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Technology
Internet - The Mobile App Economy

After generating over 120% returns in 2013, Citi's Internet index of 79 companies is
down 2.3% YTD through 10 October 2014, as compared to +4.8% for the NASDAQ
index and +4.3% for the S&P 500 index. Given the cyclical nature of this sector, the
underperformance has largely been driven by markets becoming increasingly worried
about the possibility that global growth may be faltering. Going forward, we believe
selection will be key and that a focus on central growth themes is important.

Against this backdrop, we are focusing on the Mobile sector — the proliferation of
mobile Internet devices and increasing mobile Internet usage as an incremental
revenue opportunity.

In only a handful of years, the emergence of mobile Internet devices has had a
material impact on the Internet sector. Today, it is not uncommon to hear of
established Internet companies generating 20-30% of their revenues from the mobile
channel and of mobile growth in excess of 50% YoY. In particular, Mobile apps have
dominated mobile Internet usage. While apps have existed since 2007, they really
burst onto the scene in 2013 when bookings from Apple’'s and Google’s app stores
accelerated 222% YoY to $16.6bn. App marketing, from the likes of Facebook, to drive

that activity added another $3.4bn.

Citi Internet Index vs. NASDAQ and S&P 500 — 2014 Performance
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Why Mobile Matters

The rapid and widespread adoption of mobile computing devices (i.e., smartphones
and tablets) has arguably been the most important influence on the Internet economy
over the last 5-7 years. As shown below, the proliferation of smart mobile devices
themselves has been fast and meaningful, and they now represent the largest
installed base of computing devices from an incremental units basis and from a
usage basis.

Global annual unit sales for PCs and Smart devices (millions)
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Source: Citi Research, Enders Analysis. As of 18 September 2014.

Growth in the installed base of smart mobile devices and usage has had a profound
impact on a number of industries. Indeed, the time spent on mobile devices is
second only to TV today and appears poised to eventually eclipse TV. According to
comScore, mobile app usage increased 52% YoY in June 2014 and now represents

more than 50% of time spent consuming digital media.
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How Mobile Apps Make Money

Paid Downloads — Some apps require users to pay in order to download the app
(typically between $2-6). The paid download app segment has been declining as a
percent of total downloads for some time as business models that incorporated in-
app transactions and advertising have matured.

App marketing — App developers market their apps by advertising on mobile
websites and within other apps. These ads are meant to drive mobile users to the
app store in order to drive app installs (downloads).

App commerce — App commerce includes in-app purchases such as virtual items in
mobile app games as well as transactions such as purchasing an item via its app.
We note that some in-app purchase revenue is shared with the app store operators.

App advertising — Some apps generate revenue by placing ads within the app.
Advertising within apps is often associated with free-to-download apps, but can also
occur within paid apps. Mobile app advertising can include banner or video ads at
various places within the app experience (e.g., interstitial ads, banner ads, etc.).
Roughly 40% of app developers say that they display advertising within their apps.
This category can include ads promoting other apps, so there can be some overlap

with the app marketing category.

Marketing Spend by App Developers
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The Next Big Thing?

We forecast continued strong growth in the mobile app store market, driven by 1)
continued growth in installed smart devices; 2) entry into the app market by new
innovative developers; 3) monetization gains in developing markets; 4) and greater
adoption of mobile app marketing.

As shown in the figure below, Citi analysts forecast total app store related spending
may grow 45% to $29bn this year. In addition, we estimate that app marketing spend
was $3.4bn in 2013, $5.4bn in 2014 and likely $10.5bn in 2017 — representing a 32%
4-year Compound Annual Growth Rate (CAGR).

App Store Revenue by Net Recipient
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Source: Citi Research, company reports. As of 18 September 2014.

Sector Overview

Although the technology sector trades at a 7% premium to the market (14.9x
consensus 2015E PE), balance sheets appear strong and earnings momentum
remains intact. Consensus anticipates double digit EPS growth of 13% in 2014 and
12% in 2015.

On an overall industry preference, Technology remains one of Citi's favourites.
Indeed, given that Citi economists forecast an acceleration in the world economy, it
makes sense to maintain a pro-cyclical tilt as cyclical sectors are more likely to

outperform defensives in such environment.
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Disclaimer

“Citigold Private Client” is a business of Citigroup Inc (“Citigroup”), which provides its clients access to a broad array of products and
services available through bank and non-bank affiliates of Citigroup.

“Citi analysts” refers to investment professionals within Citi Investment Research and Analysis and Citi Global Markets (CGM) and voting
members of the Global Investment Committee of Global Wealth Management.

Citibank N.A. and its affiliates / subsidiaries provide no independent research or analysis in the substance or preparation of this
document. Investment products are not available to US persons and not all products and services are provided by all affiliates or are
available at all locations.

This document is for general informational purposes only and is not intended as a recommendation or an offer or solicitation for the
purchase or sale of any security, currency, investment, service or to attract any funds or deposits. Information in this document has been
prepared without taking account of the objectives, financial situation or needs of any particular investor. Therefore, investment products
mentioned in this document may not be suitable for all investors. Any person considering an investment should seek independent advice
on the suitability or otherwise of a particular investment. Before making any investment, each investor must obtain the investment
offering materials, which include a description of the risks, fees and expenses and the performance history, if any, which may be
considered in connection with making an investment decision. Each investor should carefully consider the risks associated with the
investment and make a determination based upon the investor’'s own particular circumstances, that the investment is consistent with the
investor’s investment objectives

In any event, past performance is no guarantee of future results, and future results may not meet our expectations due to a variety of
economic, market and other factors.  Further, any projections of potential risk or return are illustrative and should not be taken as
limitations of the maximum possible loss or gain. Investments are not deposits or other obligations of, guaranteed or insured by Citibank
N.A., Citigroup Inc., or any of their affiliates or subsidiaries, or by any local government or insurance agency, and are subject to
investment risk, including the possible loss of the principal amount invested. Investors investing in funds denominated in non-local
currency should be aware of the risk of exchange rate fluctuations that may cause a loss of principal.

Neither Citigroup nor its affiliates can accept responsibility for the tax treatment of any investment product, whether or not the investment
is purchased by a trust or company administered by an affiliate of Citigroup. Citigroup assumes that, before making any commitment to
invest, the investor and (where applicable, its beneficial owners) have taken whatever tax, legal or other advice the investor/beneficial
owners consider necessary and have arranged to account for any tax lawfully due on the income or gains arising from any investment
product provided by Citigroup. If an investor changes country of residence, citizenship, nationality, or place of work, it is his/her
responsibility to understand how his/her investment transactions are affected by such change and comply with all applicable laws and
regulations as and when such becomes applicable.

Although information in this document has been obtained from sources believed to be reliable, Citigroup and its affiliates do not
guarantee its accuracy or completeness and accept no liability for any direct or consequential losses arising from its use. Opinions
expressed herein may differ from the opinions expressed by other businesses or affiliates of Citigroup, and are not intended to be a
forecast of future events, a guarantee of future results or investment advice, and are subject to change based on market and other
conditions. The information contained herein is also not intended to be an exhaustive discussion of the strategies or concepts. At any
time, Citigroup companies may compensate affiliates and their representatives for providing products and services to clients.

If this document shows information coming from Citi Investment Research and Analysis, please refer to the attached link:
https://www.citigroupgep.com/geopublic/Disclosures/indes_a.html which contains the important disclosures regarding companies
covered by Citi's Equity Research analysts, and please refer to the attached link:
https://www.citigroupgeo.com/geopublic/Disclosures/disclratings.pdf for details on the CIRA ratings system.

This document may not be reproduced or circulated without Citigroup written authority. The manner of circulation and distribution may be
restricted by law or regulation in certain countries. Persons who come into possession of this document are required to inform
themselves of, and to observe such restrictions. Any unauthorised use, duplication, or disclosure of this document is prohibited by law
and may result in prosecution.

An investment in alternative investments can be highly illiquid, are speculative and not suitable for all investors. Investing in alternative
investments is only intended for experienced and sophisticated investors who are willing to bear the high economic risks associated with
such an investment. Investors should carefully review and consider potential risks before investing. Some of these risks may include:
. Loss of all or a substantial portion of the investment due to leveraging, short-selling, or other speculative practices.
. Lack of liquidity in that there may be no secondary market for the investment and none is expected to develop
e  \Volatility of returns
Restrictions on transferring interests in the investment
Potential lack of diversification resulting in higher risk due to concentration
Absence of information regarding valuations and pricing
Complex tax structures and delays in tax reporting; and
Less regulated and higher fees than mutual funds

Individual funds will have specific risks related to their investment programs that will vary from fund to fund
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Country Specific Disclosures

Australia

Hong Kong

India

Indonesia

Korea

Malaysia

People’'s Republic of
China

Philippines

Singapore

Thailand

This document is distributed in Australia by Citigroup Pty Limited ABN 88 004 325 080, AFSL 238098, Australian
credit licence 238098. For a full explanation of the risks of investing in any investment, please ensure that you
fully read and understand the relevant Product Disclosure Statement, prospectus and/or terms and conditions
prior to investing.

This document is distributed in Hong Kong by Citibank (Hong Kong) Limited (“CHKL"). Prices and availability of
financial instruments can be subject to change without notice. Certain high-volatility investments can be subject
to sudden and large falls in value that could equal the amount invested.

This document is distributed in India by Citibank N.A. Investments are subject to market risk including that of
loss of principal amounts invested. Products so distributed are not obligations of, or guaranteed by, Citibank and
are not bank deposits. Past performance does not guarantee future performance. Investment products cannot
be offered to US and Canada Persons. Investors are advised to read and understand the Offer Documents
carefully before investing.

This report is made available in Indonesia through Citibank, N.A. Indonesia Branch, Citibank Tower Lt 7, Jend.
Sudirman Kav 54-55, Jakarta. Citibank, N.A. Indonesia Branch is regulated by the Bank of Indonesia.

This document is distributed in South Korea by Citibank Korea Inc. Investors should be aware that investment
products are not guaranteed by the Korea Deposit Insurance Corporation and are subject to investment risk
including the possible loss of the principal amount invested. Investment products are not available to US
persons.

This document is distributed in Malaysia by Citibank Berhad (297089-M).

This document is distributed by Citibank (China) Co., Ltd in the People's Republic of China (excluding the
Special Administrative Regions of Hong Kong and Macau, and Taiwan).

This document is made available in Philippines by Citicorp Financial Services and Insurance Brokerage Phils.
Inc, Citibank N.A. Philippines. Investors should be aware that Investment products are not insured by the
Philippine Deposit Insurance Corporation or Federal Deposit Insurance Corporation or any other government
entity

This report is distributed in Singapore by Citibank Singapore Limited (“CSL”"). Investment products are not
insured under the provisions of the Deposit Insurance and Policy Owners’ Protection Schemes Act 2011 of
Singapore and are not eligible for deposit insurance coverage under the Deposit Insurance Scheme.

This document is distributed in Thailand by Citibank N.A. and made available in English language only.
Investment contains certain risk, please study prospectus before investing. Not an obligation of, or guaranteed
by, Citibank. Not bank deposits. Subject to investment risks, including possible loss of the principal amount
invested. Subject to price fluctuation. Past performance does not guarantee future performance. Not offered to
US persons.




