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Year End Turnover Net Profit  Earnings/ ADS Earnings/ ADS PER BPS PBR DPS Yield ROE
fEGh [LON JEAREER AR4 ADS R 46 ADS 1§25 WaEE SR [ipEiEd BRI E [ 9SE S5 T (6
12/31 (USD m) (USD m) (USD) (A%) ) (USD) ) (USD) (%) (%)
2013A 671 100 0.830 109.0 56.1 4.094 114 0.000 0.0 16.4
2014A 1,391 223 1.797 116.3 26.0 5.530 8.4 0.000 0.0 25.2
2015F 2,261 302 2.359 31.3 19.8 6.072 7.7 0.000 0.0 27.5
2016F 3,586 440 3.314 40.5 14.1 8.224 5.7 0.000 0.0 314
2017F 5,277 553 4.006 20.9 11.6 10.990 4.2 0.000 0.0 28.3
ADS in issue (m) ADS &AL (m) 186.0 Major shareholder K% SRS Investment 8.4%
Market cap. (US$ m) Tifti (US$ m) 8,671.3 Free float (%) [ HtELE (%) 79.2
3 month average vol. 3 > H P a2 3 (‘000) 2,649.1 FY15 Net gearing15 4% i fii/ [ 4 % 4 (%) 66.9
52 Weeks high/low (US$) 52 J i/ 116.730/45.160 FY14-17 PEG (x) 0.6

Source - The Company, Guotai Junan International.
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4Q14 Results Review:

4Q14 results were better than expected. Net income in 4Q14 beat market expectations by 13.4%, due to improving

platform monetization and stronger revenue contributions from advertising and game businesses.

Table-1: Qihoo 360’s Quarter Income Statement Analysis

USD (Million) 4Q14 4Q13 3Q14 YoY QoQ Comments

Strong yoy improvement was due to

0, 0,
Total Revenue 431.2 221.6 376.4 94.6% 14.6% the better platform monetization
-Online Advertising Revenue 2432 1424 2019 708%  20.5% E]%trt]zrﬁzaﬁ ;‘famh and  mobile
Internet Value Added Service Revenue 1674 789 1728  122%  (3.4%) Contibuted from the launch of new
games and lottery services
Cost of Revenue (103.0) (30.2) (85.4) 241.1% 20.6%
Gross Profit 328.2 191.4 291.0 71.5% 12.8%
Subsidy Income 5.1 2.3 25 121.7% 104.0%
S&M Expense (88.5) (31.0) (91.5) 185.5% (3.3%)
G&A Expense (23.6) (76.7) (26.4) (69.2%) (10.6%)
Higher product development costs
0, 0,
Product Development (113.0) (76.2) (107.6) 48.3% 5.0% related to the launch of new products
Income from Operations 108.1 8.9 68.0 1,114.6% 59.0%
Interest Income 10.0 5.0 5.7 100.0% 75.4%
Interest Expenses (10.2) (4.4 (6.5) 131.8% 56.9%
Other Income 0.9 0.6 04 50.0% 125.0%
Exchange Gain (Loss) (4.1) 29 4.0 N.A. N.A.
Impairment Loss on Long-term
Investments 0.2) (3.7) (0.4) (94.6%) 50.0%)
Gain on Sales of Short-term & 06 15.1 3.0 (96.0%) (80.0%)
Long-term Investments
Net Income 76.8 16.6 571.7 362.7% 33.1%
Earnings per ADS (USD) 0.62 0.14 0.47 342.9% 31.9%
Decline due to stronger contributions
Gross Profit Margin (%) 76.1% 86.4% 77.3%  (10.3ppt) (1.2ppt) from mobile platform and game
business.
Improvement thanks to economies of
Net Profit Margin (%) 17.8% 7.5% 15.3% 10.3ppt 7.5ppt  scale effect and efficient cost control
policy

Source: the Company.

Company reformation in FY15. Qihoo 360 acquired the domain name of “360.com” with USD17 million and also renamed
the search platform name to “Haosou”, in the hope to improve branding. The Company also invested USD409.1 million with a
45% stake in a JV with Coolpad (02369 HK). The smartphones are expected to improve users’ security by having a protective
operating system. Qihoo 360 will also become the default provider of the new smartphone series which could improve product
utilization rate and stimulate user growth. We think the strategy of launching new domain names would impose a positive
effect to the Company by refreshing branding.

FY15-16 advertising revenue is revised down by 13.0%16.5%, respectively. Qihoo 360’s smartphone security product
users reached 744 million in Dec 2015 up 59.3% yoy. The strong mobile revenue contribution in 4Q14 was related to higher
utilization of smartphone security products. Monthly active users of Qihoo 360’s PC browsers were 361 million in Dec 2015, up
2.0% yoy. Average daily clicks on Qihoo 360’s Personal Start-up page and its sub-pages were 685 million in 4Q14, up 0.6%,
yoy. The slowing down of yoy growth rate of average daily clicks on Personal Start-up page would impose a negative impact

with slowing advertising revenue growth. Qihoo 360’s average daily unique visitors to Personal Start-up Page were 132 million,
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up 10.9% yoy. Qihoo 360 is launching more Location Based Services (LBS) to boost mobile platform contribution. We think
China’s search engine competition is getting stronger in FY15, especially after the teaming up of Sogou with Tencent (00700
HK). We expect Tencent would encourage mobile search usage in FY15 by launching LBS to Sogou by using its social
network platform of Wexin. We revise down FY15-16 online advertising revenue by 13.0%/16.5%, respectively.

FY15-16 IVAS revenue is revised down by 9.4%/14.5%, respectively. 4Q14 IVAS revenue was USD167.4 million, up
112.2% yoy. The strong yoy growth of IVAS was due to the higher game revenue with the launch of new game titles and lottery
revenue. Mobile game revenue grew by 211% yoy to USD59 million. There were 1.2 million game users with ARPU of
RMB500 in 4Q14, in-line with expectations. Qihoo 360’s app store is one of the most popular app stores in China thanks to its
strong security nature and a broad coverage of game titles. However, we expect the game revenue growth in FY15 would be
affected with the shift of gamers’ preferences from downloading games from app stores to social networking platform Wexin.
We revise down FY15-16 IVAS revenue estimations by 9.4%/14.5%, respectively.

Figure-1: Qihoo 360’s Smartphone Security Product Figure-2: Qihoo 360’s Monthly Active User (MAU) of
Users and YoY Growth PC Browser and YoY Growth
Million [ Total smartphone users of mobile security products (LHS) Million  m=ssmMAU of PC browser (LHS) ==#==YoY growth (RHS)
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Source: the Company. Source: the Company.

Figure-3: Qihoo 360’s Average Daily Unique Visitors to Figure-4: Qihoo 360’s Daily Clicks on Personal Start
Personal Start Up Page and YoY Growth Up Page and YoY Growth
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Profit Revision

FY15-16 earnings per ADS are revised down by 11.9%/15.3%, respectively. Due to the revisions of IVAS and online
advertising revenue estimations, FY14-16 earnings per ADS are revised down by 11.9%/15.3%, respectively.

Table-2: Financial Estimation Revisions

oLD NEW CHANGE

USD (Million) 2015F  2016F  2017F  2015F  2016F  2017F  2015F 2016F 2017F
Total Revenue 2512 4219 NA. 2,261 3586 5277 (10.0%) (150%)  NA.
-Online Advertising 1391 2174 NA. 1,210 1815 2,632 (13.0%) (165%)  NA.
-IVAS 1134 2,042 NA. 1,027 1746 2618 (9.4%) (145%)  NA.
Net profit 343 519 NA. 302 440 553 (12.0%) (152%)  NA.
Earnings per ADS (USD) 2677 3913 NA. 2.359 3314 4006 (11.9%) (153%)  NA.

Source: Guotai Junan International.
Valuation

We maintain the Company’s investment rating of “Buy” and cut the TP from US$160.0 to US$96.0. The Company
completed USD200 million share repurchases in Feb 2015 and is expected to carry out another round of USD200 million
share repurchase in FY15 which would impose a positive to stock price. Due to the launch of the Company’s strategy of
reforming and the launch of smartphones to explore new opportunities, we maintain the Company’s investment rating of
“Buy”. The new TP represents 40.7x FY15 PER, 29.0x FY16 PER and 24.0x FY17 PER, which is also equivalent to 1.33
FY14-17 PEG.

Figure-5: Qihoo 360’s Historical PE Chart
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Source: Bloomberg.
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Table-3: Peer Comparisons:

PER (x) PBR (x) ROE(%) ROA(%)
Company Ticker  Currency Price Mg:;,et 15F 16F 17F 15F  16F 17F 15F 15F
US Online Game Companies
Changyou CYOU Us usb 26.810 1,417 9.7 9.7 9.7 14 1.2 1.1 136 76
Perfect World Co PWRDUS  USD 18.550 919 7.0 1.1 7.0 1.0 0.9 na. 134 9.5
Shanda Games GAME US usb 6.400 1,720 na. na. na. 1.2 na. na. 175 na.
Electronic Arts Inc EAUS usb 55.090 17,080 na. 209 209 6.6 55 45 31.9 14.2
Taomee Holdings TAOM US usb 3.200 115 36.2 36.2 36.2 1.0 na. na. 37 3.0
Activision Blizzard Inc ATVIUS usbD 22.810 16,490 15.6 15.6 15.6 21 1.9 1.7 1.5 77
Netease NTES US usb 97.470 12,737 12.2 12.2 12.2 28 24 20 213 16.8
Simple Average 16.1 16.0 16.9 23 24 23 16.1 9.8
Weighted Average 13.7 16.1 16.3 37 32 28 212 12.4
HK Online Game Companies
Tencent 700 HK HKD 131.700 1,234,453 243 30.1 243 9.2 6.8 6.1 321 19.5
Boyaa Interactive Int. 434 HK HKD 6.080 4,630 6.8 8.4 6.8 20 15 n.a. 25.1 21.0
Forgame Holdings 484 HK HKD 13.520 1,723 10.3 12.9 10.3 0.9 0.9 na. 7.2 6.6
IGG 8002 HK HKD 3.770 5176 6.2 47.9 6.2 21 1.7 n.a. 26.7 22.7
Netdragon 777 HK HKD 13.320 6,572 135 16.9 135 1.1 1.0 n.a. 6.0 5.6
Simple Average 12.2 23.2 12.2 3.1 24 6.1 194 15.0
Weighted Average 241 30.0 241 9.1 6.8 6.1 31.8 19.4
Advertising Companies
Sohu.Com Inc SOHU US usb 53.420 2,058 27.6 27.6 276 1.7 1.5 14 (2.1) (1.7)
Youku Tudou Inc-Adr YOKU US usbD 16.000 3,167 54.6 8.7 54.6 15 15 n.a. (3.1) (2.9)
Sina Corp SINAUS usbD 34.980 2,331 223 223 22.3 1.2 1.1 n.a. 3.2 1.7
Facebook Inc-A FB US usb 77.570 217,890 30.6 30.6 30.6 5.7 48 36 1.8 1.9
Qihoo 360 Technology Co- QIHU US usb 46.620 5,871 9.5 9.5 9.5 42 29 20 335 16.9
Simple Average 289 19.7 289 29 24 24 8.7 5.2
Weighted Average 30.3 296 30.3 55 4.6 3.6 11.9 11.6
E-commerce Companies
Alibaba BABA US usb 81.990 202,106 295 47 295 9.4 74 0.9 309 174
VIPSHOP VIPS US usb 26.130 16,746 30.2 302 30.2 200 1.8 79 50.3 9.7
E-commerce China-Spon DANG US usb 8.140 657 9.6 1.5 9.6 49 32 n.a. 32.3 4.8
Ebay Inc EBAY US usb 59.675 72,210 174 174 174 3.0 25 22 15.9 78
JD.com JDUS usb 27.510 38,015 90.5 14.5 90.5 8.3 78 1.1 (0.8) (1.4)
AMAZON MZN US usb 366.370 170,136 69.2 69.2 69.2 146 1241 9.7 6.9 2.1
Gome Electrical Appliances 493 HK HKD 1.040 17,638 8.6 10.7 8.6 0.8 0.8 n.a. 8.5 34
Simple Average 36.4 212 36.4 8.7 6.5 43 206 6.3
Weighted Average 45.8 30.0 458 105 85 43 18.7 9.1
Search Engine Companies
Google GOOGUS  USD 555.690 376,559 17.0 17.0 17.0 3.0 26 23 16.1 13.1
Qihoo 360 QIHU US usb 46.620 5,871 95 95 9.5 42 29 20 335 16.9
Yahoo YHOO US usb 42.500 39,785 49.6 49.6 49.6 1.0 1.0 1.1 38 14
Baidu Inc - Spon Adr BIDU US usb 204.380 71,683 19.9 3.2 19.9 6.6 49 0.6 275 14.5
Simple Average 240 19.8 240 37 29 15 202 1.5
Weighted Average 19.9 17.5 19.9 34 28 20 17.0 12.4
Overall Average 254 21.0 254 46 35 36 17.2 9.5
Overall Weighted Average 30.0 26.8 30.0 741 5.7 4.0 19.9 131
Source: Bloomberg.
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Financial Statements and Ratios

INCOME STATEMENT BALANCE SHEET
Year end Dec, USD m 2013A 2014A 2015F 2016F 2017F Year end Dec, USDm 2013A  2014A  2015F 2016F 2017F
Total revenue 671 1,391 2,261 3,586 5,277 Cash and equivalents 1,013 1,645 1425 1645 1,905
Online advertising 417 756 1,210 1,815 2,632 AR 55 154 193 231 278
IVAS 253 611 1,027 1,746 2,618 Prepaid expense and other current assets 90 297 552 696 885
Others 1 23 24 25 27 Total current assets 1,158 2,006 2,170 2,573 3,068
Cost of revenue (88) (305) (543) (922) (1,478) Property & equipment, net 164 272 493 591 774
Gross profit 583 1,085 1,719 2,665 3,800 Land use rights 76 139 146 149 152
Subsidy income 1 9 14 18 22 Long term investments 84 315 41 763 786
Selling and marketing  expense (110) (334)  (611) (1,004) (1,583) Other non-current assets 87 509 586 805 940
General and administrative (116)  (94) (147) (222) (317)  Total non-current assets 411 1,235 1,965 2,308 2,652
Product development (255) (406)  (611) (932) (1,267)
Accrued expenses & other current
liabilities 121 300 309 318 328
Income from operations 103 259 364 523 656 Deferred revenue-current 47 73 7 80 84
Interest income, net 5 0 (15 (19 (18) Income tax payable 15 46 34 49 61
Others 1 (13) (10) 8) (6) Others 26 121 126 131 137
Sanon fy'smsa' of long-term investments & 15 40 42 45 48 Total currentliabiliies 200 540 546 578 610
Income before tax 124 286 381 545 680
Income tax expense (23) (81) (68)  (98) (122) Deferred revenue, non-current 4 2 2 3 3
Loss from equity method investments (3) (19 (20)  (20) (21) CB 600 1635 2289 2518 2669
Net income 100 223 302 440 553 Others 3 12 9 10 1
Non-controlling interest (2) (7) 9 (13 (16)  Total non-current liabilities 606 1,649 2301 2531 2,683
Earnings per ADS (USD) 0.830 1.797 2359 3314  4.006 Total liabilities 815 2,189 2846 3,109 3,293
Additional paid-in capital 569 746 778 1,006 1,286
CASH FLOW Statutory reserves 28 40 54 68 84
Year end Dec, USD m 2013A 2014A 2015F 2016F  2017F m‘:ﬂ’?'a‘ed other comprehensive 20 21 2 28 3
Net income 98 216 293 427 536 (Accumulated deficit) retained earnings 120 220 309 534 872
Adjustments Total shareholders' equity 737 1,029 1,166 1,637 2,275
Share-based compensation 121 95 103 m 120  Non-controlling interest 17 114 123 136 152
D&A 43 83 90 98 107 Total equity 754 1142 1,289 1,772 2,427
Loss on equity method investment 3 19 20 20 21 Book per ADS (USD) 4094 5530 6.072 8224 10.990
Others (M) (33) 3 4 5
Change in assets and liabilities (47) 9 14 19 27
Cash flow from operating activities 210 388 522 679 816 FINANCIAL RATIOS
Year end Dec 2013A  2014A  2015F 2016F  2017F
Purchase of PPE and intangible assets (121) (171)  (178) (185  (192) Profitability
Payment for short-term & long-term investments (81) (408) (835 (418) (430)  Gross margin (%) 86.9 78.0 76.0 74.3 72.0
Qash collected from slalle of long-term 19 31 3 34 3% . . 154 187 16.1 146 124
investments & a subsidiary Operating margin (%)
Net cash acquired in connection with business
acquisition (10) (155)  (160) (165)  (170) Net margin (%) 14.8 16.0 134 123 10.5
Others 3) 36 34 34 35 ROE (%) 16.4 252 275 314 283
Cash flow from investing activities (197) (668) (1107) (699)  (721) ROA (%) 8.8 9.1 8.1 9.8 104
Net gearing (%) Net cash Net cash 66.9 491 314
Proceeds from exercise of share options 24 16 17 19 21
Proceeds from CB 588 1016 654 229 151
Others 2 (14)  (300) 0 0
Cash flow from financing activities 613 918 371 248 172
Effect of exchange rate 6 (7 @ ®)
Net income in cash and cash equivalents 633 632 (220) 221 259
;3:65:1 and cash equivalent at the beginning of 381 1013 1645 1425 1,645
Cash and cash equivalent at the end of year 1,013 1,645 1425 1,645 1,905
Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Buy Relative Performance >15%;

or the fundamental outlook of the company or sector is favorable.
Accumulate Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition

Outperform Relative Performance >5%;
or the fundamental outlook of the sector is favorable.

Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the sector is neutral.

Underperform Relative Performance <-5%;
or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for Shandong Chenming Paper Holdings Limited-H shares (01812), China All Access (Holdings) Limited (00633), Guangshen
Railway Company Limited-H shares (00525), Guotai Junan International Holdings Limited (01788) and Binhai Investment Company
Limited (02886), Guotai Junan and its group companies do not hold equal to or more than 1% of the market capitalization of the issuer
mentioned in this Research Report

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report
within the preceding 12 months.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan"). Guotai Junan and its group companies may do business that relates to companies covered in
research reports, including investment banking, investment services and etc. (for example, the placing agent, lead manager, sponsor,
underwriter or invest proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or
be contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located
in any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would
subject Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2015 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793
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