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INTRODUCTION

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

13 ” 2
s

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

e “user traffic” or “traffic” refers generally to page views of a website, with “page views” measuring the number of web pages viewed by
internet users over a specified period of time except that multiple page views of the same page viewed by the same user on the same day are
counted only once;

e “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,;

e “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;

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

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

FORWARD-LOOKING INFORMATION

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

”

e our growth strategies;

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

e ourability to attract and retain users and customers and generate revenue and profit from our customers;

*  ourability 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

* PRC governmental regulations and policies relating to the internet, internet search and online marketing and the implementation of a
corporate structure involving variable interest entities in China.

1
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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.
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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 31,2015,2016 and 2017 and the consolidated balance sheets data as of December 31,
2016 and 2017 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, 2013 and 2014 and the selected consolidated
balance sheets data as of December 31, 2013,2014 and 2015 have been derived from our audited consolidated financial statements for the years ended
December 31, 2013, 2014 and 2015, 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.

Year Ended December 31,
2013 2014 2015 2016 2017
RMB RMB RMB RMB RMB USs$

(In millions, except per share and per ADS data)
Consolidated Statements of Comprehensive Income Data:

Revenues:

Online marketing services 31,802 48,495 64,037 64,525 73,146 11,242

Others 142 557 2,345 6,024 11,663 1,792
Total revenues 31,944 49,052 66382 70,549 84,809 13,034
Operating costs and expenses:

Cost of revenues (11,472) (18,885) (27,458) (35,278) (43,062) (6,619)

Selling, general and administrative (5,173) (10,382) (17,076) (15,071) (13,128) (2,018)

Research and development (4,107)  (6,981) (10,176) (10,151) (12,928) (1,987)
Total operating costs and expenses (20,752)  (36,248) (54,710) (60,500) (69,118) (10,624)
Operating profit 11,192 12,804 11,672 10,049 15,691 2,410
Interest income 1,309 1,993 2,362 2,342 3,154 485
Interest expense (447) (629) (1,041) (1,158) (1,615) (248)
Income (loss) from equity method investments 23 (20) 4 (1,026) (63) (10)
Other income, net, including exchange gains or losses 141 336 24,910 4,302 4,116 633
Income before income taxes 12,218 14,484 37,907 14,509 21,283 3,270
Income taxes (1.829) _(2,231) _ (5.475) _ (2913) _ (2,995) (460)
Net income 10,389 12,253 32,432 11,596 18,288 2,810
Less: Net loss attributable to non-controlling interests (163) (944) (1,232) (36) (13) 2)
Net income attributable to Baidu, Inc. 10,552 13,197 33,664 11,632 18,301 2,812
Earnings per share for Class A and Class B ordinary shares(1)

Basic 300.66 374.88 954.56 319.47 527.51 81.08

Diluted 300.23 373.43 951.49 318.62 524.08 80.55
Earnings per ADS (1 Class A ordinary share is represented by 10 ADSs)

Basic 30.07 37.49 95.46 31.95 52.75 8.11

Diluted 30.02 37.34 95.15 31.86 52.41 8.06
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(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 18 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.

As of December 31,
2013 2014 2015 2016 2017
RMB RMB RMB RMB RMB USS$
(In millions)

Consolidated Balance Sheets Data:
Cash and cash equivalents 9,692 13,853 9,960 10,898 11,084 1,704
Restricted cash 260 413 96 318 252 39
Short-term investments 27,482 42,699 57,969 71,196 89,381 13,738
Goodwill 16,864 17,419 15,396 15,342 15,806 2,429
Long-term investments, net 1,259 3,545 37,959 45,690 56,283 8,651
Total assets 70,357 99,118 147,853 181,997 251,728 38,689
Total liabilities 30,321 45,066 63,638 84,254 121,356 18,651
Total Baidu, Inc. shareholders’ equity 37,796 51,072 80,256 92,274 115,346 17,729
Total equity 40,036 52,158 80,268 92,251 119,350 18,344

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 exchange rate set forth in the H.10 statistical release of the Board of
Governors of the Federal Reserve System. 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 RMB6.5063 to US$1.00, the exchange rate in effect as of December 29, 2017. We make no representation that any
RMB or U.S. dollar amounts could have been, or could be, converted into U.S. dollars or RMB, as the case may be, at any particular rate, or at all. The
PRC government imposes control over its foreign currency reserves in part through direct regulation of the conversion of RMB into foreign exchange
and through restrictions on foreign trade. On March 9, 2018, the exchange rate was RMB6.3285 to US$1.00.

4
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The following table sets forth information concerning exchange rates between the RMB and the U.S. dollar for the periods indicated:

Exchange Rate

Period Period-End Average Low High
(RMB per U.S. Dollar)
2013 6.0537 6.1412 6.2438 6.0537
2014 62046  6.1704 6.2591 6.0402
2015 6.4778 6.2869 6.4896 6.1870
2016 6.9430  6.6549 6.9580 6.4480
2017 6.5063 6.7350 6.9575 6.4773
September 6.6533 6.5690 6.6591 6.4773
October 6.6328  6.6254 6.6533 6.5712
November 6.6090 6.6200 6.6385 6.5967
December 6.5063 6.5932 6.6210 6.5063
2018
January 6.2841 6.4233 6.5263 6.2841
February 6.3280  6.3183 6.3471 6.2649
March (through March 9,2018) 6.3285  6.3354 6.3565 6.3093

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.

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. 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 platform, which may in turn cause us to lose customers
and adversely affect our results of operations. Furthermore, as our auction-based P4P services enable our customers to bid for priority placement of their
paid sponsored links, we may lose customers if they find the bidding mechanism not cost effective or otherwise not attractive. Additionally, if our users
do not increase their search frequencies on our platform, or our content ecosystem fails to offer rich and quality content that meets users’ tastes and
preferences, or our users spend more time with or otherwise satisfy their search demands on competing platforms, or we otherwise experience user traffic
decline due to any reason, it would be difficult for us to attract new customers or retain existing customers. 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.

5
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In recent years, our revenues from online advertising have increased. 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 platform do not generate expected returns, they may allocate a portion or all of
their advertising budgets to other advertising channels, such as television, outdoor media and other online marketing platforms, 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 platform may
materially and adversely affect our business, financial condition, results of operations and prospects.

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.
We also examine the relevant business licenses and bank accounts of prospective customers prior to business engagement, as a quality control measure.
In addition, we have taken steps to implement measures requested by PRC regulatory authorities, such as modifying paid search practices and limiting
the amount of displays. We have also proactively implemented numerous additional measures to deliver a better user experience and build a safer and
more trustworthy platform for users. Such measures have had a negative impact on the number of customers and our revenues in the short term. PRC
regulations on online marketing services are evolving, and uncertainties remain with respect to the implementation of and compliance with new
regulations that may emerge, which in turn may have a material adverse impact on our business, results of operations and growth prospects.

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

While the internet has developed to a more advanced stage in China, customers have many channels to conduct online marketing and promotion.
As users may not spend as much time on internet search products as they used to, many current and potential customers may not use internet search
products as one of their main online marketing channels to promote their products and services, and thus may not allocate a significant portion of their
marketing budgets to online marketing through internet search products such as our P4P services, as compared to other methods of online marketing.
Our 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 and
maintaining and increasing user engagement;

* increased competition and potential re-allocation of marketing budgets and 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 or due to competition;

» 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, Baidu Union members and content providers. 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.
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In addition, any negative publicity about our company, our products and services, our employees, our business practices, or our search results or
the platform 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 has been negative publicity about our company and our business practice, which has adversely affected our public
image and reputation during certain periods of intense negative publicity. For example, in 2016, Chinese media reported that a Chinese college
student had died from cancer following unsuccessful treatment received at a hospital that the student had found through a paid search listing on Baidu.
The negative publicity surrounding this incident has resulted in significant adverse impact on our public image and reputation. Intense negative
publicity may divert our management’s attention and may adversely impact our business. We cannot assure you that our brand, public image and
reputation will not be materially and adversely affected in the future.

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 intemet video services. For Baidu
Core business, our main competitors in the Chinese internet market include China-based internet companies, such as Tencent, Alibaba, Sohu, Qihoo
360, ByteDance, Xiaomi and iFly Technology. We compete with these entities for both users and customers on the basis of user traffic, quality
(relevance), user experience of the search results, quality, quantity and relevancy of content, availability and ease of use of products and services,
distribution channels and the number of associated third-party websites/wapsites. For iQIYL, 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 their users, accommodating their users’ habits and preferences and managing
customers. They may use their experience and resources to compete with us in a variety of ways, including competing for users and their time,
customers, distributors, content, strategic partners and networks of third-party websites/wapsites, investing more heavily in research and development
and making investments and acquisitions. If any of our competitors provides comparable or better Chinese language search experience 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 could 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 apps. Large companies in China generally allocate, and may continue to allocate, a limited portion of their budgets
to online marketing, as opposed to traditional advertising 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 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 businesses from time to time by leveraging our large internet user base and advanced
technology 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, marketing and compliance challenges that differ from those that we currently
encounter.
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In recent years, we have invested significant resources in the research and development of artificial intelligence (Al) technology and have made
significant progress in the commercialization of Al technologies, such as conversational Al platform DuerOS, autonomous driving platform Apollo, Al
cloud services and Baidu Feed. We plan to continue to contribute capital and other resources to our Al-enabled business operations. However, Al
technology is rapidly evolving with significant uncertainties, and we cannot assure you that our investment and exploration in Al technology,
including conversational Al, autonomous driving, Al cloud and Baidu Feed, will be successful. In addition, we may encounter regulatory uncertainties
related to new business that we enter into. The laws and regulations related to Al technology and products are at early stage of development and still
evolving in China. The effects of such laws and regulations remain unclear and may add uncertainty to the operation of our Al-related business. For
example, as PRC regulatory framework on autonomous driving evolves, we may be required to comply with approval and other compliance
requirements for autonomous driving road test promulgated by PRC authorities from time to time. See “Item 4.B. Information on the Company—
Business Overview—Regulations—Regulations on Artificial Intelligence and Autonomous Driving Vehicles.” We may confront other challenges as
we enter new business domains, including lack of adoption of new products and services, lack of management talent in the new business, cost
management and other factors required for the expansion of new businesses.

We also recently launched online content-related platforms, i.e., Baijiahao and Bear Paw Account. Baijiahao is a content provider platform that
allows users such as writers to publish content, and Bear Paw Account is a smart content sorting and distribution hub, optimizing the distribution of
content to potential audience. Baijiahao and Bear Paw account are critical components of our content ecosystem and rely on the participation and
contribution of our users. If we fail to attract new users to and retain existing users of Baijiahao and Bear Paw Account, our future results of operations
and growth prospects may be adversely affected. In addition, if we have to incur more costs in order to retain existing users or attract new users, our
profitability may be adversely affected. We cannot assure you that we will be able to address these new challenges and continue to provide exceptional
quality services. If we are not able to solve these issues, we may not be able to compete effectively. In addition, we expect to significantly increase
content cost to attract large amount of quality content from Baijiahao content providers. If we have to incur more content costs and are unable to
generate significant revenues to cover these costs, our profitability may be adversely affected.

If we fail to continue to innovate and provide products, services and high-quality internet experience that attract and retain users, we may not be
able to generate sufficient user traffic 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 advertising and, artificial intelligence (Al) technologies, improve our existing products and services, and introduce additional high-
quality products and services, including Al-based products and services and feed 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 suffer a
decline in the size of our user base. 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, advertising and Al technologies and new forms of
devices and apps continue to develop, we may expend significant resources in research and development and strategic investments and acquisitions in
order to remain competitive.

If our content ecosystem fails to continually offer quality content in a cost effective manner, we may experience declines in user traffic and user
engagement, our business and results of operations may be harmed.

Our content ecosystem consists of our core search products, Baidu Feed, Baijiahao, Bear Paw Account, iQIY], Baidu Maps, Baidu Post Bar, Baidu
Knows, Baidu Encyclopedia and various other products. The success of our content ecosystem depends on our ability to attract content owners to
contribute quality content to our
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platform by leveraging our user traffic and enhance user engagement through provision of attractive content, so as to create a virtuous cycle. We have
relied, and will continue to rely, on third parties for part of the content offered in our content ecosystem. As the competition for quality content

becomes increasingly intense in China, we cannot assure you that we will be able to manage our content acquisition costs effectively and generate
sufficient revenues to outpace future increase in content spending. We may also be unable to renew some of our content licensing agreements upon
their expiration or termination and any renewal of the content licensing agreements may involve higher costs or less favorable terms. If we are not able
to license popular premium content on commercially reasonable terms or renew our content licensing agreements, our financial condition and results of
operations may be materially and adversely affected. In addition, we have users contribute their content to our various products, including Baidu Post
Bar, Baidu Knows, Baidu Encyclopedia, Baijiahao, Bear Paw Account and iQIYI’s user-generated content. If these parties fail to develop and maintain

high-quality and engaging content, if our desired premium content becomes exclusive to our competitors, if we are unable to continue to grow our
content offerings and stay competitive vis-a-vis other content platforms, or if a large number of our existing relationships are terminated, the
attractiveness of our content offerings to users may be severely impaired. If we are unable to offer content that meets users’ tastes and preferences on a
continuing basis and in a cost effective manner, our user experience may deteriorate, we may suffer from reduced user traffic, our business and results of
operations may be harmed.

Our expansion into financial services may subject us to regulatory, credit, operational and reputational risks, each of which may have a material
adverse effect on our business, results of operations and financial condition.

We began to provide financial services in China in recent years. Our financial services mainly include wealth management and Baidu Consumer
Credit, through which we offer education loans and consumer financing to meet consumers’ cash expenditure needs.

PRC laws and regulations concerning the internet finance industry, particularly those governing credit lending, are evolving. Although we have
taken careful measures to comply with the laws and regulations that are applicable to the financial services that we offer, the PRC government
authorities may promulgate new policies, rules and regulations regulating the internet finance industry. For example, in December 2017, the PRC
authorities issued a series of new rules to strengthen regulation on the micro loan business and online microcredit industry, which require, among
others, that online microcredit companies suspend providing micro loans without a specific consumption scenario or specified use of loan proceeds
and refrain from obtaining funds by transferring its credit assets through an online transaction platform or a local financial asset exchange, or through
an online lending intermediary service agency. In addition, the government authority supervising the microcredit industry is conducting a special
inspection and rectification on the compliance of online microcredit companies. See “Item 4.B. Information on the Company—Business Overview—
Regulations—Regulations on Consumer Finance and Microcredit.” If our financial services, especially our innovative solutions, were deemed to
violate any PRC laws or regulations, our business, financial conditions and results of operations may be materially and adversely affected. We cannot
assure you that our practices would not be deemed to violate any PRC laws or regulations, nor can we ensure that all business cooperators on our
platform meet all the regulatory compliance requirements. Moreover, developments in the internet finance industry may lead to changes in PRC laws,
regulations and policies or in the interpretation and application of existing laws, regulations and policies that may limit or restrict online consumer
financing services and wealth management services like those we offer, which could materially and adversely affect our business and operations.
Furthermore, we cannot rule out the possibility that the PRC government will institute a new licensing regime covering our financial services in the
future. If such a licensing regime were introduced, we cannot assure you that we would be able to obtain any newly required license in a timely manner,
or at all, which could materially and adversely affect our business and impede our ability to continue our operations.

As part of our financial services, we have adopted our own credit risk management, through leveraging our big data and computing analytical
capabilities, and have taken various other measures to monitor and limit credit risks. However, the risk of nonpayment of loans is inherent in the
finance business, and we are subject to credit
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risks resulting from defaults by consumers. While we employ statistical modelling and big data to carefully assess credit risks, credit risks are
exacerbated in microcredit and consumer financing because there is relatively limited information available about the credit histories of the borrowers.
There can be no assurances that our credit assessment and risk management are or will be sufficient to result in lower delinquencies. As we expand into
new sub-sectors of consumer financing, our limited operational experience and lack of familiarity with the new areas may render our risk management
less effective, thus exacerbating our credit risks. Furthermore, our ability to manage the quality and the associated credit risks of our loan portfolio may
have significant impact on our results of operations. Deterioration in the overall quality of loan portfolio and increased exposure to credit risks may
occur due to a variety of reasons, including factors beyond our control, such as a slowdown in the growth of the PRC or global economies or a liquidity
or credit crisis in the PRC or global financial sectors, which may adversely affect the liquidity of our borrowers or their ability to repay or roll over their
debt. Any significant deterioration in the asset quality of our financial services business and significant increase in associated credit risks may have a
material adverse effect on our business, results of operations and financial condition.

Our financial services business also faces additional operational risks with respect to illegal or fraudulent activities, such as illegally accessing
and using another’s Baidu Wallet account, and providing false credit and other information or creating fictitious or “phantom” transactions with
collaborators in order to obtain loans from us. Although we have implemented various measures to detect and reduce the occurrence of illegal or
fraudulent activities, there can be no assurance that such measures will be effective in combating fraudulent activities. Significant increases in illegal
or fraudulent activity could negatively impact our brand and reputation, lead us to take additional steps to reduce such risks, and cause us to incur
additional expenses and costs, which may adversely affect our business, results of operations and financial condition.

Negative publicity about our partners, outsourced service providers or other counterparties, such as negative publicity about their debt collection
practices and any failure by them to adequately protect the information of borrowers, to comply with applicable laws and regulations or to otherwise
meet required quality and service standards could harm our reputation. Furthermore, any negative development in the internet finance industry, such as
bankruptcies of companies providing similar services, or negative perception of the industry as a whole, could compromise our image, undermine the
trust and credibility we have established and impose a negative impact on our business and results of operations.

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 and internet of things, or IoTs, such as smartphones, tablets and smart (voice-activated internet) home
devices, has increased in recent years, and we expect this trend to continue while 4G/5G and more advanced mobile communications technologies are
broadly implemented. If we fail to develop products and technologies that are compatible with all mobile devices, loTs and operating systems, or if the
products and services we develop are not widely accepted and used by users of various mobile devices and IoTs, our position in the mobile internet
and Al based may be adversely affected. In addition, the widespread adoption of new internet, networking or telecommunications technologies or other
technological changes could require substantial expenditures to modify or integrate our products, services or infrastructure. If we fail to keep up with
rapid technological changes to remain competitive, or consequently fail to retain users with products and services of exceptional quality, our future
success may be materially and 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 revenue and profit 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
platform 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 February 2017, the service of Baidu
App was inaccessible to users for forty-three minutes due to a system failure, which adversely affected our user experience then.

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 platform, 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 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, smart home devices and other smart 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, search queries are increasingly being conducted through apps and services tailored to
particular devices. A shift in user behavior to perform search queries on other devices or 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.
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We may not be able to manage our expanding operations effectively.

We have significantly expanded our operations in recent years. We expect this expansion trend to continue as we grow our user and customer
base and explore new opportunities. To manage the further expansion of our business and growth of our operations and personnel, we need to
continually improve our operational and financial systems, procedures and controls, and expand, train, manage and maintain good relations with our
growing employee base. We have experienced labor disputes in the past. Although these disputes were reso