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Item 2.02. Results of Operations and Financial Condition.
 On February 7, 2005, the registrant announced its earnings results for the year and quarter ended December 31, 2004. A copy of the press release issued by
the registrant regarding the foregoing is filed herewith as Exhibit 99.1 and is incorporated herein by reference.
 

In addition, on February 7, 2005, the registrant’s management team hosted a conference call to discuss the earnings press release. A transcript of the call
(excluding the question and answer portion of the call) is filed herewith as Exhibit 99.2 and is incorporated herein by reference.
 

During the question and answer portion of the call, the registrant’s management team disclosed that the advertising contract with Chinese auction website
TaoBao, effective beginning the second quarter of 2005 until the end of the year, is an exclusive contract on the part of Sohu.com. Management further disclosed
that cash flow from operations at December 31, 2004 was $46 million. Management also announced it planned to continue to buy back shares under its current
stock repurchase program.
 
Safe Harbor Statement
 This current report on 8-K contains forward-looking statements. Statements that are not historical facts, including statements about our beliefs and
expectations, are forward-looking statements. These statements are based on current plans, estimates and projections, and therefore you should not place undue
reliance on them.
 

Forward-looking statements involve inherent risks and uncertainties. We caution you that a number of important factors could cause actual results to differ
materially from those contained in any forward-looking statement and reference should be made to this filing and our other filings with the Securities and
Exchange Commission. Actual results may differ materially from the results predicted and reported results should not be considered as an indication of future
performance.
 

Potential risks and uncertainties include, but are not limited to, our historical and possible future losses, limited operating history, uncertain regulatory
landscape in the People’s Republic of China, fluctuations in quarterly operating results, and the company’s reliance on online advertising sales, wireless services
(most wireless revenues are collected from a few mobile telecom operators) and e-commerce for its revenues. Further information regarding these and other risks
is included in our Quarterly Report on Form 10-Q for the quarter ended September 30, 2004, and in our other filings with the Securities and Exchange
Commission.
 
Item 9.01. Financial Statements and Exhibits
 (c) Exhibits.
 99.1 Press Release dated February 7, 2005
 99.2 Transcript of earnings conference call (excluding question and answer portion)
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SIGNATURES
 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.
 
DATED: February 9, 2005  SOHU.COM INC.

 

 

By:
  

/s/ Carol Yu

     Carol Yu
     Chief Financial Officer
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Exhibit 99.1
 SOHU.com Reports Preliminary Fourth Quarter and Fiscal Year 2004 Unaudited

Financial Results
 Full Year 2004 Revenues Grow 28% with Profits up 35% over 2003; Fourth Quarter Net Income

of US$0.17 Per Share
 
BEIJING, CHINA, February 7, 2005 - SOHU.COM Inc. (Nasdaq: SOHU), China’s leading online media, communications, commerce and mobile value-added
services company, reported unaudited financial results for the fourth quarter and fiscal year ended December 31, 2004.
 
Business Highlights
 Highlights for the fourth quarter 2004:
 
 •  Total revenues of US$24.1 million meet company guidance
 
 •  Advertising revenue of US$15.9 million and non-advertising revenue of US$8.2 million in line with company guidance
 
 •  US GAAP net profit of US$6.5 million or US$0.17 per fully diluted share within company guidance
 
Highlights for fiscal 2004:
 
 •  Record total revenues of US$103.2 million, a 28% increase year-on-year
 
 •  Advertising revenue increases 89% year-on-year to US$55.7 million
 
 •  Fiscal 2004 US GAAP net income of US$35.6 million or US$0.89 per fully diluted share, a 35% increase year-on-year
 
 •  Operating profit reaches US$34.0 million with operating profit margin of 33%
 
“Fiscal year 2004 was a year of unprecedented online advertising success while we managed through a difficult operating environment in our wireless business.
Our core business of brand advertising and sponsored search, which in the fourth quarter contributed two-thirds of our revenues, is a strong and proven basis from
which to re-ignite overall growth for the company. We believe the worst in our wireless business decline is behind us. Management confidence is high as we
focus relentlessly on executing our strategy of building a diversified Internet and wireless business for long-term growth in the Chinese market,” said Charles
Zhang, Chairman and CEO of SOHU.
 
Business Results
 Revenues for the fourth quarter ended December 31, 2004 totaled US$24.1 million, compared to revenues of US$24.6 million for the fourth quarter ended
December 31, 2003. Gross margin was 68% in Q4 2004 compared to 72% in Q4 2003. US GAAP net income for the fourth quarter of 2004 was US$6.5 million
or US$0.17 per fully diluted share. This compares to US GAAP net income of US$11.6 million or US$0.28 per fully diluted share for the fourth quarter of 2003.
 
Revenues for fiscal 2004 were US$103.2 million compared to revenues of US$80.4 million in fiscal 2003. Gross margin was 67% in fiscal 2004 compared to
69% in fiscal 2003. US GAAP net income in fiscal 2004 was US$35.6 million or US$0.89 per fully diluted share compared to net income of US$26.4 million or
US$0.66 per fully diluted share in fiscal 2003.
 
SOHU’s advertising revenue for the fourth quarter of 2004 totaled US$15.9 million, a 68% year-on-year improvement and 3% quarter-on-quarter. Advertising
revenue, consisting of US$13.2 million in brand advertising and US$2.7 million in sponsored search, accounted for 66% of total revenues in Q4 2004.
Advertising gross margin was 80%, compared to 77% in the same period last year.
 
In fiscal 2004, SOHU’s advertising revenue totaled US$55.7 million, up 89% from US$29.5 million in fiscal 2003, as a result of combined organic growth and
acquisition amidst widespread acceptance of the Internet as a key platform for corporate advertisers to reach an online population of 94 million users.



For the fourth quarter of 2004 SOHU’s non-advertising revenue, which are derived from wireless value-added services, online games and e-commerce, decreased
by 46% year-on-year and 22% quarter-on-quarter to US$8.2 million, representing 34% of total revenues. The decline was predominantly caused by the loss in
wireless revenue, which went down by 64% year-on-year and 43% quarter-on-quarter. Non-advertising gross margin was 45% compared to 69% in the same
quarter one year ago largely because of the decline in relatively high-margin wireless product sales.
 
The martial arts fighting game Blade Online, in commercial operation since October 17, 2004, generated revenue in line with company expectations. Together
with Knight Online, SOHU’s first online game, the two multi-player online role-playing games represented 5% of overall revenues in the fourth quarter.
 
In fiscal 2004, SOHU’s non-advertising revenues totaled US$47.5 million, down 7% from US$50.9 million in fiscal 2003, reflecting how changes in operating
environment for wireless value-added services that resulted in a sharp decline in wireless business in the second half of 2004 were partially offset by the relatively
strong levels of wireless revenues in the first half of 2004.
 
For the fourth quarter of 2004, SOHU’s operating expenses totaled US$10.4 million, an increase of 56% year-on-year. Operating profit margin of 25% was down
from 45% in the same period last year.
 
In fiscal 2004, SOHU’s operating expenses were US$35.2 million, an increase of 52% over operating expenses of US$23.2 million in fiscal 2003. The year-on-
year increase in operating expenses is mostly due to investment in long-term growth opportunities, the rise in sales and marketing spending, and the consolidation
of operating expenses from three companies acquired by SOHU since late 2003.
 
“SOHU is a healthy, diversified company with long-term growth prospects, even though we have managed through five quarters of highly volatile wireless
business. To demonstrate management’s unwavering confidence, the company bought back more shares during the fourth quarter. As a result, the total stock buy-
back in 2004 amounted to almost 4% of total shares outstanding,” Carol Yu, SOHU’s Chief Financial Officer, said.
 
At December 31, 2004, SOHU’s cash and marketable debt securities balance was US$141.3 million.
 
Business Outlook
 SOHU estimates total revenues for the first quarter 2005 to be between US$22.5 million to US$23.5 million, with advertising revenue of US$14.5 million to
US$15.0 million and non-advertising revenues of US$8.0 million to US$8.5 million. First quarter earnings per diluted share are expected to be between US$0.14
to US$0.16.
 
Note to the Financial Statements
 The unaudited financial information disclosed above is preliminary. The audit of the financial statements and related notes to be included in our annual report on
Form 10-K for the year ended December 31, 2004 is still in progress. In addition, because an audit of our internal controls over financial reporting in connection
with section 404 of the Sarbanes-Oxley Act of 2002 has not yet been completed, we make no representation as to the effectiveness of those internal controls as of
the end of our 2004 fiscal year.
 
Adjustments to the financial statements may be identified when the audit work is completed, which could result in significant differences between our audited
financial statements and this preliminary unaudited financial information.
 
Safe Harbor Statement
 This announcement contains forward-looking statements. It is currently expected the Business Outlook will not be updated until the release of SOHU’s next
quarterly earnings announcement; however, SOHU reserves the right to update its Business Outlook at any time for any reason.



Statements that are not historical facts, including statements about our beliefs and expectations, are forward-looking statements. These statements are based on
current plans, estimates and projections, and therefore you should not place undue reliance on them. Forward-looking statements involve inherent risks and
uncertainties. We caution you that a number of important factors could cause actual results to differ materially from those contained in any forward-looking
statement. Potential risks and uncertainties include, but are not limited to, SOHU’s historical and possible future losses, limited operating history, uncertain
regulatory landscape in the People’s Republic of China, fluctuations in quarterly operating results, and the company’s reliance on online advertising sales,
wireless services (most wireless revenues are collected from a few mobile telecom operators), online games and e-commerce for its revenues. Further information
regarding these and other risks is included in SOHU’s annual report on Form 10-K for the year ended December 31, 2003, and other filings with the Securities
and Exchange Commission.
 
Conference Call
 SOHU’s management team will host a conference call at 8:00 AM Eastern Daylight Savings Time, February 7, 2005 (or 9:00 PM on February 7 in the Hong
Kong/China time zone) following the quarterly results announcement. To listen to the conference call, please use the dial in numbers below:
 CHINA (NORTH) Toll Free Number: 10800-852-0823
CHINA (SOUTH) Toll Free Number: 10800-152-0823
HONG KONG Toll Number: +852-2258-4002
USA Toll Number: +1-210-795-0493
PASSCODE: 8776308
 
The conference call will be available on web cast live and replayed at:
 http://www.sohu.com/about/English/conference.htm
 
About SOHU
 SOHU.COM Inc. (NASDAQ: SOHU) is China’s premier online brand and indispensable to the daily life of millions of Chinese who use the portal network for
their news, search, e-mail, wireless messaging, instant messaging, browsing, games and shopping. SOHU has built one of the most comprehensive matrix of web
properties in China, consisting of the mass portal and leading online media destination www.sohu.com; the #1 online alumni club www.chinaren.com; #1 games
portal www.17173.com; top real estate website www.focus.cn and wireless value-added services provider www.goodfeel.com.cn . This network of web properties
offers the vast SOHU user community very broad choices regarding information, entertainment, communication and commerce. SOHU.COM, established by Dr.
Charles Zhang, one of China’s Internet pioneers, is in its ninth year of operation.
 
For further information:
 Caroline Straathof
SOHU Investor Relations and Communications
Tel: +86 10 6272 6596
E-mail: ir@sohu-inc.com
http://www.sohu.com/about/English



SOHU.COM INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED, IN THOUSANDS EXCEPT PER SHARE AMOUNTS)

 

   

Three Months Ended

  

Twelve Months Ended

 

   

Dec. 31,
2004

  

Sep. 30,
2004

  

Dec. 31,
2003

  

Dec. 31,
2004

  

Dec. 31,
2003

 
Revenues:                      

Advertising   $15,879  $15,473  $ 9,478  $ 55,748  $29,503 
Non-advertising:                      

Wireless    4,663   8,145   12,887   36,369   44,047 
E-commerce    1,996   1,486   936   6,171   3,787 
Other    1,529   836   1,284   4,921   3,088 

       
Subtotal of non-advertising revenue    8,188   10,467   15,107   47,461   50,922 

       
Total revenues    24,067   25,940   24,585   103,209   80,425 

Cost of revenues:                      
Advertising    3,250   3,576   2,134   12,987   7,459 
Non-advertising:                      

Wireless    1,933   3,021   3,347   13,267   12,990 
E-commerce    1,963   1,450   882   6,045   3,410 
Other    592   340   415   1,686   1,347 

       
Subtotal of non-advertising cost of revenue    4,488   4,811   4,644   20,998   17,747 

       
Total cost of revenues    7,738   8,387   6,778   33,985   25,206 

Gross profit    16,329   17,553   17,807   69,224   55,219 

Operating expenses:                      
Product development    2,386   2,462   1,906   8,820   7,542 
Sales and marketing    4,547   4,600   3,211   16,529   10,570 
General and administrative    2,987   2,210   1,460   8,521   5,029 
Amortization of intangibles    456   368   57   1,360   57 

       
Total operating expenses    10,376   9,640   6,634   35,230   23,198 

       
Operating profit    5,953   7,913   11,173   33,994   32,021 

Other expense    (244)  (190)  (202)  (838)  (964)
Interest income    595   641   748   2,444   1,950 
       
Net income before taxes    6,304   8,364   11,719   35,600   33,007 

Income tax expense    198   (38)  (150)  37   (6,650)
       
Net income    6,502   8,326   11,569   35,637   26,357 

       
Basic net income per share   $ 0.18  $ 0.23  $ 0.32  $ 0.98  $ 0.74 

       
Shares used in computing basic net income per share    36,478   36,392   36,040   36,369   35,483 

       
Diluted net income per share   $ 0.17  $ 0.21  $ 0.28  $ 0.89  $ 0.66 

       
Shares used in computing diluted net income per share    40,306   40,644   42,146   40,941   40,351 

       



SOHU.COM INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(UNAUDITED, IN THOUSANDS)
 

   

As of
Dec. 31,

2004

  

As of
Dec. 31,

2003

ASSETS         
Cash, cash equivalents and investments in marketable debt securities   $ 141,323  $ 142,570
Accounts receivable, net    19,901   12,381
Prepaid and other current assets    4,893   4,050
Fixed assets, net    12,175   6,846
Goodwill    44,502   31,664
Intangible assets, net    7,503   4,082
Other assets, net    4,470   3,462
     
    234,767   205,055

     
LIABILITIES AND SHAREHOLDERS’ EQUITY         
Accounts payable and accrued liabilities    30,799   19,454
Deferred revenues    5,469   3,962
Zero coupon convertible senior notes    90,000   90,000
     

Total liabilities    126,268   113,416

Shareholders’ equity    108,499   91,639
     
   $ 234,767  $ 205,055

     



Exhibit 99.2
 SOHU.COM
FOURTH QUARTER AND FISCAL 2004 EARNINGS REPORT
CONFERENCE CALL
 
Conference Call Script
 Caroline Straathof, Senior Director Investor Relations
 Thank you for joining Sohu.com to discuss our Preliminary Fourth Quarter and Fiscal Year 2004 Unaudited Financial Results. Online today are
 
Charles Zhang, Chairman of the Board and CEO, Carol Yu, Chief Financial Officer, Jianjun Wang, Vice-president of Search, Online Games and Technology, and
Yu Gong, Vice-president of South China Sales, Focus.cn and 17173.com
 
Before the management presentations I would like to read you the Safe Harbor Statement in connection with today’s conference call.
 
Except for the historical information contained herein, the matters discussed in this conference call are forward looking statements. These statements are based on
current plans, estimates and projections, and therefore you should not place undue reliance on them. Forward-looking statements involve inherent risks and
uncertainties. We caution you that a number of important factors could cause actual results to differ materially from those contained in any forward-looking
statement.
 
Potential risks and uncertainties include, but are not limited to, Sohu’s historical and possible future losses, limited operating history, uncertain regulatory
landscape in the People’s Republic of China, fluctuations in quarterly operating results, and the company’s reliance on online advertising sales, mobile phone
related wireless revenue and e-commerce for its revenues. Further information regarding these and other risks is included in Sohu’s Annual Report on Form 10-K
and other filings with the Securities and Exchange Commission.
 
Thank you for your patience. Now, let me turn the call to Charles Zhang, Chairman of the board and CEO,



Charles Zhang, Chairman and CEO:
 Thank you all for being on this call, especially for those of you in the US who stayed up late to celebrate the outcome of the Super Bowl. Here in China our
earnings results come just a day before the fireworks go off for Chinese New Year, which is the reason why we opted this time to do the earnings call before
market hours.
 
We are pleased to report quarterly results that reflect how we were able to execute on our own expectations for the fourth quarter. Both our brand advertising and
our sponsored search came in line with our expectations this quarter. Thanks to our strength in proprietary online search, we have not only Advertising but also
Sponsored Search to generate long-term scaleable and sustainable growth. Our game operations are on track as well, with Q4 revenues in line with company
expectations. Regarding our wireless revenues we believe we have hit the bottom in Q4 and we expect growth to resume from Q1 onwards.
 
Last month, the China Internet Network Information Center reported there were 94 million internet users in China at the end of 2004. Clearly, the Internet
continues to spread rapidly across the society, with usage deepening and expanding to wider segments of society.
 
As the user population of the Internet continues to grow, Sohu’s leadership in the Internet market continues to be evident. According to iResearch statistics for
December 2004, we were the most trafficked destination for news, a crucially important application of internet use in China. Furthermore, we also topped the
iResearch ranks for real estate websites and online games information portals at year-end 2004. We now have well over 100 million registered users for news,
email, search on our branded website SoGou, and community exchange in Alumni Club, our SOQ instant messaging and online games message board
17173.com. Our Alumni Club is the largest of our online communities, counting 54 million people who stay in touch online with their former classmates.
 
We believe for SOHU the worst in our wireless business decline is behind us and 2005 will be a year of recovery and continuing investment in our long-term
success. We expect
 
 

•  Online Advertising, consisting of both Brand Advertising and Sponsored Search which represented 2/3 of our revenues in Q4, to grow year-on-year
by about 30%,

 
 •  our Online Games to be a small but steadily performing business line,
 
 •  and we expect a cautious recovery in our wireless business
 
I spend a great deal of my time on technology and products because we are excited that the rapid user growth of Internet broadband is deepening the use of
Internet, for example in Search. We are also excited about the prospects for Sohu in the wireless 3G era, which is just around the corner in China. For competitive
reasons I cannot go in detail about what we are currently working on, but I would like you to know that we at Sohu invest heavily in product and technology for
our long-term and sustainable growth.
 
As you may know, our Chief Operating Officer Victor Koo informed the company in November that he would resign effective March 31, 2005. Victor, who could
not be on the call today, will then continue to help us out in an advisory capacity until later this year.



We believe the transition is progressing smoothly with Victor’s assistance, and we are confident Sohu will continue to be effectively organized and managed. Our
Vice-Presidents are very capable managers who have considerable experience in running their business lines. They know the ins-and-outs of our business
environment extremely well. We strongly believe that in their new direct relationship with the CEO, the current management team can execute on our plan to
grow shareholder value.
 
Just a few days ago, we moved the Sohu headquarters in Beijing to the high-tech district of Haidian, the so-called Silicon Valley of the China. It is a major step
towards consolidation of our company, which had been spread out across five different locations in Beijing. While it is taking some adjustment, in particular for
our employees, we have allocated the necessary resources to our employee services and human resources departments to assist our employees in making this
transition as smooth as possible. For example, we have set up special bus transport to the new office. I believe the office move will be a positive for the company
going forward despite the short-term challenges.
 
Now let me focus in more detail on the business results and outlook for each of our business lines:
 Our first business line, Brand Advertising
 Again, Q4 was a solid quarter, given that it is traditionally the second weakest advertising quarter of the year after Q1, which is the weakest quarter because it
includes Chinese New Year holidays.
 
The outlook for online advertising in 2005 again is good, but we don’t expect the online ad market to grow at the same phenomenal rate as the previous two years.
We see increasing competition in this sector, especially from vertical players. We expect the online ad market to grow round 30% in 2005 and Sohu to grow in
line with the market. We expect about 15% of our growth to come from rate price increase and the other 15% from volume growth. The latter is based on wider
industry developments as follows:
 
 •  In 2005 we expect the IT, dotcom and financial sectors to increase their online ad business with us because of the promising outlook in these sectors.
 
 

•  At the same time, we believe online advertising for automobile, online games and mobile handsets to be weaker than last year because these sectors
face a more challenging business environment in 2005.

 
 

•  We have a positive outlook on real estate advertising in 2005. SOHU will benefit from this because our highly successful Focus website has rolled
out into 5 other cities in the past year. We plan to expand our presence in more Chinese cities during 2005.

 
For an update on our second business line of Sponsored Search, I would like to give the floor to our Vice-president Jianjun Wang. Jianjun has led our Search
Team for the past 8 years, when we started with our website classification in 1997. Jianjun?
 
Jianjun Wang, Vice-President:
 Thank you. I am happy to report to you that our sponsored search revenues came in line with expectations in the fourth quarter.



Competition is increasing in this area but we believe our Search Engine SoGou, the Search Dog, is strong enough to compete with vertical search engines. We
continue to improve our product and we are ready to go to market with a major upgrade of our Search Engine. We will launch our SoGou Version 2.0 in two
weeks time on February 25, which is our portal’s 7th anniversary. We cannot go into details yet, but we expect SoGou 2.0 to become one of the most successful
Chinese language Search Products for this market.
 
Charles Zhang:
 Now I’d like to discuss progress in our Online Games, our third business line.
 
Our revenues for online games in Q4 came in precisely as guided. This is the first quarter in which online games represent 5% of overall revenues. We are
committed to online games for the long term and we are encouraged by this incremental progress. Since the commercial launch of latest game Blade Online early
in the fourth quarter, on October 17 to be precise, the user numbers have stabilized at a level of 20,000 Average Concurrent Users. We believe this is a modestly
successful game that will bring in some stable and recurring revenue in coming quarters, together with our first game, Knight, which is now in a mature stage.
 
Fourthly, our Wireless Revenues
 By now, SOHU’s short messaging services have been switched onto China Mobile’s new billing platform MISC in 11 out of 13 provinces. Only the provinces
Jiangxi and Jilin have not yet switched to MISC. That means that 95% of our SMS revenue is already on MISC. So from now on, we expect MISC for our SMS
to have very little impact on us.
 
As has been the case every quarter, it is very difficult to give any specific outlook for our wireless business going forward. For each of the four quarters in 2004,
we experienced a substantial and continued downturn of our wireless revenues, due to reasons such as tighter billing controls from operators and suspension of
our MMS service. Often these new regulatory developments were difficult to foresee. We do believe we have hit the bottom of our wireless decline in the fourth
quarter and are now back on the road to recovery.
 
Specific measures taken over the past few quarters, which we expect will bear fruit starting the first quarter of 2005, are
 

 
•  We have now expanded our co-operation with operators to cover not only China Mobile and China Unicom, but also China Telecom and China

Netcom, which gives us access to over 65 million PAS users. The bulk of these services are now in testing phase, and we plan to start charging late in
the first quarter.

 
 

•  We continue to develop products for both 2G and 2.5G platforms because we believe there is a viable market for niche SMS products to co-exist with
the market for 2.5G products.

 
 

•  We have by now fully integrated Goodfeel, the WAP company we acquired last year, and SOHU’s own WAP team. We expect this to be a positive for
our WAP revenues going forward.



Finally, our fifth business line of E-commerce
 This was another good quarter for our e-commerce. We strongly believe in the long-term opportunity for e-commerce in China. At this early stage we are willing
to sacrifice some gross margins for revenues to make our mark in this promising but still nascent online sector.
 
Before we move to the financial presentation, let me brief you on our operational progress:
 I would specifically like to mention three of our recent operational highlights:
 

 

1. Firstly, we achieved a new milestone in our drive to become the most prominent and most influential online media platform in China. Our annual Top
Ten news award ceremony, where we select the top stories and personalities of the year, was again a resounding success that generated huge publicity
in China. This year we added to the event a Business Summit on the theme of ‘2005 New Vision for China’, which was attended by high-level
national business leaders. Through this Business Summit we further leveraged our status as a key online media platform that influences public debate
in Chinese society.

 

 
2. Secondly, we continue to add to our large portfolio of high-profile content partners and marketing partnerships. In late November, early December

we hosted the exclusive Chinese Official website for the 54th Miss World Contest, which took place in the Chinese city Sanya. In addition, we are
currently working with the Miss World Organization and China’s ministry of Health to raise funds for AIDS education and awareness.

 

 
3. And finally, ‘Content is ever more King’ in this increasingly profitable and competitive Internet landscape, and we continue to invest in more, better

and branded content on our web properties. We are pleased that our cooperation with Disney saw another major initiative with the launch of the
Chinese language miniwebsite and wireless downloads for the latest Disney hit, The Incredibles.

 
Now, I’d like to give the floor to our Chief Financial Officer, Carol Yu, for a financial review.
 
Carol Yu, Chief Financial Officer:
 Thank you Charles. Rather than discussing the financial statements item-by-item, let me discuss some key points to enhance your understanding of our business
operations.
 
I. Revenues
 We are pleased to report that revenues of $24.1 million for the fourth quarter came within our guidance.
 
Advertising revenue of $15.9 million was a 68% year-on-year improvement and 3% quarter-on-quarter. Our Brand Advertising revenue of $13.2 million
performed well even in this relatively weak quarter for advertising in China, with a 2% increase over Q3. Sponsored Search revenue of $2.7 million was a 6%
sequential increase over Q3, which reflects our ongoing progress in monetizing our proprietary search technology. Advertising revenue now represents 66% of
total revenues. This puts us on very firm ground for long-term sustainable growth of the business.



As mentioned in last quarter’s call, it is important to note that our reliance on wireless revenue, which has been our most volatile business line in the past 4
quarters, is decreasing. In the just finished fourth quarter wireless revenues contributed 19% to our overall revenues, compared with 31% in the third quarter of
2004.
 
We believe we have bottomed-out of the SMS services decline in the fourth quarter. Barring any unforeseeable circumstances, we believe we can turn the corner
in the first quarter of 2005 and resume wireless revenue growth from there.
 
II. Now let me make a few points about our gross margin:
 Overall gross margin of 68% was unchanged from the previous quarter. Our advertising gross margin in Q4 at 80% was 3 basis points higher than in Q3 at 77%
Our non-advertising gross margins in Q4 was down to 45% from 54% in the previous quarter. There were two main reasons for this.
 
 1. Firstly, the continued cancellation of inactive monthly subscriptions, which has a relatively high margin of 85%.
 
 

2. Secondly, we had no high-margin revenue from MMS in Q4 due to the suspension of that business, while we still had two months of MMS revenue
in Q3.

 
III. Operating expenses
 Total spending, which consists of operating expenses plus the cost of revenue for advertising amounted to $ 13.6 million, as compared with $13.2 million in the
third quarter. We had a one-time cost of $1 million in professional fees in relation to our SO 404 project.
 
IV. Operating Profit Margin
 Operating profit margin in the fourth quarter was 25%, down from 31% in Q3. We are still in the build-up phase of a very promising but competitive market.
Even though we experience a sequential decline of our top line revenue, we need to balance short-term demands with long-term opportunities. We believe we are
making the appropriate levels of investment to strengthen our brand and market presence, and grow the business for the long term.
 
V. Balance Sheet.
 Let me now make a few comments on the Balance Sheet.
 
Our DSO for Q4 is 74 days, unchanged from the third quarter. Our year-end 2004 accounts receivable balance was $19.9 mil (21.2 million in Q3), including
$13.9 million related to our advertising business and $4.5 million for wireless business.
 
While we don’t consider this level of receivables a reason for concern, we will strengthen our efforts to collect receivables from our advertising clients so that we
can maintain our current low bad debt provision. As in the past, we had regular collections from our mobile operators. I would like you to note that we have never
had a bad debt from a mobile operator.



VI. And finally, the Business Outlook
 You will find detailed guidance for the first quarter in our earnings release. Let me explain a few key points regarding our guidance.
 

 

•  On the top line we see Q1 specific seasonality. Given that 2/3 of our revenues are derived from Brand Advertising and Sponsored Search, our
revenue performance has become more sensitive to seasonality in advertising. Traditionally, the first quarter is the weakest season for
advertising because of the Chinese New Year holidays. Our brand advertising has always followed this trend. In sponsored search we see less
pronounced seasonality but still somewhat weaker sales due to the fact that this is the major holiday season in China.

 

 
•  After Q1 advertising is expected to perform strongly again. To illustrate this trend, let me give you an example. We are pleased to inform you

that from Q2 onwards, the Chinese auction website TaoBao has a large advertising contract with SOHU for services throughout the rest of the
year. It is the biggest advertising order SOHU has ever had until now.

 

 
•  On the expenses side, we will start to feel the effects of our office relocation in the first quarter. We will begin to amortize the expenses related

to the new office and actual move of our operations, an annualized amount of $3.2 million. We have budgeted for Q1 a total of $400,000 for
amortization, extra employee benefits and additional rent, and $800,000 for the following 3 quarters.

 
Before we start the Q&A let me summarize the key points underlying our confidence in SOHU’s long term future.
 
 

•  Our dominant position in online advertising will continue to pay off given that the dynamic online advertising market in China is still in an early
growth stage.

 
 

•  And the paid search market offers us another tremendous long-term growth opportunity because SOHU is an early player with proprietary
technology in this market.

 
That concludes my presentation. Thank you for your attention and now I would like to open the floor for questions.
 
Operator?


