69.2% to reach 
US$1,594.2m and non-GAAP net profit will grow at a 3-year CAGR of 61.9% to 
US$412.8m in 2015.  

Business model evolution will bring new revenue drivers and revenue mix changes. 
PC Search will contribute significantly to the total revenue in the future. We expect 
the revenue contribution from PC search will surge to 39.1% in 2015 from 13.5% in 
2013. 

Gross margin will decrease slightly from 86.9% in 2013 to 83.7% in 2015 due to 
higher revenue contribution from search and mobile which have lower margins than 
Qihoo’s existing ads business.  

Non-GAAP EBIT margin will drop to 23.1% in 2013 but rise to 29.4% in 2015 as 
operating leverage emerges with rising search and mobile revenue. Qihoo added 
lots of opex related to search before early 2013 with limited search revenue, 
pressuring margins. Search and mobile revenues will become significant after 2Q13 
and drive margin recovery. We are more optimistic on FY13E margins than 
consensus and we expect Qihoo to deliver positive surprise in margin recovery. 

Figure 5. Revenue  Figure 6. Non-GAAP Net Profit 
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Figure 7. Revenue Breakdown  Figure 8. Margins (%) 
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Mobile 

We expect Qihoo will generate US$60m from mobile in FY13 (10% of total 
revenue). We expect Qihoo will have US$35m revenue from mobile games (6% of 
revenue) and US$25m from mobile ads (4% of revenue) in FY13. We forecast 
mobile games revenue to reach US$152m in FY15, at a two-year CAGR of 108%. 

We expect Qihoo will grow mobile games revenue much faster than mobile ads 
revenue in the long term. At the embryonic stage of mobile growth, we take a 
conservative approach and only include mobile games revenue in our mobile 
forecasts. We believe mobile ads (based on apps store) could be significant near 
term revenue contributor, and mobile search/commerce are possible longer term 
growth drivers. We expect in a bull case, Qihoo’s total mobile revenue could be 2x 
our FY14E and 3x our FY15E mobile games revenue, which would lead to mobile 
revenue CAGR of 280% in FY13-15E, compared with our current CAGR projection 
of 108%. 

We expect Qihoo will report mobile revenue in either IVAS revenue (includes mobile 
games revenue) or online ads revenue (includes mobile ads revenue, which is from 
3rd party apps promotion fees through the apps store) in FY13. 

Drivers to mobile growth are mainly from continued user growth of mobile security 
and apps store (which help cross-sell other mobile apps of Qihoo), and also from 
fast smartphone penetration growth in China.  

We expect smartphone penetration will continue to soar in China, driven by 3G 
service promotion from telecom operators and US$100 device with over 4.5’’ screen 
from Chinese smartphone vendors like Huawei, ZTE and Lenovo. Mobile Internet 
security issues will be more severe than for fixed devices with an embryonic 
software ecosystem as mobile devices inherently contain more private information. 
According to iResearch, Qihoo already has a 70% market shares in smartphone-
based mobile security. We believe Qihoo will have entrenched market position in 
mobile security, as it does in PC Internet security.  

We believe Qihoo’s apps store is already China’s No. 1 Android apps store by 
traffic, and there is big potential for ecosystem revenue sharing through mobile 
games and other apps. 

Figure 9. Forecast of Mobile Games Revenue  
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Search 

We have introduced search revenue in our forecasts, with more visibility of its 
search growth trends after Qihoo partnered with Google and keep growing its 
search traffic market share. We estimate Qihoo will generate US$80.4m search 
revenue in FY13 (13.5% of total revenue), and US$624.0m search revenue in FY15 
(39.1% of total revenue) at a 2-year CAGR of 178.5%. We forecast Qihoo will gain 
8% search revenue market share by FY15. Qihoo’s search market share growth 
was mainly at the expense of Baidu and Google. 

The search traffic market share of Qihoo has reached 14%, not far from Google’s 
peak market share of 17-18%, which provided a good foundation for monetization. 
We expect Qihoo will generate 20% search traffic market share by 2013 and 28% 
traffic share by 2014. In the long term we expect Qihoo could gain 30-40% search 
traffic market share and 15-20% search revenue share. Any speeding up in Qihoo’s 
search traffic share or monetization system development could lead to upside risks 
to our search revenue estimates.  

Figure 10. Search Revenue Forecast 
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We estimate search revenue of US$80.4m 

in FY13 (13.5% of total revenue) and 

US$624.0m in FY15 (39.1% of total 

revenue), at a 2-year CAGR of 178.5%.  
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Figure 11. PC Search Revenue Market Share 
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Online Advertising (other than Search) 

Qihoo offers advertising services by providing links to advertisers’ websites or 
platform products such as online applications on 360 Personal Start-up Page/Sub-
pages, a directory website of Qihoo. Qihoo charges fees to customers on a cost 
over a time period (time-based ads) or cost for performance basis (performance-
based ads). 

In 2012, this segment reported revenue of US$203.7m, accounting for 61.9% of 
total revenue. We forecast revenue of Qihoo's online advertising to reach 
US$423.4m in 2015E (26.6% of Qihoo revenue) at a 3-year CAGR of 27.6%. 

Growth drivers in this business would mainly be traffic growth and performance-
based ads in vertical channels/sub-pages of Qihoo Start-up Page. 

Figure 12. Online Ads Revenue Forecast 
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Source: Company data, Citi Research Estimates 

 

We forecast revenue from online 

advertising to reach US$423.4m in 2015E 

(26.6% of total), a 3-year CAGR of 27.6%. 
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IVAS 

Internet value-added services are mainly composed of online games. Qihoo 
provides games, including web games, client-based games and mobile games, by 
third parties and generates revenue through sharing of in-game item sales. Users 
can play those games directly on Qihoo’s game platform without downloading 
separate software and hence minimize exposure to malware intrusion. Qihoo 
offered more than 110 Web games (by 80+ developers) to over 60m active users by 
2012.  

IVAS revenue was US$103.3m in 2012. We forecast Qihoo’s IVAS revenue will 
grow at a 3-year CAGR of 74.3% to reach US$546.9m, contributing 34.3% of 
revenues in 2015, and IVAS gross profit will grow to US$456.8m in 2015. As a 
major revenue growth driver, games are scalable VAS that can leverage on Qihoo’s 
growing user base for its browser and other services. 

Figure 13. IVAS Revenue Forecast 
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Source: Company data, Citi Research Estimates 
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Qihoo’s profit margins are affected by change in revenue mix. Revenue from online 
ads based on directory page has the highest margins, but revenue contribution from 
this segment is declining. Revenue contribution from IVAS (mainly from games) is 
expected to increase from 31% in 2012 to 34% in 2015E. PC search revenue will 
contribute significantly to revenue after monetization in 2013, accounting for 39% of 
total revenue by 2015E. This will moderately drive down Qihoo’s gross margin 
between 2013-2015E. 

We expect Qihoo’s operating margins will recover after 2Q13 with scalable growth 
of search revenues and operating leverage kicking in. In order to attract and retain 
users, Qihoo will invest heavily in developing and promoting security products, 
cloud-based services, search engine-related products, and mobile Internet 
products, which will cause rising opex in FY12-13 and pressure on margins. Selling 
and marketing costs (to promote Qihoo’s brand and new services like mobile and 
search) are especially a drag on the operating margin in FY13. We expect search 
and mobile revenue growth will outpace costs after 2Q13, driving a margin recovery 
and earnings growth. 

Figure 14. Qihoo Non-GAAP EBIT Variance Analysis 
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Profit Analysis 

We expect search and mobile revenue 

growth will outpace costs after 2Q13, 

driving margin recovery and earnings. 
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Estimate Revisions 

We reduce our FY13E EPADS by 3% after factoring in more search-related 
operating costs, and raise our FY14E EPADS by 26% after including search and 
mobile games forecasts. We forecast earnings growth of 27% in FY13E and non-
GAAP EBIT margin of 23% in FY13E (30% in FY12). Developing search and mobile 
business will drag on near-term earnings due to costs from service development 
and promotion, but is long-term earnings accretive. Our FY13E net profit is 20% 
higher than consensus. We expect Qihoo to deliver a positive surprise in margin 
recovery. 

Figure 15. Qihoo – Estimate Changes 

 2013E 2014E 2015E 
 Old New Chg Old New Chg New Chg 
Revenue 486 598 23.2% 727 1,049 44.4% 1,594 - 
Gross Profit 412 520 26.0% 612 891 45.5% 1,335 - 
Non-GAAP EBIT 139 138 -0.5% 218 285 30.7% 469 - 
Non-GAAP NP 121 123 1.5% 190 250 31.8% 413 - 
Non-GAAP EPADS 1.00 0.97 -2.7% 1.51 1.91 26.2% 3.05 -  

Source: Citi Research Estimates 
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We increase our DCF-driven target price for Qihoo to US$65 (was US$39). Our 
DCF model uses an explicit 10-year forecast period and a terminal growth rate of 
3% (lower than longer term sector and GDP growth), discounted back using a 
cautious (high) cost of capital of 15% to create investor margin-of-safety and to fully 
factor the embryonic nature of China’s mobile ecosystem, the embryonic nature of 
Qihoo’s current monetization model and substantial execution risks balanced 
against the company’s market-leading brand, mind-share and IP competitive moat 
contained within its core security products portfolio. Our US$65 target price 
translates to a PEG (using 3 year forward EPS CAGR) of 0.6x, which is broadly in 
line with a full universe of local and global comps, though at a significant discount to 
a comparable universe of potential post-disruption platform market leaders which 
arguably should trade at a multiple of this benchmark. 

Our DCF fair value of Qihoo would be at US$56 without factoring in any mobile 
contribution, still offering compelling upside. Share price downside support could be 
at c.US$30 level in our view, the price level when Qihoo’s search potential was 
barely priced in.  

Mobile service offerings and market position enhancement, and new business 
models to monetize platform traffic could lead to further significant strategic upside 
from our TP. 

Figure 16. China Internet Comps 

Date: 27 Jun 2013
Company Name Reuters Price Mkt Cap EPS Growth EPS CAGR P/E PEG

Ticker LCY USD (M) 2013E 2014E 2015E 2013-15E 2013E 2014E 2015E 2013-15E
China High Growth Market Leader
Company Name Reuters Price Mkt Cap EPS Growth EPS CAGR P/E PEG

Ticker LCY USD (M) 2013E 2014E 2015E 2013-15E 2013E 2014E 2015E 2013-15E
Tencent Holdings 0700.HK 298.20 71,164 24% 33% 24% 28% 25.3 19.1 15.4 0.7
Baidu.com BIDU.O 93.72 32,770 -1% -3% 1% -1% 19.0 19.6 19.3 na
Sina SINA.O 56.21 3,752 93% 140% na na 188.0 78.2 na na
Netdragon Websoft Inc 0777.HK 18.72 1,227 187% 24% 29% 26% 19.6 15.9 12.3 0.6
Perfect World PWRD.O 16.20 784 -35% 12% 4% 8% 12.3 11.0 10.6 1.4
Kingsoft Corp 3888.HK 12.56 1,906 24% 25% 27% 26% 21.6 17.3 13.6 0.7
AutoNavi Holdings AMAP.O 12.07 835 -48% 26% 41% 33% 23.9 19.0 13.5 0.6
Ctrip.com International CTRP.O 31.85 4,133 6% 34% 23% 28% 23.2 17.3 14.1 0.6
Weighted Average 112,438 19% 26% 17% 20% 28.5 20.9 16.4 0.7

Company Name Reuters Price Mkt Cap EPS Growth EPS CAGR P/E PEG
Ticker LCY USD (M) 2013E 2014E 2015E 2013-15E 2013E 2014E 2015E 2013-15E

At Current Price
Qihoo 360 QIHU.N 44.97 5,521 22.3% 96.4% 59.8% 56.6% 44.8 22.1 13.4 0.4

At Target Price
Qihoo 360 QIHU.N 65.00 7,980 22.3% 96.4% 59.8% 56.6% 64.8 31.9 19.3 0.6  

Source: Citi Research Estimates, IBES estimates (for Netdragon and Kingsoft) 
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Figure 17. 12M Forward P/E vs Price  Figure 18. 12M Forward PE Band 
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Company Overview 

Incorporated on June 9, 2005, Qihoo is a leading Internet company in China. Qihoo 
has built a large user base by offering comprehensive Internet and mobile security 
products and services against malware and malicious websites. By March 2013, 
Qihoo had 457m monthly active users of PC-based products and services, 
representing a user penetration of 95.8% among overall China PC Web users, and 
had 275m users of mobile security products, c.70% penetration of China 
smartphone users. 

Figure 19. Total PC Web Users of Qihoo and Penetration 
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Source: Company Data, Citi Research 

 

Figure 20. Qihoo Core Products and Monthly Active Users (March 2013) 

Core Products Monthly Active Users (m) 
PC-based Products 457 
PC Internet security products  445* 
360 Browsers 332 
360 Personal Start-up Page 94** 
Smartphone-based Products 275  

Note: * Data by Dec 2012; **Average daily unique visitors of 360 Personal Start-up Page in 1Q13 

Source: iResearch, Company Data, Citi Research 

 

Unique Business Model… 

Qihoo’s Freemium (Free + Premium value-added services) business model is not a 
vanilla “port” of a US business model. Instead, it has evolved from the unique nature 
of the China TMT landscape and is hence a unique business model designed 
explicitly for the China market.  

A comparable company is Tencent, which uses free client software, QQ, as the 
foundation for its platform building and monetization. Tencent uses QQ to meet the 
social demand of China Internet users, while Qihoo uses free security software to 
effectively address the security concerns of China Internet users. The security need 
is no less than the social need, in our view, and we can see PC penetration of 
Qihoo’s security software is even bigger than that of Tencent’s QQ, which indicates 

Company Overview and Business Model 

Leading Internet company with mass 

user base.  

Three-layer products and “Freemium” 

business model. 
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big potential for Qihoo’s open platform development and revenue growth (Qihoo has 
partly proved such potential in the past two years).  

Figure 21. Qihoo’s Products and Services Layers 

 

Source: Qihoo, Citi Research 

 

Qihoo’s products and services can be understood as a three-layer platform. The 
three layers can help explain how Qihoo grows and monetizes users/traffic, and 
how Qihoo bridges between end users and Qihoo’s core competencies. Qihoo’s 
monetization is mainly through products in its Service Layer, while it offers free 
products with the Core Security Layer and Access Layer to gain brand influence, 
user base and platform traffic. The Core Security Layer contains Qihoo’s original IP 
and competitive moat as the security function can be embedded with products in 
other layers (ie, Qihoo’s safe browser and secure online shopping environment) as 
a compelling selling point. 

Qihoo developed its top-layer products mainly through cross-selling from low-layer 
products, which will continue to be a cost-effective and powerful marketing channel 
for its new services like search. For example, Qihoo’s security software can pop-up 
reminder to Web users to promote Qihoo’s safe browser after users remove 
malware. Qihoo will then develop its directory page and search users through cross-
selling with browser, as default page of Qihoo’s browser is its directory page which 
also has a search box.  

The bottom layer, Qihoo’s Core Security Layer, focuses on Internet and mobile 
security solutions. In Dec 2012, Qihoo had 445m monthly active PC Internet 
security products users, representing a user penetration rate of 94.2% in China. 
Qihoo’s Internet security products took 80% market share by monthly time usage by 
year end 2012, according to iResearch. Qihoo’s Internet and mobile security 
products include:  

 360 Safe Guard: a one-stop solution for Internet security and system 
optimization, the No.1 PC Internet security products in China with 418m monthly 
active users by 2012 (Source: iResearch) 

Core Security Layer with market leading 

security products 
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 360 Anti Virus: comprise multiple integrated security products, the No. 2 PC 
Internet security products in China with 379m monthly active users by 2012 
(Source: iResearch) 

 360 Mobile Safe: cloud-based security products for mobile device, the No. 1 
mobile security products with 207m smartphone users and 70% market share of 
mobile security products by 2012 (Source: iResearch) 

On the top of Core Security Layer, Qihoo’s products can be categorized as Access 
Layer (Internet access products) and Service Layer (open platform solutions for 
direct monetization), which both help Qihoo redirect traffic and influence the 
behavior of PC and smartphone users.  

Access Layer products provide users with two major secure access points to 
Internet: web browsers and apps store.  

 360 Browsers: can automatically block malicious websites and offer a “private 
browsing“ option, secondary only to Microsoft IE with 310m monthly active users 
and a user penetration of 65.6% in China by 2012 (Source: iResearch)  

 360 Mobile Assistant: Android-based apps store, a key access point for 
smartphone users to browse, search, download and install apps; the apps store 
has iTunes-like interface to bridge between PC and smartphone Internet access. 
We believe 360 Mobile Assistant is currently China’s #1 Android apps store in 
terms of apps downloads, according to feedback from 3rd party developers. 

Service Layer has open platform products to introduce 3rd party services (ie. video 
and games) and achieve monetization. 

 360 Personal Start-up Page: a directory page and the default home page of 360 
Browsers, aggregates popular and preferred web sites and apps, had 91m 
average daily unique visitors and 450m average daily clicks in 4Q12 (Source: 
Qihoo) 

 360 Search: a self-developed and default search engine of 360 Browsers with 
about 10% market share by search traffic in Dec 2012 (Sources: iResearch) 

Qihoo monetizes its big user base and traffic primarily through online advertising, 
search and Internet value-added services primarily based on directory page and 
apps store, which are based on its free security software. The roadmap of Qihoo’s 
platform and monetization development is similar to Tencent’s. Tencent also has 
free client software, QQ, as the foundation for its platform. We believe Qihoo could 
develop more mobile monetization models in near future. 

 Online advertising and search: offer advertising services by providing links to 
advertisers’ website on 360 Personal Start-up Page and search referral. 360 
Personal Start-up Page is a directory page that aggregates dynamic and 
personalized web links and content. Qihoo launched its own search service in 
Aug 2012 mainly on its browsers and Start-up Page to further monetize platform 
traffic. Search has become significant revenue contributor and a key growth 
driver for Qihoo. 

 Internet value-added services: mainly composed of online web games and 
mobile games. Qihoo provides games by third parties and generate revenue 
through sharing of in-game item sales. Qihoo offered more than 110 online 
games (by 80+ developers) to over 60m active users by 2012 (150 web games 
by March 2013). 

Access Layer has Internet access 

products like browser 

Service Layer has open platform 

products like directory page  

Monetize through online ads, search and 

games 
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 Compelling mobile monetization potential in future. Qihoo has already generated 
meaningful mobile games revenue (reported in IVAS) and revenue from mobile 
ads based on apps store (reported in online ads). We expect Qihoo could 
develop further mobile monetization models from its mobile apps ecosystem 
driven by surging smartphone penetration in China. 

Figure 22. Cases of Monetization on Qihoo 360 Start-up Page (Search, Online Ads and Online Game) 

 

Source: Company, Citi Research 

 
 

…Drives Company Financials and Equity Value 

Well positioned in China’s Internet security market and benefiting from the unique 
business model, Qihoo saw rapid growth in both top line and bottom line. The 
company’s revenue composition keeps evolving with the economy and margins 
remain largely stable. In the future, key to driving equity value will be continued 
evolution of Qihoo’s business model: to take its huge user base and evolve it into a 
high-functionality open platform providing a compelling online experience where 
users can explore content, play games, transact and share via multiple devices. 
This platform would then become a thriving microeconomy with Qihoo positioned as 
the “virtual taxation authority”.  

Solid financials  
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Figure 23. Revenue  Figure 24. Net Profit 
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Figure 25. Revenue Breakdown (2012)  Figure 26. Margins (%) 
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Figure 27. Qihoo Share Price vs BBG China-US Equity Index since Its IPO 
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Risks 

Execution - Qihoo’s success depends on its management’s ability to accommodate 
user demand, maintain and enhance brand and reputation. As prime inventory 
becomes more crowded on the company’s directory page, management must 
continue to develop new services to increase traffic in vertical channels. 

For search service, the challenge for Qihoo is now to use its springboard of traffic 
share to build its search experience and monetization, and continue to develop IP, 
data warehousing and analytics platform, brand and mind share. Qihoo needs to 
invest in its search technologies and brand promotions, and could face execution 
risks. Also Qihoo may have challenge in effectively developing its search 
monetization platform integrating its own sales forces, agencies and web alliances. 

Competition - The rise of Qihoo threatens, and has seen friction with, established 
Internet giants. In the Internet security market, Qihoo faces significant competition 
from Kingsoft, Rising and other Internet security companies, although Qihoo has so 
far gained a clear dominant position in China’s Internet security market. In the 
domain of building Internet platform to offer VAS, online ads and search services, 
some leading Internet companies, threatened by the growing user base and 
reputation of Qihoo, responded aggressively to Qihoo’s strategy and its evolution. 
These companies have significant financial and brand resources to back their 
competitive responses.  

For example, after Qihoo launched its search in Aug 2012, Baidu initiated a number 
of search wars including putting a notice on any of its content/search result pages 
that came from Qihoo search referral encouraging users to reset their search page 
to Baidu from Qihoo’s navigation page. Competitors also tried to block Qihoo’s 
traffic growth by undermining Qihoo’s reputation through media press campaigns. 

Some Internet companies like Tencent, in response to threats from Qihoo, sued 
Qihoo for alleged unfair competition. We expect Qihoo will likely continue to see 
competitive threats from, and friction with, China’s Internet giants and security 
software companies. We are not ruling out the possibility of ongoing lawsuit in the 
future. We see this as an incremental share price/news flow risk as well as a 
significant operating and financial risk. 

Outperformed BBG Asia Pacific Internet 

Index 
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Figure 28. Qihoo – Consolidated Income Statement (USD'M) 

Income Statement (USD'M) 2010 2011 2012 2013E 2014E 2015E
Revenues
1) Online advertising & marketing 38.8 123.0 221.5 365.8 665.6 1,047.3

1a) Online Marketing & AdCommerce 25.2 102.8 203.7 285.3 357.5 423.4
1b) Search Referral 13.7 20.2 17.8 0.0 0.0 0.0
1c) PC search revenue 0.0 0.0 0.0 80.4 308.1 624.0

2) Internet value-added service 14.8 43.6 103.3 230.6 383.8 546.9
2a) Web Games 12.6 34.9 84.1 153.4 230.0 299.2
2b) Mobile Games 0.0 0.0 0.0 35.1 83.0 152.3
2c) Other IVAS 2.1 8.7 19.2 42.1 70.8 95.4

Total Cost of Revenues 0.2 0.3 4.1 1.6 0.0 0.0
Sales of 3rd party anti-virus software 3.9 0.9 0.2 0.0 0.0 0.0
Total Revenues 57.7 167.9 329.0 598.0 1,049.4 1,594.2

Growth YoY (%) 79% 191% 96% 82% 75% 52%
Gross Profit
1) Online advertising & marketing 36.0 112.8 202.3 259.7 324.2 382.7

1a) Online Marketing & AdCommerce 23.0 93.6 185.3 259.7 324.2 382.7
1b) Search Referral 13.0 19.2 16.9 0.0 0.0 0.0
1c) PC online search 0.0 0.0 0.0 64.4 245.6 495.4

2) Internet value-added service 11.7 35.2 85.9 193.9 321.6 456.8
2a) Web Games 11.0 30.0 71.5 130.4 194.8 252.5
2b) Mobile Games 0.0 0.0 0.0 29.8 70.1 127.9
2c) Other IVAS 0.7 5.2 14.4 33.7 56.6 76.3

3) Other services 3.2 0.0 0.0 0.0 0.0 0.0
Sale of third-party anti-virus software 0.0 0.7 0.1 0.0 0.0 0.0
Total Gross Profit 50.9 148.9 296.2 519.5 891.4 1,334.9

Growth YoY (%) 113% 193% 99% 75% 72% 50%
Margin (%) 88% 89% 90% 87% 85% 84%

Subsidy income 0.0 0.2 2.6 0.0 0.0 0.0
Non-GAAP EBITDA 14.1 70.4 115.9 182.4 355.1 566.9

Growth YoY (%) 34% 399% 65% 57% 95% 60%
Margin (%) 24% 42% 35% 30% 34% 36%

Non-GAAP Operating Expenses
Non-GAAP Selling and Marketing (12.1) (15.4) (37.2) (109.4) (171.0) (228.0)
Non-GAAP General and Administrative (4.7) (14.5) (26.3) (47.8) (73.5) (103.6)
Non-GAAP Research and Development (21.4) (53.1) (136.0) (224.2) (362.0) (534.1)
Non-GAAP Total Operating Expenses (38.2) (83.0) (199.5) (381.5) (606.6) (865.6)
Non-GAAP EBIT 12.8 66.1 99.3 138.1 284.8 469.3

Growth YoY (%) 100% 418% 50% 39% 106% 65%
Margin (%) 22% 39% 30% 23% 27% 29%

Interest Income 0.4 2.6 6.7 7.0 9.5 16.4
Interest Expense (0.1) (0.1) 0.0 0.0 0.0 0.0
Other Income/Expense 0.2 (1.1) 7.2 (0.0) (0.0) (0.0)
Net Exchange Gain (Loss) (0.3) 6.3 0.049 (0.0) (0.0) (0.0)
Non-GAAP EBT 13.0 73.8 113.3 145.0 294.3 485.6
Income Tax Benefit (Expense) (0.5) (10.9) (11.4) (21.7) (44.1) (72.8)
Loss from equity method investment (0.1) (0.4) (4.8) 0.0 0.0 0.0
Non-GAAP Effective Tax Rate (%) -4% -15% -10% -15% -15% -15%
Minority Interest (0.0) (1.1) (0.3) 0.0 0.0 0.0
GAAP Net Profit (Loss) 8.5 15.6 46.7 69.3 193.3 344.9

Growth YoY (%) 103% 83% 200% 48% 179% 78%
Margin (%) 15% 9% 14% 12% 18% 22%

Non-GAAP Net Profit (Loss) 12.5 63.6 97.4 123.2 250.2 412.8
Growth YoY (%) 105% 408% 53% 27% 103% 65%
Margin (%) 22% 38% 30% 21% 24% 26%

Source: Company Data, Citi Research Estimates 
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Figure 29. Qihoo – Consolidated Balance Sheet (USD'M) 

Balance Sheet (USD'M) 2010 2011 2012 2013E 2014E 2015E
Current Assets
Cash and cash equivalents 60.5 343.7 380.7 379.6 658.9 1,129.1
Accounts receivable 8.2 16.7 23.6 62.4 109.5 166.3
Prepaid expenses and other current assets 3.1 12.8 26.8 48.7 85.5 129.9
Inventory 0.0 0.0 0.0 0.0 0.0 0.0
Deferred tax assets-current 0.8 0.9 2.1 2.1 2.1 2.1
Total Current Assets 72.6 374.4 435.3 492.8 856.0 1,427.4

Non-Current Assets
Property and equipment, net 3.3 16.7 126.0 158.1 189.7 214.4
Intangible assets, net 5.5 7.9 12.3 14.1 17.4 22.6
Goodwill 3.9 4.6 4.6 4.6 4.6 4.6
Long-term investment 2.0 15.6 27.6 27.6 27.6 27.6
Deferred tax assets- non current 0.3 0.5 0.7 0.7 0.7 0.7
Other long-term assets 0.0 0.0 73.6 75.7 75.7 75.7
Other non-current assets 0.2 4.4 9.3 9.3 9.3 9.3
Total Non-Current Assets 15.2 49.6 254.3 290.2 325.2 355.0

Total Assets 87.8 424.0 689.5 782.9 1,181.1 1,782.4

Current Liabilities
Accounts payable 1.4 5.9 7.1 17.0 34.2 56.2
Accrued expenses 10.9 21.3 168.7 129.0 259.7 426.3
Due to related parties 0.0 0.0 0.0 0.0 0.0 0.0
Income tax payable 0.1 7.3 6.9 6.9 6.9 6.9
Current portion of long-term payable 1.5 12.1 21.0 21.0 21.0 21.0
Total Current Liabilities 13.9 46.6 203.7 173.9 321.9 510.4

Non-Current Liabilities
Deferred tax liabilities - non current 0.5 0.5 0.8 0.8 0.8 0.8
Long term payable 0.5 5.4 6.8 6.8 6.8 6.8
Total Non-Current Liabilities 1.0 5.9 7.6 7.6 7.6 7.6

Total Liabilities 14.9 52.5 211.3 181.4 329.5 517.9

Series A convertible preferred shares 20.1 0.0 0.0 0.0 0.0 0.0
Series B convertible preferred shares 29.2 0.0 0.0 0.0 0.0 0.0
Series C convertible preferred shares 20.9 0.0 0.0 0.0 0.0 0.0

Equity
Ordinary shares 0.1 370.9 478.1 478.1 478.1 478.1
Shares to be issued 0.0 0.0 0.0 0.0 0.0 0.0
Additional paid-in capital 12.6 0.0 0.0 0.0 0.0 0.0
Statutory reserves 0.2 0.0 0.0 0.0 0.0 0.0
Accumulated other comprehensive (loss) income 3.0 0.0 0.0 0.0 0.0 0.0
Accumulated deficit (13.6) 0.0 0.0 123.2 373.4 786.2
Minority Interests 0.5 0.6 0.2 0.2 0.2 0.2
Total Equity (Deficit) 2.7 371.5 478.3 601.5 851.7 1,264.4

Total Liab. and Shareholders' Equity 87.8 424.0 689.5 782.9 1,181.1 1,782.4  

Source: Company Data, Citi Research Estimates 
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Figure 30. Qihoo – Consolidated Cash Flow Statement (USD'M) 

Cash Flow Statement (USD'M) 2010 2011 2012 2013E 2014E 2015E
Cash flows from operating activities
Net (loss) income 8.5 14.5 46.5 69.3 193.3 344.9
Adjustments:
SBC 4.0 48.0 50.6 54.0 56.9 67.9
Depreciation and amortization 1.3 4.2 16.6 44.3 70.3 97.6
Provision of allowance for doubtful accounts (0.0) 0.1 0.5 0.0 0.0 0.0
Loss from impairment of intangible assets 0.0 0.1 1.3 0.0 0.0 0.0
Loss/gain on investment 0.1 1.6 (2.0) 0.0 0.0 0.0

Changes in operating assets and liabilities:
Accounts receivable 1.1 (8.1) (6.8) (38.8) (47.1) (56.8)
Prepaid expenses and other current assets (1.2) (8.7) (8.4) (21.9) (36.8) (44.4)
Inventory 0.0 0.0 0.0 0.0 0.0 0.0
Deferred taxes 0.1 (0.3) (1.2) 0.0 0.0 0.0
Accounts payable 0.7 4.6 1.2 9.9 17.2 22.0
Accrued expenses and other current liabilities 5.7 11.6 23.3 (39.7) 130.8 166.5
Income tax payable 0.1 7.1 (0.5) 0.0 0.0 0.0
Amount due to related parties 0.0 1.0 0.1 0.0 0.0 0.0
Other noncurrent asset (0.2) 6.7 (3.4) 0.0 0.0 0.0
Net cash flow from operating activities 20.1 82.3 117.8 77.0 384.6 597.6

Cash flows from investing activities
Purchase of property and equipment (2.8) (16.3) (68.8) (72.2) (94.8) (111.5)
Purchase of intangible assets (1.2) (1.5) (5.1) (6.0) (10.5) (15.9)
Consideration paid in connection with business acquisitions (2.6) (0.5) 0.3 0.0 0.0 0.0
Capital contribution (1.4) (15.0) (24.2) 0.0 0.0 0.0
Proceeds from disposal of a VIE (YZT) 0.0 0.0 13.8 0.0 0.0 0.0
Payment for the purchase of other assets (1.0) (1.6) (2.0) 0.0 0.0 0.0
Net cash flow from investing activities (9.1) (34.8) (83.9) (78.1) (105.3) (127.4)

Cash flows from financing activities
Proceeds from Series C convertible participating redeemable preferred shares 20.0 0.0 0.0 0.0 0.0 0.0
Net Proceeds from ordinary shares issuance/repurchase 0.3 1.6 2.1 0.0 0.0 0.0
Procceds from IPO 0.0 231.7 0.0 0.0 0.0 0.0
Net cash from financing activities 20.3 233.3 2.0 0.0 0.0 0.0

Effect of exchange rate on cash and cash equivalents 1.0 2.5 1.1 0.0 0.0 0.0

Net increase in cash 32.4 283.2 36.9 (1.1) 279.3 470.2

Cash and cash equivalents at YB 28.1 60.5 343.7 380.7 379.6 658.9
Cash and cash equivalents at YE 60.5 343.7 380.7 379.6 658.9 1,129.1

Source: Company Data, Citi Research Estimates 
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Qihoo 360 Technology 
 
Company description 

Founded in 2005, Qihoo 360 Technology Co. (Qihoo) is the top provider of Internet 
and mobile security products, and has a top-4 user base and platform traffic, in the 
China Internet and Software space. It has 457m monthly active users (iResearch 
data for March 2013), representing overall China Web user penetration of 96%. 
Based on its core security products, Qihoo has gained no.1 market share in 
browser, no.1 in directory page and top 3 in Android apps store, to direct and 
monetize traffic in its platform mainly through ads, search and virtual items (games).  
 
Investment strategy 

We rate Qihoo shares as Buy. Qihoo has effectively leveraged "the power of free" to 
create a substantial user base (457m as of March 2013), at 96% of China's Internet 
users, and a pre-eminent brand for its Internet and mobile security products in the 
China market. Leveraging on its user base and proven capabilities, we see Qihoo 
as poised to become a mobile market leader in China, with its mobile apps store 
emerging as a leading mobile games platform. Over the longer term, we expect 
Qihoo to play an additional role in the mobile ecosystem via mobile search, other 
targeted mobile display ads as well as via its strategy as an ecommerce aggregator. 
We believe that the Street is taking too narrow a view of Qihoo’s market potential, 
and that the stock will re-rate significantly as the new growth drivers emerge. 
 
Valuation 

Our target price for Qihoo of US$65 is based on DCF. Our DCF model uses an 
explicit 10-year forecast period and a terminal growth rate of 3% (lower than longer 
term sector and GDP growth), discounted back using a cautious (high) cost of 
capital of 15% to create investor margin-of-safety and to fully factor the embryonic 
nature of China’s mobile ecosystem, the embryonic nature of Qihoo’s current 
monetization model and substantial execution risks balanced against the company’s 
market-leading brand, mind-share and IP competitive moat contained within its core 
security products portfolio. Our US$65 TP translates to a PEG (using 3-year forward 
EPS CAGR) of 0.6x, which is broadly in line with a full universe of local and global 
comps, though at a significant discount to a comparable universe of potential post-
disruption platform market leaders which arguably should trade at a multiple of this 
benchmark. 
 
Risks 

The main downside risks that could prevent the shares from reaching our target 
price are business model evolution and execution risks, the necessity to continue to 
deliver high-impact innovation in multiple areas and substantial competitive threats 
within a hostile competitive environment as follows: (1) Operating execution risks 
are not uncommon for companies, like Qihoo, that have high levels of growth. The 
current monetization model of Qihoo is (necessarily given that scaling of the user-
base has been the priority to date) still at an embryonic stage. (2) The leading 
Internet companies in China will likely respond aggressively to Qihoo's strategy and 
its evolution. These companies have significant financial and brand resources to 
back their competitive responses. 
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banking, securities-related: Qihoo 360 Technology, Baidu.com. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, non-securities-related: Qihoo 360 Technology, Tencent Holdings, Baidu.com. 
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Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its 
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking 
revenues. 

The Firm is a market maker in the publicly traded equity securities of Ctrip.com International, Tencent Holdings, Perfect World, Sina, Baidu.com. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product ("the 
Product"), please contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In 
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's 
disclosure website at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.   Valuation and Risk assessments can be found in the text of the 
most recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request. 

Citi Research Equity Ratings Distribution       
 12 Month Rating Relative Rating 
Data current as of 30 Jun 2013 Buy Hold Sell Buy Hold Sell
Citi Research Global Fundamental Coverage 48% 40% 12% 6% 88% 6%

% of companies in each rating category that are investment banking clients 53% 50% 45% 58% 51% 49%
Guide to Citi Research Fundamental Research Investment Ratings: 
Citi Research stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks. 
Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or a High risk rating assigned. 
Investment Ratings: Citi Research investment ratings are Buy, Neutral and Sell. Our ratings are a function of analyst expectations of expected total return 
("ETR") and risk. ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for a stock within the next 12 months.  The 
Investment rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR. Any covered stock not 
assigned a Buy or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers and/or investment 
catalysts to derive a positive or negative investment view, they may elect with the approval of Citi Research management not to assign a target price and, 
thus, not derive an ETR. Analysts may place covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the 
analyst's thesis) affecting the company and / or trading in the company's securities (e.g. trading suspension). As soon as practically possible, the analyst will 
publish a note re-establishing a rating and investment thesis. To satisfy regulatory requirements, we correspond Under Review and Neutral to Hold in our 
ratings distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendation.  
Relative three-month ratings: Citi Research may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most 
preferred) or under-performance (least preferred) versus the geographic and industry sector over a 3 month period. The relative call may highlight a specific 
near-term catalyst or event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the 
company. Absent any specific catalyst the analyst(s) will indicate the most and least preferred stocks in the universe of stocks under consideration, 
explaining the basis for this short-term view. This three-month view may be different from and does not affect a stock's fundamental equity rating, which 
reflects a longer-term total absolute return expectation. For purposes of NASD/NYSE ratings-distribution-disclosure rules, most preferred calls correspond to 
a buy recommendation and least preferred calls correspond to a sell recommendation. Any stock not assigned to a most preferred or least preferred call is 
considered non-relative-rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure rules we correspond NRR to Hold in our ratings 
distribution table for our 3-month relative rating system. However, we reiterate that we do not consider NRR to be a recommendation. 

Prior to October 8, 2011, the firm's stock recommendation system included a risk rating and an investment rating. Risk ratings, which took into account both 
price volatility and fundamental criteria, were: Low (L), Medium (M), High (H), and Speculative (S). Investment Ratings of Buy, Hold and Sell were a 
function of the Citi Research expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. Additionally, 
analysts could have placed covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis) 
affecting the company and/or trading in the company's securities (e.g. trading suspension). Stocks placed "Under Review" were monitored daily by 
management and as practically possible, the analyst published a note re-establishing a rating and investment thesis. For securities in developed markets 
(US, UK, Europe, Japan, and Australia/New Zealand), investment ratings were:Buy (1) (expected total return of 10% or more for Low-Risk stocks, 15% or 
more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15% 
for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). For securities in emerging 
markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings were:Buy (1) (expected total return of 15% or more for 
Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for 
Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-
Risk stocks, 10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change 
in target price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price 
movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to 
review by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made 
only after evaluating the stock's expected performance and risk. 

NON-US RESEARCH ANALYST DISCLOSURES 
Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global 
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member 
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public 
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below: 

Citigroup Global Markets Asia Bin Liu; Ravi Sarathy; Muzhi Li 
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OTHER DISCLOSURES 

The subject company's share price set out on the front page of this Product is quoted as at 01 July 2013 04:00 PM on the issuer's primary market. 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and 
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been 
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities 
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal 
basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other 
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal 
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its 
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and 
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from 
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy 
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had 
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the 
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and 
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies 
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Research does not set a 
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Research to provide research coverage of 
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The 
Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase 
securities mentioned in the Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the 
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign 
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of 
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate 
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net 
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for 
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from 
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc. 
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed 
only through Citigroup Global Markets Inc. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed 
by.  The Product is made available in Australia through Citi Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant of 
the ASX Group and regulated by the Australian Securities & Investments Commission.  Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is 
made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty 
Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers.  If there is any 
doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private Bank in Australia.  Citigroup 
companies may compensate affiliates and their representatives for providing products and services to clients.  The Product is made available in Brazil by 
Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissão de Valores Mobiliários, BACEN - Brazilian Central Bank, APIMEC - 
Associação dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associação Nacional dos Bancos de Investimento.  Av. 
Paulista, 1111 - 11º andar - CEP. 01311920 - São Paulo - SP.  If the Product is being made available in certain provinces of Canada by Citigroup Global 
Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product.  Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 
2M3.  This product is available in Chile through Banchile Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is regulated by the 
Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile. The Product is made available in France by Citigroup Global Markets 
Limited, which is authorised and regulated by Financial Services Authority.  1-5 Rue Paul Cézanne, 8ème, Paris, France.  The Product is distributed in 
Germany by Citigroup Global Markets Deutschland AG ("CGMD"), which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). CGMD, 
Reuterweg 16, 60323 Frankfurt am Main. Research which relates to "securities" (as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws 
of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full responsibility for its content. Citigroup 
Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, N.A., Hong 
Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank 
N.A. is regulated by the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong Kong, Branch if you have any queries on 
or any matters arising from or in connection with this document.  The Product is made available in India by Citigroup Global Markets India Private Limited, 
which is regulated by Securities and Exchange Board of India.  Bakhtawar, Nariman Point, Mumbai 400-021.  The Product is made available in Indonesia 
through PT Citigroup Securities Indonesia.  5/F, Citibank Tower, Bapindo Plaza, Jl. Jend. Sudirman Kav. 54-55, Jakarta 12190.  Neither this Product nor any 
copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with 
applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been 
registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations, 
and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances which 
constitute an offer within the meaning of the Indonesian capital market laws and regulations.  The Product is made available in Israel through Citibank NA, 
regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel.   The Product is made 
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  Via dei Mercanti, 12, Milan, 20121, 
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Italy.  The Product is made available in Japan by Citigroup Global Markets Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities 
and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange.  Shin-Marunouchi 
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under 
license.  In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Citi Velocity website.  If you have 
questions regarding Citi Velocity, please call (81 3) 6270-3019 for help.   The Product is made available in Korea by Citigroup Global Markets Korea 
Securities Ltd., which is regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment Association 
(KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea.   KOFIA makes available registration information of research analysts on its 
website.  Please visit the following website if you wish to find KOFIA registration information on research analysts of Citigroup Global Markets Korea 
Securities Ltd.  http://dis.kofia.or.kr/fs/dis2/fundMgr/DISFundMgrAnalystPop.jsp?companyCd2=A03030&pageDiv=02. The Product is made available in 
Korea by Citibank Korea Inc., which is regulated by the Financial Services Commission and the Financial Supervisory Service. Address is Citibank Building, 
39 Da-dong, Jung-gu, Seoul 100-180, Korea.  The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No. 
460819-D) (“CGMM”) to its clients and CGMM takes responsibility for its contents. CGMM is regulated by the Securities Commission of Malaysia. Please 
contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala Lumpur, Malaysia in respect of any matters arising from, or in connection with, 
the Product.  The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero 
Banamex ("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. 
Juarez, 06600 Mexico, D.F.  In New Zealand the Product is made available to ‘wholesale clients’ only as defined by s5C(1) of the Financial Advisers Act 
2008 (‘FAA’) through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114 832 and AFSL No. 240992), an overseas financial adviser as defined by 
the FAA, participant of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 
2000.  The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is regulated by the State Bank of Pakistan and Securities 
Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 4889, Karachi-74200.  The Product is made available in the Philippines 
through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which is regulated by the Philippines Securities and Exchange Commission. 
20th Floor Citibank Square Bldg. The Product is made available in the Philippines through Citibank NA Philippines branch, Citibank Tower, 8741 Paseo De 
Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom 
Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego.  Dom Maklerski Banku 
Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa.  The Product is made available in the Russian Federation through ZAO Citibank, which is licensed 
to carry out banking activities in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian 
Federation and brokerage activities in accordance with the license issued by the Federal Service for Financial Markets.  Neither the Product nor any 
information contained in the Product shall be considered as advertising the securities mentioned in this report within the territory of the Russian Federation 
or outside the Russian Federation.  The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July 
1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation.  8-10 Gasheka Street, 125047 Moscow.  The Product is made available in 
Singapore through Citigroup Global Markets Singapore Pte. Ltd. (“CGMSPL”), a capital markets services license holder, and regulated by Monetary 
Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1, Singapore 018960, in respect of any matters arising 
from, or in connection with, the analysis of this document. This report is intended for recipients who are accredited, expert and institutional investors as 
defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A., 
Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore. Please contact your Private Banker in Citibank N.A., 
Singapore Branch if you have any queries on or any matters arising from or in connection with this document. This report is intended for recipients who are 
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289).  This report is distributed in Singapore by Citibank 
Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent research or analysis of the substance or in preparation of 
this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you have any queries on or any matters arising from or in 
connection with this report. This report is intended for recipients who are accredited investors as defined under the Securities and Futures Act (Cap. 289).   
Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its registered office 
is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange South Africa, South African 
Reserve Bank and the Financial Services Board.  The investments and services contained herein are not available to private customers in South Africa.  The 
Product is made available in Spain by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  29 Jose Ortega 
Y Gasset, 4th Floor, Madrid, 28006, Spain.  The Product is made available in the Republic of China through Citigroup Global Markets Taiwan Securities 
Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan and/or through Citibank Securities (Taiwan) Company Limited ("CSTL"), 14 
and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective license scope of each entity and the applicable laws and regulations in the 
Republic of China. CGMTS and CSTL are both regulated by the Securities and Futures Bureau of the Financial Supervisory Commission of Taiwan, the 
Republic of China. No portion of the Product may be reproduced or quoted in the Republic of China by the press or any third parties [without the written 
authorization of CGMTS and CSTL]. If the Product covers securities which are not allowed to be offered or traded in the Republic of China, neither the 
Product nor any information contained in the Product shall be considered as advertising the securities or making recommendation of the securities in the 
Republic of China. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security or 
financial products. Any decision to purchase securities or financial products mentioned in the Product must take into account existing public information on 
such security or the financial products or any registered prospectus.  The Product is made available in Thailand through Citicorp Securities (Thailand) Ltd., 
which is regulated by the Securities and Exchange Commission of Thailand.  18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500, 
Thailand.  The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board.  Tekfen Tower, Eski Buyukdere 
Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey.  In the U.A.E, these materials (the "Materials") are communicated by Citigroup Global Markets 
Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and licensed and regulated by the Dubai Financial 
Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should not be relied upon or distributed to Retail Clients. A 
distribution of the different Citi Research ratings distribution, in percentage terms for Investments in each sector covered is made available on 
request.  Financial products and/or services to which the Materials relate will only be made available to Professional Clients and Market Counterparties.  The 
Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  This 
material may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA and further details as to 
where this may be the case are available upon request in respect of this material.  Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB.  The 
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Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and registered with the US Securities and 
Exchange Commission. 388 Greenwich Street, New York, NY 10013.   Unless specified to the contrary, within EU Member States, the Product is made 
available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.  
Pursuant to Comissão de Valores Mobiliários Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship 
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a 
commercial relationship with the subject company.  
Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of 
publication or distribution of investment research. The policy applicable to Citi Research's Products can be found at 
https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.   
Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific 
transactions or recommendations.   
The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers.  The Product is not to 
be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.  
Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get 
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount 
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject 
to change. If in doubt, investors should seek advice from a tax adviser.  The Product does not purport to identify the nature of the specific market or other 
risks associated with a particular transaction.  Advice in the Product is general and should not be construed as personal advice given it has been prepared 
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, 
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the 
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product. 
With the exception of our product that is made available only to Qualified Institutional Buyers (QIBs) and other product that is made available through other 
distribution channels only to certain categories of clients to satisfy legal or regulatory requirements, Citi Research concurrently disseminates its research via 
proprietary and non-proprietary electronic distribution platforms. Periodically, individual Citi Research analysts may also opt to circulate research posted on 
such platforms to one or more clients by email. Such email distribution is discretionary and is done only after the research has been disseminated via the 
aforementioned distribution channels. Citi Research simultaneously distributes product that is limited to QIBs only through email distribution. 
The level and types of services provided by Citi Research analysts to clients may vary depending on various factors such as the client’s individual 
preferences as to the frequency and manner of receiving communications from analysts, the client’s risk profile and investment focus and perspective (e.g. 
market-wide, sector specific, long term, short-term etc.), the size and scope of the overall client relationship with Citi and legal and regulatory constraints. 
Citi Research product may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes Citi estimates, data from 
company reports and feeds from Reuters and Datastream. 

© 2013 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks and service 
marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. Any unauthorized use, duplication, 
redistribution or disclosure of this report (the “Product”), including, but not limited to, redistribution of the Product by electronic mail, posting of the Product on 
a website or page, and/or providing to a third party a link to the Product, is prohibited by law and will result in prosecution. The information contained in the 
Product is intended solely for the recipient and may not be further distributed by the recipient to any third party. Where included in this report, MSCI sourced 
information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any 
other MSCI intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices. This information is 
provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or 
related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness 
for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third 
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan Stanley Capital 
International and the MSCI indexes are services marks of MSCI and its affiliates. The Firm accepts no liability whatsoever for the actions of third parties. The 
Product may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm, 
the Firm has not reviewed the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no 
responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such address or hyperlink 
(including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the linked site 
does not in anyway form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall be at your 
own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website. 

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST 
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