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INTRODUCTION

In this annual report, except where the context otherwise requires and for purposes of this annual report only:

« » @

. » « » <« »
>

we,” “us,” “our company,” “our,” or “Baidu” refers to Baidu, Inc., its subsidiaries, and, in the context of describing our operations and
consolidated financial information, our consolidated affiliated entities in China, including but not limited to Beijing Baidu Netcom Science
Technology Co., Ltd., or Baidu Netcom;

«  “user traffic” or “traffic” refers generally to page views and the reach of a website, with “page views” measuring the number of web pages
viewed by internet users over a specified period of time except that multiple page views of the same page viewed by the same user on the same
day are counted only once, and “reach” measuring the number of internet users and typically expressed as the percentage of all internet users who
visit a given website;

*  “China” or “PRC” refers to the People’s Republic of China, and solely for the purpose of this annual report, excluding Taiwan, Hong Kong and
Macau;

*  “shares” or “ordinary shares” refers to our ordinary shares, which include both Class A ordinary shares and Class B ordinary shares;

+  “ADSs” refers to our American depositary shares, and we effected a change of the ADS to Class A ordinary share ratio from 1 ADS representing
1 Class A ordinary share to 10 ADSs representing 1 Class A ordinary share on May 12, 2010, which has the same effect as a 10-for-1 ADS split;

*  “U.S. GAAP?” refers to generally accepted accounting principles in the United States;
+  “RMB” or “Renminbi” refers to the legal currency of China;
e “$,” “dollars,” “US$” or “U.S. dollars” refers to the legal currency of the United States; and

+ all discrepancies in any table between the amounts identified as total amounts and the sum of the amounts listed therein are due to rounding.

FORWARD-LOOKING INFORMATION

This annual report on Form 20-F contains forward-looking statements that reflect our current expectations and views of future events. These statements
are made under the “safe harbor” provisions of the U.S. Private Securities Litigation Reform Act of 1995. You can identify these forward-looking statements
by terminology such as “may,” “will,” “expect,” “anticipate,” “future,” “intend,” “plan,” “believe,” “estimate,” “is/are likely to” or other similar expressions.
We have based these forward-looking statements largely on our current expectations and projections about future events and financial trends that we believe
may affect our financial condition, results of operations, business strategy and financial needs. These forward-looking statements include, but are not limited
to:

<«

»  our growth strategies;

» our future business development, results of operations and financial condition;

» our ability to attract and retain users and customers and generate revenue and profit from our customers;

+  our ability to retain key personnel and attract new talent;

+  competition in the internet search, online marketing and other businesses in which we engage;

» the outcome of ongoing or any future litigation, including those relating to intellectual property rights; and
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+ PRC governmental regulations and policies relating to the internet and internet search providers and to the implementation of a corporate
structure involving variable interest entities in China.

We would like to caution you not to place undue reliance on these forward-looking statements and you should read these statements in conjunction with
the risk factors disclosed in “Item 3D. Key Information—Risk Factors.” Those risks are not exhaustive. We operate in a rapidly evolving environment. New
risks emerge from time to time and it is impossible for our management to predict all risk factors, nor can we assess the impact of all factors on our business
or the extent to which any factor, or combination of factors, may cause actual results to differ from those contained in any forward-looking statement. We do
not undertake any obligation to update or revise the forward-looking statements except as required under applicable law.

PART 1
Item 1. Identity of Directors, Senior Management and Advisers

Not applicable.

Item 2. Offer Statistics and Expected Timetable

Not applicable.

Item 3. Key Information

A. Selected Financial Data

The following table presents the selected consolidated financial information for our company. The selected consolidated statements of comprehensive
income data for the three years ended December 31, 2012, 2013 and 2014 and the consolidated balance sheets data as of December 31, 2013 and 2014 have
been derived from our audited consolidated financial statements, which are included in this annual report beginning on page F-1. The selected consolidated
statements of comprehensive income data for the years ended December 31, 2010 and 2011 and the selected consolidated balance sheets data as of
December 31, 2010, 2011 and 2012 have been derived from our audited consolidated financial statements for the years ended December 31, 2010, 2011 and
2012, which are not included in this annual report. Our historical results do not necessarily indicate results expected for any future periods. The selected
consolidated financial data should be read in conjunction with, and are qualified in their entirety by reference to, our audited consolidated financial statements
and related notes and “Item 5. Operating and Financial Review and Prospects” below. Our audited consolidated financial statements are prepared and
presented in accordance with U.S. GAAP.
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For the Years Ended December 31,

2010 2011 2012 2013 2014
RMB RMB RMB RMB RMB US$
(In thousands except per share and per ADS data)

Consolidated Statements of Comprehensive Income Data
Revenues:

Online marketing services 7,912,869 14,489,767 22,245,643 31,802,219 48,495,215 7,816,010

Others 2,205 11,019 60,383 141,705 557,103 89,789
Total revenues 7,915,074 14,500,786 22,306,026 31,943,924 49,052,318 7,905,799
Operating costs and expenses:

Cost of revenues (2,149,288) (3,896,883) (6,448,545) (11,471,839) (18,885,450) (3,043,781)

Selling, general and administrative (1,088,980) (1,692,810) (2,501,336) (5,173,533) (10,382,142) (1,673,298)

Research and development (718,038) (1,334,434) (2,304,825) (4,106,832) (6,980,962) (1,125,127)
Total operating costs and expenses (3,956,306) (6,924,127) (11,254,706) (20,752,204) (36,248,554) (5,842,206)
Operating profit 3,958,768 7,576,659 11,051,320 11,191,720 12,803,764 2,063,593
Interest income 103,096 418,201 866,465 1,308,542 1,992,818 321,184
Interest expense (35,975) (82,551) (107,857) (447,084) (628,571) (101,307)
Loss from equity method investments (8,965) (179,408) (294,229) (5,806) (26,952) (4,344)
Other income, net, including exchange gains or losses 44,239 76,278 449,738 137,644 333,484 53,748
Income before income taxes 4,061,163 7,809,179 11,965,437 12,185,016 14,474,543 2,332,874
Income taxes (535,995) (1,188,861) (1,574,159) (1,828,930) (2,231,172) (359,599)
Net income 3,525,168 6,620,318 10,391,278 10,356,086 12,243,371 1,973,275
Less: Net loss attributable to noncontrolling interests — (18,319) (64,750) (162,880) (943,698) (152,097)
Net income attributable to Baidu, Inc. 3,525,168 6,638,637 10,456,028 10,518,966 13,187,069 2,125,372
Earnings per share for Class A and Class B ordinary shares(1)
Basic 101.28 190.27 298.62 299.75 374.60 60.37
Diluted 100.96 189.88 298.29 299.32 373.15 60.14
Earnings per ADS (1 Class A ordinary share is represented by 10 ADSs)
Basic 10.13 19.03 29.86 29.98 37.46 6.04
Diluted 10.10 18.99 29.83 29.93 37.32 6.01

(1) As holders of Class A and Class B ordinary shares have the same dividend right and the same participation right in our undistributed earnings, the basic and diluted net
income per Class A ordinary share and Class B ordinary share are the same for all the periods presented during which there were two classes of ordinary shares. The
weighted average number of ordinary shares represents the sum of the weighted average number of Class A and Class B ordinary shares. Please see “Earnings per Share”
under Note 17 to our audited consolidated financial statements included in this annual report for additional information regarding the computation of the per share

amounts and the weighted average numbers of Class A and Class B ordinary shares.
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As of December 31,

2010 2011 2012 2013 2014
RMB RMB RMB RMB RMB US$
(In thousands)

Consolidated Balance Sheets Data:
Cash and cash equivalents 7,781,976 4,127,482 11,880,632 9,691,797 13,852,725 2,232,654
Restricted cash 38,278 483,387 395,029 259,533 413,010 66,565
Short-term investments 376,492 10,051,578 20,604,223 28,734,761 43,818,037 7,062,186
Total assets 11,048,439 23,340,541 45,668,890 70,985,788 99,661,508 16,062,518
Total liabilities 2,642,847 7,015,028 18,453,765 30,320,538 45,155,920 7,277,812
Total Baidu, Inc. shareholders’ equity 8,405,592 15,291,716 26,055,229 38,424,915 51,525,629 8,304,424
Total equity 8,405,592 15,389,535 26,181,842 40,665,250 52,611,086 8,479,368

Exchange Rate Information

Our business is primarily conducted in China and almost all of our revenues are denominated in RMB. However, periodic reports made to shareholders
will include current period amounts translated into U.S. dollars using the then current exchange rates, for the convenience of the readers. The conversion of
RMB into U.S. dollars in this annual report is based on the noon buying rate in New York City for cable transfers in RMB as certified for customs purposes
by the Federal Reserve Board. Unless otherwise noted, all translations from RMB to U.S. dollars and from U.S. dollars to RMB in this annual report were
made at a rate of RMB6.2046 to US$1.00, the noon buying rate in effect as of December 31, 2014. We make no representation that any RMB or U.S. dollar
amounts could have been, or could be, converted into U.S. dollars or RMB, as the case may be, at any particular rate, or at all. The PRC government imposes
control over its foreign currency reserves in part through direct regulation of the conversion of RMB into foreign exchange and through restrictions on foreign
trade. On March 20, 2015, the noon buying rate was RMB6.2037 to US$1.00.

The following table sets forth information concerning exchange rates between the RMB and the U.S. dollar for the periods indicated.

Period

2010

2011

2012

2013

2014
September
October
November
December

2015
January
February
March (through March 20, 2015)

Source: Federal Reserve Statistical Release

Noon Buying Rate
Period-
End Average(1) Low High
(RMB per U.S. Dollar)

6.6000 6.7603 6.8330 6.6000
6.2939 6.4475 6.6364 6.2939
6.2301 6.2990 6.3879 6.2221
6.0537 6.1412 6.2438 6.0537
6.2046 6.1704 6.2591 6.0402
6.1380 6.1382 6.1495 6.1266
6.1124 6.1251 6.1385 6.1107
6.1429 6.1249 6.1429 6.1117
6.2046 6.1886 6.2256 6.1490
6.2495 6.2181 6.2535 6.1870
6.2695 6.2518 6.2695 6.2399
6.2037 6.2526 6.2741 6.1955

(1) Annual averages are calculated using the average of month-end rates of the relevant year. Monthly averages are calculated using the average of the

daily rates during the relevant period.
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B. Capitalization and Indebtedness

Not applicable.

C. Reasons for the Offer and Use of Proceeds

Not applicable.

D. Risk Factors
Risks Related to Our Business

If we fail to retain existing customers or attract new customers for our online marketing services, our business, results of operations and growth prospects
could be seriously harmed.

We generate substantially all of our revenues from online marketing services, a substantial majority of which are derived from our pay-for-
performance, or P4P, services. Our online marketing customers will not continue to do business with us if their investment does not generate sales leads and
ultimately consumers, or if we do not deliver their web pages in an appropriate and effective manner. Our P4P customers may discontinue their business with
us at any time and for any reason as they are not subject to fixed-term contracts. We have in the past removed, and may in the future again remove,
questionable paid search listings of some customers to ensure the quality and reliability of our search results. Such removal, whether temporary or permanent,
may cause the affected customers to discontinue their business with us. In addition, third parties may develop and use certain technologies to block the
display of our customers’ advertisements and other marketing products on our Baidu.com website, which may in turn cause us to lose customers and
adversely affect our results of operations. Furthermore, we adjust prices for some of our online marketing services from time to time. We may lose customers
who decide not to pay for our increased prices. Failure to retain our existing customers or attract new customers for our online marketing services could
seriously harm our business, results of operations and growth prospects.

In recent years, we have generated an increasing amount of online marketing revenues from online advertising. We believe our large user base and
traffic provide advertisers with a broad reach and optimal monetization results. However, we cannot assure you that we will be able to continue to attract new
advertisers or retain our existing advertisers. If our advertisers determine that their expenditures on our websites do not generate expected returns, they may
allocate a portion or all of their advertising budgets to other advertising channels such as television and outdoor media and reduce or discontinue business
with us. Since most of our advertisers are not bound by long-term contracts, they may amend or terminate advertising arrangements with us easily without
incurring liabilities. Failure to retain existing advertisers or attract new ones to advertise on our websites may materially and adversely affect our business,
financial condition, results of operations and prospects.

If online marketing does not further grow in China, our ability to increase revenue and profitability could be materially and adversely affected.

The use of the internet as a marketing channel is at a developing stage in China. Internet penetration rate in China is relatively low as compared to that
in most developed countries. Many of our current and potential customers have limited experience with the internet as a marketing channel, and historically
have not devoted a significant portion of their marketing budgets to online marketing and promotion. As a result, they may not consider the internet to be an
effective channel to promote their products and services as compared to traditional print and broadcast media. Our ability to increase revenue and profitability
from online marketing may be adversely impacted by a number of factors, many of which are beyond our control, including:

» difficulties associated with developing a larger user base with demographic characteristics attractive to online marketing customers;
* increased competition and potential downward pressure on online marketing prices;
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+  higher customer acquisition costs due in part to the limited experience of small to medium-sized enterprises, or SMEs, with the internet as a
marketing channel;

+ failure to develop an independent and reliable means of verifying online traffic;
+ ineffectiveness of our online marketing delivery, tracking and reporting systems; and

* decreased use of internet or online marketing in China.

Our business depends on a strong brand, and if we are not able to maintain and enhance our brand, our business and results of operations may be
harmed.

We believe that our brand “Baidu” has contributed significantly to the success of our business. We also believe that maintaining and enhancing the
“Baidu” brand is critical to increasing the number of our users, customers and Baidu Union members. We have conducted various marketing and brand
promotion activities, but we cannot assure you that these activities will achieve the brand promotion effect expected by us. If we fail to maintain and further
promote the “Baidu” brand, or if we incur excessive expenses in this effort, our business and results of operations may be materially and adversely affected.
In addition, any negative publicity about our company, our products and services, our employees, our business practices, or our search results or the websites
to which our search results link, regardless of its veracity, could harm our brand image and in turn adversely affect our business and results of operations.

We face significant competition and may suffer from loss of users and customers as a result.

We face significant competition in almost every aspect of our business, particularly from other companies that seek to provide internet search services
to users and provide online marketing services to customers. In the Chinese internet search market, our main competitors include U.S.-based internet search
providers providing Chinese language internet search services, such as Google, and China-based internet companies, such as Tencent, Alibaba and Qihoo 360.
We compete with these entities for both users and customers on the basis of user traffic, quality (relevance), safety and user experience of the search results,
availability and ease of use of products and services, the number of customers, distribution channels and the number of associated third-party websites. Some
of our competitors have significant financial resources, long operating histories and are experienced in attracting and retaining users and managing customers.
They may use their experience and resources to compete with us in a variety of ways, including by competing more heavily for users, customers, distributors,
strategic partners and networks of third-party websites, investing more heavily in research and development and making acquisitions. If any of our
competitors provides comparable or better Chinese language search experience, our user traffic could decline significantly. Additionally, if the channels that
we use to distribute services or products to our users and customers are no longer available to us, we may experience a decline in user traffic. Any such
decline in traffic could weaken our brand and result in loss of users and customers, which would have a material and adverse effect on our results of
operations.

We also face competition from other types of advertising media, such as newspapers, magazines, yellow pages, billboards, other forms of outdoor
media, television, radio and mobile applications. Large companies in China generally allocate, and may continue to allocate, most of their marketing budgets
to traditional advertising media and only a small portion of their budgets to online marketing and other forms of advertising media. If these companies do not
devote a larger portion of their marketing budgets to online marketing services provided by us, or if our existing customers reduce the amount they spend on
online marketing, our results of operations and growth prospects could be adversely affected.

If our expansions into new internet businesses are not successful, our future results of operations and growth prospects may be materially and adversely
dffected.

As part of our growth strategy, we enter into new internet businesses from time to time by leveraging our large internet search user base to generate
additional revenue streams and through our development of new
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business lines or strategic investments in or acquisitions of other businesses. Expansions into new businesses may present operating and marketing challenges
that are different from those that we currently encounter. For each new business we enter into, we face competition from existing leading players in that
business. If we cannot successfully activate our user base by addressing the new challenges and providing service of exceptional quality, we may not be able
to compete effectively against the existing leading players, recover costs incurred for investing in, developing and marketing new businesses, and eventually
achieve profitability from these businesses, and our future results of operations and growth prospects may be materially and adversely affected.

If we fail to continue to innovate and provide products and services to attract and retain users, we may not be able to generate sufficient user traffic levels
to remain competitive.

Our success depends on providing products and services to attract users and enable users to have a high-quality internet experience. In order to attract
and retain users and compete against our competitors, we must continue to invest significant resources in research and development to enhance our internet
search technology, improve our existing products and services and introduce additional high-quality products and services. If we are unable to anticipate user
preferences or industry changes, or if we are unable to enhance the quality of our products and services on a timely basis or fail to provide sufficient content,
we may lose users. Our results of operations may also suffer if our innovations do not respond to the needs of our users, are not appropriately timed with
market opportunities or are not effectively brought to market. As search technology continues to develop and mobile devices and applications are increasingly
used to access the internet, our competitors may be able to offer products and services that are, or that are perceived to be, substantially similar to or better
than those provided by us. This may force us to expend significant resources in research and development and strategic investments and acquisitions in order
to remain competitive.

If we fail to keep up with rapid changes in technologies and user behavior, our future success may be adversely affected.

Our future success will depend on our ability to respond to rapidly changing technologies, adapt our products and services to evolving industry
standards and improve the performance and reliability of our products and services. Our failure to adapt to such changes could harm our business. In addition,
changes in user behavior resulting from technological developments may also adversely affect us. For example, the number of people accessing the internet
through mobile devices, including mobile phones, tablets and other hand-held devices, has increased in recent years, and we expect this trend to continue
while 3G and more advanced mobile communications technologies are broadly implemented. If we fail to develop products and technologies that are
compatible with all mobile devices and operating systems, or if the products and services we develop are not widely accepted and used by users of various
mobile devices and operating systems, we may not be able to penetrate the mobile internet market. In addition, the widespread adoption of new internet,
networking or telecommunications technologies or other technological changes could require substantial expenditures to modify or integrate our products,
services or infrastructure. If we fail to keep up with rapid technological changes to remain competitive, or consequently fail to retain users with products and
service of exceptional quality, our future success may be adversely affected.

Interruption or failure of our own information technology and communications systems or those of third-party service providers we rely upon could
impair our ability to provide products and services, which could damage our reputation and harm our results of operations.

Our ability to provide products and services depends on the continuing operation of our information technology and communications systems. Any
damage to or failure of our systems could interrupt our services. Service interruptions could reduce our revenues and profits and damage our brand if our
systems are perceived to be unreliable. Our systems are vulnerable to damage or interruption as a result of terrorist attacks, wars, earthquakes, floods, fires,
power loss, telecommunications failures, undetected errors or “bugs” in our software, computer viruses, interruptions in access to our websites through the
use of “denial of service” or similar attacks,
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hacking or other attempts to harm our systems, and similar events. Some of our systems are not fully redundant, and our disaster recovery planning does not
account for all possible scenarios. In May 2014, the service of our Baidu Yun was inaccessible to some users for approximately four hours due to a failure of
the internet infrastructure.

Our servers, which are hosted at third-party or our own internet data centers, are vulnerable to break-ins, sabotage and vandalism. The occurrence of
natural disaster or closure of an internet data center by a third-party provider without adequate notice could result in lengthy service interruptions. In addition,
our domain names are resolved into internet protocol (IP) addresses by systems of third-party domain name registrars and registries. Any interruptions or
failures of those service providers’ systems, which are beyond our control, could significantly disrupt our own services. If we experience frequent or
persistent system failures on our websites, whether due to interruptions and failures of our own information technology and communications systems or those
of third-party service providers we rely upon, our reputation and brand could be severely harmed. The steps we take to increase the reliability and redundancy
of our systems are expensive, may reduce our operating margin and may not be successful in reducing the frequency or duration of service interruptions.

More people are using devices other than personal computers to access the internet. If users do not widely adopt versions of our web search technology,
products and services developed for these devices, our business could be adversely affected.

The number of people who access the internet through devices other than personal computers, including mobile phones, smartphones, handheld
computers such as iPad and other tablets, and television set-top devices, is increasing dramatically. The varying display sizes, functionality, and memory
associated with some alternative devices make the use of our products and services on such devices more difficult and the versions of our products and
services developed for these devices may not be compelling to users, manufacturers, or distributors of devices. Each manufacturer or distributor may establish
unique technical standards for its devices, and our products and services may not work or be accessible on these devices. Some manufacturers may also elect
not to include our products on their devices. In addition, search queries are increasingly being undertaken through “apps” tailored to particular devices or
social media platforms, which could affect our share of the search market over time. As new devices and new platforms are continually being released, it is
difficult to predict the problems we may encounter in developing versions of our products and services for use on these alternative devices and we may need
to devote significant resources to the creation, support, and maintenance of our products and services tailored for such devices. If we are unable to attract and
retain a substantial number of alternative device manufacturers, distributors, and users to adopt and use our products and services, or if we are slow to develop
products and technologies that are more compatible with alternative devices, we may fail to capture a significant share of an increasingly important portion of
the market for online services, which could adversely affect our business.

We may not be able to manage our expanding operations effectively.

We have significantly expanded our operations in recent years. We expect this expansion trend to continue as we grow our user and customer base and
explore new opportunities. To manage the further expansion of our business and growth of our operations and personnel, we need to continually improve our
operational and financial systems, procedures and controls, and expand, train, manage and maintain good relations with, our growing employee base. We have
experienced labor disputes in the past. Although these disputes were resolved promptly, we cannot assure you that there will not be any new labor dispute in
the future. In addition, we must maintain and expand our relationships with other websites, internet companies and other third parties. Our current and future
personnel, systems, procedures and controls may not be adequate to support our expanding operations.
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We may face intellectual property infringement claims and other related claims that could be time-consuming and costly to defend and may result in an
adverse impact over our operations.

Internet, technology and media companies are frequently involved in litigation based on allegations of infringement of intellectual property rights,
unfair competition, invasion of privacy, defamation and other violations of other parties’ rights. The validity, enforceability and scope of protection of
intellectual property in internet-related industries, particularly in China, are uncertain and still evolving. As we face increasing competition and as litigation
becomes more common in China in resolving commercial disputes, we face a higher risk of being the subject of intellectual property infringement claims. We
may be subject to administrative actions brought by the PRC State Copyright Bureau, and in the most severe scenario criminal prosecution, for alleged
copyright infringement, and as a result may be subject to fines and other penalties and be required to discontinue infringing activities. Furthermore, as we
expand our operations outside of China, we may be subject to claims brought against us in jurisdictions outside of China.

Our search products and services, such as Baidu Video Search, link to materials in which third parties may claim ownership of trademarks, copyrights
or other rights. Our audio and video player, Baidu Media Player, enables users to play multimedia files, which may be protected by copyright or other
intellectual property rights. In addition, as we adopt new technologies and roll out new products and services, we face the risk of being subject to intellectual
property infringement claims that may arise from our use of new technologies and provision of new products and services. Our products and services
including those based on cloud computing technology, such as Baidu Yun, Baidu WenKu and Baidu Post Bar, allow our users to upload, store and share
documents, images, audios and videos on our servers, or share, link to or otherwise provide access to contents from other websites, and we also operate
distribution platforms whereby developers can upload, share and sell their applications or games to users. Although we have made commercially reasonable
efforts to request users or developers to comply with applicable intellectual property laws, we cannot ensure that all of our users or developers have the rights
to upload or share these contents or applications. In addition, we have been and may continue to be subject to copyright or trademark infringement and other
related claims from time to time, in China and internationally.

We have been making continuous efforts to keep ourselves informed of and to comply with all applicable laws and regulations affecting our business.
However, PRC laws and regulations are evolving, and uncertainties still exist with respect to the legal standards as well as the judicial interpretation of the
standards for determining liabilities of internet search and other internet service providers for providing links to contents on third-party websites that infringe
upon others’ copyrights or hosting such contents, or providing information storage space, file sharing technology or other internet services that are used by
internet users to disseminate such contents. The Supreme People’s Court of China promulgated a judicial interpretation on infringement of the right of
dissemination through internet in December 2012. This judicial interpretation, like certain court rulings and certain other judicial interpretations, provide that
the courts will place the burden on internet service providers to remove not only links or contents that have been specifically mentioned in the notices of
infringement from right holders, but also links or contents they “should have known” to contain infringing content. The interpretation further provides that
where an internet service provider has directly obtained economic benefits from any contents made available by an internet user, it has a higher duty of care
with respect to internet users’ infringement of third-party copyrights. A guidance on the trial of audio/video sharing copyright disputes promulgated by the
Higher People’s Court of Beijing in December 2012 provides that where an internet service provider has directly obtained economic benefits from any
audio/video contents made available by an internet user who has no authorization for sharing such contents, the internet service provider shall be presumed to
be at fault. These interpretations could subject us and other internet service providers to significant administrative burdens and litigation risks.

We conduct our business operations primarily in China. There might be claims that we are subject to U.S. copyright laws, including the legal standards
for determining indirect liability for copyright infringement, although we believe such claims are without merits. We cannot assure you that we will not be
subject to copyright infringement lawsuits or other proceedings in the U.S. or elsewhere in the future.
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Intellectual property litigation is expensive and time-consuming and could divert resources and management attention from the operations of our
business. We are currently named as a defendant in some copyright infringement suits in connection with our Baidu WenKu, Baidu Post Bar, Baidu Media
Player, Baidu Video Search, iQiyi and certain other products or services. See “Item 8.A. Financial Information—Consolidated Statements and Other Financial
Information—Legal Proceedings.” There is no guarantee that the competent courts will accept our defenses and rule in our favor. If there is a successful claim
of infringement, we may be required to discontinue the infringing activities, pay substantial fines and damages and/or enter into royalty or license agreements
that may not be available on commercially acceptable terms, if at all. Our failure to obtain a license of the rights on a timely basis could harm our business.
Any intellectual property litigation by third parties and/or negative publicity alleging our intellectual property infringement could have an adverse effect on
our business, reputation, financial condition or results of operations. To address the risks relating to intellectual property infringement, we may have to
substantially modify, limit or terminate some of our search services. Any such change could materially affect user experience and in turn have an adverse
impact on our business.

We have been and may again be subject to claims based on the content found on our websites, the results in our paid search listings or other products and
services we offer.

In addition to the content developed by ourselves and posted on our websites, our users are free to post information on Baidu Post Bar, Baidu Knows,
Baidu Encyclopedia, Baidu WenKu and other sections of our websites, and our P4P customers may create text-based descriptions, image descriptions and
other phrases to be used as text, image or keywords in our search listings, and users can also use our personal cloud computing service, Baidu Yun, to upload,
store and share documents, images, audios and videos on our cloud servers. We have been and may continue to be subject to claims for intellectual property
infringement, defamation, negligence or other legal theories based on the content found on our websites, the results in our paid search listings or our other
products and services, which, with or without merit, may result in diversion of management attention and financial resources and negative publicity on our
brand and reputation. See “Item 8.A. Financial Information—Consolidated Statements and Other Financial Information—Legal Proceedings.” Furthermore, if
the content posted on our websites or found, stored or shared through our other products and services contains information that government authorities find
objectionable, our websites or relevant products or services may be shut down and we may be subject to other penalties. See “—Risks Related to Doing
Business in China—Regulation and censorship of information disseminated over the internet in China may adversely affect our business, and subject us to
liability for information displayed on or linked to our websites, and negative publicity in international media.”

Under PRC advertising laws and regulations, we are obligated to monitor the advertising content posted on our websites to ensure that such content is
fair and accurate and in compliance with applicable law. In addition, where a special government review is required for specific categories of advertisements
before posting, we are obligated to confirm that such review has been performed and approval has been obtained. See “Item 4.B. Information on the Company
—Business Overview—Regulation—Regulations on Advertisements.” Our P4P services are not subject to PRC advertising laws and regulations, because
PRC laws and regulations and administrative authorities currently do not classify P4P services as a form of online advertising. However, if P4P services are
classified as a form of online advertising in the future, we would be obligated to examine the content of our P4P customers’ listings on our websites as
required by PRC advertising laws and regulations, which could be very burdensome, and we may have to stop posting certain categories of listings on our
websites or otherwise cease our P4P services for certain categories of customers. If advertisements shown on our websites are in violation of relevant PRC
advertising laws and regulations, or if the supporting documentation and government approvals provided to us by our advertising clients in connection with
the advertising content are not complete or accurate, we may be subject to legal liabilities and our reputation could be harmed.

We have been and in the future may again be subject to claims or negative publicity based on the results in our paid search listings. Claims have been
filed against us after we allowed certain customers to register keywords containing trademarks, trade names or brand names owned by others and displayed
links to such
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customers’ websites in our paid search listings. While we maintain a database of certain well-known trademarks and update continually our system algorithms
and functions aiming at preventing customers from submitting a keyword containing the well-known trademarks that we know are owned by others, it is not
possible for us to completely prevent our customers from bidding on keywords that contain trademarks, trade names or brand names owned by others. There
has been negative publicity about fraudulent information in our paid search listings. Although we have been continually enhancing our technology, control
and oversight to prevent fraudulent websites, web pages and information from our paid search listings, there is no guarantee that the measures we have taken
are effective at all times. Claims and negative publicity based on the results in our paid search listings, regardless of their merit, may divert management
attention, severely disrupt our operations, adversely affect our results of operations and harm our reputation.

We may be subject to patent infringement claims with respect to our P4P platform.

Our technologies and business methods, including those relating to our P4P platform, may be subject to third-party claims or rights that limit or prevent
their use. In June 2005, we applied for a patent in China for our P4P platform, but our application was rejected on the ground that it is not patentable. Certain
U.S.-based companies, including Overture Services Inc., have been granted patents in the United States relating to P4P platforms and similar business
methods and related technologies. While we believe that we are not subject to U.S. patent laws since we conduct our business operations outside of the United
States, we cannot assure you that U.S. patent laws would not be applicable to our business operations, or that holders of patents relating to a P4P platform
would not seek to enforce such patents against us in the United States or China.

Many parties are actively developing and seeking protection for internet-related technologies, including patent protection. They may hold patents
issued or pending that relate to certain aspects of our technologies, products, business methods or services. Any patent infringement claims, regardless of their
merits, could be time-consuming and costly to us. If we were sued for patent infringement claims with respect to our P4P platform and were found to infringe
upon the patents and were not able to adopt non- infringing technologies, we may be severely limited in our ability to operate our P4P platform, which would
have a material and adverse effect on our results of operations and prospects.

Our business may be adversely affected by third-party software applications or practices that interfere with our receipt of information from, or provision
of information to, our users, which may impair our users’ experience.

Our business may be adversely affected by third-party malicious or unintentional software applications that make changes to our users’ computers and
interfere with our products and services. These software applications may change our users’ internet experience by hijacking queries to our websites, altering
or replacing our search results, or otherwise interfering with our ability to connect with our users. The interference often occurs without disclosure to or
consent from users, resulting in a negative experience, which users may associate with our websites. These software applications may be difficult to remove
or disable, may reinstall themselves and may circumvent other applications’ efforts to block or remove them. In addition, our business may be adversely
affected by the practices of third-party website owners, content providers and developers which interfere with our ability to crawl and index their web pages
and contents including applications. The ability to provide a superior user experience is critical to our success. If we are unable to successfully combat
malicious third-party software applications that interfere with our products and services, our reputation may be harmed. If a significant number of website
owners, content providers and developers prevent us from indexing and including their high-quality web pages and contents including applications in our
search results, the quality of our search results may be impaired.
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We may not be able to prevent others from unauthorized use of our intellectual property, which could harm our business and competitive position.

We rely on a combination of copyright, trademark and trade secret laws, as well as nondisclosure agreements and other methods to protect our
intellectual property rights. The protection of intellectual property rights in China may not be as effective as those in the United States or other countries. The
steps we have taken may be inadequate to prevent the misappropriation of our technology. Reverse engineering, unauthorized copying or other
misappropriation of our technologies could enable third parties to benefit from our technologies without paying us. Moreover, unauthorized use of our
technology could enable our competitors to offer products and services that are comparable to or better than ours, which could harm our business and
competitive position. We have in the past resorted to litigation to enforce our intellectual property rights, and may have to do so from time to time in the
future. There is no guarantee that the competent courts will accept our claims and rule in our favor. Such litigation may result in substantial costs and
diversion of resources and management attention.

Our success depends on the continuing and collaborative efforts of our management team and other key personnel, and our business may be harmed if
we lose their services.

Our future success depends heavily upon the continuing services of our management team, in particular our chairman and chief executive officer, Robin
Yanhong Li. If one or more of our executives or other key personnel are unable or unwilling to continue in their present positions, we may not be able to
replace them easily or at all, and our business may be disrupted and our financial condition and results of operations may be materially and adversely affected.
Competition for management and key personnel is intense, the pool of qualified candidates is limited, and we may not be able to retain the services of our
executives or key personnel, or attract and retain experienced executives or key personnel in the future.

If any of our executives or other key personnel joins a competitor or forms a competing company, we may lose customers, distributors, know-how and
key personnel. Each of our executive officers and key employees has entered into an employment agreement with us, containing confidentiality and non-
competition provisions. If any disputes arise between any of our executives or key personnel and us, we cannot assure you the extent to which any of these
agreements may be enforced.

We rely on highly skilled personnel. If we are unable to retain or motivate them or hire additional qualified personnel, we may not be able to grow
effectively.

Our performance and future success depend on the talents and efforts of highly skilled individuals. We will need to continue to identify, hire, develop,
motivate and retain highly skilled personnel for all areas of our organization and business operations. Competition in the internet industry for qualified
employees is intense. Our continued ability to compete effectively depends on our ability to attract new employees and to retain and motivate our existing
employees. As competition in the internet industry intensifies, it may be more difficult for us to hire, motivate and retain highly skilled personnel. If we do
not succeed in attracting additional highly skilled personnel or retaining or motivating our existing personnel, we may be unable to grow effectively.

Our strategy of investments and acquiring complementary businesses and assets may fail.

As part of our business strategy, we have pursued, and intend to continue to pursue, selective strategic investments and acquisitions of businesses and
assets that complement our existing business. In the past three years, we acquired certain businesses and intangible assets, through several strategic
investments and acquisitions, such as our investment in Qunar Cayman Islands Limited, or Qunar, and Qiyi.com, Inc., and our acquisition of the online video
business of PPStream Inc. and acquisition of 91 Wireless Websoft Limited, or 91 Wireless. We intend to make other strategic investments and acquisitions in
the future if suitable opportunities arise. Investments and acquisitions involve uncertainties and risks, including:

+  potential ongoing financial obligations and unforeseen or hidden liabilities, including liability for infringement of third-party copyrights or other
intellectual property;
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» failure to achieve the intended objectives, benefits or revenue-enhancing opportunities;
»  costs and difficulties of integrating acquired businesses and managing a larger business;
» potentially significant goodwill impairment charges;

»  high acquisition and financing costs;

» possible loss of key employees of a target business;

» potential claims or litigation regarding our board’s exercise of its duty of care and other duties required under applicable law in connection with
any of our significant acquisitions or investments approved by the board; and

» diversion of resources and management attention.

Any failure to address these risks successfully may have a material and adverse effect on our financial condition and results of operations. Investments
and acquisitions may require a significant amount of capital investment, which would decrease the amount of cash available for working capital or capital
expenditures. In addition, if we use our equity securities to pay for investments and acquisitions, we may dilute the value of our ADSs and the underlying
ordinary shares. If we borrow funds to finance investments and acquisitions, such debt instruments may contain restrictive covenants that could, among other
things, restrict us from distributing dividends. Moreover, acquisitions may also generate significant amortization expenses related to intangible assets. We

may also incur impairment charges to earnings for investments and acquired businesses and assets which are determined to be impaired, and recognize the
proportional share of the net losses of the investees to the extent of the amount of the investments for the equity method investments.

We are subject to risks and uncertainties faced by companies in a rapidly evolving industry.

We operate in the rapidly evolving internet industry, which makes it difficult to predict our future results of operations. Accordingly, you should
consider our future prospects in light of the risks and uncertainties experienced by companies in evolving industries. Some of these risks and uncertainties
relate to our ability to:

* maintain our leading position in the Chinese language internet search market;

»  offer new, innovative products and services and enhance our existing products and services with innovative and advanced technology to attract
and retain a larger user base;

+  attract users’ continuing use of internet search services;

*  retain existing customers and attract additional customers and increase spending per customer;

» upgrade our technology to support increased traffic and expanded product and service offerings;

e further enhance our brand;

+  respond to competitive market conditions;

» respond to evolving user preferences or industry changes;

» respond to changes in the regulatory environment and manage legal risks, including those associated with intellectual property rights;
+ maintain effective control of our costs and expenses;

»  execute our strategic investments and acquisitions and post-acquisition integrations effectively;

+  attract, retain and motivate qualified personnel and maintain good relations with a young and growing work force; and

*  build profitable operations in new markets and other overseas internet search markets we have entered into.
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If we are unsuccessful in addressing any of these risks and uncertainties, our business may be materially and adversely affected.

Our historical growth rate may not be indicative of our future growth rate.

We have experienced substantial growth in recent years. Our total revenues and net income attributable to Baidu, Inc. grew at a compound annual
growth rate of 57.8% and 39.1%, respectively, from 2010 to 2014. Our growth was driven in part by the growth in China’s internet and online marketing
industries, which may not be indicative of future growth or be sustainable. Our past growth rate may not be indicative of our future growth rate.

Our indebtedness could adversely affect our financial condition and our ability to obtain additional capital on reasonable terms when necessary.

As of December 31, 2014, we had an aggregate of US$4.2 billion of outstanding indebtedness that will mature between 2015 and 2022 and we may
incur additional indebtedness in the future. Our current and future debt requires us to dedicate a portion of our cash flow to service interest and principal
payments and may limit our ability to engage in other transactions. Our ability to pay interest and repay the principal for our indebtedness is dependent upon
our ability to manage our business operations, generate sufficient cash flows to service such debt and the other factors discussed in this section. There can be
no assurance that we will be able to manage any of these risks successfully.

We may require additional capital to support our business growth or to respond to business opportunities, challenges or unforeseen circumstances. Our
ability to obtain additional capital, if and when required, will depend on our business plans, investor demand, our operating performance, the condition of the
capital markets, and other factors, and our indebtedness may limit our ability to borrow additional funds. We may have difficulty incurring new debt on terms
that we would consider to be commercially reasonable, if at all. In addition, we may also need to refinance a portion of our outstanding debt as it matures.
There is a risk that we may not be able to refinance existing debt or that the terms of any refinancing may not be as favorable as the terms of our existing debt.

Our results of operations may fluctuate, which makes our results difficult to predict and could cause our results to fall short of expectations.

Our results of operations may fluctuate as a result of a number of factors, many of which are beyond our control. For these reasons, comparing our
results of operations on a period-to-period basis may not be meaningful, and you should not rely on our past results as an indication of our future
performance. Our quarterly and annual revenues and costs and expenses as a percentage of our revenues may be significantly different from our historical or
projected figures. Our results of operations in future quarters may fall below expectations. Any of these events could cause the price of our ADSs to fall. Any
of the risk factors listed in this “Risk Factors” section, and in particular the following factors, could cause our results of operations to fluctuate from quarter to
quarter:

* general economic conditions in China and economic conditions specific to the internet, internet search and online marketing industries;
+ our ability to continue to attract users to our websites despite the emergence of mobile applications;

* our ability to attract additional customers and increase spending per customer;

» the announcement or introduction of new or enhanced products and services by us or our competitors;

+ the amount and timing of operating costs and capital expenditures related to the maintenance and expansion of our businesses, operations and
infrastructure;

+  the results of our acquisitions of, or investments in, other businesses or assets;
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+ PRC regulations or government actions pertaining to activities on the internet, including various forms of entertainment, online payment and
activities otherwise affecting our online marketing customers, and those relating to the new products and services we may introduce from time to
time;

» unforeseen events, such as negative publicity arising from widespread media coverage and other sources and labor disputes; and

» geopolitical events, natural disasters or epidemics.

Because of the rapid growth of our business, our historical results of operations may not be useful to you in predicting our future results of operations.
Our user traffic tends to be seasonal. For example, we generally experience less user traffic during public holidays and other special event periods in China. In
addition, advertising and other marketing spending in China has historically been cyclical, reflecting overall economic conditions as well as budgeting and
buying patterns. Our rapid growth has lessened the impact of the cyclicality and seasonality of our business. As we continue to grow, we expect that the
cyclicality and seasonality in our business may cause our results of operations to fluctuate.

A severe and prolonged global economic recession and the slowdown in the Chinese economy may adversely affect our business, results of operations and
financial condition.

The global macroeconomic environment is facing challenges, including the escalation of the European sovereign debt crisis since 2011, the end of
quantitative easing by the U.S. Federal Reserve and the economic slowdown in the Eurozone in 2014. The Chinese economy has slowed down in recent
years. According to the National Bureau of Statistics of China, China’s gross domestic product (GDP) growth slowed to 7.4% in 2014. There have been
concerns over unrest in the Middle East and Africa, which have resulted in volatility in oil and other markets, and over the possibility of a war involving
Ukraine. There have also been concerns on the relationship among China and other Asian countries, which may result in or intensify potential conflicts in
relation to territorial disputes. Economic conditions in China are sensitive to global economic conditions, as well as changes in domestic economic and
political policies and the expected or perceived overall economic growth rate in China. Any prolonged slowdown in the global or Chinese economy may have
a negative impact on our business, results of operations and financial condition, and continued turbulence in the international markets may adversely affect
our ability to access the capital markets to meet liquidity needs. Our customers may reduce or delay spending with us, while we may have difficulty
expanding our customer base fast enough, or at all, to offset the impact of decreased spending by our existing customers. In addition, to the extent we offer
credit to any customer and the customer experiences financial difficulties due to the economic slowdown, we could have difficulty collecting payment from
the customer.

Because we rely to a large extent on distributors in providing our P4P services, failure to retain key distributors or attract additional distributors could
materially and adversely affect our business. Moreover, there is no assurance that our direct sales model in some key geographic markets will continue to
be successful.

Online marketing is at a development stage in China and is not as widely accepted by or available to businesses in China as in the United States. As a
result, we rely, to a large extent, on a nationwide distribution network of third-party distributors for our sales to, and collection of payment from, our P4P
customers. If our distributors do not provide quality services to our P4P customers or otherwise breach their contracts with our P4P customers, we may lose
customers and our results of operations may be materially and adversely affected. Since most of our distributors are not bound by long-term contracts, we
cannot assure you that we will continue to maintain favorable relationships with them. If we fail to retain our key distributors or attract additional distributors
on terms that are commercially reasonable, our business and results of operations could be materially and adversely affected.

We have transitioned to using our direct sales force to serve P4P customers in some key geographic markets, such as Beijing, Shanghai and major cities
in Guangdong Province. There is no assurance that our direct
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sales model in those markets will continue to be successful. If we fail to maintain an adequate direct sales force, retain existing customers and continue to
attract new customers in those markets, our business, results of operations and prospects could be materially and adversely affected.

We rely on our Baidu Union members for a significant portion of our revenues. If we fail to retain existing Baidu Union members or attract additional
members, our revenue growth and profitability may be adversely affected.

We pay Baidu Union members a portion of our revenues based on click-throughs by users of Baidu Union members’ properties. We consider our Baidu
Union critical to the future growth of our revenues. Some of our Baidu Union members, however, may compete with us in one or more areas of our business.
Therefore, they may decide in the future to terminate their relationships with us. If our Baidu Union members decide to use a competitor’s or their own
internet search services, our user traffic may decline, which may adversely affect our revenues. If we fail to attract additional Baidu Union members, our
revenue growth may be adversely affected. In addition, if we have to share a larger portion of our revenues to retain existing Baidu Union members or attract
additional members, our profitability may be adversely affected.

Our overseas operations may not be successful.

We have started to launch products and services in local languages to internet users in several countries. It is uncertain when the operation will become
profitable, if at all. In particular, we rely on local telecommunication operators and service providers to provide us with network services and data center
hosting services, and our systems for these international products and services are not redundant across different regions and data centers. Any interruption to
the internet infrastructure or any data center may render our products and services in the region unavailable.

We face certain risks inherent in doing business internationally, including:

+ difficulties in developing, staffing and simultaneously managing a foreign operation as a result of distance, language and cultural differences;
* longer customer payment cycles;

» currency exchange rate fluctuations;

*  political or social unrest or economic instability;

» unexpected changes in laws or regulations;

*  severe natural disasters; and

+ potentially adverse tax consequences.

One or more of these factors could harm our overseas operations and consequently, could harm our overall results of operations.

If we are unable to adapt or expand our existing technology infrastructure to accommodate greater traffic, content or additional customer requirements,
our business may be harmed.

Our Baidu.com website regularly serves a large number of users and customers and delivers a large number of daily page views. Our technology
infrastructure is highly complex and may not provide satisfactory service in the future, especially as the number of users and customers increases. We may be
required to upgrade our technology infrastructure to keep up with the increasing traffic on our Baidu.com website, such as increasing the capacity of our
servers and the sophistication of our software. If we fail to adapt our technology infrastructure to accommodate greater traffic or customer requirements, our
users and customers may become dissatisfied with our services and switch to our competitors’ websites, which could harm our business.
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If we fail to detect fraudulent click-throughs, our customers’ confidence in us could be damaged and our revenues could decline.

We are exposed to the risk of click-through fraud on our paid search results. Click-through fraud occurs when a person clicks paid search results for a
reason other than to view the underlying content of search results. If we fail to detect fraudulent clicks or otherwise are unable to prevent this fraudulent
activity, the affected customers may experience a reduced return on investments, or ROI, in our online marketing services and lose confidence in the integrity
of our systems, and we may have to issue refunds to our customers. If this happens, we may be unable to retain existing customers or attract new customers
for our online marketing services, and our online marketing revenues could decline. In addition, affected customers may also file legal actions against us
claiming that we have over-charged or failed to refund them. Any such claims or similar claims, regardless of their merits, could be time-consuming and
costly for us to defend against and could also adversely affect our brand and our customers’ confidence in the integrity of our systems.

The successful operation of our business depends upon the performance and reliability of the internet infrastructure and fixed telecommunications
networks in China.

Our business depends on the performance and reliability of the internet infrastructure in China. Almost all access to the internet is maintained through
state-owned telecommunication operators under the administrative control and regulatory supervision of the Ministry of Industry and Information
Technology, or the MIIT. In addition, the national networks in China are connected to the internet through international gateways controlled by the PRC
government. These international gateways are the only channels through which a domestic user can connect to the internet. It is unpredictable whether a more
sophisticated internet infrastructure will be developed in China. We may not have access to alternative networks in the event of disruptions, failures or other
problems with China’s internet infrastructure. In addition, the internet infrastructure in China may not support the demands associated with continued growth
in internet usage.

We rely heavily on China Telecommunications Corporation, or China Telecom, China United Network Communications Group Company Limited, or
China Unicom, and China Mobile Communications Corporation, or China Mobile, to provide us with network services and data center hosting services. We
have entered into contracts with various local branches or subsidiaries of China Telecom, China Unicom and China Mobile to obtain data communications
capacity. We have limited access to alternative services in the event of disruptions, failures or other problems with the fixed telecommunications networks of
these companies, or if these companies otherwise fail to provide the services. In May 2014, the service of our Baidu Yun was inaccessible to some users for
approximately four hours due to a failure of the internet infrastructure. Any unscheduled service interruption could damage our reputation and result in a
decrease in our revenues. Furthermore, we have no control over the costs of the services provided by these telecommunication companies. If the prices that
we pay for telecommunications and internet services rise significantly, our gross margins could be adversely affected. In addition, if internet access fees or
other charges to internet users increase, our user traffic may decrease, which in turn may harm our revenues.

Failure of information security could subject us to penalties, damage our reputation and brand, and harm our business and results of operations.

The internet industry is facing significant challenges regarding information security and privacy, including the storage, transmission and sharing of
confidential information. We transmit and store over our systems confidential and private information of our users, customers, distributors and Baidu Union
members, such as personal information, including names, user IDs and passwords, and payment or transaction related information. We are required by PRC
law to ensure the confidentiality, integrity, availability and authenticity of the information of our users, customers, distributors and Baidu Union members,
which is also essential to maintain their confidence in our online products and services.
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We have adopted strict information security policies and deployed advanced measures to implement the policies, including, among others, advanced
encryption technologies. However, advances in technology, increased level of sophistication and diversity of our products and services, increased level of
expertise of hackers, new discoveries in the field of cryptography or others could still result in a compromise or breach of the measures that we use. Because
of our leading market position in the internet industry in China, we believe we are a particularly attractive target for security breaches and hacking attacks. We
have experienced in the past, and may experience in the future, such attacks. In December 2012, the Standing Committee of the PRC National People’s
Congress promulgated the Decision on Strengthening Network Information Protection, or the Network Information Protection Decision, to enhance the legal
protection of information security and privacy on the internet. The Network Information Protection Decision also requires internet operators to take measures
to ensure confidentiality of information of users. In July 2013, the MIIT promulgated the Provisions on Protection of Personal Information of
Telecommunication and Internet Users to regulate the collection and use of users’ personal information in the provision of telecommunication service and
internet information service in China. However, the effect of these laws on curbing hacking and other illegal online activities still remains to be seen.
Significant capital, managerial and human resources are required to comply with legal requirements, enhance information security and to address any issues
caused by security failures. If we are unable to protect our systems, hence the information stored in our systems, from unauthorized access, use, disclosure,
disruption, modification or destruction, such problems or security breaches could cause loss or give rise to our liabilities to the owners of confidential
information, such as our users, customers, distributors and Baidu Union members, subject us to penalties imposed by administrative authorities, and disrupt
our operations. Any negative publicity on our website’s safety or privacy protection mechanism and policy could also have a material and adverse effect on
reputation and brand and harm our business and results of operations.

If we fail to maintain an effective system of internal control over financial reporting, we may lose investor confidence in the reliability of our financial
statements.

We are subject to reporting obligations under the U.S. securities laws. The SEC, as required by Section 404 of the Sarbanes-Oxley Act of 2002, adopted
rules requiring every public company to include a management report on the company’s internal control over financial reporting in its annual report, which
contains management’s assessment of the effectiveness of our internal control over financial reporting. In addition, an independent registered public
accounting firm must attest to and report on the effectiveness of our internal control over financial reporting. We have been subject to these requirements
since the fiscal year ended December 31, 2006.

Our management has concluded that our internal control over financial reporting was effective as of December 31, 2014. See “Item 15. Controls and
Procedures.” Our independent registered public accounting firm has issued an attestation report, which has concluded that our internal control over financial
reporting was effective in all material aspects as of December 31, 2014. However, if we fail to maintain effective internal control over financial reporting in
the future, our management and our independent registered public accounting firm may not be able to conclude that we have effective internal control over
financial reporting at a reasonable assurance level. This could in turn result in loss of investor confidence in the reliability of our financial statements and
negatively impact the trading price of our ADSs. Furthermore, we have incurred and anticipate that we will continue to incur considerable costs, management
time and other resources in an effort to comply with Section 404 and other requirements of the Sarbanes-Oxley Act.

We have limited business insurance coverage.

The insurance industry in China is still at a relatively early stage of development. Insurance companies in China offer limited business insurance
products. We do not have any business liability or disruption insurance coverage for our operations in China. Any business disruption may result in our
incurring substantial costs and the diversion of our resources.
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We face risks related to health epidemics, severe weather conditions and other outbreaks.

Our business could be adversely affected by the effects of avian influenza, severe acute respiratory syndrome (SARS), the influenza A virus, Ebola
virus, severe weather conditions or other epidemic or outbreak. Health or other government regulations adopted in response to an epidemic, severe weather
conditions such as snow storm, flood or hazardous air pollution, or other outbreaks may require temporary closure of our offices or internet cafes where many
users access our websites. Such closures may disrupt our business operations and adversely affect our results of operations.

Risks Related to Our Corporate Structure

PRC laws and regulations governing our businesses and the validity of certain of our contractual arrangements are uncertain. If we are found to be in
violation, we could be subject to sanctions. In addition, changes in PRC laws and regulations or changes in interpretations thereof may materially and
adversely affect our business.

The PRC government restricts or imposes conditions on foreign investment in internet, online advertising, online audio and video services and mobile
application distribution businesses. We and our PRC subsidiaries are considered foreign persons or foreign-invested enterprises under PRC foreign investment
related laws. As a result, we and our PRC subsidiaries are subject to PRC legal restrictions on or conditions for foreign ownership of internet, online
advertising, online audio and video services and mobile application distribution businesses. Due to these restrictions and conditions, we operate our websites
and conduct online advertising, online audio and video services and mobile application distribution businesses in China through our consolidated affiliated
entities. As all the nominee shareholders of our consolidated affiliated entities are either PRC citizens or PRC domestic enterprises, these entities are therefore
considered as PRC domestic enterprises under PRC law. The “nominee shareholders” refer to those shareholders who have pledged their equity interest in our
consolidated affiliated entities to us and entered into exclusive equity purchase and transfer option agreements with us as part of the contractual arrangements.
Our contractual arrangements with our consolidated affiliated entities and the nominee shareholders allow us to have the power to direct the activities of these
entities that most significantly impact their economic performance. These contractual arrangements demonstrate our ability and intention to continue to
exercise the ability to absorb substantially all of the profits and the expected losses of the affiliated entities. In 2012, 2013 and 2014, we derived
approximately 29%, 28% and 27% of our total revenues, respectively, from our consolidated affiliated entities through contractual arrangements.

There are substantial uncertainties regarding the interpretation and application of PRC laws and regulations, including, but not limited to, the laws and
regulations governing our business, or the enforcement and performance of our contractual arrangements with our consolidated affiliated entities, including
but not limited to Baidu Netcom and the nominee shareholders. These laws and regulations may be subject to change, and their official interpretation and
enforcement may involve substantial uncertainty. New laws and regulations that affect existing and proposed future businesses may also be applied
retroactively.

Although we believe we comply with current PRC laws and regulations, we cannot assure you that the PRC government would agree that our
contractual arrangements comply with PRC licensing, registration or other regulatory requirements, with existing policies or with requirements or policies
that may be adopted in the future. The PRC government has broad discretion in determining penalties for violations of laws and regulations. If the PRC
government determines that we do not comply with applicable law, it could revoke our business and operating licenses, require us to discontinue or restrict
our operations, restrict our right to collect revenues, block our websites, require us to restructure our operations, impose additional conditions or requirements
with which we may not be able to comply, impose restrictions on our business operations or on our customers, or take other regulatory or enforcement actions
against us that could be harmful to our business. Any of these or similar occurrences could significantly disrupt our business operations or restrict us from
conducting a substantial portion of our business operations, which could materially and adversely affect our business, financial condition and results of
operations. If any of these occurrences results in our inability to direct the activities of any of our

19



Table of Contents

consolidated affiliated entities that most significantly impact its economic performance, and/or our failure to receive the economic benefits from any of our
consolidated affiliated entities, we may not be able to consolidate the entity in our consolidated financial statements in accordance with U.S. GAAP.

If the PRC government were to classify P4P services as a form of online advertising or as part of internet content services, our effective tax rate may
increase and we might be subject to sanctions and required to pay delinquent taxes.

PRC laws and regulations and administrative authorities currently do not classify P4P services as a form of online advertising or as part of internet
content services that require an ICP license, or ICP services. However, we cannot assure you that the PRC government will not classify P4P services as a
form of online advertising or as part of ICP services in the future. If new regulations characterize P4P services as a form of online advertising or as part of
ICP services, our tax liability may increase, given the advertising revenues are subject to a 3% construction fee for culture undertakings in addition to the 6%
value-added tax, or VAT, which has replaced the original 5% business tax for advertising revenues. See “Item 5.A. Operating and Financial Review and
Prospects—Operating Results—Taxation” for more information on PRC business tax and VAT. Moreover, if the change in classification of P4P services were
to be retroactively applied, we might be subject to sanctions, including payment of delinquent taxes and fines. In addition, the classification of P4P services as
a form of online advertising could subject us to an obligation to examine the content of our P4P customers’ listings on our websites and the associated risks.
See “—Risks Related to Our Business—We have been and may again be subject to claims based on the content found on our websites or the results in our
paid search listings.” Such examinations could be burdensome and increase our operating costs and expenses. Any change in the classification of P4P by the
PRC government may materially and adversely affect our business, results of operations and financial condition.

Our contractual arrangements with our consolidated dffiliated entities in China and the individual nominee shareholders may not be as effective in
providing control over these entities as direct ownership.

Since PRC law restricts or imposes conditions on foreign equity ownership in internet, online advertising, online audio and video services and mobile
application distribution companies in China, we operate our websites and conduct our online advertising, online audio and video services and mobile
application distribution businesses through our consolidated affiliated entities in China. We have no equity interest in any of these entities and must rely on
contractual arrangements to control and operate the businesses and assets held by our consolidated affiliated entities, including the domain names and
trademarks that have been transferred from our subsidiaries to our consolidated affiliated entities in accordance with requirements of PRC law. These
contractual arrangements may not be as effective in providing control over these entities as direct ownership. For example, our consolidated affiliated entities
and the individual nominee shareholders could breach their contractual arrangements with us by, among other things, failing to operate our business, such as
using the domain names and trademarks our subsidiaries have transferred to them or maintaining our websites, in an acceptable manner or taking other
actions that are detrimental to our interests. If our consolidated affiliated entities or the individual nominee shareholders fail to perform their obligations under
these contractual arrangements, we may have to incur substantial costs to enforce such arrangements, and rely on legal remedies under PRC law, including
contract remedies, which may not be sufficient or effective. If we are unable to enforce these contractual arrangements, or if we suffer significant delay or
other obstacles in the process of enforcing these contractual arrangements, we may not be able to have the power to direct the activities that most significantly
affect the economic performance of our consolidated affiliated entities, and we may lose control over the assets owned by our consolidated affiliated entities,
including our baidu.com domain name and website, and any other domain names and websites we have access to may not attract a large number of users and
customers at the same level as baidu.com. As a result, our ability to conduct our business may be materially and adversely affected, and we may not be able to
consolidate the financial results of the relevant affiliated entities into our consolidated financial statements in accordance with U.S. GAAP, which may
materially and adversely affect our results of operations and damage our reputation.
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Our contractual arrangements with our consolidated dffiliated entities in China may result in adverse tax consequences to us.

As a result of our corporate structure and the contractual arrangements between our subsidiaries and each of our consolidated affiliated entities in
China, we are subject to VAT at a rate of 6% as a result of the pilot VAT reform program on both revenues generated by our consolidated affiliated entities’
operations in China and revenues derived from our subsidiaries’ contractual arrangements with these consolidated affiliated entities. Where our consolidated
affiliated entity is qualified as a VAT general taxpayer, the VAT charged by our subsidiaries on the revenues obtained from such consolidated affiliated entity
based on the contractual arrangement between our subsidiaries and such consolidated affiliated entity will constitute input VAT for the consolidated affiliated
entity, and will be creditable against output VAT arising in connection with VAT taxable activities carried out by the consolidated affiliated entity. Se