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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, ourcompany, our, or Baidu refersto Baidu, Inc., its subsidiaries, and, in the context of describ:
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 measurin;
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;

$, dollars, US$ 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

Table of Contents 6



Edgar Filing: Baidu, Inc. - Form 20-F

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 I

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, 2013, 2014 and 2015
and the consolidated balance sheets data as of December 31, 2014 and 2015 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, 2011 and 2012 and the
selected consolidated balance sheets data as of December 31, 2011, 2012 and 2013 have been derived from our
audited consolidated financial statements for the years ended December 31, 2011, 2012 and 2013, which are not
included in this annual report, with certain adjustment being made to the selected consolidated balance sheet data as of
December 31, 2013 as a result of our exchange of shares in Qunar Cayman Islands Limited, or Qunar, with Ctrip.com
International, Ltd., or Ctrip. 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,

2011 2012 2013 2014 2015
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 14,489,767 22,245,643 31,802,219 48,495,215 64,037,006 9,885,610
Others 11,019 60,383 141,705 557,103 2,344,723 361,963
Total revenues 14,500,786 22,306,026 31,943,924 49,052,318 66,381,729 10,247,573
Operating costs and
expenses:
Cost of revenues (3,896,883)  (6,448,545) (11,471,839) (18,885,450) (27,458,030) (4,238,789)
Selling, general and
administrative (1,692,810)  (2,501,336)  (5,173,533) (10,382,142) (17,076,383) (2,636,139)
Research and
development (1,334,434)  (2,304,825) (4,106,832)  (6,980,962) (10,175,762) (1,570,867)
Total operating costs and
expenses (6,924,127) (11,254,706) (20,752,204) (36,248,554) (54,710,175) (8,445,795)
Operating profit 7,576,659 11,051,320 11,191,720 12,803,764 11,671,554 1,801,778
Interest income 418,201 866,465 1,308,542 1,992,818 2,362,632 364,728
Interest expense (82,551) (107,857) (447,084) (628,571)  (1,041,394) (160,764)
Income (loss) from
equity method
investments (179,408) (294,229) 22,578 (19,943) 3,867 597
Other income, net,
including exchange
gains or losses 76,278 449,738 140,951 336,338 24,909,964 3,845,435
Income before income
taxes 7,809,179 11,965,437 12,216,707 14,484,406 37,906,623 5,851,774
Income taxes (1,188,861)  (1,574,159) (1,828,930)  (2,231,172)  (5,474,377) (845,098)
Net income 6,620,318 10,391,278 10,387,777 12,253,234 32,432,246 5,006,676
Less: Net loss
attributable to
non-controlling interests (18,319) (64,750) (162,880) (943,698)  (1,231,927) (190,177)
Net income attributable
to Baidu, Inc. 6,638,637 10,456,028 10,550,657 13,196,932 33,664,173 5,196,853
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Earnings per share for

Class A and Class B

ordinary shares)

Basic 190.27 298.62 300.66 374.88 954.56 147.36
Diluted 189.88 298.29 300.23 373.43 951.49 146.88
Earnings per ADS (1

Class A ordinary

share is represented by

10 ADSs)

Basic 19.03 29.86 30.07 37.49 95.46 14.74
Diluted 18.99 29.83 30.02 37.34 95.15 14.69

(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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Consolidated Balance

Sheets Data:

Cash and cash equivalents

Restricted cash

Short-term investments

Goodwill

Long-term investments, net

Total assets

Total liabilities
Total Baidu, Inc.
shareholders equity
Total equity

2011
RMB

4,127,482
483,387
10,051,578
2,419,542
734,360
23,340,541
7,015,028

15,291,716
15,389,535

2012
RMB

11,880,632
395,029
20,604,223
3,877,564
803,499
45,668,890
18,453,765

26,055,229
26,181,842

As of December 31,

2013 2014

RMB RMB

(In thousands)

9,691,797 13,852,725
259,533 413,010
27,481,642 42,698,831
16,864,350 17,418,895
1,259,473 3,544,923
70,357,365 99,118,062
30,320,538 45,065,679
37,796,492 51,072,424
40,036,827 52,157,881

2015

RMB

9,959,932
95,997
57,969,242
15,395,573
37,958,591
147,853,308
63,637,592

80,255,663
80,267,837

US$

1,537,549
14,819
8,948,909
2,376,667
5,859,797
22,824,616
9,823,952

12,389,338
12,391,217

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 RMB6.4778 to US$1.00, the noon buying rate in
effect as of December 31, 2015. 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 April 1, 2016, the noon buying rate was
RMB6.4776 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.

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

2011 6.2939 6.4475 6.6364 6.2939
2012 6.2301 6.2990 6.3879 6.2221
2013 6.0537 6.1412 6.2438 6.0537
2014 6.2046 6.1704 6.2591 6.0402
2015 6.4778 6.2869 6.4896 6.1870
October 6.3180 6.3505 6.3591 6.3180
November 6.3883 6.3640 6.3945 6.3180
December 6.4778 6.4491 6.4896 6.3883
2016

January 6.5752 6.5726 6.5932 6.5219
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February 6.5525 6.5501 6.5795 6.5154
March 6.4480 6.5027 6.5500 6.4480
April (through April 1, 2016) 6.4776 6.4776 6.4776 6.4776

Source: Federal Reserve Statistical Release

(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 choose to discontinue their business
with us, which 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
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ability to increase revenue and profitability from online marketing on PC and mobile internet 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;
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increased competition and potential downward pressure on online marketing prices;

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 cannot assure you that we will
be able to defuse negative publicity to the satisfaction of our investors, users, customers and business partners. From
time to time, there have been negative publicities about our company and our business practice, which adversely
affected our public image and reputation during the period of certain intense negative publicities. Intense negative
publicities may divert our management s attention and may adversely impact our business, and we cannot assure you
that our brand, public image and reputation will not be materially and adversely affected.

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, including competition from other companies
that seek to provide internet search services to users and provide online marketing services to customers, as well as
other companies that provide transaction or internet video services. In the Chinese internet market, our main
competitors include 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/wapsites. For transaction services, our primary
competitors include China-based internet companies such as Meituan-Dianping and Koubei. For iQiyi, our primary
competitors include companies that operate online video websites in China, such as Youku-Tudou and Tencent Video.
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, merchants, content,
strategic partners and networks of third-party websites/wapsites, investing more heavily in research and development
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and making acquisitions. If any of our competitors provides comparable or better Chinese language search experience,
transaction services or internet video services, 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
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China generally allocate, and may continue to allocate, most of their marketing budgets to traditional advertising
media and only a limited 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 affected.

As part of our growth strategy, we enter into new internet businesses from time to time by leveraging our large
internet user base to generate additional revenue streams and through our development of new 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/4G 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, our further penetration in the mobile internet market may be hindered. 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
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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.
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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, 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 Cloud 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 disasters 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 that we rely upon, our
reputation and brand could be severely harmed. The steps we take to increase the reliability and redundancy of our
systems may cause us to incur heavy costs and 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 and other tablets such as iPad, and television set-top devices, is increasing
dramatically. The varying display sizes, functionality, and memory associated with some alternative devices may
require us to tailor the user experience and interfaces to those devices 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, user time spent on search queries is being divided across apps tailored to particular devices
or social media platforms. A shift in user behavior to perform search queries on other apps rather than a search engine
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 future channels to access search. We may encounter challenges 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.
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our user and customer base and explore new opportunities. To manage the further expansion of our
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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. In addition, as we expand
into certain new businesses, such as internet finance, we may be required to apply for specific operation permits to be
qualified to conduct the business. We are in the process of applying for such permits but we cannot assure you that we
will be able to obtain them in a timely manner, if at all.

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 Cloud,
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
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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
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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.

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 Music, P4P, Baidu Post Bar, Baidu Cloud, Baidu Nuomi, 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 Cloud, 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
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Supervision and Administration of Online Advertising (Draft for Comment), or the Draft Online Advertising
Measures, for seeking comments. The Draft Online Advertising Measures classifies paid search results as a form of
online advertising and require search engine service providers to clearly identify any paid search results to avoid
causing any confusion to customers. The Draft Online Advertising Measures also requires internet information service
providers to examine business licenses of advertisers, advertising operators and advertising distributors using the
service providers internet media resources and other qualifications that the goods or services being advertised are
subject to. If an internet information service provider has the right to decide the content of the online advertisements
or the online advertisements are directly displayed or stored on the internet service provider s websites or other internet
media resources, the internet information service provider will also be obligated to examine content of the online
advertisements in accordance with PRC advertising laws and regulations. There are substantial uncertainties as to if
and when the Draft Online Advertising Measures will be adopted into law and what further changes will be made to
such measures prior to or during such adoption. If our P4P services are classified as a form of online advertising and
we meet the conditions requiring internet information service providers to examine the content of the online
advertisements under the new regulations adopted in the future, we would be obligated to examine the content of our
P4P customers listings on our websites, which could be excessively burdensome such that 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 customers websites in our paid
search listings. While we maintain a database of certain well-known trademarks and continually update 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 primarily in China, 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
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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.

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
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12

Table of Contents 28



Edgar Filing: Baidu, Inc. - Form 20-F

Table of Conten

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 year, we invested in Ctrip

by exchanging our shares in Qunar for shares of Ctrip. 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;

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;

diversion of resources and management attention; and
in the case of acquisitions of businesses or assets outside of China, the need to integrate operations across

different business cultures and languages and to address the particular economic, currency, political, and
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regulatory risks associated with specific countries.

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.
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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;

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 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 46.3% and 50.1%, respectively, from 2011 to 2015. 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, 2015, we had an aggregate of US$5.5 billion of outstanding indebtedness that will mature
between 2016 and 2025 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
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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;

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
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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 growth of the Chinese economy has slowed since 2012 and such slowdown may continue.
According to the National Bureau of Statistics of China, China s gross domestic
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product (GDP) growth slowed to 6.9% in 2015. There is considerable uncertainty over the long-term effects of the
expansionary monetary and fiscal policies adopted by the central banks and financial authorities of some of the world s
leading economies, including the United States and China. There have been concerns over unrest and terrorist threats
in the Middle East and Africa, which have resulted in volatility in oil and other markets, and over the conflicts
involving Ukraine and Syria. 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 online marketing 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 customers. If our distributors do not
provide quality services to our customers or otherwise breach their contracts with our 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 customers in some key geographic markets, such as
Beijing, Shanghai and major cities in Guangdong Province. There is no assurance that our direct 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. 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.
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Our overseas operations may not be successful.

We have launched 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.

If we fail to detect fraudulent click-throughs, our customers confidence in us could be damaged and our revenues
could decline.
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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 fraudulent or fictitious transactions perpetrated by third-party sellers or service providers on our transaction
platforms could damage our brand and reputation.

We face the risks that third-party sellers or service providers may engage in fictitious or fraudulent transactions with
themselves or collaborators in order to artificially inflate their own ratings and search result rankings on our platforms,
and obtain sales-based monetary incentives provided by our platforms. These
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activities may harm other sellers and service providers by enabling the perpetrating sellers and service providers to be
favored over the legitimate ones, and may harm buyers by deceiving them into believing that a seller or service
provider is more reliable or trusted than it actually is.

If we fail to detect fraudulent transactions or otherwise are unable to prevent these fraudulent activities, our brand and
reputation as an operator of trusted transaction platforms may be compromised and the incentives provided by our
platforms may become ineffective.

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 Cloud was inaccessible to some users for approximately
four hours due to a failure of the internet infrastructure. In March 2015, our search services to some users were
interrupted for over ten minutes as a result of a temporary malfunction of regional telecommunications 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 and privacy concerns 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. We have adopted strict information security policies and deployed advanced
measures to implement the policies, including, among others, advanced encryption technologies. However, advances
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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

18

Table of Contents 39



Edgar Filing: Baidu, Inc. - Form 20-F

Table of Conten

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. In addition,
complying with various laws and regulations could cause us to incur substantial costs or require us to change our
business practices, including our data practices, in a manner adverse to our business.

Furthermore, concerns have been expressed from time to time about whether our products, services or processes could
compromise the privacy of users and others. Concerns about our practices with regard to the collection, use,
disclosure, or security of personal information or other privacy related matters, and any negative publicity on our
information safety or privacy protection mechanism and policy, even if unfounded, could damage our reputation and
brand and adversely affect 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,
2015. 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, 2015. 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.

We face risks related to health epidemics, severe weather conditions and other outbreaks.
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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.
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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 2013, 2014 and 2015, we derived
approximately 28%, 27% and 31% 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 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.
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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
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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, the results in our paid
search listings or other products and services we offer. 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 affiliated 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.

Our contractual arrangements with our consolidated affiliated 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 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
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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
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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. See Item 5.A. Operating and Financial Review and Prospects Operating Results Taxation
for more information on the VAT reform program. Moreover, we would be subject to adverse tax consequences if the
PRC tax authorities were to determine that the contracts between our subsidiaries and these consolidated affiliated
entities were not on an arm s-length basis and therefore constituted a favorable transfer pricing. Under the PRC
Enterprise Income Tax Law, or the EIT Law, an enterprise must submit its annual tax return together with information
on related-party transactions to the PRC tax authorities. The PRC tax authorities may impose reasonable adjustments
on taxation if they have identified any related party transactions that are inconsistent with arm s-length principles. For
example, the PRC tax authorities could request that our consolidated affiliated entities adjust their taxable income
upward for PRC tax purposes. Such adjustment could adversely affect us by increasing our consolidated affiliated
entities tax expenses without reducing our subsidiaries tax expenses, which could subject our consolidated affiliated
entities to interest due on late payments and other penalties for under-payment of taxes.

We may have exposure to greater than anticipated tax liabilities.

We are subject to enterprise income tax, or EIT, business tax, VAT, and other taxes in many provinces and cities in
China and our tax structure is subject to review by various local tax authorities. The determination of our provision for
income tax and other tax liabilities requires significant judgment. In the ordinary course of our business, there are
many transactions and calculations where the ultimate tax determination is uncertain. For example, under the EIT
Law, the PRC tax authorities may impose reasonable adjustments on taxation if they have identified any related party
transactions that are inconsistent with arm s-length principles. Particularly, the State Administration of Tax issued a
Public Notice, or Public Notice 16, on March 18, 2015, to further regulate and strengthen the transfer pricing
administration on outbound payments by a PRC enterprise to its overseas related parties. In addition to emphasizing
that outbound payments by a PRC enterprise to its overseas related parties must comply with arm s-length principles,
Public Notice 16 specifies certain circumstances whereby such payments are not deductible for the purpose of the
enterprise income tax of the PRC enterprise, including payments to an overseas related party which does not
undertake any function, bear any risk or has no substantial operation or activities, payments for services which do not
enable the PRC enterprise to obtain direct or indirect economic benefits, or for services that are unrelated to the
functions and risks borne by the PRC enterprise, or relate to the protection of the investment interests of the direct or
indirect investor of the PRC enterprise, or for services that have already been purchased from a third party or
undertaken by the PRC enterprise itself, and royalties paid to an overseas related party which only owns the legal
rights of the intangible assets but has no contribution to the creation of such intangible assets. Although we believe all
our related party transactions, including all payments by our PRC subsidiaries and consolidated affiliated entities to
our non-PRC entities, are made on an arm s-length basis and our estimates are reasonable, the ultimate decisions by the
relevant tax authorities may differ from the amounts recorded in our financial statements and may materially affect
our financial results in the period or periods for which such determination is made.

The individual nominee shareholders of our consolidated affiliated entities may have potential conflicts of interest
with us, which may adversely affect our business. We do not have any arrangements in place to address such
potential conflicts.

We have designated individuals who are PRC nationals to be the nominee shareholders of our consolidated affiliated
entities in China. For example, Robin Yanhong Li, our chairman, chief executive officer and co-founder, is also the

principal nominee shareholder of Baidu Netcom, which is our principal consolidated affiliated entity.

Although the individual nominee shareholders are contractually obligated to act in good faith and in our best interest,
they may still have potential conflicts of interest with us. For example, some individual nominee shareholders of our
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than the share options granted to them. We cannot assure you that when conflicts of interest arise, any or all of these
individuals will act in the best interests of our company or such conflicts will be resolved in our favor. In addition,
these individuals may breach, cause our consolidated affiliated entities to breach or refuse to renew, the existing
contractual arrangements with us. Currently, we do not have any arrangements to address potential conflicts of interest
between these individuals and our company, except that we could exercise our transfer option under the exclusive
equity purchase and transfer option agreement with the relevant individual nomine shareholder to request him/her to
transfer all of his/her equity ownership in the relevant consolidated affiliated entity to a PRC entity or individual
designated by us. We rely on Mr. Robin Yanhong Li, who is also a director of our company, to abide by the Cayman
Islands law, which provides that directors owe a fiduciary duty to the company, and those who are also directors or
officers of our PRC subsidiaries to abide by PRC law, which provides that directors and officers owe a fiduciary duty
to the company. Such fiduciary duty requires directors and/or officers to act in good faith and in the best interests of
the company and not to use their positions for personal gains. There are, however, no specific provisions under the
Cayman Islands or PRC law on how to address potential conflicts of interest. If we cannot resolve any conflict of
interest or dispute between us and the individual nominee shareholders of our consolidated affiliated entities, we
would have to rely on legal proceedings, which could disrupt our business, distract management and subject us to
substantial uncertainty as to the outcome of any such legal proceedings.

We may be unable to collect long-term loans to the nominee shareholders of our consolidated affiliated entities in
China.

As of the date of this annual report, we have made long-term loans in an aggregate principal amount of
RMB4.3 billion (US$665.7 million) to the nominee shareholders of our consolidated affiliated entities. We extended
these loans to enable the nominee shareholders to fund the capitalization of these entities. As of the date of this annual
report, all of the registered capital of our consolidated affiliated entities in China has been fully funded. We may in the
future provide additional loans to the nominee shareholders of our consolidated affiliated entities in China in
connection with any increase in their capitalization to the extent necessary and permissible under applicable law. Our
ability to ultimately collect these loans will depend on the profitability of these consolidated affiliated entities and
their operational needs, which are uncertain.

We are in the process of registering the pledges of equity interests by nominee shareholders of some of our
consolidated affiliated entities, and we may not be able to enforce the equity pledges against any third parties who
acquire the equity interests in good faith in the relevant consolidated affiliated entities before the pledges are
registered.

The nominee shareholders of each of our consolidated affiliated entities have pledged all of their equity interests in the
relevant consolidated affiliated entities to our subsidiaries pursuant to equity pledge agreements under the contractual
arrangements. An equity pledge agreement becomes effective among the parties upon execution. However, according
to the PRC Property Rights Law, an equity pledge is not perfected as a security property right unless it is registered
with the relevant local administration for industry and commerce. We are in the process of registering the pledge
relating to each of Baidu Netcom and Beijing Perusal Technology Co., Ltd., or Beijing Perusal, as well as certain
other consolidated affiliated entities, relating to recent increases of their registered capital, which we anticipate will be
completed in the next few months. We are also in the process of registering the pledge relating to certain newly
established consolidated affiliated entities. Prior to the completion of the registration, we may not be able to
successfully enforce the equity pledge against any third parties who have acquired property right interests in good
faith in the equity interests in the relevant consolidated affiliated entities.
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Risks Related to Doing Business in China

Changes in China s economic, political or social conditions or government policies could have a material and
adverse effect on our business and operations.

Most of our business operations are conducted in China. Accordingly, our business, results of operations, financial
condition and prospects are affected by economic, political and social conditions in China generally and by continued
economic growth in China as a whole.

China s economy differs from the economies of most developed countries in many respects, including the level of
government involvement, level of development, growth rate, control of foreign exchange and allocation of resources.
Although the Chinese government has implemented measures emphasizing the utilization of market forces for
economic reform, the reduction of state ownership of productive assets, and the establishment of improved corporate
governance in business enterprises, a substantial portion of productive assets in China is still owned by the
government. In addition, the Chinese government continues to play a significant role in regulating industry
development. The Chinese government also exercises significant control over China s economic growth through
allocating resources, controlling payment of foreign currency-denominated obligations, setting monetary policy, and
providing preferential treatment to particular industries or companies.

Growth of China s economy has been uneven, both geographically and among various sectors of the economy, and the
rate of growth has been slowing. Since 2012, growth of the Chinese economy has slowed down. Some of the
government measures may benefit the overall Chinese economy, but may have a negative effect on us. For example,
our financial condition and results of operations may be adversely affected by government control over capital
investments or changes in tax regulations. Any stimulus measures designed to boost the Chinese economy may
contribute to higher inflation, which could adversely affect our results of operations and financial condition. For
example, certain operating costs and expenses, such as employee compensation and office operating expenses, may
increase as a result of higher inflation. Additionally, because a substantial portion of our assets consists of cash and
cash equivalents and short-term investments, high inflation could significantly reduce the value and purchasing power
of these assets.

Uncertainties with respect to the PRC legal system could adversely affect us.

We conduct our business primarily through our subsidiaries and consolidated affiliated entities in China. Our
operations in China are governed by PRC laws and regulations. Our subsidiaries are generally subject to laws and
regulations applicable to foreign investments in China. The PRC legal system is based on written statutes. Prior court
decisions may be cited for reference but have limited precedential value.

PRC laws and regulations have significantly enhanced the protections afforded to various forms of foreign
investments in China for the past decades. However, China has not developed a fully integrated legal system and
recently enacted laws and regulations may not sufficiently cover all aspects of economic activities in China. In
particular, because these laws and regulations are relatively new, and because of the limited volume of published
decisions and their nonbinding nature, the interpretation and enforcement of these laws and regulations involve
uncertainties.

Furthermore, the PRC legal system is based in part on government policies and internal rules, some of which are not
published on a timely basis or at all. As a result, we may not be aware of our potential violation of these policies and
rules. In addition, any litigation in China may be protracted and result in substantial costs and diversion of resources
and management attention.
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We may be adversely affected by the complexity, uncertainties and changes in PRC regulation of internet business
and companies.

The PRC government regulates the internet industry extensively, including foreign ownership of, and the licensing
and permit requirements pertaining to, companies in the internet industry. These internet-related laws
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and regulations are relatively new and evolving, and their interpretation and enforcement involve significant
uncertainty. As a result, under certain circumstances it may be difficult to determine what actions or omissions may be
deemed to be violations of applicable laws and regulations. Issues, risks and uncertainties relating to PRC government
regulation of the internet industry include, but are not limited to, the following:

We only have contractual control over our websites. We do not own the websites due to the restriction of
foreign investment in businesses providing value-added telecommunications services in China, including
online information services.

The licensing requirements relating to the internet business in China are uncertain and evolving. This means
that permits, licenses or operations at some of our PRC subsidiaries and consolidated affiliated entities may
be subject to challenge, or we may not be able to obtain or renew certain permits or licenses, including
without limitation, a Value-Added Telecommunication Business Operating License, which is issued by the
MIIT, an Internet News License, which is issued by the State Council News Office, a Short Messaging
Service Access Code Certificate, which is issued by the MIIT, an Online Audio/Video Program
Transmission License, which is issued by the State Administration of Press Publication, Radio, Film and
Television, or the SAPPRFT, a Radio and Television Program Production License, which is issued by the
SAPPRFT, a Surveying and Mapping Qualification Certificate for internet map services, which is issued by
the National Administration of Surveying, Mapping and Geo-information, an Internet Culture Business
Permit with the permitted scope of business covering online game operation and online game virtual
currency issuance or trading, which is issued by the Ministry of Culture, an Internet Publication License,
which is issued by the SAPPRFT, a Payment Service Permit, which is issued by the People s Bank of China,
and a Qualification Certificate for Internet Drug Information Services, which is issued by provincial branch
of the State Food and Drug Administration. Failure to obtain or renew these permits and licenses may
significantly disrupt our business, or subject us to sanctions, requirements to increase capital or other
conditions or enforcement, or compromise enforceability of related contractual arrangements, or have other
harmful effects on us.

New laws and regulations may be promulgated to regulate internet activities, including online advertising
and online payment. Other aspects of our online operations may be regulated in the future. If these new laws
and regulations are promulgated, additional licenses may be required for our online operations. If our
operations do not comply with these new regulations at the time they become effective, or if we fail to obtain
any licenses required under these new laws and regulations, we could be subject to penalties.
We provide value-added telecommunications services through our consolidated affiliated entities, which hold the
required licenses. In July 2006, the MIIT issued the Notice of the Ministry of Industry and Information Technology on
Intensifying the Administration of Foreign Investment in Value-Added Telecommunications Services. This notice
prohibits domestic telecommunication service providers from leasing, transferring or selling telecommunication
business operating licenses to any foreign investor in any form, or providing any resources, sites or facilities to any
foreign investor for their illegal operation of a telecommunication business in China. According to this notice, either
the holder of a Value-Added Telecommunication Business Operating License or its shareholders must directly own
the domain names and trademarks used by the license holder in its provision of value-added telecommunications
services. The notice also requires each license holder to have the necessary facilities, including servers, for its
approved business operations and to maintain these facilities in the regions covered by its license. Baidu Netcom,
Beijing Perusal and Beijing BaiduPay Science and Technology Co., Ltd., or BaiduPay, our consolidated affiliated
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entities, own the necessary domain names and trademarks, including pending trademark applications and have the
necessary personnel and facilities to operate our websites.

We offer online games provided by our game operator partners on our websites owned and operated by our
consolidated affiliated entities. We have also acquired 91 Wireless, which operates two leading smartphone
application distribution platforms in China as well as a mobile game platform through its consolidated affiliated
entities. In September 2009, the GAPP (currently known as the SAPPRFT) together with several other
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government agencies issued a notice, or the Circular 13, prohibiting foreign investors from participating in online
game operating businesses through wholly-owned enterprises, equity joint ventures or cooperative joint ventures in
China. Circular 13 expressly prohibits foreign investors from gaining control over or participating in PRC operating
companies online game operations through indirect means, such as establishing joint venture companies, entering into
contractual arrangements with or providing technical support to the operating companies, or through a disguised form,
such as incorporating user registration, user account management or payment through game cards into online game
platforms that are ultimately controlled or owned by foreign investors. Other government agencies that also have the
authority to regulate online game operations in China, such as the Ministry of Culture and the MIIT, did not join the
GAPP in issuing the Circular 13. To date, neither the GAPP nor the SAPPRFT has issued any interpretation of the
Circular 13. Due to the ambiguity among various regulations on online games and a lack of interpretations from the
relevant PRC authorities governing online game operations, there are uncertainties regarding whether PRC authorities
would consider our relevant contractual arrangements to be foreign investment in online game operation businesses.
While we are not aware of any online game companies which use the same or similar contractual arrangements as ours
having been penalized or ordered to terminate operation by PRC authorities claiming that the contractual
arrangements constitute control over, or participation in, the operation of online game operations through indirect
means, it is unclear whether and how the various regulations of the PRC authorities might be interpreted or
implemented in the future. If our relevant contractual arrangements were deemed to be indirect means or disguised
form wunder the Circular 13, the relevant contractual arrangements may be challenged by the SAPPRFT or other
governmental authorities. If we were found to be in violation of the Circular 13 to operate our mobile game platform,
the SAPPRFT, in conjunction with relevant regulatory authorities, would have the power to investigate and deal with
such violations, including in the most serious cases, suspending or revoking the relevant licenses and registrations. If
we were found to be in violation of any existing or future PRC laws or regulations, including the MIIT notice and the
Circular 13, the relevant regulatory authorities would have broad discretion in dealing with such violations.

As we enter into new businesses, we may encounter additional regulatory uncertainties. For example, it remains
unclear whether the provision of online payment services by BaiduPay will require BaiduPay to apply for a
Value-Added Telecommunication Business Operating License for online data processing and transaction processing
businesses as provided in the Catalog of Telecommunication Businesses promulgated by the MIIT. However, Baidu
Netcom, parent company of BaiduPay, has applied for a Trans-Regional Value-Added Telecommunication Business
Operating License, which would cover online data processing and transaction processing businesses. Baidu Netcom
plans to submit an application to allow its subsidiary BaiduPay to operate online data processing and transaction
processing businesses.

The interpretation and application of existing PRC laws, regulations and policies and possible new laws, regulations
or policies relating to the internet industry have created substantial uncertainties regarding the legality of existing and
future foreign investments in, and the businesses and activities of, internet businesses in China, including our
business.

Substantial uncertainties exist with respect to the enactment timetable, interpretation and implementation of draft
PRC Foreign Investment Law and how it may impact the viability of our current corporate structure, corporate
governance and business operations.

The Ministry of Commerce published a discussion draft of the proposed Foreign Investment Law in January 2015
aiming to, upon its enactment, replace the trio of existing laws regulating foreign investment in China, namely, the
Sino-foreign Equity Joint Venture Enterprise Law, the Sino-foreign Cooperative Joint Venture Enterprise Law and the
Wholly Foreign-invested Enterprise Law, together with their implementation rules and ancillary regulations. The draft
Foreign Investment Law embodies an expected PRC regulatory trend to rationalize its foreign investment regulatory
regime in line with prevailing international practice and the legislative efforts to unify the corporate legal
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26

Table of Contents 55



Edgar Filing: Baidu, Inc. - Form 20-F

Table of Conten

respect to its enactment timetable, interpretation and implementation. The draft Foreign Investment Law, if enacted as
proposed, may materially impact the viability of our current corporate structure, corporate governance and business
operations in many aspects.

Among other things, the draft Foreign Investment Law expands the definition of foreign investment and introduces the
principle of actual control in determining whether a company should be treated as a foreign-invested enterprise, or an
FIE. According to the definition set forth in the draft Foreign Investment Law, FIEs refer to enterprises established in
China pursuant to PRC law that are solely or partially invested by foreign investors. The draft Foreign Investment

Law specifically provides that entities established in China (without direct foreign equity ownership) but controlled by
foreign investors, through contract or trust for example, will be treated as FIEs. Once an entity falls within the
definition of FIE, it may be subject to foreign investment restrictions or prohibitions set forthina negative list to b
separately issued by the State Council later. If an FIE proposes to conduct business in an industry subject to foreign
investment restrictions in the negative list, the FIE must go through a market entry clearance by the Ministry of
Commerce before being established. If an FIE proposes to conduct business in an industry subject to foreign
investment prohibitions inthe negative list, it must not engage in the business. However, an FIE, during the market
entry clearance process, may apply in writing to be treated as a PRC domestic enterprise if its foreign investor(s) is/are
ultimately controlled by PRC government authorities and its affiliates and/or PRC citizens. In this connection, control
is broadly defined in the draft law to cover the following summarized categories: (i) holding 50% of more of the
voting rights of the subject entity; (ii) holding less than 50% of the voting rights of the subject entity but having the
power to secure at least 50% of the seats on the board or other equivalent decision making bodies, or having the
voting power to exert material influence on the board, the shareholders meeting or other equivalent decision making
bodies; or (iii) having the power to exert decisive influence, via contractual or trust arrangements, over the subject
entity s operations, financial matters or other key aspects of business operations.

The variable interest entity structure, or VIE structure, has been adopted by many PRC-based companies, including
us, to obtain necessary licenses and permits in the industries that are currently subject to foreign investment
restrictions in China. See  Risks Related to Our Corporate Structure and Item 4.C. Information on the
Company Organizational Structure Contractual Arrangements with Our Consolidated Affiliated Entities and the
Nominee Shareholders. Under the draft Foreign Investment Law, variable interest entities that are controlled via
contractual arrangement would also be deemed as FIEs, if they are ultimately controlled by foreign investors.
Therefore, for any companies with a VIE structure in an industry category that is included in the negative list as
restricted industry, the VIE structure may be deemed legitimate only if the ultimate controlling person(s) is/are of
PRC nationality (either PRC government authorities and its affiliates or PRC citizens). Conversely, if the actual
controlling person(s) is/are of foreign nationalities, then the variable interest entities will be treated as FIEs and any
operation in the industry category on the negative list without market entry clearance may be considered as illegal.

Through our dual-class share structure, Mr. Robin Yanhong Li, our chairman, chief executive officer and principal
shareholder, a PRC citizen, possessed and controlled 53.8% of the voting power of our company as of February 29,
2016. The draft Foreign Investment Law has not taken a position on what actions shall be taken with respect to the
existing companies with a VIE structure, whether or not these companies are controlled by Chinese parties, while it is
soliciting comments from the public on this point. Moreover, it is uncertain whether the internet, online advertising,
online audio and video services and mobile application distribution businesses, in which our variable interest entities
operate, will be subject to the foreign investment restrictions or prohibitions set forth in the negative list to be issued.
If the enacted version of the Foreign Investment Law and the final negative list mandate further actions, such as
Ministry of Commerce market entry clearance, to be completed by companies with existing VIE structure like us, we
face uncertainties as to whether such clearance can be timely obtained, or at all.
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The draft Foreign Investment Law, if enacted as proposed, may also materially impact our corporate governance
practice and increase our compliance costs. For instance, the draft Foreign Investment Law imposes stringent ad hoc
and periodic information reporting requirements on foreign investors and the applicable FIEs.
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Aside from investment implementation report and investment amendment report that are required at each investment
and alteration of investment specifics, an annual report is mandatory, and large foreign investors meeting certain
criteria are required to report on a quarterly basis. Any company found to be non-compliant with these information
reporting obligations may potentially be subject to fines and/or administrative or criminal liabilities, and the persons
directly responsible may be subject to criminal liabilities.

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.

The PRC government has adopted regulations governing internet access and distribution of news and other
information over the internet. Under these regulations, internet content providers and internet publishers are prohibited
from posting or displaying over the internet content that, among other things, violates PRC laws and regulations,
impairs the national dignity of China, contains terrorism or extremism content, or is reactionary, obscene,
superstitious, fraudulent or defamatory. Failure to comply with these requirements may result in the revocation of
licenses to provide internet content and other licenses and the closure of the concerned websites. In the past, failure to
comply with these requirements has resulted in the closure of certain websites. The website operator may also be held
liable for the censored information displayed on or linked to the website.

In particular, the MIIT has published regulations that subject website operators to potential liability for content
displayed on their websites and the actions of users and others using their systems, including liability for violations of
PRC laws and regulations prohibiting the dissemination of content deemed to be socially destabilizing. The Ministry
of Public Security has the authority to order any local internet service provider to block any internet website at its sole
discretion. From time to time, the Ministry of Public Security has stopped the dissemination over the internet of
information which it believes to be socially destabilizing. The State Secrecy Bureau is also authorized to block any
website it deems to be leaking state secrets or failing to meet the relevant regulations relating to the protection of state
secrets in the dissemination of online information. Furthermore, we are required to report any suspicious content to
relevant governmental authorities, and to undergo computer security inspections. If we fail to implement the relevant
safeguards against security breaches, our websites may be shut down and our business and ICP licenses may be
revoked.

The Anti-Terrorism Law, which took effect on January 1, 2016, further requires internet service providers to verify the
identity of their users, and to not provide services to anyone whose identity is unclear or who declines verification.
Although the identity verification requirements are already embodied in some internet related regulations, the
Anti-Terrorism Law extends these requirements to all types of internet services. The internet service providers are also
required to provide technical interfaces, decryption and other technical support and assistance for the competent
departments to prevent and investigate terrorist activities.

Although we attempt to monitor the content in our search results and on our online communities such as Baidu Post
Bar, we are not able to control or restrict the content of other internet content providers linked to or accessible through
our websites, or content generated or placed on our Baidu Post Bar message boards or our other online communities
by our users. To the extent that PRC regulatory authorities find any content displayed on our websites illegal, they
may require us to limit or eliminate the dissemination of such information on our websites. To the extent that PRC
regulatory authorities find any content displayed on our websites objectionable, they may suggest that we limit or
eliminate the dissemination of such information on our websites. If third-party websites linked to or accessible
through our websites conduct unlawful activities such as online gambling on their websites, PRC regulatory
authorities may require us to report such unlawful activities to relevant authorities and to remove the links to such
websites, or they may suspend or shut down the operation of these third-party websites. PRC regulatory authorities
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may also temporarily block access to certain websites for a period of time for reasons beyond our control. Any of
these actions may reduce our user traffic and adversely affect our business. In addition, we may be subject to penalties
for violations of those regulations arising from information displayed on or linked to our websites, including a
suspension or shutdown of our online operations.
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Moreover, our compliance with PRC regulations governing internet access and distribution of news and other
information over the internet may subject us to negative publicity or even legal actions outside of China. In May 2011,
eight New York residents filed a lawsuit against us before the U.S. District Court for the Southern District of New
York accusing us of aiding Chinese censorship in violation of the U.S. Constitution. In March 2014, the U.S. District
Court for the Southern District of New York granted our motion for judgment on the pleadings based upon the First
Amendment to the U.S. Constitution and dismissed the plaintiffs complaint in its entirety. Even though we have won
the case, our reputation may be adversely affected among users and investors outside of China.

The discontinuation of any of the preferential income tax treatments currently available to us in the PRC could
have a material and adverse effect on our result of operations and financial condition.

Pursuant to the EIT Law, as further clarified by subsequent tax regulations implementing the EIT Law,
foreign-invested enterprises and domestic enterprises are subject to EIT at a uniform rate of 25%. Certain enterprises
may still benefit from a preferential tax rate of 15% under the EIT Law if they qualify as High and New Technology
Enterprises strongly supported by the state, subject to certain general factors described in the EIT Law and the related
regulations.

A number of our PRC subsidiaries and consolidated affiliated entities, such as Baidu Online Network Technology
(Beijing) Co., Ltd., or Baidu Online, and Baidu Netcom are entitled to enjoy a preferential tax rate of 15% due to their
qualification as High and New Technology Enterprise, which has a term of three years. If any or some of these PRC
subsidiaries and consolidated affiliated entities fail to maintain the High and New Technology Enterprise
qualification, their applicable EIT rate will be up to 25%. Furthermore, Baidu Online was entitled to a preferential
income tax rate of 10% for 2013 and 2014 due to its Key Software Enterprise status designated by the relevant
government authorities. Baidu Online enjoyed a reduced tax rate of 15% as a qualified High and New Technology
Enterprise starting from 2015. The Key Software Enterprise status of Baidu Online for 2015 and beyond is being
determined by the relevant government authorities. There is no assurance that Baidu Online will continue to be
granted the Key Software Enterprise status. See Item 5.A. Operating and Financial Review and Prospects Operating
Results Taxation PRC Enterprise Income Tax.

The discontinuation of any of the above-mentioned preferential income tax treatments currently available to us in the
PRC could have a material and adverse effect on our result of operations and financial condition. We cannot assure
you that we will be able to maintain our current effective tax rate in the future.

If our PRC subsidiaries declare and distribute dividends to their respective offshore parent companies, we will be
required to pay more taxes, which could have a material and adverse effect on our result of operations.

Under the EIT Law and related regulations, dividends, interests, rent or royalties payable by a foreign-invested
enterprise, such as our PRC subsidiaries, to any of its foreign non-resident enterprise investors, and proceeds from any
such foreign enterprise investor s disposition of assets (after deducting the net value of such assets) are subject to a
10% withholding tax, unless the foreign enterprise investor s jurisdiction of incorporation has a tax treaty with China
that provides for a reduced rate of withholding tax. Undistributed profits earned by foreign-invested enterprises prior
to January 1, 2008 are exempted from any withholding tax. The British Virgin Islands, where Baidu Holdings
Limited, the direct parent company of our PRC subsidiary Baidu Online, is incorporated, does not have such a tax
treaty with China. Hong Kong has a tax arrangement with China that provides for a 5% withholding tax on dividends
subject to certain conditions and requirements, such as the requirement that the Hong Kong resident enterprise own at
least 25% of the PRC enterprise distributing the dividend at all times within the 12-month period immediately
preceding the distribution of dividends and be a beneficial owner of the dividends. For example, Baidu (Hong Kong)
Limited, which directly owns our PRC subsidiaries Baidu China and Baidu Times, is incorporated in Hong Kong.
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China and Baidu Times under the tax circulars promulgated in February and October 2009, such dividends would be
subject to
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withholding tax at a rate of 10%. See Item 5.A. Operating and Financial Review and Prospects Operating
Results Taxation PRC Enterprise Income Tax. If our PRC subsidiaries declare and distribute profits earned after
January 1, 2008 to us in the future, such payments will be subject to withholding tax, which will increase our tax
liability and reduce the amount of cash available to our company.

We may be deemed a PRC resident enterprise under the EIT Law, which could subject us to PRC taxation on our
global income, and which may have a material and adverse effect on our results of operations.

Under the EIT Law and related regulations, an enterprise established outside of the PRC with de facto management
body within the PRC is considered a PRC resident enterprise and is subject to the EIT at the rate of 25% on its
worldwide income as well as PRC EIT reporting obligations. The related regulations define the term de facto
management body as the establishment that exercises substantial and overall management and control over the
production, business, personnel, accounts and properties of an enterprise. The State Administration of Taxation issued
a SAT Circular 82 in April 2009, which provides certain specific criteria for determining whether the de facto
management body of a Chinese-controlled overseas-incorporated enterprise is located in China. The State
Administration of Taxation issued additional rules to provide more guidance on the implementation of SAT Circular
82 in July 2011, and issued an amendment to SAT Circular 82 delegating the authority to its provincial branches to
determine whether a Chinese-controlled overseas-incorporated enterprise should be considered a PRC resident
enterprise, in January 2014. See Item 5.A. Operating and Financial Review and Prospects Operating
Results Taxation PRC Enterprise Income Tax. Although the SAT Circular 82, the additional guidance and amendment
apply only to overseas registered enterprises controlled by PRC enterprises, not to those controlled by PRC
individuals or foreigners, the criteria set forth in SAT Circular 82 may reflect the State Administration of Taxation s
general position on how the de facto management body test should be applied in determining the tax resident status of
offshore enterprises, regardless of whether they are controlled by PRC enterprises or individuals. If we are deemed a
PRC resident enterprise, we may be subject to the EIT at 25% on our global income, except that the dividends we
receive from our PRC subsidiaries may be exempt from the EIT to the extent such dividends are deemed as dividends
among qualified PRC resident enterprises. If we are deemed a PRC resident enterprise and earn income other than
dividends from our PRC subsidiaries, a 25% EIT on our global income could significantly increase our tax burden and
materially and adversely affect our cash flow and profitability.

Under PRC tax laws, dividends payable by us and gains on the disposition of our shares or ADSs may be subject to
PRC taxation.

If we are considered a PRC resident enterprise under the EIT Law, our shareholders and ADS holders who are deemed
non-resident enterprises may be subject to the EIT at the rate of 10% upon the dividends payable by us or upon any
gains realized from the transfer of our shares or ADSs, if such income is deemed derived from China, provided that
(1) such foreign enterprise investor has no establishment or premises in China, or (ii) it has establishment or premises
in China but its income derived from China has no real connection with such establishment or premises. If we are
required under the EIT Law to withhold PRC income tax on our dividends payable to our non-PRC resident enterprise
shareholders and ADS holders, or if any gains realized from the transfer of our shares or ADSs by our non-PRC
resident enterprise shareholders and ADS holders are subject to the EIT, your investment in our shares or ADSs could
be materially and adversely affected.

Furthermore, if we are considered a PRC resident enterprise and relevant PRC tax authorities consider dividends we
pay with respect to our shares or ADSs and the gains realized from the transfer of our shares or ADSs to be income
derived from sources within the PRC, it is possible that such dividends and gains earned by non-resident individuals
may be subject to PRC individual income tax at a rate of 20%. If we are required under PRC tax laws to withhold
PRC income tax on dividends payable to our non-PRC investors that are non-resident individuals or if you are
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Our subsidiaries and consolidated affiliated entities in China are subject to restrictions on paying dividends and
making other payments to our holding company.

Baidu, Inc. is our holding company incorporated in the Cayman Islands and does not conduct any business operations
other than holding equity interests in our subsidiaries. As a result of the holding company structure, it currently relies
on dividend payments from our subsidiaries in China. However, PRC regulations currently permit payment of
dividends only out of accumulated profits, as determined in accordance with PRC accounting standards and
regulations. Our subsidiaries and consolidated affiliated entities in China are also required to set aside a portion of
their after-tax profits according to PRC accounting standards and regulations to fund certain reserve funds. The PRC
government also imposes controls on the conversion of RMB into foreign currencies and the remittance of foreign
currencies out of China. We may experience difficulties in completing the administrative procedures necessary to
obtain and remit foreign currency. See ~ Governmental control of currency conversion may affect the value of your
investment. Furthermore, if our subsidiaries or consolidated affiliated entities in China incur debt on their own in the
future, the instruments governing the debt may restrict their ability to pay dividends or make other payments. If our
subsidiaries and consolidated affiliated entities in China are unable to pay dividends or make other payments to us, we
may be unable to pay dividends on our ordinary shares and ADSs.

Governmental control of currency conversion may affect the value of your investment.

The PRC government imposes controls on the convertibility of RMB into foreign currencies and, in certain cases, the
remittance of foreign currency out of China. We receive most of our revenues in RMB. Under our current structure,
our income at the Cayman Islands holding company level will primarily be derived from dividend payments from our
PRC subsidiaries. Shortages in the availability of foreign currency may restrict the ability of our PRC subsidiaries and
consolidated affiliated entities to remit sufficient foreign currency to pay dividends or other payments to us, or
otherwise satisfy their foreign currency denominated obligations. Under existing PRC foreign exchange regulations,
payments of current account items, including profit distributions, interest payments and expenditures from
trade-related transactions, can be made in foreign currencies without prior approval from the State Administration of
Foreign Exchange, or SAFE, by complying with certain procedural requirements. However, approval from appropriate
government authorities is required where RMB is to be converted into foreign currency and remitted out of China to
pay capital expenses such as the repayment of loans denominated in foreign currencies. The PRC government may
also at its discretion restrict access in the future to foreign currencies for current account transactions. If the foreign
exchange control system prevents us from obtaining sufficient foreign currency to satisfy our currency demands, we
may not be able to pay dividends in foreign currencies to our shareholders or ADS holders.

PRC regulation of loans to and direct investment in PRC entities by offshore holding companies and governmental
control of currency conversion may delay or prevent us from making loans to our PRC subsidiaries or consolidated
affiliated entities, or making additional capital contributions to our PRC subsidiaries, which could adversely affect
our ability to fund and expand our business.

Baidu, Inc. is our offshore holding company conducting operations in China through our PRC subsidiaries and
consolidated affiliated entities. We may make loans to our PRC subsidiaries and consolidated affiliated entities, or we
may make additional capital contributions to our PRC subsidiaries. Loans by Baidu, Inc. or any of our offshore
subsidiaries to our PRC subsidiaries, which are treated as foreign-invested enterprises under PRC law, are subject to
PRC regulations and foreign exchange loan registrations. Such loans to any of our PRC subsidiaries to finance their
activities cannot exceed statutory limits and must be registered with the local counterpart of SAFE. The statutory limit
for the total amount of foreign debts of a foreign-invested enterprise is the difference between the amount of total
investment as approved by the Ministry of Commerce or its local counterpart and the amount of registered capital of
such foreign-invested enterprise. Any medium or long-term loans by Baidu, Inc. or any of our offshore subsidiaries to
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contributions. These capital contributions must be approved by the Ministry of Commerce or its local counterpart.
Meanwhile, we are not likely to finance the activities of our consolidated affiliated entities by means of capital
contributions given the PRC legal restrictions on foreign ownership of internet, online advertising, online audio and
video services and mobile application distribution businesses.

On March 30, 2015, SAFE promulgated SAFE Circular No. 19, which came into force replacing SAFE Circular No.
142 on June 1, 2015. SAFE Circular No. 19 removed certain restrictions previously provided under Circular No. 142
for conversion by a foreign-invested enterprise of foreign currency registered capital into RMB and use of such RMB
capital. However, SAFE Circular No. 19 continues to prohibit foreign-invested enterprises from, among other things,
using RMB fund converted from its foreign exchange capitals for expenditure beyond its business scope, providing
entrusted loans or repaying loans between non-financial enterprises.

In light of the various requirements imposed by PRC regulations on loans to and direct investment in PRC entities by
offshore holding companies, including SAFE Circulars referred to above, we cannot assure you that we will be able to
complete the necessary government registrations or obtain the necessary government approvals on a timely basis, if at
all, with respect to future loans by us to our PRC subsidiaries or consolidated affiliated entities or additional capital
contributions by us to our PRC subsidiaries, and conversion of such loans or capital contributions into RMB. If we fail
to complete such registrations or obtain such approvals, our ability to capitalize or otherwise fund our PRC operations
may be negatively affected, which could adversely affect our ability to fund and expand our business.

PRC regulations relating to the establishment of offshore special purpose companies by PRC residents may limit
our ability to inject capital into our PRC subsidiaries, limit our subsidiaries ability to increase their registered
capital or distribute profits to us, or may otherwise adversely affect us.

The Notice on Issues Relating to the Administration of Foreign Exchange in Fund-Raising and Round-Trip
Investment Activities of Domestic Residents Conducted via Offshore Special Purpose Companies, or SAFE Circular
No. 75, and a series of implementation rules and guidance issued by SAFE, including the circular relating to operating
procedures that came into effect in July 2011, require PRC residents and PRC corporate entities to register with local
branches of SAFE in connection with their direct or indirect offshore investment in an overseas special purpose
vehicle, or SPV, for the purposes of overseas equity financing activities, and to update such registration in the event of
any significant changes with respect to that offshore company. SAFE promulgated the Circular on Relevant Issues
Concerning Foreign Exchange Control on Domestic Residents Offshore Investment and Financing and Roundtrip
Investment through Special Purpose Vehicles, or SAFE Circular No. 37, on July 4, 2014, which replaced the SAFE
Circular No. 75. SAFE Circular No. 37 requires PRC residents to register with local branches of SAFE in connection
with their direct establishment or indirect control of an offshore entity, for the purpose of overseas investment and
financing, with such PRC residents legally owned assets or equity interests in domestic enterprises or offshore assets
or interests, referred to in SAFE Circular No. 37 as a special purpose vehicle. The term control under SAFE Circular
No. 37 is broadly defined as the operation rights, beneficiary rights or decision-making rights acquired by the PRC
residents in the offshore special purpose vehicles or PRC companies by such means as acquisition, trust, proxy, voting
rights, repurchase, convertible bonds or other arrangements. SAFE Circular No. 37 further requires amendment to the
registration in the event of any changes with respect to the basic information of the special purpose vehicle, such as
changes in a PRC resident individual shareholder, name or operation period; or any significant changes with respect to
the special purpose vehicle, such as increase or decrease of capital contributed by PRC individuals, share transfer or
exchange, merger, division or other material event. If the shareholders of the offshore holding company who are PRC
residents do not complete their registration with the local SAFE branches, the PRC subsidiaries may be prohibited
from distributing their profits and proceeds from any reduction in capital, share transfer or liquidation to the offshore
company, and the offshore company may be restricted in its ability to contribute additional capital to its PRC
subsidiaries. Moreover, failure to comply with SAFE registration and amendment requirements described above could
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Improving Foreign Exchange Administration Policy on Direct Investment, or SAFE Notice 13, which became
effective on June 1, 2015. In accordance with SAFE Notice 13, entities and individuals are required to apply for
foreign exchange registration of foreign direct investment and overseas direct investment, including those required
under the SAFE Circular No. 37, with qualified banks, instead of SAFE. The qualified banks, under the supervision of
SAFE, directly examine the applications and conduct the registration.

We have notified holders of ordinary shares of our company whom we know are PRC residents to register with the
local SAFE branch and update their registrations as required under the SAFE regulations described above. We are
aware that Mr. Robin Yanhong Li, our chairman, chief executive officer and principal shareholder, who is a PRC
resident, has registered with the relevant local SAFE branch. We, however, cannot provide any assurances that all of
our shareholders who are PRC residents will file all applicable registrations or update previously filed registrations as
required by these SAFE regulations. The failure or inability of our PRC resident shareholders to comply with the
registration procedures may subject the PRC resident shareholders to fines and legal sanctions, restrict our
cross-border investment activities, or limit our PRC subsidiaries ability to distribute dividends to or obtain foreign
exchange-dominated loans from our company.

As it is uncertain how the SAFE regulations described above will be interpreted or implemented, we cannot predict
how these regulations will affect our business operations or future strategy. For example, we may be subject to more
stringent review and approval process with respect to our foreign exchange activities, such as remittance of dividends
and foreign currency-denominated borrowings, which may adversely affect our results of operations and financial
condition. In addition, if we decide to acquire a PRC domestic company, we cannot assure you that we or the owners
of such company will be able to obtain the necessary approvals or complete the necessary filings and registrations
required by the SAFE regulations. This may restrict our ability to implement our acquisition strategy and could
adversely affect our business and prospects.

Failure to comply with PRC regulations regarding the registration requirements for employee stock ownership
plans or share option plans may subject the PRC plan participants or us to fines and other legal or administrative
sanctions.

In February 2012, SAFE promulgated the Notices on Issues concerning the Foreign Exchange Administration for
Domestic Individuals Participating in Stock Incentive Plan of Overseas Publicly-Listed Company, or the Stock Option
Rule, replacing the earlier rules promulgated in March 2007. Under the Stock Option Rule, PRC residents who are
granted stock options by an overseas publicly listed company are required, through a PRC agent or PRC subsidiary of
such overseas publicly listed company, to register with SAFE and complete certain other procedures. We and our PRC
resident employees who have been granted stock options are subject to these regulations. We have designated our
PRC subsidiary Baidu Online to handle the registration and other procedures required by the Stock Option Rule. If we
or our PRC optionees fail to comply with these regulations in the future, we or our PRC optionees and their local
employers may be subject to fines and legal sanctions.

PRC regulations establish complex procedures for some acquisitions conducted by foreign investors, which could
make it more difficult for us to pursue growth through acquisitions in China.

The Regulations on Mergers and Acquisitions of Domestic Enterprises by Foreign Investors, adopted by six PRC
regulatory agencies in August 2006 and amended in June 2009, among other things, established additional procedures
and requirements that could make merger and acquisition activities by foreign investors more time-consuming and
complex. In addition, the Implementing Rules Concerning Security Review on the Mergers and Acquisitions by
Foreign Investors of Domestic Enterprises, issued by the Ministry of Commerce in August 2011, specify that mergers
and acquisitions by foreign investors involved in an industry related to national security are subject to strict review by
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structuring the transaction through a proxy or contractual control arrangement. We believe that our business is not in
an industry related to national security, but we cannot preclude the possibility that the Ministry of Commerce or other
government agencies may publish explanations contrary to our
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understanding or broaden the scope of such security reviews in the future, in which case our future acquisitions in the
PRC, including those by way of entering into contractual control arrangements with target entities, may be closely
scrutinized or prohibited. Moreover, the Anti-Monopoly Law requires that the Ministry of Commerce be notified in
advance of any concentration of undertaking if certain filing thresholds are triggered. We may grow our business in
part by directly acquiring complementary businesses in China. Complying with the requirements of the laws and
regulations mentioned above and other PRC regulations to complete such transactions could be time-consuming, and
any required approval processes, including obtaining approval from the Ministry of Commerce, may delay or inhibit
our ability to complete such transactions, which could affect our ability to expand our business or maintain our market
share. Our ability to expand our business or maintain or expand our market share through future acquisitions would as
such be materially and adversely affected.

Our auditor, like other independent registered public accounting firms operating in China, is not permitted to be
subject to inspection by Public Company Accounting Oversight Board, and as such, investors may be deprived of
the benefits of such inspection.

Our independent registered public accounting firm that issues the audit reports included in our annual reports filed
with the SEC, as an auditor of companies that are traded publicly in the United States and a firm registered with the
Public Company Accounting Oversight Board (United States), or PCAOB, is required by the laws of the United States
to undergo regular inspections by PCAOB to assess its compliance with the laws of the United States and professional
standards. Because our auditor is located in China, a jurisdiction where PCAOB is currently unable to conduct
inspections without the approval of the PRC authorities, our auditor, like other independent registered public
accounting firms operating in China, is currently not inspected by PCAOB. In May 2013, PCAOB announced that it
had entered into a Memorandum of Understanding on Enforcement Cooperation with the CSRC and the Ministry of
Finance, which establishes a cooperative framework between the parties for the production and exchange of audit
documents relevant to investigations undertaken by PCAOB, the China Securities Regulatory Commission, or the
CSRC, or the Ministry of Finance in the United States and the PRC, respectively. PCAOB continues to be in
discussions with the CSRC and the Ministry of Finance to permit joint inspections in the PRC of audit firms that are
registered with PCAOB and audit Chinese companies that trade on U.S. exchanges.

Inspections of other firms that PCAOB has conducted outside of China have identified deficiencies in those firms
audit procedures and quality control procedures, which may be addressed as part of the inspection process to improve
future audit quality. The inability of PCAOB to conduct inspections of independent registered public accounting firms
operating in China makes it more difficult to evaluate the effectiveness of our auditor s audit procedures or quality
control procedures. As a result, investors may be deprived of the benefits of PCAOB inspections.

Proceedings instituted by the SEC against certain PRC-based accounting firms, including our independent
registered public accounting firm, could result in financial statements being determined to not be in compliance
with the requirements of the Securities Exchange Act of 1934, as amended, or the Exchange Act.

In December 2012, the SEC brought administrative proceedings against five accounting firms in China, including our
independent registered public accounting firm, alleging that they had refused to produce audit work papers and other
documents related to certain other China-based companies under investigation by the SEC. On January 22, 2014, an
initial administrative law decision was issued, censuring these accounting firms and suspending four of these firms
from practicing before the SEC for a period of six months. The decision is neither final nor legally effective unless
and until reviewed and approved by the SEC. On February 12, 2014, four of these PRC-based accounting firms
appealed to the SEC against this decision. In February 2015, each of the four PRC-based accounting firms agreed to a
censure and to pay a fine to the SEC to settle the dispute and avoid suspension of their ability to practice before the
SEC. The settlement requires the firms to follow detailed procedures to seek to provide the SEC with access to
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penalties such as suspensions, or it could restart the administrative proceedings.
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In the event that the SEC restarts the administrative proceedings, depending upon the final outcome, listed companies
in the United States with major PRC operations may find it difficult or impossible to retain auditors in respect of their
operations in the PRC, which could result in financial statements being determined to not be in compliance with the
requirements of the Exchange Act, including possible delisting. Moreover, any negative news about the proceedings
against these audit firms may cause investor uncertainty regarding China-based, United States-listed companies and
the market price of our ADSs may be adversely affected.

If our independent registered public accounting firm were denied, even temporarily, the ability to practice before the
SEC and we were unable to timely find another registered public accounting firm to audit and issue an opinion on our
financial statements, our financial statements could be determined not to be in compliance with the requirements of
the Exchange Act. Such a determination could ultimately lead to our delisting from the NASDAQ Global Select
Market or deregistration from the SEC, or both, which would substantially reduce or effectively terminate the trading
of our ADSs in the United States.

Fluctuation in the value of the RMB may have a material and adverse effect on your investment.

The value of the RMB against the U.S. dollar and other currencies may fluctuate and is affected by, among other
things, changes in China s political and economic conditions and foreign exchange policies. The conversion of RMB
into foreign currencies, including U.S. dollars, is based on rates set by the People s Bank of China. The PRC
government allowed the RMB to appreciate by more than 20% against the U.S. dollar between July 2005 and
July 2008. Between July 2008 and June 2010, this appreciation halted and the exchange rate between the RMB and
the U.S. dollar remained within a narrow band. Since June 2010, the RMB has fluctuated against the U.S. dollar, at
times significantly and unpredictably, and in recent months the RMB has depreciated significantly against the U.S.
dollar. It is difficult to predict how market forces or PRC or U.S. government policy may impact the exchange rate
between the RMB and the U.S. dollar in the future.

Our revenues and costs are mostly denominated in RMB. Any significant revaluation of RMB may materially and
adversely affect our cash flows, revenues, earnings and financial position, and the value of, and any dividends payable
on, our ADSs in U.S. dollars. For example, an appreciation of RMB against the U.S. dollar would make any new
RMB denominated investments or expenditures more costly to us, to the extent that we need to convert U.S. dollars
into RMB for such purposes. An appreciation of RMB against the U.S. dollar would also result in foreign currency
translation losses for financial reporting purposes when we translate our U.S. dollar denominated financial assets into
RMB, as RMB is our reporting currency. Conversely, a significant depreciation of the RMB against the U.S. dollar
may significantly reduce the U.S. dollar equivalent of our earnings, which in turn could adversely affect the price of
our ADSs. Furthermore, a significant depreciation of the RMB against the U.S. dollar may have a material adverse
impact on our cash flow in the event we need to convert our RMB into U.S. dollars to repay our U.S. dollar
denominated notes or other payment obligations.

We face uncertainties with respect to indirect transfers of equity interests in PRC resident enterprises by their
non-PRC holding companies. Enhanced scrutiny over acquisition transactions by the PRC tax authorities may
have a negative impact on potential acquisitions we may pursue in the future.

Pursuant to the Notice on Strengthening Administration of Enterprise Income Tax for Share Transfers by Non-PRC
Resident Enterprises, or Circular 698, issued by the State Administration of Taxation, which became effective
retroactively as of January 1, 2008, where a non-resident enterprise investor transfers equity interests in a PRC
resident enterprise indirectly by way of disposing of equity interests in an overseas holding company, the non-resident
enterprise investor, being the transferor, may be subject to PRC enterprise income tax, if the indirect transfer is
considered to be an abusive use of company structure without reasonable 