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None

Indicate by check mark if the registrant is a walbwn seasoned issuer, as defined in Rule 405c08#turities Act.  YedX] No
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reported on the Nasdaq National Market, was apprately $883 million.
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DOCUMENTS INCORPORATED BY REFERENCE
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PART |

As used in this report, references‘us,” “we,” “our,” “our company,” “Sohu” and “Sohu. com” are to Sohu.com Inc. and, except where the
context requires otherwise, our subsidiaries, Sotm. (Hong Kong) Limited (or Sohu Hong Kong), Sobm.timited, Kylie Enterprises
Limited, All Honest International Limited, Marvekkfb Limited, Go2Map Inc., Sohu.com (Search) Limigzbou Inc., Sogou (BVI) Limited,
East Entertainment Limited (or 21 East HK), TL Admited, TL Age Hong Kong Limited, Sogou Hong Kbimgited, Beijing Sohu New Ei
Information Technology Co., Ltd. (or Sohu Era),jiBgi Sohu Interactive Software Co., Ltd. (or Sobft&are), Go2Map Software (Beijin

Co., Ltd. (or Go2Map Software), Beijing Sogou Tetbgy Development Co., Ltd. (or Sogou Technoldggijing Sohu New Media
Information Technology Co., Ltd. (or Sohu Media)l 8eijing AmazGame Age Internet Technology Co.,(otdAmazGame Age), and ¢
variable interest entities (or VIES) Beijing Centudigh Tech Investment Co., Ltd. (or High CentuBgijing Sohu Entertainment Culture
Media Co., Ltd. (or Sohu Entertainment, formerlpkmn as Beijing Hengda Yitong Internet Technologyddgment Co., Ltd ,or Hengd:
Beijing Sohu Internet Information Service Co., l(tit. Sohu Internet), Beijing Goodfeel Informatioechnology Co., Ltd. (or Goodfeel), Beij
Huohu Digital Technology Co., Ltd. (or Huohu), Bagj Tu Xing Tian Xia Information Consultancy Cagd.L(or Tu Xing Tian Xia), Beijin

Feng Yang Tian Lang Advertising Co., Ltd. (or F&fajg Tian Lang), Beijing Sogou Information ServiCes, Ltd. (or Sogou Informatior
Beijing 21 East Culture Development Co., Ltd (orE2ist Beijing), Beijing Gamease Age Digital Tecloggl Co., Ltd. (or Gamease Age), ¢
New 21 East Art Development (Beijing) Co., Ltd.New 21 East), and these references should bepiretierd accordingly. Unless otherwi
specified, references to “China” or “PRC” refer tthe People’s Republic of China and do not inclddeong Kong Special Administrative
Region, the Macau Special Administrative Regiofawan. This report contains forwa-looking statements within the meaning of

Section 27A of the Securities Act of 1933 and @e@1E of the Securities Exchange Act of 1934udinf, without limitation, statements
regarding our expectations, beliefs, intentionduiure strategies that are signified by the wor@sgect,” “anticipate,” “intend,” “believe,”

or similar language. All forward-looking statemeimisluded in this document are based on informagigailable to us on the date hereof, and
we assume no obligation to update any such fori@o#ling statements. Our business and financialgrerbnce are subject to substantial ri
and uncertainties. Actual results could differ mitty from those projected in the forward-lookistatements. In evaluating our business, you
should carefully consider the information set fdo#low under the caption “Risk Factors.” Readerg @autioned not to place undue reliance
on these forward-looking statements.

ITEM 1. BUSINESS
Overview

Sohu is one of the premier Internet media compani€hina, providing millions of Chinese consumeith their daily source of information,
entertainment and communication. We have builtafrtte most comprehensive matrices of Chinese kagpgWeb properties consisting of:

» www.sohu.con, a leading mass portal and online media desting

*  WWw.sogou.con) an interactive proprietary search engine witlegpanded database capacity of more than ten bikitieved wel
pages

*  www.17173.con, a leading games information port
» www.focus.cr, a top real estate Websi
» www.chinaren.con, a leading online alumni clu

* www.go2map.con, one of the leading online mapping service prossdand

* www.goodfeel.com.ci, a wireless vali-added services provide

Sohu corporate services consist of brand advegtisimits matrix of Websites as well as paid listargl bid listing on its in-house developed
search directory and engines. Sohu also offersypes of consumer services, which includes onlem®e and wireless. The company operates
two massively multi-player online role-playing gasrier MMORPG games), namely Tian Long Ba Bu (or B)Bnd Blade Online (or BO),
and a casual game platform. Sohu also offers veiselalue-added services such as news, informatiosic, ringtone and picture content sent
over mobile phones.

We were incorporated in Delaware in August 1996 &rnet Technologies China Incorporated, and laadwur original Website, itc.com.cn,
in January 1997. During 1997, we developed the Switine directory and search engine and relatduh@ogy infrastructure, and also focus
on recruiting personnel, raising capital and aggtieg content to attract and retain users. In Falyr@998, we re-launched our Website under
the domain name Sohu.com and, in September 1998 waened our company Sohu.com Inc. On Octoberd®),2ve completed the
acquisition of ChinaRen, the leading youth commu¥ebsite in China. On
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November 24, 2003, we completed the acquisitiokydie Enterprises Limited, the owner of 17173.camVebsite providing informatic

about multiplayer online games in China. On Noven#ie 2003, we completed the acquisition of All ldehinternational Limited, the owner
of Focus.cn, a Website providing information ab@atl estate in Beijing and Shanghai. On May 31420@& completed the acquisition of
Marvel Hero Limited and Goodfeel, a leading providévalue-added mobile data services for Wireksgglication Protocol, or WAP, in
China. On May 31, 2005, we completed the acquisitibGo2Map Inc. (and its affiliate, Tu Xing Tiaria¥, one of the leading online mapping
service providers in China. On November 1, 2006cwmpleted the acquisition of 21 East HK and itsséiary 21 East Beijing, an
entertainment provider in China. Through our adtjois and successful integration of these compamieshave built one of the most
comprehensive networks of Web properties in China.

Substantially all of our operations are conductedugh our indirect wholly owned PRC subsidiarigshu Era, Sohu Media, Sohu Software,
Sogou Technology, Go2Map Software and AmazGameahgeour VIEs, High Century, Sohu Entertainment, Slotternet, Goodfeel, Huohu,
Tu Xing Tian Xia, Feng Yang Tian Lang, Sogou Infation, 21 East Beijing, Gamease Age and New 21 Baste our inception, our busint
model has expanded to include other major busilimess, including brand advertising, sponsored dgarnline game, wireless services and
other businesses.

We derive revenues from the sale of brand advegjsiponsored search, online game and wirelesikegsrv

In 2000, we started the e-commerce business, geltinsumer products through store.sohu.com. Weulistied the e-commerce business on
June 20, 2006 in order to focus on profitable segmén 2001, we began to provide wireless senicemobile phone users through
sms.sohu.com. We then expanded our wireless sertigdaclude short messaging services, or SMS, Raak Tone, or RBT, WAP,
multimedia messaging services, or MMS and intevactbice response, or IVR. In 2003, we launchedfiosirlicensed multiplayer online
game, Knight Online (or KO). Because the licensE@expired in November 2006, we discontinued theration of the game since then. In
2004, we launched our second multiplayer onlinega®®. In May 2007, we launched our first stdfveloped multiplayer online game, TLE

In August 2004, developed from the existing diregtearch capabilities, we introduced our newijrallusive, proprietary search engine under
the brand name Sogou through Sogou.com. On Jadyu2B07, we announced the launch of Sogou versinich offers further enhanced
updating speeds, shortened search times and maueage search results, based on an expanded datedgzecity of more than ten billion
retrieved web pages.

Official Internet Content Service Sponsor for Beijng 2008 Olympic Games

In November 2005, we were selected as the offgpahsor of Internet Content Services (or ICS) lier Beijing 2008 Olympic Games. Under
the sponsorship agreement we entered into witlB#iing Organizing Committee for the Games of thélX Olympiad (or BOCOG), we
provided exclusive services to BOCOG to constropgrate and host the official BOCOG Website, wwijilig2008.com, for this historic
event.

Our Web Properties

We have matrices of seven Web properties, with Soinu being the Website attracting the highest leféhternet traffic. On all of our
Websites, we offer basic content to our users fsaeaof charge basis.

Mass Porta—Sohu.com

Sohu.com’s portal consists of sophisticated Chitesguage Web navigational capabilities, 35 mamteat channels, Web-based
communication and community services and short aggisg services. Each of our interest-specific nchiannels contains multi-level sub-
channels that cover a comprehensive range of topidsiding news, business and finance, entertampsports, information technology,
automobile, real estate, and women. We also oféer Web-based e-mail services. Our portal atti@rsumers and merchants alike because it
is designed to meet the specific needs and inteoédhternet users in China. Key features of antgl include proprietary Web navigational
capabilities that reflect particular cultural charaistics and viewing habits of PRC Internet users

Proprietary Search Engin—Sogou.com

Sogou, which means “Search Dog”, is Sohu’s proanesearch engine launched in August 2004. Sogdorpes interactive searches of
billions of Web pages using advanced algorithms ter is taken through a fast and convenientdotiee process to arrive at the most
relevant selection of the integrated Website argesarch results. On February 25, 2005, we laghaheupgraded search engine Sogou 2.0
with an expanded breadth of one billion Chinesgleage indexed web pages, higher updating speeghamtér search time. In November
2005, we announced the launch of Sogou versioreZifther upgrade for our proprietary search emgiis upgraded Sogou 2.5 was more
sophisticated with advanced spider technology aarerimtelligent in terms of crawling, selecting aatiking capabilities so as to provide m
relevant, accurate and up-to-date Web search sesuft January 1, 2007, we announced the launcbgd53.0, a newly upgraded version for
our intelligent search engine. This new versioso§ou can provide our users with higher updatiregdp, shortened search times and more
accurate search results based on an
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expanded database capacity of more than ten biditsieved pages. We will continue to integrate @o8.0 with the content strength of our
comprehensive Internet platform and our communétyeal product offering, which will enable us to abtenowledge of our users’ online
habits and interests, in order to optimize the aleearch experience for our users.

Vertical Sites
17173.com

The Sohu games portal www.17173.com was launch280@ as the first online games portal in Chinaaad acquired by Sohu in November
2003. 17173.com is a leading online destinatiorgone players seeking information on games andeddfrom other players on the site’s
message boards. With over 100 game zones and msiltibregistered users supported by alliances ovigr thousands of Internet cafés,
17173.com is one of the largest online games inftion and community Websites in China. The gamesapaww.17173.com is widely
recognized as a market leader among the games ¥#&&bsiChina, with strong expertise in running Website, building a game community
and developing relationships with advertising diein the online games industry.

Focus.cr

Focus.cn is one of the leading real estate Webisit€fina. Focus.cn attracts many users who areesbamers with high incomes and real
estate professionals. Launched in 1999, Focus snléeeloped into what we believe is one of the rimdktential Websites serving the Beijing
market. The Focus.cn platform serves as a basiefiional expansion in other key urban areas winteenet penetration is highest in China.
As of December 31, 2007, the Website has succéssflied out into 28 cities. Focus has also beefiching its content and has diversified
from residential properties to commercial propestees well as other auxiliary industries, such@sddecoration, furniture and fixtures.

Chinaren.com

We acquired ChinaRen in October 2000. ChinaRelneidargest online youth community in China, witreoeighty million registered users as
of December 31, 2007. Schools and universitieshim&generally do not have alumni offices to cédethe needs of former students to
organize their classes into long-term communitesin other Asian societies, Chinese people halohst ties of friendship and loyalty with
their fellow alumni, which form the basis of theirsonal and professional relationship networksn&Ren has leveraged a critical mass of
loyal users to create one of the leading onlinenalunetworks in China.

Go2Map.com

Go2Map is one of the leading online mapping ses/m®@viders in China founded in 1999. Go2Map mapjformation platform enables
online mapping services through different Intefdméténet platforms, mobile phones, call centers Bbés. Go2Map’s database covers points
of interests in more than 307 cities across Chiridch has enabled it to develop multiple businggdieations, including sales of software and
map information resources. Go2Map also provides ¥iefers a free online mapping inquiry system ngéaChinese cities. We acquired
Go2Map in May 2005 and Go2Map’s expertise in prsifasal locationbased information had enhanced our search engpabitties as well ¢
online Website content.

Goodfeel.com.cn

Goodfeel is a leading WAP service provider in Chiofering various WAP services including ring tcared picture downloads. Goodfeel.com
was founded in November 2001 and was acquired liy May 2004. Goodfeel has since been integratéid edir WAP business. We believe it
is important for Sohu to maintain a presence omtineless side, and more specifically in WAP, inieipation of the launch of the third
generation of mobile networks in China in the rfesure and the burgeoning market that it will bring

Our Products and Services
Products and Services for Business
Brand Advertising

In brand advertising, we enjoy a strong competifigsition as one of the top portals in China. Wavjglte brand advertising services across our
matrices of Web properties. Our offerings enableedisers to post their advertisements in diffefentns, including textual, rich media and
graphic advertisements, and in different locationshe Sohu matrix of Web properties. Our branceatking products include but are not
limited to banners, links, logos, buttons and streavertisements placed on our Websites
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and sponsorships that typically focus on a pawicel/ent or a particular Website area. We chargertiders daily or hourly rates for banners,
links, logos, buttons and stream advertisementsn&pship contracts for a particular area of a Welns for a particular event may require
fixed payments over the contract period. Our steshddvertising charges vary depending on the texftise contract and the advertisement’s
location within our Website. Discounts from starttieates are typically provided for higher-volunm@nder-term advertising contracts, and may
be provided for promotional purposes.

We rely on both direct sales by our internal sédese and sales by advertising agents for advedish our Websites. During the year ended
December 31, 2007, approximately 1,070 companiesrtised on our Websites. Our customers includdinailonal companies that have
significant operations in Chinese markets, manylith are Fortune 500 companies, as well as nursehinese domestic companies, which
are mainly large or medium size companies. We fgarontinue focusing on multinational and Chinesmdstic companies as our key
advertisers. In 2007, our five largest advertisesounted for approximately 14% of total brand atisiag revenues. Sohu has entered into
agreements with each of these advertisers. Masieske agreements have terms of less than 12 months.

The focus of our marketing strategy is to genebbaé®d and product awareness for Sohu.com in Chitleasvertisers, Internet users and the
general public. During the year ended DecembeRBQ7, we spent approximately $22.5 million in adig@rg expenses. As a pioneer of the
PRC Internet industry, we have been able to gemerdistantial public awareness of Sohu in China.

As of December 31, 2007, we had obligations to id@vand advertisers had obligations to purchabegréising services under existing
contracts in the amount of $2.3 million, of which.& million of services were required to be proddiring the year ended December 31,
2008.

Sponsored Search

We offer a series of sponsored search offeringsing at small and medium sized enterprises thafeesyto list on our search results, in our
directory. Through our sponsored search serviceqpmvide advertisers a cost-effective way to deladvertisement to targeted customers by
displaying advertisements in response to userrtiguch as a keyword search. We offer both pstichdj and bid listing on our search engine
and online directory, as well as listings in owsdified advertisement section. For paid listimyeatisers pay fixed lump-sum fees based on
priority and keywords within a certain period. i listing, advertisers pay us according to a pestclick bidding price set by the advertisers.

We market our paid search services through thetiapproximately 200 distribution agents as welbasinternal sales force. We also have a
Website Alliance network with more than 6,000 memspwhereby our bid listing advertisers could cheotwsalso post their links in different
Websites of the Website Alliance members so asdease the chance of click-through.

In 2007, we had more than 51,400 customers fospansored search business.

Products and Services for Use

We provide an array of products and services tausars through our Web properties, including agagestjcontent, communication and
community, search and directory, online game andlegs services.

Aggregated Conter

We also are a leading aggregator of content, aodige content on a variety of topics. We organiae@antent around 35 main channels on the
Sohu portal. Each main channel contains numerdagisannels and features news, commentaries anougautilities and solutions relating to

a specific topic. We also have regional Website$iiae different cities in China. As of Decembey 3007, we had over 1,600 content partr
which enables us to provide a wide range of coraéfatings. Our content partners are leading Clinasguage media and information
providers in a variety of fields with coverage odjor cities in China. Our arrangements with confertners are normally short-term and non-
exclusive. In addition, we have established exckipartnership/sponsorships with some of our ingmareontent partners and sponsors,
including the Beijing 2008 Olympic Games, Team @hi@hina Interactive Sports and NBA. Such exclusimetent partnerships or
sponsorships enable us to differentiate our bravertising offering from other brands and to impr@and strengthen our brand.

All of our channels, including co-branded third tyasontent on our portal, are defined by the foilogvfeatures, that together constitute the
distinct Sohu “look and feel”: the Sohu.com lodme tSearch Fox” mascot that displays different pieest in different channels, the navigation
bar, the color combination, the size and type efG@finese characters, the spacing of the charactetsin our directories and the reporting
style. Below are descriptions of some of our mdiarmels:
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News Delivers a comprehensive selection of local, nai@mnd international news from newspapers, magazine
and other information providers throughout Chinall Eext search is also available on each p

Business and Financ  Features business and financial news providedddirig financial information services in China cangi
both domestic and international markets. Usergetiieve real-time stock quotes, fund price, exgean
rates, annual reports, research reports and atfemiation on selected listed companies in Ct

Entertainmen Contains extensive coverage of entertainment atdadsre of interest to Chinese users, including
movies, television programs, plays, operas and lpopund classical musi

Sports Provides the latest in national and internatiopakts headlines, results, commentaries and anadgses
well as exclusive contents obtained from exclugiggners, such as NBA, Team China Football and 1
China Basketball. Provides broad coverage on nevests and information surrounding the Olympic
Games and Team Chir

Information Technolog Includes industry forums, industry policies andtte, and online communications with the CEOs of the
top Chinese companies in the information technolagystry. Features information technology news,
product reviews and software downloa

Automobile Includes industry forums, industry policies andtte, and online communications with the CEOs of
top Chinese automakers. Also provides automobdeaifes, news, and product previe

Real Estate Together with Focus.cn, this channel offers dirgetof apartment, residential housing and comraérci
housing listings in major cities in China, and psitiés advice and information on general real estatie
home furnishing matter

Womer Covers a broad range of lifest-related topics that are of particular interest lin€se women, includin
fashion and trends, beauty, society, emotion ahdrareas

Streaming Online Videos

In addition to providing traditional text and pictédbased content, we have focused on developingmeaia technologies. We have launched
online TV-like channels, such as V.Sohu for ententeent, S.Sohu for sports and TV.Sohu for TV proggaspecifically geared for video
content. In addition to watching pre-set progranits Wroadcasting schedules, users can also enjtgicgrograms on an on-demand basis.

Communication and Community Tools

We offer a variety of communication and commundgl$ for our Chinese online users that are impoftapromoting user affinity to our por
network:

Alumni Club Alumni Club is a database service containing infation on schools, classes and classmates thatsallow
classmates to communicate and find each otherf Recember 31, 2007, there were over eighty million
registered user:

Blogs Blogs in an interactive platform for users to buheir own space by posting their articles andype,
uploading videos, and allow sharing of informatanongst users. Further, Sohu blog provide unique
facility for personalized blog’s front page layourteractive communication facilities for blog usend
services integrated with a selection of Sohu prteduo January 2008, we opened the development
platform on Sohu Blogs to all third-party develap#irough “open widget”, through which, developers
could rapidly develop and distribute their widgetsnassive Sohu bloggers on Sohu’s platform. Sohu
bloggers can choose any of such widgets and appi to their blogs according to their own prefeee

E-Mail We offer «mail services to our users with up to -gigabyte free memon

Picture Gallery Offers users to post their favorite pictures aoved interaction with other users. Organizes théected
pictures in categories and offers searching fundibousers for locating different pictur

Message Board Users can post and exchange information on med$gsges covering 16 main topics, ranging from
education and travel to fashion, sports and alleab page:

Web Messenger Our web-based messenger enable Sohu registeretowaicate with other users freely by sending instan
messages to registers throughout the Sohu m
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Search and Directory Services

In 1997, we started as China’s first online seamimpany under the brand, Sohu, which means SeascmFChinese, and have continuously
developed our in-house search technology. In 2@@4aunched our search brand, Sogou, which meaarslsBog in Chinese. Currently, we
provide both keyword search services and seareletdiry services to our users. Under the keyworcchethe end users type in the keyword in
the search box on the Website, and a list of Wellisiks related to the searched keyword will bevghas search results. The search directc
structured as a search engine by categories. Tthasars can choose the search type from the niega@es and are linked to the
corresponding Websites to continue the search psoce

Over the years, our in-house directory of Webdigesbeen continuously expanding. With a searctbdataof more than ten billion retrieved
web pages, we believe Sohu has one of the woddiebt Chinese language online search databasesff&¥eur users the following search
services:

Web Page Search Our Web Page Search is based on our latest sesnishaiogy, with an expanded database capacity of
than ten billion retrieved web pages. Our web psegerch provides users a better experience by sioga
updating speed and higher relevancy for searchtse

Music Searct Music Search enables people to easily find musiegs, lyrics, ring tones and other multimedia fibesthe
Internet. The users can also sort our Music Sdark$ by various categories, such as lists of top gongs
and singers, which are updated automatically ewesk based on the number of clic

News Searc Our News Search gathers information from over 2 8fiirces, provides links to local, national and
international news which are updated every mir

Say Boarc Our Say Board provides users with a g-based searchable community to exchange views and
knowledge and experiences. Users can search, nedorawse Internet message boards and post mes

Picture Searct Picture Search enables users a convenient mettsmitoh for relevant pictures by keywor

Map Searct Map Search helps users search for maps, get dins¢tand find locations quickly and easily withihi@a.

Online Games
In 2007, we operated two MMORPG games, hamely TlaBB BO.

TLBB

TLBB is our first in-house developed MMORPG gaméwdevelopment work started in late 2004. It isZD2martial art game based on a
famous novel “Eight Demigods” written by Louis CHde game appeals to players of all levels and®fieggh quality graphics and in-game
communities. In the interactive in-game communijttee players can complete series activities, siscmaking friends, getting married,
learning life skills or completing other presetk®sTo enhance the game experience, users camiganie virtual items, such as power ena
medicine, costumes, weapon by purchasing Sohu igdrepeds and charge the amount to their accouh8BTwas commercially launched in
May 2007 and solidified its success during the sgbhent months during the year of 2007. As of DeearBty, 2007, TLBB has been ranked in
the top five MMORPG games in the Chinese markeg Jirccess of TLBB in China has enabled us to leéms game overseas. In August
2007, we licensed TLBB to an operator in ViethamDecember 2007, we also licensed it to operatokoing Kong and Taiwan. As of
December 31, 2007, TLBB had more than 23 milliagistered users in China.

BO

In 2004, we launched BO, which was co-developetl wiBeijing-based game studio. In December 2008aweched Blade Hero Online,
which is the upgraded version of BO.

In 2007, both games are free-to-play games andrgeneevenue through sale of in-game virtual itedreder this item-based model, players
play a game on a free of charge basis and witllflgy to purchase in-game premium features. Tamibased model allows us to make
frequent adjustments to meet the changing demdalayers in order to enhance game interaction@adte a better game community. In
addition, the itenrbased model offers flexible ways to generate regsnincluding attracting more users, increasingitiraber of active payir
accounts and growing average quarterly revenuagiare paying account (or ARPU). Online game reesrare collected through sale of our
prepaid cards, which we sell in both virtual anggibal form, to third party distributors and re¢ad.
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Pipeline

In August 2007, we obtained rights to develop tamg “The Duke of Mount Deer”, another famous nawetten by Mr. Louis Cha, author of
TLBB. This will be a 2.5D cartoon style MMORPG gawamad is now under development. In December 20074iceased a new MMORPG
game, “The Legend of the Ancient World,” from adbstudio. This will be a 2.5D MMORPG game andasvrunder development.

Casual Game

In addition to MMORPG games, we also operate aalagame platform on our portal, which mainly cotsisf 40 casual games, such as chess
board games, card games and puzzle games. In 200&yenue was generated from this casual gamfemtat

Wireless Services

We operate as a service provider to China’s leadiobile network operators, offering a wide rangeviseless products focused on
entertainment, information and communications. E@®ducts are available to end users via a brbaite of technologies, such as SMS,
RBT, WAP, MMS, and IVR services. We provide wirae®rvices mainly pursuant to our cooperation gearents with all of the four
Chinese mobile network operators and their progimibsidiaries.

We offer a variety of products and services tousers by utilizing the content of our portals teate fee-based services. Users can purchase
our wireless services through our Websites or thinanobile phones and pay for such services on ahtyosubscription basis or per-message
basis. Users may subscribe to receive news, @ed®ther information, download ring tones and $ognd alumni clubs, participate in dating
and friends matching as well as play games, anerarther mobile related content. Pursuant to oopeaation arrangement with mobile
network operators, the monthly service fees chaogedsers range from $0.065 to $4.037 per monttrsamgle message fees range from $0.

to $0.538 per message. For the year ended Dece8hb2007, approximately 59% of our SMS revenuesdesived from consumers who
subscribe for monthly services. We do not direbtliyand collect fees from users. Instead, we mrlymobile network operators to bill and
collect our service fees. After collecting serviees from users on behalf of Sohu, mobile netwgrators will deduct a percentage of such
revenue as gateway fees and service fees befoirgpting balance to us. Such percentages normaltyesafrom 15%-60% based on contract
rates.

Competition

The Internet and Internet-related markets in Clirarelatively new and rapidly evolving. There ar@&ny companies in the domestic and
international markets that distribute online cohtgalue-added telecommunications services targ&imnese users. We now are facing more
intense competition from both domestic and intéomatl competitors for providing content and sergioger the Internet, including brand
advertising, content, community tools, search eegjimeb directories, online games and wirelesscgeviFor example, there are a number of
existing or new PRC Internet portals, includings@ontrolled or sponsored by private and PRC gwrent entities. As an Internet portal, we
compete with these portals, including but not ledito Sina, Tencent and Netease, and vertical siiel as PColine and SouFun. Our search
engine faces intense competition from softwareahdr Internet products and services incorporageaych and retrieval capabilities, such as
Baidu, Google, Yahoo! China and SoSo. We competie @ther pure-play online games developers andadvger including but not limited to
Shanda, The9, Perfect World, Giant Interactive diijon and Kingsoft; and pure-play wireless ses/m®viders, such as Tom Online,
KongZhong, Linktone and Hurray!. In addition, wenguete with operators of global leading Websitemtarnet service providers, including
Yahoo!, Microsoft/MSN and AOL, currently offer, awduld expand, their online products and serviaggeting China. These sites and
companies compete with us for visitor traffic, adigéng dollars, Internet services, game playeensing, wireless services and potential
partners.

In the PRC Internet market, competition is inteasd is expected to increase significantly in thare because there are no substantial barriers
to entry in our market. Our competitors may hawtade competitive advantages over us in terms of:

» substantially greater financial and technical reses

* more extensive and well developed marketing aressattworks

» Dbetter access to original content and informat

» greater global brand recognition among consumeis

» larger customer base
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We compete with other portals in China primarilytba following basis:

» technological advancemen

» attractiveness of product

* brand recognition

» volume of traffic and user:

» quality of our Websites and conte

» strategic relationship

e quality of our services

» effectiveness of sales and marketing effc

» talented staff; an

* price.
Our existing competitors may in the future achigueater market acceptance and gain additional rhahigee. It is also possible that new
competitors may emerge and acquire significant eteskare. We believe the rapid increase in Chioali®e population will draw more
attention from these multinational players to tfRCPInternet market. We also compete with traditidoems of media — such as newspapers,
magazines, radio and television — for advertisatsertising revenues and content. Some of thediitr@al media have extended their

businesses into the Internet market such as CCHvamd XinHuaNet. Accordingly, we will face moreense competition with traditional
media companies in both their traditional medial snthe Internet-related markets.

Government Regulation and Legal Uncertainties

The following description of PRC laws and regulatis is based upon the opinions of TransAsia Lawyerysr PRC counsel. For a
description of legal risks relating to our ownerghstructure and business, see “Risk Factors.”

Regulatory Authorities

Certain areas related to the Internet, such asamimunications, Internet information services, riné¢éional connections to computer
information networks, information security and cansip are covered extensively by a number of exjdaws and regulations issued by
various PRC governmental authorities, including:

» the Ministry of Information Industry, or Mll (forntly the Ministry of Post and TelecommunicationsMPT);

» the Ministry of Culture, or MOC

» the Ministry of Public Security

» the State Administration of Industry and CommemreState AlC;

» the General Administration for Press and Publicgtay GAPP (formerly the State Press and Publinatiddministration, or SPPA
» the State Administration for Radio, Film and Teton, or SARFT; an

» the State Council Information Office, or SCI

Telecommunications Laws and Regulations

Among all of the applicable laws and regulatiohg ielecommunications Regulations of the People’s Repaf China, or the Telecom
Regulations, implemented on September 25, 20Q8eiprimary governing law, and sets out the gerfesatework for the provision of
telecommunication services by domestic PRC compahieder the Telecom Regulations, it is a requirgrtieat telecommunications service
providers procure operating licenses prior to themmencement of operations. The Telecom
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Regulations draw a distinction between “basic mmemunications services” and “value-added telecomaations services”. Value-added
telecommunications services are defined as teleaorimations and information services provided thiopgblic networks. A “Catalogue of
Telecommunications Business” was issued as anhatiaat to the Telecom Regulations to categorizedaenunications services as basic or
value-added. In February 2003, the Catalogue wdataeq, categorizing online data and transactiongesing, on-demand voice and image
communications, domestic Internet virtual privagdworks, Internet data centers, message storagiemarding (including voice mailbox, e-
mail and online fax services), call centers, Iné¢rccess, and online information and data searehlae-added telecommunications services.
Accordingly, there are various types of telecomrmations services, in which Sohu is engaged thategyelated as value-added
telecommunications services.

Foreign direct investment in telecommunications panies in China is regulated by tRegulations for the Administration of Foreign-Intess
Telecommunications Enterprisger the FITE Regulations, which were issued byRRE State Council on December 11, 2001, and became
effective on January 1, 2002. The FITE Regulatstiulate that telecommunications enterprisesénRRC with foreign investors, or FITEs,
must be established as Sino-foreign equity joimtwees. FITEs can undertake operations in bagcoahmunications services and value-added
telecommunications services. Under the FITE Regulatand in accordance with WTO-related agreemémsforeign party to an FITE
engaging in value-added telecommunications serviwshold up to 50% of the equity of the FITE, with geographic restrictions on its
operations. The PRC government has not made athefurommitment to liberalize its regulation of ES.

In view of the restrictions on foreign direct intreent in the telecommunications sector, we estadtiseveral domestic Variable Interest
Entities, or VIEs, to engage in value-added telaoomications services. For a detailed discussiauoiVIEs, please refer to below “Our PRC
Corporate Structure”. In view of the FITE RegulasandSino-Foreign Equity Joint Venture Lgwe may consider establishing a foreign-
invested telecom entity at an appropriate time.

On December 26, 2001, the MIl promulgated Aldeninistrative Measures for Telecommunications Begs Operating Licensesr Telecom
License Measures, to supplement the Telecom RégugatThe Telecom License Measures confirm thatthee two types of telecom
operating licenses for operators in China (inclgdiiTES), namely, licenses for basic telecommuiooaatservices and licenses for valgdec
telecommunications services. With respect to ttteriaa distinction is made as to whether a licéagganted for intra-provincial or “trans-
regional” (inter-provincial) activities. An appendi the license will detail the permitted actiggiof the enterprise to which it was granted. An
approved telecommunication services operator musiect its business (whether basic or value-adiheal3cordance with the specifications
recorded on its Telecommunications Services Opeydticense.

On August 18, 2004 and May 30, 2005, the MIl isstee8ohu Internet and Goodfeel, respectively, aig'@dded Telecommunications
Services Operating License each of which authorizegrovision of value-added telecommunicatiowises nationwide. Both of these
licenses have a valid term of five years and abdestito annual inspections. In addition to theunéaAdded Telecommunications Services
Operating License, we require various other licerssel permits so as to provide Internet-relatedees in China. For a detailed discussion,
please refer below to “Classified Regulations”.

Our PRC Corporate Structure
We have the following subsidiaries in China:

* Sohu Era, established in 2003 by Sohu Hong K

* Sohu Media, established in 2006 by Sohu Hong K

» Sohu Software, established in 2003 by Sohu HonggK

* Sogou Technology, established in 2006 by Sogou

* Go2Map Software, acquired in 2005 as a result®fttguisition of Go2Map Inc; ar

* AmazGame Age, established in 2007 by TL Age HongK
Sohu Era, Sohu Media, Sohu Software, Sogou TechppBo2Map Software and AmazGame Age are structasedholly foreign-owned
companies engaged in the development of Intersbhtdogies, online game and related software. Uodeent PRC laws, the establishmer
wholly foreign-owned companies must be approvethbyrelevant local branch of the MOC, and such cmgs may commence operations
only upon the issuance of a business license byetegant local branch of the State AIC, such asB&ijing AIC. Sohu Era, Sohu Media, Sohu
Software, Sogou Technology, Go2Map Software and ZBaane Age have been issued business licenses jaygB&IC, and Sohu Era, Sohu

Media, Sohu Software, Sogou Technology, Go2Mapv&ot and AmazGame Age have obtained a New Techyp&oterprise Qualification
Certificate issued by Beijing Science and Technpldgmmission.
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In the opinion of TransAsia Lawyers, Sohu Era, Shtadia, Sohu Software, Sogou Technology, Go2Mapv&we and AmazGame Age have
presently satisfied both of the aforementioned ireguents.

As mentioned above, the telecommunications valwe@dervices business is an area in which foreigestment is restricted. Thus, we have
established the following VIEs through contractambngements with our subsidiaries to perform gexalue-added telecommunications
services.

* High Century, a PRC company established in 2004 ,88%6 owned by Dr. Zhang, our founder, Chairman@higf Executive
Officer, and 20% owned by one of our employeeshHigntury is structured as an investment manageamehtonsulting compal
in China;

» Sohu Entertainment, formerly known as Beijing Hemddtong Internet Technology Development Co., lddHengda, a PR

company established in 2002, that is owned by tixauo employees. Hengda is structured to provideriret-related services in
China. The compar's name of Hengda was changed to Sohu EntertairesesftJune 9, 2001

* Sohu Internet, a PRC company established in 20@8js 75% owned by High Century and 25% owned ddyuEntertainmen
Sohu Internet is structured to provide Inte-related services in Chin

* Goodfeel, a PRC company we acquired in 2004. Gebifeowned by two of our employees and has entetech series ¢
agreements to provide wireless services in Ct

* Huohu, a PRC company established in 2005. Huobwisd by Sohu Era and an employee of Sohu. Huo$tnustured to engage
in software and technology development for the ghnsness

* Tu Xing Tian Xia, a PRC company we acquired in 2@8igh Century and Sohu Internet own 56.1% and%3r&erests in Tu Xin
Tian Xia, respectively. Tu Xing Tian Xia is struptd to provide online mapping service in Chi

* Feng Yang Tian Lang, a PRC company that we estaddli;n December 2005. High Century and Sohu Intexaeh holds 50% ¢
the equity interests in Feng Yang Tian Lang, whscktructured to engage in the online advertisingjriess

* Sogou Information, a PRC company that we estatldigh®ecember 2005. Sogou Information is ownedwy of our employee
and is structured to provide Inter-related services in Chin

« 21 East Beijing, a PRC company engaging in entertant business in China. We acquired 70% interes2$ East Beijing through
High Century in October 2006. The remaining 30%rfests in 21 East Beijing was owned by one of ouypleyees

» Gamease Age, a PRC company that we establishezpbtei@ber 2007. Gamease Age is owned by two of ropta/ees and i
structured to provide online game services in Chamal

* New 21 East, a PRC company that we establishec&aem@ber 2007 and engaging in entertainment busin€3sina. New 21 Ea:
is 70% owned by High Century and 30% owned by dreuoemployees

Sohu has extended interest-free loans to the idaliVishareholders of the VIEs to fund their capitaéstment in the VIEs. We have also
entered into a series of agreements with the iddadishareholders to transfer their shares in st us when required to do so. All of our
VIEs presently have valid business licenses istyetie relevant local branch of the State AIC.ddition, Sohu Entertainment, Sohu Internet,
Goodfeel, Huohu, Tu Xing Tian Xia, Sogou Informatiand Gamease Age have been issued New TechnoldggpEse Qualification
Certificates by Beijing Science and Technology Cassion.
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In February 2007, we completed the liquidation ¢ @f our former VIEs, Beijing Sohu Online Netwdriformation Services, Ltd. (or Beijing
Sohu), a PRC company that was 80% owned by Dr. ghaur founder, Chairman and Chief Executive Offieed 20% owned by High
Century.

In July 2007, we completed the liquidation of ofi@ar former subsidiaries, Beijing ITC, a whollyrédggn-owned company established by S
Hong Kong.

In January 2008, we completed the liquidation a& ohour former VIEs, Guangzhou Sohu Interactivéwdek Technology Co., Ltd.
(Guangzhou Interactive), a PRC company that was 8@%ed by Sohu Internet and 50% owned by High Ggntu

The MII promulgated on July 13, 20068\atice of the Ministry of Information Industry aménsifying the Administration of Foreign Investmen
in Value-added Telecommunications ServicEse notice is designed to strengthen the admatish of foreign investment in PRC
telecommunication businesses, particularly thoseluing value-added telecommunications servicesclwbncompass a wide variety of
activities related to the provision of service/@nitvia telecommunications networks. As such, thtéea requires the following: Telecom
companies (or their shareholders) must hold theailomames and trademarks that they use in thewigiom of valueadded telecommunicati
services, and must hold necessary business preariggacilities (including servers) within the regicovered by their ICP licenses and
correspond to the ICP services.

In compliance with thé&otice of the Ministry of Information Industry aomténsifying the Administration of Foreign Investtianvalue-added
Telecommunications Services, enterprise holding an ICP license must be thieyghat possesses the key intellectual propegiyts,e.g.,
domain names and trademarks. In this connectidmy &oa is in the process of transferring severdisadlomain names and trademarks to Sohu
Internet, which will license the same to Sohu Erd §ohu Media.

In the opinion of TransAsia Lawyers, the ownerstipictures of each of Sohu Era, Sohu Media, Sofiw8m@, Sogou Technology, Go2Map
Software, AmazGame Age, High Century, Sohu Ententaint, Sohu Internet, Goodfeel, Huohu, Tu Xing TXaa&, Feng Yang Tian Lang,
Sogou Information, 21 East Beijing, Gamease AgeNen 21 East comply with all existing laws, ruleglaegulations of the PRC and each of
the seventeen companies as described herein hagdltlegal right, power and authority, and hasreely approved to carry on and engage in
the business as described in its business license.

Classified Regulations
Online Advertising

Under theAdministrative Regulations for Advertising Licenaad thelmplementation Rules for the Administrative Redotet for Advertising
both of which were issued by the State AIC on Noven80, 2004 and effective as of January 1, 200&rprises (except for broadcast
stations, television stations, newspapers and nra@®non-corporate entities and other entitiesifipd in laws or administrative regulations)
are generally exempted from the previous requirénteabtain an advertising license. Exempted enitggp are only required to apply for the
inclusion of advertising services in their businkssnse.

We established Feng Yang Tian Lang and Sohu Mad2@05 and 2006, respectively. Both companies dediuthe provision of advertising
services in their business scope on their busiliessses.

Internet Information Service

On September 25, 2000, the State Council apprdweiiéasures for the Administration of Internet Infotina Services or the ICP Measures.
Under the ICP Measures, any entity that providésination to online users of the Internet is obtige obtain an operating license from the
MII or its local branch at the provincial or murpel level in accordance with the Telecom Regulatidescribed above.

The ICP Measures stipulate further that entitiesjgling online information services regarding nepushlishing, education, medicine, health,
pharmaceuticals and medical equipment must prabereonsent of the national authorities responddlsuch areas prior to applying for an
operating license from the MII or its local braratithe provincial or municipal level. Moreover, I€Rust display their operating license
numbers in conspicuous locations on their home d@ds are required to police their Websites antbve certain prohibited content. This
obligation reiterates Internet content restrictitmet have been promulgated by other PRC ministries

Most importantly for foreign investors, the ICP Meees stipulate that ICPs must obtain the prioseathof the Ml prior to establishing an
equity or cooperative joint venture with a forejggrtner.

On July 28, 2003, the BTA issued to Sohu InternBel@communications and Information Services Opagdticense (or ICP license). On
June 10, 2004, Goodfeel obtained an ICP licenseeisby BTA. On April 21, 2005, Tu Xing Tian Xia wasued an ICP license by BTA. On
December 3, 2005, the BTA issued to Sogou Inforonadin ICP license. On September 14, 2007, the B¥Aeid to Gamease Age an ICP
license. All of these ICP licenses have a ternivef §ears and are subject to annual inspections.
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Online News Dissemination

On September 25, 2005, tAdministrative Regulations for Internet News Infation Servicegor News Regulations) were jointly promulgated
by the State Council Information Office and Mlireplace the previouBrovisional Rules for the Administration of the @q@n of News
Publication Services by Web Si(or Old News Rules) issued on November 7, 2000.Néws Regulations stipulate that general Websites
established by non-news organizations, such as, %y publish news released by certain official s@gencies if such Websites satisfy the
requirements set forth in Article 8 of the regudas but may not publish news items produced by sieéres or other news sources. The
aforementioned requirements include the following:

» they must comply with the constitution, laws angulations of the PRC, uphold and not mislead thoge$y’' s public opinion, an
safeguard national and public intere:

» they must have sound administrative rules and egiguis concerning Internet news servic
» they must have the necessary premises, equipmdnégally-raised funds

» they must have ten or more professional news eglisdrieast five of whom have worked at a news agéor a minimum of three
years;

» they must be legal persons who have been legatyplkshed for at least two years, engaged in thgaijon of Internet news
services and have not had administrative penaitipssed due to violation of laws and regulationgf@nadministration of Internet
news services within the last two yee

« if the applicant is an enterprise legal personidtgstered capital must not be less than RennfordRMB) 10,000,000; an

» they must only republish or disseminate news phbtisby State news agencies or news agencies gisedtbrdinate to th
respective governments of the provinces, autonomegisns or directly-administered municipalitieghveiut distorting the original
news information regarding current events and igaliaffairs to the public, and indicate the sow€such news information; and
shall not publish news gathered and edited by tk&res.

The aforementioned rules also require the geneedddites of non-news organizations to apply to GEOSat the national level for approval
after securing the consent of the SCIO at the pai level before they commence providing newselisination services. Also, general
Websites intending to publish news released byatbeementioned news agencies or bureaus mustiatdeagreements with them and submit
copies of those agreements to the relevant adwatitst department.

On May 11, 2004, Sohu Internet obtained a permétigage in online news dissemination services, lmhigs issued by the Information Office
of the Beijing Municipal Government (the local aofithe SCIO) under the Old News Rules. On Juné862such permit was updated by the
SCIO in accordance with the News Regulations.

Internet Medical, Health and Pharmaceuticals Infation Service!

TheMeasures for the Administration of Internet Mediaal Health Information Servicegere issued by the Ministry of Health, or MOH, on
January 8, 2001. Under these measures, the MQ¢$pnsible for reviewing the qualifications of Wigdxs and approving their publication of
health-related information. Additionally, in accartte with thd’rovisional Rules for the Administration of Intetfiharmaceuticals
Information Service, issued by the State Food and Drug Administratior§FDA, on July 8, 2004, the formal approvalle SFDA or one of
its local branches is required before a Website disseminate information concerning pharmaceuticals

According to the aforementioned regulations, mddloealth and pharmaceutical information providgdMebsites must be scientific and
accurate and must indicate the sources of suchirafiion. Websites that are approved to dissem#ath information must also publish or
reprint health policies, information on epidemicsl anajor health-related incidents, and other healilited information in accordance with Iz

Furthermore, medical and pharmaceutical advertisgsrmublished by such Websites must not exaggtratefficacy or promote the medical
uses of such products.
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Sohu Internet obtained the aforementioned apprdr@is and completed registration with the MOH ornvlimber 17, 2005. On October 25,
2004, Sohu Internet received from the SFDA apprtwvaisseminate information concerning pharmacalsic

Online Audiovisual Transmission

On July 6, 2004, the SARFT issued Measures for the Administration of the TransmisgibAudiovisual Programs over Information
Networks such as the Interr, which came into effect on October 11, 2004. Thresasures provide that Websites authorized to rdisste
news may apply to the SARFT to obtain a PermittierNetwork Transmission of Audiovisual Programewaing the online dissemination of
streaming video. In accordance with these measwe=applied to the SARFT for this permit in 2008t bave not yet obtained said Permit.

In December 20 2007, the SARFT and the Ml joingisued thérkules for the Administration of Internet AudiovisBeogram Services
(Document 56), which came into effect as of Jan®4ry2008. The rules require all online audio ailg® service providers to be either state-
owned or state-controlled. They also encourage-staned entities to actively invest in online amioal services. However, further to this, in
a press conference on February 3, 2008, the SAREThee Ml clarified that online audio-visual sergiproviders that were already lawfully
operating prior to the issuance of Document 56 mearegister and continue to operate without becgrstate-owned or controlled, provided
that such providers do not engage in any unlawdtiVisies. This exemption will not be granted ta\dee providers set up after Document 56
was issued. As we were already engaged in onlideaisual transmission prior to the issuance of nent 56, we are presumably exempted
from the requirement of being state-owned or statgrolled. We will re-register with SARFT to caomtie to operate our online audiovisual
transmission business.

Internet Publishing

TheRules for the Administration of the Publicationsrikkt , issued by the GAPP on July 16, 2003, define thime distribution of publicatior

as the offering of online subscriptions for, ane purchase, storage, shipment, and sale of, ptiblsaover the Internet. On June 27, 2002, the
GAPP and Ml jointly issued therovisional Rules for the Administration of IntetiRublishing, or Internet Publishing Rules, which define
“Internet publications” as works that are eithdese=d or edited to be published on the Internétasrsmitted to end-users through the Internet
for the purposes of browsing, reading, using ormoading by the general public. Such works prinyariklude content or articles formally
published publicly in other press such as: (a) Bpakwspapers, periodicals, audio-visual produutisedectronic publications and (b) literature,
art and articles on natural science, social sciegrngineering and other topics that have beendkditeder the Internet Publishing Rules, Web
portals such as ours are required to apply to egdter with the GAPP before distributing Interpablications.

In this regard, Sohu Internet obtained approvahfthe Beijing News and Publications Bureau (th@l@m of the GAPP) on January 26,
2004, to distribute Internet publications.

Online Games and Cultural Products

On December 30, 1997, the SPPA (renamed as the Ea&tRed thérules for the Administration of Electronic Publicets, or Electronic
Publication Rules, which took effect as of Janugr§998. The Electronic Publication Rules outlineansing system for business operations
involving electronic publications, which are curtigrinterpreted by the GAPP to include online gamésder the Electronic Publication Rules,
if a PRC company is contractually authorized tolishiforeign electronic publications, it must oltéihe approval of, and register the copyri
license contract with GAPP. On July 27, 2004, ti#d8 issued &lotice for the Implementation of the State Coubeitision for Centralizatio
of the Approval Power of the Electroniehich required that foreign games be imported thhothe holder of Permit for Internet Publishing. At
the end of 2006, the GAPP further required the érotd the Permit for the Internet Publishing tomitta monthly report stating that any
foreign online game which it publishes has not sigdificant changes in content since the approval.

On May 10, 2003, the MOC issued tRmvisional Regulations for the Administration afl@de Culture, which took effect on July 1, 2003.
This regulation applies to entities engaging invéts related to “online cultural products”, imcling music and video files, network games,
animation features and audiovisual products, peréal plays and artwork converted for disseminatiartive Internet. Pursuant to this
legislation, commercial entities are required tplgpo the relevant local branch of the MOC for@nline Culture Operating Permit if they
engage in any of the following types of activities:

» the production, duplication, importation, wholesaail, leasing or broadcasting of online cultymaducts;

» the dissemination of online cultural products oa lfiternet or transmission thereof to computexgdiline or mobile phones,
radios, television sets or gaming consoles foptmpose of browsing, reading, using or downloadingh products; ¢

» the exhibition or holding of contests related tdire cultural products
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On May 14, 2004, the MOC issued tetice Regarding the Strengthening of Network G@mesorship This notice mandates the
establishment of a new committee under the MOCwfilascreen imported online games for politicadgnsitive content. The committee will
censor games that “threaten state security”, “distiie social order”, “distort historical facts” mfringe on third party intellectual property
rights.

On July 12, 2005, the MOC and the MIl promulgategl@pinions on the Development and Administration olit@ Gaming reflecting the
Chinese government’s intent to foster and contreldevelopment of the online gaming industry inn@hi

In September 2003 and December 2007, the MOC ismué&hline Culture Operating Permit to Sohu Inteamel Gamease Age, respectively,
authorizing us to provide online game servicess Plarmit is subject to annual inspection.

Online Audiovisual Products Distribution

On November 25, 2006, the newly amendzhsures for the Administration of the WholesaltaiRand Rental of Audiovisual Producigere
promulgated by the Ministry of Culture as Decreefcand were effective as of December 1, 2006ottggnal Measures for the
Administration of the Wholesale, Retail and Renfahudiovisual Productwere repealed. The new measures substantially atherald
measures by lowering the requirements related mehaccess, business premises size and numbueli-tfife staff, by canceling restrictions
on the registered capital of entities distributingliovisual products, and by encouraging diveiigityusiness models. On August 10, 2004, the
Beijing Cultural Bureau (the local arm of the MOi€3ued to Sohu Internet an Audiovisual Productsr@ipey Permit authorizing the online
distribution of audiovisual products.

In addition, the2003-2010 Development Plan for the Cultural Markissued on February 20, 2003 by the MOC, outlthesMOC'’s plans to
initiate an electronic administration system fag thistribution of audiovisual products online. Atlgh no specific legislation has been issut
this regard, we are aware that further administeagipprovals may be required in the future in catioe with our online audiovisual product
business activities.

International Connections for Computer Informatidatworks
The State Council and the MII have promulgated k&@gns governing international connections for PE@puter networks, including:
* Measures for the Administration of Internationalr@ections to Chir’s Public Computer Interconnected Netwc(1996);

* Provisional Regulations of the Peo’s Republic of China for the Administration of Imational Connections to Compul
Information Network:(1997) and their Implementing Measures (19

* Reply Concerning the Verification and Issuance péKating Permits for Business Relating to Interoatil Connections fc
Computer Information Networks and for Public Muktidie. Telecommunications Busin(1998); anc

» Administrative Measures for International Commutiimas Gateway (2002).

Under the above regulations, any entity wishingdoess international connections for their compinfermation networks in the PRC must
comply with the following requirements:

* be aPRC legal perso

» have the appropriate equipment, facilities andniezth and administrative personn

» have implemented and registered a system of infiomaecurity and censorship; a

» effect all international connections through arinational communications gateway established thighapproval of the M|

We adopted the relevant measures to ensure thatenia proper compliance with all of these requieats.
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Information Security and Censorst
The principal pieces of PRC legislation concerriiffgrmation security and censorship are:
» The Law of the Peof’s Republic of China on the Preservation of Statzedg(1988) and its Implementing Rules (199
e The Law of the Peof’'s Republic of China Regarding State Sec1(1993) and its Implementing Rules (199
* Rules of the Peof’s Republic of China for Protecting the SecuritfCoimputer Information Syster(1994);
* Notice Concerning Work Relating to the Filing ofrGmuter Information Systems with International Cartioas (1996);

» Administrative Regulations for the Protection ofi®ey on Computer Information Systems Connectéutéonational Network:
(1999);

* Regulations for the Protection of State Secret<Cimmputer Information Systems on the Inte(2000);

* Notice issued by the Ministry of Public Securityref Peopl’s Republic of China Regarding Issues Relating ¢diiplementatiol
of the Administrative Measure for the Security Bobibn of International Connections to Computentnfation Network(2000);

» The Decision of the Standing Committee of the Nati®eople’'s Congress Regarding the Safeguardirgtefnet Securit§2000);
and

» Measures for the Administration of Commercial WigbBilings for the Recor(2002) and their Implementing Rules (20(C
These pieces of legislation specifically prohibi¢ use of Internet infrastructure where it resinlta breach of public security, the provision of
socially destabilizing content or the divulgenceStdite secrets, as follows:

* “Abreach of public securityincludes breach of national security or disclosfrstate secrets; infringement on state, social or
collective interests or the legal rights and ind&sef citizens or illegal or criminal activitie

» “Socially destabilizing conte” includes any action that incites defiance or violabf Chinese laws; incites subversion of s
power and the overturning of the socialist systiabricates or distorts the truth, spreads rumoxdisiupts social order; advocates
cult activities; or spreads feudal superstitionpimes obscenities, pornography, gambling, violemeerder, or horrific acts or
instigates criminal act:

» “State secre” are defined a“matters that affect the security and interest efdtat”. The term covers such broad areas as nat
defense, diplomatic affairs, policy decisions atestaffairs, national economic and social develogmlitical parties and “other
State secrets that the State Secrecy Bureau hersniletd should be safeguarc”

According to the aforementioned legislation, itriandatory for Internet companies in the PRC to detagsecurity filing procedures with the
local public security bureau and for them to updagilarly with the local public security bureagaeding information security and censorship
systems for their Websites. In this regard, Dlegailed Implementing Rules for the Measures ferAdministration of Commercial Website
Filings for the Recori, promulgated in September 1, 2000 by the Beijih@,Atate that Websites must comply with the follogwequirement:

» they must file with the Beijing AIC and obtain efiemic registration mark
» they must place the registration marks on their ¥itet’ homepages; ar
» they must register their Website names with théigpAIC.
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Sohu Internet successfully registered its Websitk the Beijing AIC on September 11, 2003. Accoglyn the electronic registration mark is
prominently placed on its homepage.

In addition, the State Security Bureau has issegdlations authorizing the blocking of access t4ite it deems to be leaking State secrets or
failing to meet the relevant legal legislation nefjiag the protection of State secrets in the distion of information online. Specifically,
Internet companies in China with message boardg,rdoms or similar services, such as Sohu, mysydpr the approval of the State Secrets
Bureau prior to operating such services.

Accordingly, we have established an internal ségaommittee and adopted security maintenance messemployed a full-time supervisor
and exchanged information on a regular basis wigHacal public security bureau with regard to gemsor censored information and
Websites.

Encryption Softwar

In October 1999, the State Encryption Administnat@ommission promulgated tiRegulations for the Administration of Commercial
Encryption, followed in November 1999 by thidotice of the General Office of the State Encryp#aministration CommissiorBoth of these
regulations address the use in China of softwatle @icryption functions.

According to these regulations, encryption prodpeishased for use must be reported. Violatiomefancryption regulations may result in
issuance of a warning, levying of a penalty, cardi®n of the encryption products and even crimiiadlilities. On March 18, 2000, the Office
of the State Commission for the Administration of@ography issued a public announcement regattii@gmnplementation of those
regulations. The announcement clarifies that:

* Only specialized hardware and software, the cametfans of which are encryption and decoding, iathin the administrativi
scope of the regulations as “encryption productsequipment containing encryption technology.” @tgeducts such as wireless
telephone, Windows software and browsers do nbwittin this scope

* The State Commission for the Administration of Gogyaphy changed its name to the State Cryptogr&glmyinistration Bureau
(SCAB) in March 2005. The SCAB maintains authoater the importation, research, production, satbwse of cryptographic
products in China (“products” are defined to in@why cryptographic technologies and products tapgpdied in the encryption or
secure authentication of information other thatessacrets). Legislation was issued to restrictrtiportation, research, production
and sale of encryption products and requiring thetencryption functions of such products be pldnezscrow with the SCAB for
reasons of national securi

We are in full compliance with current PRC legiglatgoverning encryption software.

Wireless Services

Sohu Internet and Goodfeel's business activitiehiate the provision of online services related teless services, including SMS, RBT,
WAP, MMS and IVR.

On April 25, 2004, the Ml issued a notice statthgt mobile network operators can only provide rfebetwork access to those mobile
Internet service providers which have obtainedées from the relevant local arm of the MIl befooaducting operations, and that such
carriers must terminate mobile network accessHose providers who have not secured the requicedsies within a thirty-day grace period.
On the basis of the notice, China Mobile Commutdca€orporation, or CMCC, has required each ofritile Internet service providers to
first obtain a license for trans-regional value-editelecommunications services in order to gainefttess to its mobile network, which is a
nationwide policy in line with a similar notice igsd by the Beijing branch of CMCC on April 12, 2004

Sohu Internet and Goodfeel were granted the licempeovide trans-regional value-added telecommatioo services on August 18, 2004 and
March 30, 2005, respectively.

Consumer Protection and E-mail Services

The MII has set forth various requirements for eoner protection in a notice issued on April 15,200hich addresses certain problems in
telecommunications sector, including ambiguity iiifirigy practices for premium services, poor quatifyconnections and unsolicited SMS
messages, all of which infringe upon the rightsaisumers.

This trend was continued with the issuance ofNb&ce Regarding the Ratification and Administratimf Mobile Information Services Fees :
Charges Methothy MIl on May 23, 2006.
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In addition, there has been a movement in Chinatdwdustry self-regulation to combat the problgfansolicited e-mails. Specifically, on
March 25, 2003, the China Internet AssociationaskstheAnti-Spam E-Mail GuidelinesThese guidelines set forth a number of mechanisms
that Internet service providers in China may adomut down the use of their systems to send wrisedi e-mail. We have adopted these
guidelines in our operations.

On February 20, 2006, the MIl promulgated Measures for the Administration of Internet E-m&#svices, effective as of March 30, 2006.
Under these new regulations, the “Opt-in” Systemxigected to be introduced into the area of e-g@ailices, whereby e-mails containing
commercial advertisements are not delivered urdpssifically requested by users. Furthermore, tiigest line of all e-mails containing
commercial advertisements will be required to hdaeelabel of “advertisement” or “AD’In addition, the IP address of each server thgbauig
e-mail will be registered in order to facilitateettracing and identification of spam sources. Weetedjusted our e-mail systems and forms to
fulfill the relevant requirements.

We are aware of the increasingly strict legal emvwinent covering consumer protection in China, aadattempt to adopt all necessary
measures to ensure that our business compliedhésie evolving standards.

Employment Contrac

On June 29, 2007, the National People’s Congressyigated th&mployment Contract Law of PREmployment Contract Law), which
became effective as of January 1, 2008. Ehmployment Contract Lavequires employers to provide written contractthir employees,
restricts the use of temporary workers and ainggwte employees long-term job security.

Pursuant to thEmployment Contract Lawemployment contracts lawfully concluded priothe implementation of thEmployment Contract
Law and continuing as of the date of its implementasiball continue to be performed. Where an employnmedationship was established pi
to the implementation of tHemployment Contract Latwut no written employment contract was concludethraract must be concluded witl
one month after its implementation.

We have modified our standard employment contacotnply with the requirements of tEenployment Contract Lawin addition, we are in
the process of signing written employment contragth all of our employees who had not signed emplent contracts with us prior to the
effective date of th&mployment Contract Law

Conclusion

In the opinion of TransAsia Lawyers, our compariesapproved to engage in the specific online sesv{categorized and addressed in the
above sections) as described in the respectiveesdagicated in the corresponding licenses andfomjts issued to the respective companies.

Intellectual Property and Proprietary Rights

We regard our copyrights, service marks, trademar&de secrets and other intellectual propertyriéisal to our success. We rely on
trademark and copyright law, trade secret protaction-competition and confidentiality and/or liseragreements with our employees,
customers, partners and others to protect outectell property rights. Despite our precautiohmay be possible for third parties to obtain
and use our intellectual property without authditma Furthermore, the validity, enforceability astbpe of protection of intellectual property
rights in Internet-related industries are uncergaid still evolving. The laws of the PRC and certather countries do not protect intellectual
property to the same extent as do the laws of thieed States.

We have registered three service marks with the BaBnt and Trademark Office. They are (i) Sohu,aeqgistered on August 1, 2000;

(if) Sohu.com (stylized), registered on August@0@; and (iii) Sohu, registered on June 13, 2008.ré¢eived the registration certificate for
mark “Sohu.com’ssued by the China Trademark Office in October®®e have also filed registration applicationgwtite China Tradema
Office to register other key marks, including th@h8 Fox logo, 17173.com, Focus.cn, Goodfeel, SoGo2Map and their corresponding
Chinese version marks. We received registratiotificate for the marks “Focus.cn” and “Go2Map”, pestively, in November 2004 and
November 2000, and transfer certificates for theks“17173” and “GoodFeeltespectively, in February 2005 and June 2006, wh#eother:
are still under examination by the China Tradentifice. Our rights to these marks could be affectddersely if any of our applications are
rejected. In addition, it is possible that our cetitrs will adopt product or service names simitaours, thereby impeding our ability to
distinguish our brand and possibly leading to cm&tioconfusion.

Many parties are actively developing chat, homepsgarch and related Web technologies. We expesétparties to continue to take steps to
protect these technologies, including seeking patetection. There may be patents issued or pegrtiiat are held by others and cover
significant parts of our technology, business mdshar services. For example, we are aware thatrdauof patents have been issued in the
areas of e-commerce, Web-based information indeximtgyretrieval and online direct marketing. Disgutger rights to these technologies may
arise in the future. We cannot be certain thatppaducts do not or will not infringe valid patentepyrights or other intellectual property rights
held by third parties. We may be subject to legatpedings and claims, from time to time, relatmghe intellectual property of others in the
ordinary course of our business.

We also intend to continue licensing technologyrfiihird parties. The market is evolving and we magd to license additional technologie
remain competitive. We may not be able to licehsse technologies on commercially reasonable terrasall. In addition, we may fail to
successfully integrate any licensed technology énoservices. Our inability to obtain any of théisenses could delay product and service
development until alternative technologies candemfified, licensed and integrate



Technology Infrastructure

Currently, we have established four main serviaigion centers in Beijing through China Netcom @aumication Corporation, or CNC,
China Telecom Corporation, or China Telecom, anth&Education and Research Network, or CERNET, amtain most of
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our servers. CNC, China Telecom, and CERNET ar¢httee largest Internet connection service progideiChina and their nodes in Beijing
are one of their core nodes across China. In auigitve have established 8 branch nodes in diffgmetinces in China through CNC, China
Telecom, CERNET, China Mobile and Unicom Corpomatiimited (or Unicom), in order to establish natibaoverage and provide fast and
stable access to our Website properties to usessa€hina.

We have developed a close working relationship @NC and its Beijing Subsidiary, China Telecom @ERNET. Our operations depend on
the ability of CNC'’s Beijing Subsidiary, China Teten and CERNET to protect their systems againstganfrom fire, power loss,
telecommunications failure, break-ins and othen&xeCNC'’s Beijing Subsidiary, China Telecom andRDEET provide us with support
services twenty-four hours per day, seven daysveek. CNC'’s Beijing Subsidiary, China Telecom areRDIET also provide connectivity for
our servers through multiple high-speed connecti8iifacilities are protected by multiple powerpglies.

For reliability, availability, and serviceabilitye have created an environment in which each searefunction separately. Key components of
our server architecture are served by multiple médat machines. We also use in-house and thirg-paohitoring software. Our reporting and
tracking systems generate daily traffic, demogreyalnid advertising reports. We deploy load balanggpenent to avoid single point failure.

Our portal must accommodate a high volume of wadfid deliver frequently updated information. Comgrts or features of our portal have in
the past suffered outages or experienced slowponsg times because of equipment or software diomen These events have not had a
material adverse effect on our business to datesuith events could have a material adverse affébe future.

Employees

As of December 31, 2007, we had 2,373 full-time paddtime employees. We also employ independent comtrsibd support our research ¢
development, sales, marketing, and editorial depamts. None of our personnel are represented wollective bargaining agreements.

Our senior management, key executives and mostifitdl employees have entered into confidentiafipn-competition and non-solicitation
agreements with us. In addition, most of our emgésyhave employment agreements with Sohu Era, MeHia, Sogou Technology,
AmazGame Age, Sohu Internet, Goodfeel, Feng Yaag Tang, Sogou Information and Gamease Age, our BfR€ating entities, which
contain similar confidentiality and non-competitiondertakings. However, the degree of protectiéordéd to an employer pursuant to
confidentiality and non-competition undertakingygmed by PRC law may be more limited when comptwelle degree of protection
afforded under the laws of other jurisdictions.ignéficant number of our employees hold share-baseards in Sohu, which provides
additional financial incentives to them. These aisagenerally vest over a period of one to four year

Available Information

Our corporate Website is located at http://corpusodm. We make available free of charge on or tiincaur corporate Website our annual
report on Form 10-K, our quarterly reports on FA®rQ, our current reports on Form 8-K and any anmreds to those reports filed or
furnished pursuant to Section 13(a) or 15(d) ofSkeurities Exchange Act of 1934 as soon as rebBopeacticable after they are
electronically filed with or furnished to the Seitiess and Exchange Commission, or SEC. You willifimks to copies of these reports, and to
copies of Section 16 filings related to Sohu, bgkihg on “Investor Relations” on the first full Blish page. Information contained on our
corporate Website is not part of this report or ather report filed with the SEC.

ITEM 1A RISK FACTORS
Risks Related to Our Business
We are a relatively young company subject to theks associated with operating in a new and evolvingrket.

As a relatively young company in the new and rap@lolving PRC Internet market, we face numerosissrand uncertainties. Some of these
risks relate to our ability to:

» continue to attract a larger audience to our medrif Web properties and proprietary search endipexpanding the type al
technical sophistication of the content and sesvige offer;

e maintain our current, and develop new, stratedatimships to increase our revenue streams asasgltoduct and service
offerings;

» increase the revenues derived from ou-based services and products we offer onl
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*  build our sponsored search, online game, and vBsddesinesses successfully; i
» attract and retain qualified personr

Our operating results are likely to fluctuate sidgicantly and may differ from market expectations.

Our annual and quarterly operating results haviegasignificantly in the past, and may vary sigeafitly in the future, due to a number of
factors which could have an adverse impact on asiriess, such as our reliance on advertisers faioendustries for brand advertising
revenues, our reliance on certain key third paigributors for sponsored search revenues, owarredi on operation of TLBB for online games
revenues and our reliance on mobile network opesdto our wireless revenues. The Chinese Intenukistry is at an early stage of
development. We are unsure if it will continue tow, and if it does, the rate at which it will groim addition, we are subject to government
regulations that may change at any time with ohauit notice. Fluctuations in the industries of kety advertisers may affect our brand
advertising revenues materially, because they maheir spending on online marketing if thereny downturn in their industries. We rely on
certain third party distributors to sell our sporegbsearch products. If we lose any of our keyrihistors, our business may be materially
affected. We rely on our operation of TLBB to derimost of our online game revenue. If there weyeiaterruptions of TLBBS operation, oL
online games revenue could be adversely affectedrdly on mobile network operators for, among othargs, billing of and collection of
wireless service fees from mobile phone usersuifasrangements with the operators were to be texted, altered or not renewed, or if the
operators did not provide continuous or adequatécge our wireless revenues could be reduced fiognitly.

As a result, we believe that year-to-year and guad-quarter comparisons of our operating resarksnot a good indication of our future
performance. In addition, we have experienced t&gk growth rates in certain business lines inpghst, and there may be expectations that
these growth rates will continue. In the past, @uperating results have sometimes fallen below fipeeations of public market analysts and
investors, and they may do so again in the futuréhis event, the trading price of our common ktomay fall.

We face intense competition which could reduce ooarket share and adversely affect our financial f@mance.

There are many companies that distribute onlingecdrand services targeting Chinese users. We demyth distributors of content and
services over the Internet, including Web dire@srsearch engines, content sites, Internet sgpvicéders and sites maintained by
government and educational institutions. Thesa sitenpete with us for visitor traffic, advertisidgllars, online game users, potential partners
and wireless services. The Internet market in Climalatively new and rapidly evolving. Competitits intense and expected to increase
significantly in the future, because there are utzstantial barriers to entry in our market.

We have many competitors in the PRC Internet markeluding Sina, Tencent, Netease, PConline, SouBaidu, Google, Yahoo! China,
SoSo, Shanda, The9, Perfect World, Giant Interactiletdragon, Kingsoft, Tom Online, KongZhong, ltimke and Hurray!. In addition, there
are a number of existing or new PRC Internet pgriatluding those controlled or sponsored by PR@ghment entities. These private and
government sponsored competitors may have centainpetitive advantages over us in terms of:

» substantially greater financial and technical reses;

* more extensive and well developed marketing anessattworks
» Dbetter access to original content and informat

» greater global brand recognition among consumeis

» larger customer base

We compete with other portals in China primarilytba following bases:
» technological advancemen
» attractiveness of product
* brand recognition
» volume of traffic and user:
« quality of our Websites and conte
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» strategic relationship

e quality of our services

» effectiveness of sales and marketing effc
» talented staff; an

e price.

Our existing competitors may in the future achigueater market acceptance and gain a greater nmsdr&st through launching of new
products, introducing new technologies, or formatigances among themselves in order to enhanceabdity to compete with us. It is also
possible that new competitors may emerge and aegignificant market share. In particular, our sbangine faces intense competition from
software and other Internet products and servitesrporating search and retrieval capabilitieshsagBaidu, Google, Yahoo! China and St
In addition, operators of leading Websites or Inéiservice providers, including Yahoo!, Microsef8N and AOL, currently offer, and could
expand, their online products and services targeélihina. Such entities may cooperate with otheamiations, such as telecommunication
operators, in China to accelerate their entry iatw to enhance their competitiveness in, the Geimearket. For example, on September 19,
2006, China Telecom and Microsoft announced anesgeat pursuant to which Microsoft will provide Wowds Live search service to

25 million users of China Telecom. We believe thgid increase in Ching’online population will draw more attention fronese multination:
players to the PRC Internet market. We also compétetraditional forms of media, such as newspaperagazines, radio and television, for
advertisers and advertising revenues.

If we fail to successfully develop and introducewmgroducts and services, our competitive positiordability to generate revenues could
harmed.

We are continuously developing new products andaes for our users. The planned timing or intrdaucof new products and services is
subject to risks and uncertainties. Actual timingyndiffer materially from original plans. Unexpedteechnical, operational, distribution or
other problems could delay or prevent the introgmcdf one or more of our new products or servitésteover, we cannot be sure that any of
our new products and services will achieve widesgppmaarket acceptance or generate incremental revenu

Our business depends on a strong brand, thus wé mat be able to attract users, customers and dgeaof our products and offerings if we
do not maintain and develop our brands.

It is critical for us to maintain and develop oualds so as to effectively expand our user bas@ancevenues. We believe that the importe

of brand recognition will increase as the numbelntérnet users in China grows. In order to atteamt retain Internet users, advertisers, online
games and wireless customers, we may need to stibfjaincrease our expenditures for creating arantaining brand loyalty. Accordingly,
our revenues will need to increase at least prapwately in order for us to maintain our currentdks of profitability.

Our success in promoting and enhancing our brasiwell as our ability to remain competitive, velso depend on our success in offering
high quality content, features and functionalifywe fail to promote our brands successfully origiitors to our Websites or advertisers do not
perceive our content and services to be of higlitguae may not be able to continue growing ousibess and attracting visitors, advertisers,
wireless, and online game customers.

Our failure to keep up with rapid technology changenay severely affect our future success.

The Internet industry is undergoing rapid technialchanges. Our future success will depend orability to respond to rapidly evolving
technologies, adapt our services to changing ingssandards and improve the performance and ikfjabf our services. If we fail to adapt to
such changes, our business may be adversely afféate example, with the evolution of Web 2.0, ingt users may shift to new modes of
information sharing, such as blogs. Moreover, weehssed peer-to-peer streaming technology on videtent to promote our online video.
Our competitors may develop their own peer-to-#esaming technology or update their existing tedbgy to surpass us. With the
development of search engine technologies, Intersets may choose to access information, newsamtért through search engines rather
than portals. In addition, the online games induistievolving rapidly, so we need to anticipate rteshnologies and games and evaluate their
possible market acceptance. We may be unable teeeour game development costs if our new onlaraes are less attractive to users. In
addition, with the development of 2.5G and event@&nology, the focus of wireless applications ibeesn transferred from text message
services to multi-media message services, wirglasges, wireless downloads and other applicationso/lingly, we will need to adapt our
business to cope with the changes and support tieegaservices to be successful. In addition, theidAdtooperating with other administratio
including the Ministry of Public Security, the Mgty of Culture and the Ministry of Justice, toftiiadustry standards or regulations regarding
Spyware software. If we cannot adapt to new ingustiindards, more technical expenses could berszhjui the future.
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We depend on online advertising for a significandgtion of our revenues, but the online advertisentenarket includes many uncertainties,
which could cause our advertising revenues to deeli

We derive a significant portion of our revenueg] arpect to derive a significant portion of oureeues for the foreseeable future, from the
sale of advertising on our Websites. Advertisingereies represented approximately 63% and 68% dbtalrrevenues for the years ended
December 31, 2007 and 2006, respectively. For ¢élaesyended December 31, 2007 and 2006, our figedandvertisers accounted for
approximately both 14% of our total brand adventisievenues. The growth of our advertising revemekss on increased revenue from the
sale of advertising spaces on our Websites, whiah Ibe affected by many of the following risk fastor

» The online advertising market is new and rapidlglewmg, particularly in China. As a result, manyafr current and potenti
advertising clients have limited experience ushegInternet for advertising purposes and histdsideve not devoted a significant
portion of their advertising budget to Inter-based advertising

» Changes in government policy could restrict orailiciur online advertising services. For exampie€2006 and 2007, the PF
government has enacted a series of regulationsn&drative instructions and policies to restrialine medical advertising. As a
result of these regulations, we may lose some pégisting medical advertising clien

» Advertising clients that have invested substaméaburces in other methods of conducting businessba reluctant to adopt a new
strategy that may limit or compete with their eixigtefforts.

» The acceptance of the Internet as a medium forrtisiviey depends on the development of a measurestamdard. No standards
have been widely accepted for the measuremenedéffectiveness of online advertising. Industry-eviedlandards may not develop
sufficiently to support the Internet as an effeetadvertising medium. If these standards do notldey advertisers may choose not
to advertise on the Internet in general or throoghportals or search engini

In addition, our ability to generate and maintdagngicant online advertising revenues will alsqpdad upon:
» the development of a large base of users possedgsinggraphic characteristics attractive to advegislients;
» the acceptance of online advertisement as an efegay for business marketing by advertising dke
» the effectiveness of our advertising delivery, kiag and reporting systems; a
» the resistance pressure on online advertising pdoe limitations on inventor

We rely on advertising agencies to sell our brandlartising services. If current trends of consolititan of advertising agencies in the
Chinese market continue, the bargaining power ottlarge advertising agencies resulting from suchnsolidation may permit them to
require that we pay higher sales rebates, which Wbadversely affect our gross margin.

Most of our brand advertising services are distgdby advertising agencies. In 2007, for examggd@roximately 90% of our brand advertis
revenues were derived from advertising agenciesoisideration for these agencies’ services, weeayeired to pay certain percentages of
revenues as sales rebates. During 2007, the bigi§estvertising agencies in China contributed ntloae 50% of our brand advertising
revenue. These advertising agencies currentlyeslkirsg consolidation in the market. For exampleusdvedia, one of the biggest advertising
agencies, was reported to be acquiring other ladgertising agencies in the Chinese market. Ibthlene advertising market is consolidated
and effectively controlled by a small number ofjladvertising agencies, such advertising agenugsbe in a position to demand higher <
rebates based on increased bargaining power, wbigll negatively affect our brand advertising gtoas we book our brand advertising
revenue net of our sales rebates to advertisingcies

The expansion of Internet advertisement blockingtseare may result in a decrease of advertising reves.

The development of Web software that blocks Inteadlwertisements before they appear on a useegsanay hinder the growth of online
advertising. The expansion of advertisement blagkin the Internet may decrease our revenues bewdigean advertisement is blocked, it is
not downloaded from our advertisement server. fesalt, such advertisements will not be tracked dslivered advertisement. In addition,
advertisers may choose not to advertise on thenet®r on our Websites because of the use by plairties of Internet advertisement blocking
software.
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Our failure to retain key distributors or attractdditional distributors for our sponsored search dosners could have an adverse impact on
our business.

Sponsored search is at an early stage of develdgmé@&ina and is not as widely accepted by orlaé to businesses in China as in the
United States. As a result, we rely heavily on mationwide distribution network of third-party distutors for our sales to, and collection of
payment from, our sponsored search customersr iflistributors do not provide quality services to customers or otherwise breach their
contracts with them, we may lose our customersdd/eot have long-term agreements with any of ostriutors, including our key
distributors, and cannot assure that we will cargito maintain favorable relationships with them.

We rely on our Website Alliance members for a sifigant portion of our sponsored search revenuesweé fail to retain existing Website
Alliance members or attract additional members, a@venues and growth may be adversely affec

By posting bid listing links on their Websites, gleare the revenues generated from clicks by usérowr Website Alliance members. For the
year ended December 31, 2007, the total revenuesated from Website Alliance accounted for apprately 67% of our total bid listin
revenues. We consider our Website Alliance critioghe future growth of our sponsored search regenlf our Website Alliance members
decide to use a competitor’s or their own Intesestrch services, or if we fail to attract additiongbsites to join our Website Alliance, our
sponsored search revenues may decline.

We rely on our online games for a significant pasti of our revenues. If we fail to retain existingntine game users or attract additional
users, our revenues may be adversely affected.

As of December 31 2007, we operated two online gamemely TLBB and BO, which collectively represapproximately 22% of our total
revenues for the year ended December 31, 20070@iume game revenue depends on continuous consamgitiour game services by game
users. As of December 31, 2007, we had more thamil#idn registered users for our games. We mag lmsr online game users if we cannot
provide continuously satisfactory service. For egham

*  We may not detect programming errors, flaws or thefsre we launch new games, or new extension faclisting games. |
addition, we may not be able to solve the errdasys or bugs in a timely manner when reported byusers or detected by
ourselves

*  We may not respond and/or resolve complaints framusers timely

* We may experience uncertainties when operatingdnees, such as breakdowns of servers, interrupditie network, and crast
of systems, which could cause temporary interrmptibaccess for our game users to our game sery

*  We may fail to provide our users a secure game=systor example, hackers may invade our systemsteatiour playe’ account
information and i-game virtual properties; ar

*  We may falil to detect and prevent players from iolitg unfair ir-game advantages by installing and using hackirgheating tool
to facilitate character enhanceme

Our failure to address the abovementioned issuglsl @alversely affect the in-game experiences ofsslamage the reputation of our games,
shorten the lifecycle of our games, and eventuakylt in the loss of users and a reduction inreuenues.

Our online game business may not succeed in a hygtdmpetitive market

Competition in the online game market in Chinadsdming more and more intense. For example, acuptdi17173.com statistics, in the
fourth quarter of 2007, 51 new MMORPG games or aded casual games were launched. In the secondfl20D7, there were four online
game companies, Perfect World, Giant Interactivetdisagon and Kingsoft, that successfully listedrtbleares on Nasdaq or the Hong Kong
stock market. Prior to those listings, there werly three listed online game companies in Chinangh, The9 and Netease. Moreover, ver
capital funds are investing increasing amountsagpital into the market, which has resulted in eneme heated competition. Recently, man
our competitors have become more aggressive ihithg of talent for game development, increasipgrgling on games marketing and
bidding for games licensing. Increased competiitiotihe online game industry may make it difficudt s to retain and expand our existing
user base, growth rate and profitability.
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We depend on the introduction of new online gameslamprovements of our existing games to sustairr profitability. If we fail to develog
and launch new online games or to improve our exist games, our profitability may be adversely affed.

Currently, we operate two online games, BO and TLBE have operated BO for more than 3 years, anelypect that it will gradually lose
its attractiveness to users within the next onevoryears. Revenues from TLBB, which was launcime2007, represent approximately 84% of
our total game revenues for 2007. We expect thatmge from TLBB will become mature during 2008.

In order to maintain the long-term profitability ofir online game business, we will need to contlgumatroduce new online games to attract
game users and increase our game revenues. Thaugawe successfully launched outhiouse developed game TLBB, we may fail to dev
and launch additional new games in the market iwvgeunable to a) anticipate and catch up withréutechnical trends, new business models,
and changed game players’ preferences and requiteni) effectively plan and organize marketing pramotion activities and, c¢)
differentiate our new games from existing gamesolfthe profitability of our game business willibaterially and adversely affected.

Furthermore, in order to sustain the revenues @&HB,Llwhich constituted 84% of our total game reveimu2007, we may need to trace and
meet players’ preferences and needs in a timelynerathus we must continually improve TLBB’s in-gamuality and launch new features or
new extension packs in order to retain existingsiaad attract new users. If we fail to meet o@rsipreferences and needs, TLBB may lose
its attraction for existing and potential usersjalitbwould have a significant adverse effect onanline game revenues.

Revenue recognition of online game operations degeion the data captured in the related billing syists. If such billing systems fail t
operate effectively, the completeness and accum@de recognition of revenue will be materially fafcted.

We have adopted an item-based business model foewvenue derived from the online game operatiorddy this item-based model, billing
systems are required to capture data, such as ffarobased, amount spent and amount accumulateddbyindividual user, which are critical
for the calculation of revenue earned from timéree. If the related billing systems are damagedystem failure, network interruption, or
virus infection, or invaded by a hacker, the intiygof data would be compromised, which in turn cbliave an adverse effect on our
recognized game revenue.

We rely on wireless services for a significant gort of our revenues. Wireless revenues have decedds prior periods and may decrease
further in the future.

We derive a significant portion of our revenuesriraireless services. We have derived our wirelessnues in prior periods from providing
SMS, RBT, WAP, MMS and IVR, mainly consisting ofws weather forecast, chatting, entertainment mégron, music, ring tone, picture
and logo downloads and various other mobile relpteducts to mobile phone users and Personal Hphdge System (or PHS) users. For the
years ended December 31, 2007 and 2006, wirelessues represented approximately 14% and 24%,atbaply, of our total revenue

Wireless revenues decreased in certain prior perireless revenues may decrease in the futuréodie possibilities that:

* Our consumers may not understand our servicesededs they are being charged, may not be satisfibadour services and/or m
not use our services on a regular be

» Consumers may cancel their services at any timeowitnotice:

» Revenues from new wireless services such as RBTRVWMS and IVR may not continue to grow signifidgrand become
significant portion of our total wireless revenu

» Competitors, including mobile network operatorsyrtainch competing or better products than ouengttime;
» There are limited barriers to entry to the wirelesgerices secto

» Changes in the billing practices or operationadswdnd procedures of any of the four mobile netvepeérators on whom we rely f
service delivery and fee collection — namely, CMQ@jcom, CNC and China Telecom — could have a nt@npact on our
wireless revenues. For instance, in July 2006,rha@r mobile network operators, CMCC and Uniconroduced new policies on
wireless value-added service, including extensfath@trial period, double reminders for new montsilibscriptions, billing
reminders to existing monthly subscribers and cmsiga of per message-based SMS subscriptions. tob@c2006, the MIl issued
a guideline to regulate wireless value-added sesyiwhich reiterated policies carried on by majobite network operators,
including double confirmation, billing reminderdceOn January 1, 2007, a notice of the Mll, whistuses on the protection of
mobile phone use’ right to select services and t

24-



Table of Contents

strengthening of regulation on billing procedurame into effect. On May 17, 2007, CMCC initiatedeav policy under which a
WAP users are reminded of charges they may inalWMAaP services. The policy has resulted in a desgraa traffic for the WAP
portals, and in turn a decrease in subscriptionsdio WAP services. We believe that our wirelesgneies might be negatively

affected by the implementation of these regulatimd policies

Changes in government policy could restrict orailithe services which we provide. The MIl has megd requiring all hands
users (including pre-paid mobile phone users) dister using their real names. If this requiremsiitnplemented, it may cause the
decrease of new customers, and in turn, reducingvaless revenue:

Mobile network operators may impose penalties aebless service providers, or SPs, for violatingaieroperating policies relatit
to the provision of wireless services. We haveivatkseveral penalty notices from mobile networkrapors, claiming a breach of
cooperation contracts and imposing both servicpenson sanctions for a period of not more thasa ynd/or monetary penalti
There is no guarantee that we will not be subjesirhilar, or more severe, penalties from mobilevoek operators in the future,
which could significantly impair our wireless busgs;

We may enter into cooperation agreements with reat@twork operators on terms that are not favorables since we have limits
bargaining power to negotiate contract terms. litah, mobile network operators may unilaterakyise their agreement at any
time. As a result of such contract terms, we c@alsily be found in breach of our agreement witlogerator and may be subject to
penalties; ani

Mobile network operators may not enter new agredsn@nrenew existing agreements with SPs with retpewireless service
However, those mobile network operators will conérwork with us to provide services and monthlyestents. New or renewed
agreements with mobile network operators could ghan a way that would be unfavorable to us, ohaagreements may not be
entered into at al

We rely on contracts with the mobile network opesed in a number of ways with respect to our wiredeservices, including the billing of,
and collection from, mobile phone users of wirelessrvice fees. If our arrangements with mobile netk operators were to be terminated,
altered or not renewed, or if such operators didtqpwovide continuous or adequate service, our reues could be reduced.

Our wireless services depend mainly on the coojperaf mobile network operators such as CMCC, Umic@NC, China Telecom and their
respective subsidiaries. We rely on mobile netwap&rators in the following ways:

we use mobile network operat’ networks and gateways to provide wireless serv

we use and rely on mobile network opere’ billing systems to charge our subscribers throinghsubscribe’ mobile phone bills
we rely on mobile network operat’ collection proxy services to collect payments frembscribers; an

we rely on mobile network operat’ infrastructure to further develop our wireless g=s.

We face significant risks with respect to our agements with mobile network operators which coudessely affect our wireless revenues.
Such risks include the following:

Mobile network operators have changed their opegatiles and may make further changes at any fueh previous or any futu
changes could result in our being required to pnatiies for breaching or being alleged to havadired certain provisions of our
agreements with the mobile network operators unéer or revised operation rules, or having our serdiscontinued with or
without notice. Changes in these operating rulesdcalso have a material impact on our wirelesemneres

We provide wireless services through our Websiteracord the delivery of the service in our intésystems. However, in order
recognize revenues and receive payment for serpimesded, we rely on billing confirmations from tite network operators as to
the actual amount of services they have billedhé&rtmobile customers. We are unable to colleceéless service fees from an
operator in certain circumstances due to techigsales with the operator’'s network. We refer teséhfailures as an operator’s
“failure rate”, which can vary from operator to og®r. An operator’s failure rate can vary from riioto month, ranging from 0%
to 98% and may change at any time without notican loperator encounters technical problems, isg®n the failure rate for that
operator could occu
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» The service fees we pay for using an ope’s infrastructure are set on the basis of negotiaifeannual contracts. Our negotiat
leverage is limited and if an operator increasesetvice fees or does not comply with the termsuofcontract, our gross margin
and profitability could be materially reduced.dtgossible that some subsidiaries of the mobileart operators may consider
increasing their service fee

* We are required to follow the operaf’ guidance in setting up wireless service fees. \§e adly on the mobile network operator
collect the fees on our behalf which they haveetiio our mobile customers. If an operator requise® reduce the wireless sen
fees charged to mobile customers, disallows us frding of certain inactive customers, refusep#&y us, requires us to share bad
debts expenses, or, limits the amount of wirelesgice fees which can be billed or requires usotmly with any new billing rules
our wireless revenues could be adversely affe

« An operator’s refusal to allow us to supply certsénvices could disrupt our wireless services.dxample, during the period from
September 1, 2004 to July 31, 2005, our MMS sesweere temporarily suspended by CMCC, based ogaltens that Beijing
Sohu, which was one of our VIEs at the time, bredatertain provisions of its agreement with a CMsLBsidiary;

» An operator could launch competing services attamg and could work with content providers directtythat SF' abilities to
diversify their products might be limited. For exale in July 2006, CMCC introduced M.Music, an grted music service
platform which CMCC works directly with music recdocompanies to provide downloads of various somgsnausic. In December
2006, CMCC introduced its own WAP channel, “WAP Rier Select”, which is placed in prominent posigan Monternet and
directly competes with SPs. If mobile network operawere unwilling to work with us, we would nat Bble to find substitute
partners; ani

» CMCC set up rules for ranking of WAP service pr@riglon its Monternet browser, which has a signifi¢apact on WAP
revenues. CMCC may change the rules at any tinaéféct the rank of the top five listings. As a riésthe growth of our WAP
revenues was lower than expected and we may lasex@iing ranking because of lower visit ral

Our strategy of acquiring complementary assets htealogies and businesses may fail and result in ggwr earnings dilution.

As a component of our growth strategy, we have iaedw@and intend to actively identify and acquireets, technologies and businesses that are
complementary to our existing portal business. &uquisitions could result in the use of substaltabunts of cash, potentially dilutive
issuances of equity securities, significant impaintiosses related to goodwill or amortization eygas related to intangible assets and
exposure to undisclosed or potential liabilitiesiofiuired companies. Moreover, the resources exgeinddentifying and consummating
acquisitions may be significant. Furthermore, atguésition we decide to pursue may be subjectécattproval of the relevant PRC
governmental authorities, as well as any applicRR€ rules and regulations. Considering the fashgimg legal environment, our acquisition
may be subject to government’s further scrutiny #medacquisition structures we used to adopt mapined to be inappropriate.

We may be required to record a charge to earningsé must reassess our goodwill or amortizable imjéble assets arising from
acquisitions.

We are required under generally accepted accouptingiples to review our amortizable intangiblsets for impairment when events or
changes in circumstances indicate the carryingevaiay not be recoverable. Goodwill is requirededdsted for impairment at least annually.
Factors that may be considered a change in ciramoss indicating that the carrying value of our gimable intangible assets may not be
recoverable include a decline in stock price ancketecapitalization and slower growth rates in mglustry. We may be required to record a
charge to earnings in our financial statementsnduttie period in which any impairment of our godtlati amortizable intangible assets is
determined. As of December 31, 2007, our goodwidl amortizable intangible assets arising from aitjons were approximately $61.7
million.

Changes in accounting rules for share-based compaitn may adversely affect our operating resultsirstock price and our
competitiveness in the employee marketplace.

Our performance is largely dependent on talenteldhighly skilled individuals. Our future succespdeds on our continuing ability to

identify, develop, motivate and retain highly skdlpersonnel for all areas of our organization.N&e a history of using employee stock
options and restricted stock units to align empésyénterest with the interests of our sharehol@ed encourage quality employees to join us
and retain our quality employees by providing cotitige compensation packages. On January 1, 208G depted SFAS 123(R), which
requires the measurement and recognition of congpiemsexpense for all share-based compensatiordlmasestimated fair values. As a result,
our operating results contain a charge for shasedbaompensation expense related to employee gpticins and restricted stock units. The
recognition of share-based compensation in ouestamt of operations would have a negative effedwrreported results and earnings per
share, which could in turn negatively affect owrckt
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price. On the other hand, if we alter our emplogteek incentive plan to minimize the share-basedpensation expenses, it may limit our
ability to continue to use share-based awardstaslado attract and retain our employees, and i adversely affect our operations.

Our failure to manage growth and diversify our busdss could harm us.

We have experienced dramatic growth in personneksbur inception and we expect to continue to &itditional personnel in selected areas.
This growth requires significant time and resowommitments from us and our senior managemente lake unable to effectively manage a
large and geographically dispersed group of em@sye anticipate our future growth, our businesgdcbe adversely affected.

Additionally, our business relies on our finangigborting and data systems (including our systembifling users of our fee-based services),
which have grown increasingly complex in the reqeast due to acquisitions and the diversificatind eomplexity of our business. Our ability
to operate our business efficiently depends oretBgstems, and if we are unable to adapt to thHemeges, our business could be adversely
affected.

If we fail to establish and maintain relationshipsith content, technology or infrastructure providsrwe may not be able to attract a
retain users.

Although, we may secure more attractive, high-quatiusic and content, we will still need to rely @mumber of third party relationships to
attract traffic and provide content in order to makir Websites more attractive to users and adeesti Most of our arrangements with content
providers are short-term and may be terminatedeatonvenience of the other party. Some contenigecs have increased the fees they
charge us for their content. This trend could iaseeour costs and operating expenses and couldsativaffect our ability to obtain content at
an economically acceptable cost. We have alsoezhiato exclusive agreements with some of our peeeontent providers. If we are not able
to renew our exclusive deals or premier contenbbrerexclusive to our competitors, our attractivertesusers will be severely impaired.
Except for the exclusive content, much of the tipiadty content provided to our Websites is alsdlabke from other sources or may be
provided to other Internet companies. If other iné¢ companies present the same or similar coimensuperior manner, it would adversely
affect our visitor traffic.

Our business also depends significantly on relatigrs with leading technology and infrastructureviters and the licenses that the
technology providers have granted to us. Our coitgpetmay establish the same relationships as we, véhich may adversely affect us. We
may not be able to maintain these relationshipgplace them on commercially attractive terms.&@mple, there are uncertainties in the
wireless industry, such as the delayed issuan8&dicenses and rumors concerning the possibleuasting of state-owned
telecommunication companies, that increase thethiskwe will not be able to maintain co-operatigationships with mobile network
operators.

We depend on key personnel and our business mageverely disrupted if we lose the services of oey kxecutives and employees.

Our future success is heavily dependent upon theéreeed service of our key executives, particul&@ty Zhang, who is the founder, Chief
Executive Officer, Chairman of the Board, and aanahareholder of our company and a direct andectimajor shareholder of High Centu
Sohu Internet, Tu Xing Tian Xia and Feng Yang Tliamg. We rely on his expertise in our business ajmrs, and on his personal
relationships with the relevant regulatory authesit our customers and suppliers. If one or mom@uokey executives and employees are
unable or unwilling to continue in their presensipions, we may not be able to replace them easitiour business may be severely disrupted.
In addition, if any of our key executives or emp@esg joins a competitor or forms a competing comparymay lose customers and suppliers
and incur additional expenses to recruit and tpairsonnel. Each of our executive officers has edterto an employment agreement and a
confidentiality, non-competition and non-solicitatiagreement with us. However, the degree of ptioteafforded to an employer pursuant to
confidentiality and non-competition undertakingsgmed by PRC law may be more limited when comp#oétle degree of protection

afforded under the laws of other jurisdictions. Wéenot maintain key-man life insurance for any of key executives.

We also rely on a number of key technology stafftifi® operation of Sohu. Given the competitive reataf the industry, the risk of key
technology staff leaving Sohu is high and couldehawdisruptive impact on our operations.

Rapid growth and a rapidly changing operating engitment strain our limited resource:

We have limited operational, administrative andfioial resources, which may be inadequate to sustaigrowth we want to achieve. As the
demands of our audience and the needs of our cassarthange, and as the number of our users antheadionline advertising, and wireless
activities increase, we will need to increase auestment in our network infrastructure, faciliteasd other areas of operations. If we are ur
to manage our growth and expansion effectively gineity of our services could deteriorate andlmusiness may suffer. Our future success
will depend on, among other things, our ability to:

» adapt our services and maintain and improve thétgud our services
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» protect our Website from hackers and unauthorizeess
» continue training, motivating and retaining ourstixig employees and attract and integrate new grapk) ant
» develop and improve our operational, financial carting and other internal systems and cont

Risks Related to China’s Telecommunications Infrasticture
The telecommunications infrastructure in China, wth is not as well developed as in the United Stateay limit our growth.

The telecommunications infrastructure in Chinadswell developed. Our growth will depend on the@Pgovernment and state-owned
enterprises establishing and maintaining a relifiitkrnet and telecommunications infrastructurestch a broader base of Internet users in
China. The Internet infrastructure, standards,qmmis and complementary products, services antiti@sinecessary to support the demands
associated with continued growth may not be deeslagm a timely basis or at all by the PRC goverrtraad state-owned enterprises.

We depend on CNC, China Telecom and CERNET for ¢elemunications services, and any interruption ingbe services may result in
severe disruptions to our busines

Although private Internet service providers exisChina, almost all access to the Internet is ra@et through CNC, China Telecom and
CERNET, under the administrative control and retpuiasupervision of the MIl. We rely on this inftascture and CNC, China Telecom and
CERNET to provide data communications capacity prity through local telecommunications lines. Altigh the government has announced
aggressive plans to develop the national informmatirastructure, this infrastructure may not beaeleped and the Internet infrastructure in
China may not be able to support the continued tir@fInternet usage. In addition, we will haveatzess to alternative networks and
services, on a timely basis if at all, in the evafrdiny infrastructure disruption or failure.

We have signed Bandwidth Provision and Server iHgstigreements with CNC, China Telecom and CERNETd&J these agreements, we
established four main service provision centers&intain most of our servers in Beijing. Howevertlzere are limited telecommunication
infrastructure service providers, we may not be abllease additional bandwidth on acceptable teoma timely basis, or at all. If we are not
able to lease additional bandwidth, the developroéptr business can be affected.

The high cost of Internet access may limit the gribmof the Internet in China and impede our growth.

Access to the Internet in China remains relatiegensive, and may make it less likely for usemcimess and transact business over the
Internet. Unfavorable rate developments could frrttecrease our visitor traffic and our abilitydgrive revenues from transactions over the
Internet.

To the extent we are unable to scale our systemsiéet the increasing PRC Internet population, wedldie unable to expand our user base
and increase our attractiveness to advertisers anerchants.

As Web page volume and traffic increase in Chinaay not be able to scale our systems proporgtnafo the extent we do not
successfully address our capacity constraintspperations may be severely disrupted, and we maleaable to expand our user base and
increase our attractiveness to advertisers andhasts.

Unexpected network interruptions caused by systaitufes may result in reduced visitor traffic, reded revenue and harm to our
reputation.

Our Website operations are dependent upon Web lerewsiternet service providers, content providerd other Website operators in China,
which have experienced significant system failed system outages in the past. Our users habe ipaist experienced difficulties due to
system failures unrelated to our systems and ssviEny system failure or inadequacy that caugesruptions in the availability of our
services, or increases the response time of ouicesyt as a result of increased traffic or otheewiuld reduce our user satisfaction, future
traffic and our attractiveness to users and adsadi
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Our operations are vulnerable to natural disasteasd other events, as we only have limited backugtems and do not maintain any backup
servers outside of Ching

We have limited backup systems and have experiesyestdm failures and electrical outages from timenbe in the past, which have disrup
our operations. Most of our servers and routersarently hosted in a single location within thremises of Beijing Telecom Administration
(or BTA). Our disaster recovery plan cannot fulhsare safety in the event of damage from fire,d&dyphoons, earthquakes, power loss,
telecommunications failures, break-ins and simelants. If any of the foregoing occurs, we may elepee a complete system shutdown. We
do not carry any business interruption insuranceiniprove the performance and to prevent disruptifoour services, we may have to make
substantial investments to deploy additional sereerone or more copies of our Websites to mirtoranline resources.

Although we carry property insurance with low cage limits, our coverage may not be adequate tpeosate us for all losses, particularly
with respect to loss of business and reputatiaat, ritay occur.

Our network operations may be vulnerable to hackjngruses and other disruptions, which may make quroducts and services less
attractive and reliable.

Internet usage could decline if any well-publicizemnpromise of security occurs. “Hacking” involefforts to gain unauthorized access to
information or systems or to cause intentional orafions or loss or corruption of data, softwarerdware or other computer equipment.
Hackers, if successful, could misappropriate petpry information or cause disruptions in our ssgviWe may be required to expend capital
and other resources to protect our Website aghadters. We cannot assure you that any measureayéake will be effective. In addition,
the inadvertent transmission of computer viruseddcexpose us to a material risk of loss or liigatand possible liability, as well as
materially damage our reputation and decrease smrrtaffic.

Risks Related to China’s Regulation Environment

If our current ownership structure is found to baiviolation of current or future PRC laws, rules aegulations regarding the legality ¢
foreign investment in the PRC Internet sector, weutd be subject to severe penalti

We conduct our Internet and value-added telecomaeatinn operations solely in the PRC through ouired wholly owned subsidiaries, Sohu
Era, Sohu Media, Sohu Software, Sogou TechnologgMap Software and AmazGame Age (or collectivel\CPRbsidiaries), and VIEs,
High Century, Sohu Entertainment, Sohu Internepd®eel, Huohu, Tu Xing Tian Xia, Feng Yang Tian baogou Information, 21 East
Beijing, Gamease Age and New 21 East. We are anetacorporation, while Sohu Hong Kong, our indinebolly owned subsidiary and the
parent company of, Sohu Era, Sohu Media and Softw&e, and TL Age HK, our indirect wholly ownedsidiary and the parent company
of AmazGame Age, are both Hong Kong corporatiortsfareign persons under PRC law. In order to meetesship requirements under PRC
law which restrict or prohibit wholly foreign owneshterprises, or WFOES, from operating in certadustries such as Internet information,
wireless, Internet access, and certain other inégsour VIEs are companies incorporated in th€ RRd owned by Dr. Zhang and certain
other employees of Sohu, rather than by Sohu.

The PRC began several years ago to regulate @mkitsector by making pronouncements or enactigglations regarding the legality of
foreign investment in the PRC Internet sector &edeixistence and enforcement of content restristionthe Internet. We believe that our
current ownership structure complies with all érgtPRC laws, rules and regulations. There are glvew substantial uncertainties regarding
the interpretation of current PRC Internet laws sgglilations. The PRC government may issue newpragations of the regulations regarding
supervision of the Information industry from timgetime. In July 2006, the MIl issued a notice t@sgthen management of foreign investment
in and operation of value-added telecommunicat@wmises. The notice emphasizes that foreign investto wish to engage in value-added
telecommunication services must strictly follow tieéevant rules and regulations on foreign investnire telecommunication sectors. The
notice also prohibits domestic telecommunicatiawises providers from leasing, transferring orisegltelecommunications business operating
licenses to any foreign investor in any form, avyiding any resources, sites or facilities to aoiefgn investor for their illegal operation of a
telecommunications business in China. Accordinthéonotice, either the holder of a value-addedctetenunication service license or its
shareholders must directly own the domain namegradeémarks used by such license holders in theirigion of Value-added
Telecommunication Services. The notice further iragueach license holder to have the necessattitssiincluding servers, for its approved
business operations and to maintain such facilitieke regions covered by its license. Value-adskdtices license holders are required to
evaluate the compliance with the requirementsasét in the notice. We are in the process of tramifg several of our domain names and
trademarks to Sohu Internet, which licensed theesn$ohu Era and Sohu Media, and we may modifgratartain aspects of our business
structure in order to further comply with theseuiegments. In addition, new PRC Internet and faresgchange laws and regulations were
recently adopted. Accordingly, it is possible ttree PRC government may ultimately take a view @mtto ours.

In addition, under the agreement reached in Noverh®@9 between the PRC and the United States coingethe United States’ support of
China’s entry into the World Trade OrganizationVéf O, regulation of foreign investment in PRC Imietr services is to be liberalized to allow
for 30% foreign ownership in key telecommunicatggmvices, including PRC Internet ventures, forfitet year after China’s entry into the
WTO, 49% in the second year and 50% thereaftemaCbfficially entered the WTO on December 11, 208dwever, the implementation of
China’s WTO accession agreements is still subfeeatious conditions.
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Accordingly, it is possible that the relevant PR@harities could, at any time, assert that anyiporor all of the Sohu PRC subsidiaries’ and
Sohu VIES’ existing or future ownership structunel dusinesses violate existing or future PRC lamglations or policies. It is also possible
that the new laws or regulations governing the PiR€net sector that have been adopted or may tyeted in the future will prohibit or
restrict foreign investment in, or other aspectsaofy of our PRC subsidiaries’ and VIES’ currenposposed businesses and operations. In
addition, any such new laws and regulations marebreactively applied to us and our PRC subsidéagied VIES.

If we or any of our PRC subsidiaries and VIEs wierend to be in violation of any existing or futUlP®C laws or regulations, the relevant PRC
authorities would have broad discretion in dealiith such violations, including, without limitatipthe following:

* levying fines;

» confiscating our income

» revoking our license:

» shutting down our servers and/or blocking our Welss

* requiring us to restructure our ownership structureperations; an

e requiring us to discontinue any portion or all tsflnternet and vali-added telecommunication busines:

We may rely on dividends and other distributions equity paid by Sohu.com Limited, our wholly ownedbsidiary, to fund any cash
requirements we may have. We may not be able taiolitash from distributions to the extent such disutions are restricted by PRC law
future debt covenants. Any dividend received by Sabm Inc. may be subject to US tax at a 34% to 3&e.

We are a holding company with no operating asdétr dhan investments in Chinese operating entitieEmugh our intermediate holding
company, Sohu.com Limited, our wholly-owned suleiglin the Cayman Islands, and our VIEs, High Cent8ohu Entertainment, Sohu
Internet, Goodfeel, Huohu, Tu Xing Tian Xia, Fengng Tian Lang, Sogou Information, 21 East Beijidgmease Age and New 21 East. We
may need to rely on dividends and other distrimgion equity paid by Sohu.com Limited for our cesfjuirements in excess of any cash rz
from investors and retained by us. If Sohu Era,uSdedia, Sohu Software, Sogou Technology, Go2Mdpnaoe and AmazGame Age incur
debt on their own behalf in the future, the instemts governing the debt may restrict Sohu Era’kuSdedia’s, Sohu Software’s, Sogou
Technology’s, Go2Map Software’s and AmazGame Agéitity to pay dividends or make other distribusdio us through the immediate
companies.

In addition, PRC legal restrictions permit paymehdividends by Sohu Era, Sohu Media, Sohu Softwaogou Technology, Go2Map
Software, and AmazGame Age only out of their nebine, if any, determined in accordance with PR@acting standards and regulations.
Under PRC law, Sohu Era, Sohu Media, Sohu Softwgagpu Technology, Go2Map Software, and AmazGaneakg also required to set
aside 10% of their net income each year to funthereserve funds until these reserves equal S0¥teamount of paid-in capital. These
reserves are not distributable as cash dividendshér, the Corporate Income Tax Law effective fréemuary 1, 2008 imposes a 10%
withholding income tax for dividends distributed &yoreign invested enterprise to its immediatalimgl company outside China, which were
exempted under the previous income tax laws arebrdl lower withholding tax rate will be appliedtlifere is a tax treaty arrangement betw
mainland China and the jurisdiction of the forelgriding company. Holding companies in Hong Kong,deample, will be subject to a 5%
rate. Most of our China-based subsidiaries, Sola Eohu Media, Sohu Software, Sogou Technology Map2Software and AmazGame Age
are invested by immediate foreign holding compairi¢dong Kong, except for Sogou Technology. Altloése foreign invested enterprises
be subject to the withholding tax on January 1,8 @®hey declare dividends to their immediatesign holding companies. Furthermore,
subject to possible reduction to the extent thatRiRC subsidiaries pay a tax in China and wouldefioee be entitled to a foreign tax credit,
dividends received by Sohu.com Inc. would be sulfetaxation at United States tax rates of 34%5%. We do not expect any dividends or
other distributions on equity from Sohu.com Limitadthe operating entities in the foreseeable &itur
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We may be unable to collect long-term loans to offis and employees or exercise management influeassociated with High Century,
Sohu Entertainment, Goodfeel, Huohu, Sogou Infornmiamh and Gamease Agt

As of December 31, 2007, Sohu had outstanding teng-loans of $11.4 million to Dr. Zhang, Sohu’si&@texecutive Officer and a major
Sohu shareholder, and certain of our employees|drtgterm loans are used to finance investmenitigh Century, which is owned 80% by
Dr. Zhang and 20% by an employee; Sohu Entertaiymgrich is owned by two of our employees; Goodfedlich is owned by two of our
employees; Huohu, which is owned 75% by Sohu Ed2&96 by an employee; Sogou Information, whichwsed by two of our employees,
and Gamease Age, which is owned by two of our eygas. High Century, Sohu Entertainment, Goodfeebht, Sogou Information and
Gamease Age are used to facilitate our participdtidelecommunications, Internet content and aedther businesses in China where foreign
ownership is either prohibited or restricted.

The loan agreements contain provisions that, subjgeRC laws, (i) the loans can only be repaidady transferring the shares of High
Century, Sohu Entertainment, Goodfeel, Huohu, Sdgfmrmation or Gamease Age to us; (ii) the shafddigh Century, Sohu Entertainment,
Goodfeel, Huohu, Sogou Information or Gamease Agmot be transferred without our approval; anfl\{ig have the right to appoint all
directors and senior management personnel of Heggitl@y, Sohu Entertainment, Goodfeel, Huohu, Sdgfarmation and Gamease Age.

Dr. Zhang and the other employee borrowers hawdgele all of their shares in High Century, Sohu BEatement, Goodfeel, Huohu, Sogou
Information and Gamease Age as collateral fordla@$ and the loans bear no interest and are ddermand after November 2003 in the case
of High Century; after November 2005 in the caselobhu; after August 2006 in the case of Sogourim&dion; after October 2006 in the case
of Goodfeel; after November 2006 in the case ofuSBhtertainment; after September 2008 in the ch&amease Age and the earlier of a
demand or, in any case, at such time as Dr. Zhattgeaother employee borrowers, as the case mayg het an employee of Sohu. Sohu does
not intend to request repayment of the loans ag &nPRC regulations prohibit it from directly istieg in businesses being undertaken by the
VIEs.

Because these loans can only be repaid by thewersotransferring the shares of the various esgjtour ability to ultimately realize the
effective return of the amounts advanced undeethens will depend on the profitability of High i@ary, Sohu Entertainment, Goodfeel,
Huohu, Sogou Information and Gamease Age is urinerta

Furthermore, because of uncertainties associatiéuthé PRC law, ultimate enforcement of the loareaments is uncertain. Accordingly, we
may never be able to collect these loans or exemfiience over High Century, Sohu Entertainmé&utodfeel, Huohu, Sogou Information and
Gamease Age.

We depend upon contractual arrangements with Higler@ury, Sohu Entertainment, Sohu Internet, Goodfeéluohu, Tu Xing Tian Xia,
Feng Yang Tian Lang, Sogou Information and Gamea&ge for the success of our business and these agements may not be as effective
in providing operational control as direct ownerghiof these businesses and may be difficult to enéor

Because we conduct our Internet operations onligrPRC, and are restricted or prohibited by th€ BBvernment from owning Internet
content or telecommunication operations in the PR€are dependent on High Century, Sohu Entertaibn®®hu Internet, Goodfeel, Huohu,
Tu Xing Tian Xia, Feng Yang Tian Lang, Sogou Infation and Gamease Age, in which we have no dineoeoship interest, to provide those
services through contractual agreements betweepatties. These arrangements may not be as efeatproviding control over our Internet
content or telecommunications operations as doectership of these businesses. For example, sommar glubsidiaries and VIEs could fail to
take actions required for our business, such asiagtinto content development contracts with ptitécontent suppliers or failing to maintain
the necessary permit for the content servers.dhHientury, Sohu Entertainment, Sohu Internet, GmdHuohu, Tu Xing Tian Xia, Feng
Yang Tian Lang, Sogou Information and Gamease Aged perform its obligations under these agredsieme may have to rely on legal
remedies under PRC law. We cannot assure youubkhtremedies under PRC law would be effective &icsent.

Dr. Zhang, our Chief Executive Officer and a mabareholder of our company, is also the directiadulect majority shareholder of High
Century, Sohu Internet, Tu Xing Tian Xia and Ferany Tian Lang. As a result, our contractual refegfaps with those companies could be
viewed as entrenching his management positioreasterring certain value to him, especially if aopflict with him arises.

If we are found to be in violation of current or fure PRC laws, rules or regulations regarding Inteet-related services and telecom-related
activities, we could be subject to severe penalties

The PRC has enacted regulations that apply torletaelated services and telecom-related activithdsile many aspects of these regulations
remain unclear, they purport to limit and requicehsing of various aspects of the provision oéinéet information and content, online
advertising, online game and value-added teleconation services. In addition, the PRC governmeay ipromulgate new laws, rules or
regulations at any time. If these current or futlases, rules or regulations regarding Internetteglaactivities, are interpreted to be inconsistent
with our ownership structure and/or our businessafions, our business will be severely
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impaired and we could be subject to severe pesakier example, the State Press and Publicationidigiimation temporarily suspended the
issuance of Online Publication Licenses, which eduss to be unable to obtain such license. Astamaltive, we signed a contract with a third
party, who holds such license, to publish our anti|mame. We believe this practice has been adogtetbbt of our competitors and other
Internet companies. However, it is unclear if that& Press and Publication Administration will pértinis practice. If the State Press and
Publication Administration prohibits us from pulblisg our game through a third party with a licensthe third party terminates the agreerr
for publishing our online game, or if we fail to m&in any other required permits or approvals,may be subject to various penalties,
including fines and the discontinuation of or rigsions on our operations. Any such disruption im business operations would materially and
adversely affect our business, financial condiiod results of operations. In addition, as thenenjame industry is at an early stage of
development in China, the PRC government mightisgenew laws, new regulations and policies frone tiontime to implement restrictions
and further regulation on the online games indugtoy example, online games companies are reqtorgtstall an “anti-fatigue systemiyhich
discourages game participants from playing gamesfe than five hours per day.

In addition, the PRC government has implementeshapulsory requirement that online game playersstegiheir real names and provide ID
numbers when playing games. With this requiremenibaeal-name registration for online game playts government implemented a rating
system for online games. For those online gamesl i@ not suitable for children under the age othBdren under the age of 18 will be
unable to access such game if a real name reggstiatin place. As a result, our revenues fromrengames may be adversely affected. In
addition, we may be required to apply for a newre or new qualification or transfer from an giget of license to a new type of license at
any time as a result of the requirements of newdyrulgated laws or new regulations. There oftemlengthy period between the enactment of
such new requirements and the final issuance ofeqyired license or qualification. Although effigeness of any such new license ordinarily
will be as of the date of filing of the applicatiome may be held liable for operating without ag@olicense and may be fined for any
operations conducted during the application period.

We may not be able to collect payments of our véssl fees if the PRC government determines thatexisting ownership structure does n
comply with PRC laws, rules or regulations.

As discussed above, the PRC began several yeates aggulate its Internet sector by making pron@mnents or enacting regulations regar¢
the legality of foreign investment in the PRC Intetrsector. We believe that our current ownerstiijcgire complies with all existing PRC
laws, rules and regulations. There are, howevéstantial uncertainties regarding the interpretatibcurrent PRC Internet laws and
regulations. It is possible that the PRC governrsarn¢éw will ultimately be contrary to ours. If tHtRC government were to take a contrary
view, we might not be able to collect payments ufwireless fees, which we receive from Sohu Ireeemd Goodfeel, which in turn collect
fees from mobile network operators.

Even if we are in compliance with PRC governmentagulations relating to licensing and foreign invesent prohibitions, the PR(
government may prevent us from distributing, and wey be subject to liability for, content that iebeves is inappropriate

The PRC has enacted regulations governing Intewctass and the distribution of news and othermmétion. In the past, the PRC government
has stopped the distribution of information over thternet that it believes to violate PRC law]uding content that is obscene, incites
violence, endangers national security, is conttamne national interest or is defamatory. In additwe may not publish certain news items,
such as news relating to national security, withmrimission from the PRC government. Furthermdre Ministry of Public Security has the
authority to make any local Internet service previdlock any Website maintained outside the PRIG able discretion. Even if we comply
with PRC governmental regulations relating to |gieg and foreign investment prohibitions, if the@®g&overnment were to take any action to
limit or prohibit the distribution of informatiorhtough our network or to limit or regulate any emntror future content or services available to
users on our network, our business would be harmed.

We are also subject to potential liabilities fontant on our Websites that is deemed inappropaiatefor any unlawful actions of our
subscribers and other users of our systems ungelate®ns promulgated by the MII, such potentiabllities including, but not limited to, the
imposition of fines or even the shutting down of iWebsite.

Furthermore, we are required to delete contentdlearly violates the laws of the PRC and repontent that we suspect may violate PRC law.
We may have difficulty determining the type of camtthat may result in liability for us and, if vaee wrong, we may be prevented from
operating our Websites.

We may not have exclusive rights over the markstthge crucial to our business, including but nottiited to “Sohu.com”, “Sogou”,
“17173", “Focus.cn”, “Goodfeel” and “Go2Map”.

We have applied for the registration of our key kadn the PRC, including but not limited to Sohurcd&Sogou, 17173, Focus.cn, Goodfeel and
Go2Map, so as to establish and protect our exausghts to the marks. We have succeeded in remigtthe marks
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“Sohu.com”, “17173", “Focus.cn”, “GoodFeel” and “@@lap” in the PRC under certain classes. The apics for the registration of the
other marks or some marks under other classegibiunder examination by the Trademark Office ®®. Completion of the registrations is
subject to the Trademark Office of PRC’s determarathat there are no prior rights in the PRC. Aejgction of these applications could
adversely affect our rights to these marks.

Unauthorized use of our intellectual property byittl parties, and the expenses incurred in protegtiour intellectual property rights, may
adversely affect our business.

We regard our copyrights, service marks, trademaréde secrets and other intellectual propertyritisal to our success. Unauthorized use of
our intellectual property by third parties may acbedy affect our business and reputation. We ralyrademark and copyright law, trade secret
protection and confidentiality agreements with employees, customers, business partners and atherstect our intellectual property rights.
Despite our precautions, it may be possible fadtparties to obtain and use our intellectual priypeithout authorization. Furthermore, the
validity, enforceability and scope of protectionimtellectual property in Internetlated industries are uncertain and still evolvimgparticular
the laws of the PRC and certain other countriesiacertain or do not protect intellectual propeights to the same extent as do the laws o
United States. Moreover, litigation may be necessathe future to enforce our intellectual progeights, to protect our trade secrets or to
determine the validity and scope of the proprietagiits of others. Future litigation could resuitsubstantial costs and diversion of resources.

We may be subject to intellectual property infringent claims, which may force us to incur substantiagal expenses and, if determined
adversely against us, materially disrupt our busgze

We cannot be certain that our products, servicddrarllectual property used in our normal courEbusiness do not or will not infringe valid
patents, copyrights or other intellectual propeigits held by third parties. We have in the pa&sr) are currently, and may in the future be,
subject to claims and legal proceedings relatindpéointellectual property of others in the ordineourse of our business. In particular, if we
are found to have violated the intellectual propeidhts of others, we may be enjoined from usinghsintellectual property, may be ordered to
pay a fine and may incur licensing fees or be foitoedevelop alternatives. We may incur substaetigenses in defending against these third
party infringement claims, regardless of their me&uccessful infringement claims against us mawlteén substantial monetary liability or
materially disrupt the conduct of our businessédstnicting or prohibiting our use of the intellegtproperty in question. For example, during
2006 five United States movie companies commendadsuit against us in the PRC alleging that a maldwnload service we had been
providing infringed their copyrights in the moviés.December 2006, the court decided the case styasn and ordered us to pay damages of
approximately $138,000 to the U.S. movie companieaddition, in 2007 a writer brought a lawsuitagt in China claiming that we violated
his copyright to 190 SMS messages in 2007. The&3irtourt decided the case against us, and welaaidges of approximately $13,000 to
the writer. In addition, we provide search engiagilities capable of locating and accessing limkddwnload MP3 music, movies, images and
other multimedia files and/or other content hostedhird party Websites, which may be protecteadyyyright law. Although, in a recent
judgment in China, the court deemed that one ofrtlestry participants was not infringing the riglaf copyright owners for its MP3 seal
services, we may face claims or lawsuits relatingur MP3 services in the future.

We may be subject to, and may expend significasiorgrces in defending against claims based on thateat and services we provide over
all of our Websites.

As our services may be used to download and dig&ilmformation to others, there is a risk thatrakamay be made against us for defamation,
negligence, copyright or trademark infringemenotrer claims based on the nature and content &f isdiermation. Furthermore, we could be
subject to claims for the online activities of eisitors and incur significant costs in their defenin the past, claims based on the nature and
content of information that was posted online kgiters have been made in the United States ageongpanies that provide online services.

do not carry any liability insurance against susks.

We could be exposed to liability for the selectadristings that may be accessible through our Web®r through content and materials that
our visitors may post in classifieds, message manthat rooms or other interactive services. If iafigrmation provided through our services
contains errors, third parties may make claimsregjais for losses incurred in reliance on the miation. We also offer Web-based e-mail and
subscription services, which exposes us to potdraflities or claims resulting from:

* unsolicited ~-mail;

* lost or misdirected messag:

» illegal or fraudulent use ot-mail; or

» interruptions or delays ir-mail service
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Investigating and defending any such claims magxpensive, even if they do not result in liability.

Activities of Internet content providers are or Whe subject to additional PRC regulations, whickaye not yet been put into effect. O
operations may not be consistent with these newutations when put into effect, and, as a result, weuld be subject to severe penalties.

The MII has stated that the activities of Intero@htent providers are subject to regulation byorsgsiPRC government authorities, dependin
the specific activities conducted by the Interr@ttent provider. Various government authoritiesehstated publicly that they are in the proc
of preparing new laws and regulations that will gmvthese activities. The areas of regulation ctisréenclude online advertising, online news
reporting, online publishing, provision of onlinewireless music, online securities trading, thevision of industry-specific (e.g., drugiated
information over the Internet and foreign investinarvalue-added telecommunication services. Fstaimce, the MOC issued “Several
Opinions of Development and Supervision of Onlinesi” in November 2006. In accordance with the nenents of the MOC, we have
submitted most of the online music which we disttéa in the PRC online or through wireless to th@®4for censoring and recording in
March 2007. We may be required to be responsibsledpervising nonprofit users’ distribution of aréi music on our portal. If we fail to
comply with these requirements, we may be finethe®aspects of our online operations may be sutgeetgulations in the future. Our
operations may not be consistent with these newlagns when put into effect and, as a resultyvesg be subject to severe penalties as
discussed above.

Regulation and censorship of information distribwth in China may adversely affect our busine:

China has enacted regulations governing Interresscand the distribution of news and other infoionaFurthermore, the Propaganda
Department of the Chinese Communist Party has geem the responsibility to censor news publishe@hina to ensure, supervise and
control a particular political ideology. In additiothe MIl has published implementing regulatiamet tsubject online information providers to
potential liability for contents included in theiortals and the actions of subscribers and otreng their systems, including liability for
violation of PRC laws prohibiting the distributiafi content deemed to be socially destabilizingttkenmore, the MIl may implement a
requirement that users of blogs register under tieal names. If such a regulation is implemented business may be negatively affected due
to a decrease in the number of blog users. Furihrernbecause many PRC laws, regulations and legalrements with regard to the Internet
are relatively new and untested, their interpretatind enforcement may involve significant uncettailn addition, the PRC legal system is a
civil law system in which decided legal cases hawéed binding force as legal precedents. As altegh many cases a Website operator may
have difficulties determining the type of contdmttmay subject it to liability.

Periodically, the Ministry of Public Security haspped the distribution over the Internet of infation which it believes to be socially
destabilizing. The Ministry of Public Security htag authority to require any local Internet senpeevider to block any Website maintained
outside China at its sole discretion. If the PR@egoment were to take action to limit or elimin#te distribution of information through our
portal or to limit or regulate current or futurepdipations available to users of our portal, ousihess would be adversely affected.

The State Secrecy Bureau, which is directly resipm$or the protection of state secrets of all PR@ernment and Chinese Communist Party
organizations, is authorized to block any Webditkeems to be leaking state secrets or failingeetrthe relevant regulations relating to the
protection of state secrets in the distributiomwline information. Under the applicable regulaipwe may be held liable for any content
transmitted on our portal. Furthermore, where thedmitted content clearly violates the laws of RRC, we will be required to delete it.
Moreover, if we consider transmitted content suspig, we are required to report such content. Wstralso undergo computer security
inspections, and if we fail to implement the reletvsafeguards against security breaches, we magltedown. In addition, under recently
adopted regulations, Internet companies which giebiulletin board systems, chat rooms or similarises, such as our company, must apply
for the approval of the State Secrecy Bureau. Adrtiplementing rules of these new regulations heotébeen issued, we do not know how or
when we will be expected to comply, or how our hass will be affected by the application of thesguiations.

Political, economic and social policies of the PR@vernment could affect our busines

All of our business, operating assets, fixed assedsoperations are located in China, and all offevenues are derived from our operations in
China. Accordingly, our business may be adversigceed by changes in political, economic or soc@iditions in China, adjustments in PRC
government policies or changes in laws and regulati

The economy of China differs from the economiemost countries belonging to the Organization fooritamic Cooperation and Development
in a number of respects, including:

e structure;
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* level of government involvemer
* level of developmen

* level of capital reinvestmer

e growth rate

» control of foreign exchange; a
* methods of allocating resourct

Since 1949, China has been primarily a planned@uogrsubject to a system of macroeconomic manageméhbugh the PRC government
still owns a significant portion of the productiassets in China, economic reform policies sincdate1970s have emphasized
decentralization, autonomous enterprises and iligatibn of market mechanisms. We cannot predietfuture effects of the economic reform
and macroeconomic measures adopted by the PRCrgogat on our business or results of operationgdhEtmore, the PRC government has
begun to pay more attention to social issues iarregears and has promulgated or may promulgatéi@u laws or regulations in this area,
which could affect our business in China. For extiamip July 2007, the PRC government issued the Beployment Contract Law, effective
from January 1, 2008, providing more employmentgxtion to employees in China. We believe thatwilsenhance our general staff moral
and loyalty. At the same time, however, we may iraiditional staff costs in the future.

The PRC legal system embodies uncertainties whichld limit the legal protections available to us dryou, or could lead to penalties on |

The PRC legal system is a civil law system basediitten statutes. Unlike common law systems, & system in which decided legal cases
have little precedential value. In 1979, the PRE@egpment began to promulgate a comprehensive systéaws and regulations governing
economic matters in general. Our PRC operatingidiaioies, Sohu Era, Sohu Media, Sohu Software, 8dgrhnology, Go2Map Software ¢
AmazGame Age are wholly-foreign owned enterprise8/FOEs, which are enterprises incorporated imtaad China and wholly-owned by
our indirect subsidiary, Sohu Hong Kong. Sohu Br@hu Media, Sohu Software, Sogou Technology, Go28tfware and AmazGame Age
are subject to laws and regulations applicabl®teifin investment in mainland China. In additidhp&our subsidiaries and VIEs are
incorporated in China and subject to all applicaiénese laws and regulation. Because of the velgtshort period for enacting such a
comprehensive legal system, it is possible thataws, regulations and legal requirements areivelgtrecent, and their interpretation and
enforcement involve uncertainties. These unceresrdould limit the legal protections availableuand other foreign investors, including
and may lead to penalties imposed on us becaube aiifferent understanding between the relevatitaity and us. For example, according
current tax laws and regulation, we are responsibfgy business tax on a “Self-examination anét&mdlication” basis. However, since there
is no clear guidance as to the applicability ofstnpreferential treatments, we may be found ireti@h of the interpretation of local tax
authorities with regard to the scope of taxableises and the percentage of tax rate and therefaybt be subject to penalties, including but
not limited to monetary penalties. In addition, ganot predict the effect of future developmentthePRC legal system, particularly with
regard to the Internet, including the promulgatidmew laws, changes to existing laws or the iretgdion or enforcement thereof, or the
preemption of local regulations by national laws.

It may be difficult to enforce any civil judgmensgainst us or our board of directors or officersebause most of our operating and/or fix
assets are located outside of the United States.

Although we are incorporated in the State of Del@yeost of our operating and fixed assets areddcda the PRC. As a result, it may be
difficult for investors to enforce judgments outsithe United States obtained in actions broughihatas in the United States, including
actions predicated upon the civil liability prowias of the federal securities laws of the Uniteatét or of the securities laws of any state of the
United States. In addition, certain of our direstand officers (principally based in the PRC) alhdraa substantial portion of their assets are
located outside the United States. As a resutialy not be possible for investors to effect sereifcprocess within the United States upon those
directors and officers, or to enforce against tlegras judgments obtained in United States courtduding judgments predicated upon the ¢
liability provisions of the federal securities laafthe United States or of the securities lawarof state of the United States. We have been
advised by our PRC counsel that, in their opintbere is doubt as to the enforceability in the PR@yiginal actions or in actions for
enforcement of judgments of United States couftsiwil liabilities predicated solely upon the fadésecurities laws of the United States or the
securities laws of any state of the United States.

If we cannot meet certain requirements of the Corpte Income Tax Law, our effective tax for 2008 abeéyond would be increase
significantly.

In March 2007, the Chinese government enacted tinpdZate Income Tax Law, and promulgated relatgdlegions, which were effective
January 1, 2008. The Corporate Income Tax Law, gnotimer things, imposes a unified income tax r&@586 for both domestic and foreign
invested enterprises. New technology enterpriséenjoy a favorable tax rate of 15%, but the qiyalig criteria for a new technology
enterprise under the Corporate Income Tax Law hatdeen released yet. The previous income tax éasgules, which stipulated income
tax rates for domestic and foreign invested eniseprat different rates, expired upon the effeaiss of the Corporate Income Tax Law.
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The Corporate Income Tax Law provides a five-yeamgitional period for those entities establishefbte March 16, 2007, which enjoyed a
favorable income tax rate of less than 25% undeptlevious income tax laws and rules, to gradudibnge their rates to 25%. In addition, the
Corporate Income Tax Law provides grandfather tneat for companies qualified as new technologyrenitees under the previous income
laws and rules and established before March 167 #d8ey continue in the period after January Q& to meet the criteria for new technology
enterprises under the previous income tax lawsraled. The grandfather provision allows these @mises to continue to enjoy their unexpired
tax holiday under the previous income tax laws ranes.

The Corporate Income Tax Law also imposes a 10%thwitling income tax for dividends distributed bfoeeign invested enterprise to its
immediate holding company outside China, which vetempted under the previous income tax laws aled ri\ lower withholding tax rate
will be applied if there is a tax treaty arrangeirsgtween mainland China and the jurisdiction effibreign holding company. Holding
companies in Hong Kong, for example, will be subjea 5% rate. Most of our China-based subsidia@®hu Era, Sohu Media, Sohu
Software, Sogou Technology, Go2Map Software and Zbaene Age are invested by immediate foreign holdmgpanies in Hong Kong,
except for Sogou Technology. All of these foreignested enterprises will be subject to the withimgdax on January 1, 2008. Since we
intend to reinvest our earnings to further expamdbusinesses in mainland China, our foreign iragshterprises do not intend to declare
dividends to their immediate foreign holding comigarin the foreseeable future. Accordingly, as e€E&nber 31, 2007, we have not recorded
any withholding tax on the retained earnings offoueign invested enterprises in China.

Currently, there are divergent views on how thepdaate Income Tax Law will be implemented. The Camys ultimate applicable effective
tax rate in 2008 and beyond will depend on mantofacincluding but not limited to whether certainits legal entities will obtain an approval
of their new technology enterprise status undeQtbgorate Income Tax Law, whether they could camito enjoy the unexpired tax holidays
and how the withholding tax on dividends will bepled. If any of Sohu Era, Sohu Media, Sogou Tedtgyy AmazGame Age, Sohu Internet,
Sogou Information and Gamease Age cannot obtaapproval on their new technology enterprise statwer the Corporate Income Tax Law
and/or cannot continue to enjoy the unexpired t@idhys or if the withholding tax on dividends ispdied in a manner different from our
understanding, our effective tax rate will be ired significantly. Also, under the Corporate Inedhax Law, the tax bureau may disallow us
to deduct certain types of expenses.

The Corporate Income Tax Law emphasizes the rageiné of an arm’s length basis for transfer pricangngements between related parties.
Also, it requires enterprises with related pargngactions to prepare transfer pricing documemtatioich includes the basis for determining
pricing, the computation methodology and detaibgplanations. Under a tax inspection by tax autiesitif our transfer pricing arrangements
between the China-based subsidiaries and VIEsudge{ as tax avoidance, or related documentatiea dot meet the requirements of the
Corporate Income Tax Law, our China-based substdiand VIEs may be subject to tax adjustmentdatedayment interest.

Our subsidiaries and VIEs in China are subject testrictions on paying dividends or making other pagnts to our overseas entities.

We are a holding company and do not have any assetmduct any business operations in China dti@er our investments in our Chinese
subsidiaries and VIEs. As a result, we depend wvideid payments from our subsidiaries in Chinardftey receive payments from our VIEs
under various services and other arrangementsptissible that our Chinese subsidiaries will mottioue to receive the payments in
accordance with our contracts with our VIEs. Toel&ent that the VIEs have undistributed afterrtakincome, we must pay tax on behalf of
our employees who hold interests in the VIEs whenMIEs distribute dividends in the future. Thereat individual income tax rate is 20%. In
addition, under PRC law, our China-based subsihaaire only allowed to pay dividends to us ouhefrtaccumulated profits, if any, as
determined in accordance with PRC accounting stalsdand regulations. The Corporate Income Tax lraposes a 10% withholding income
tax for dividends distributed by a foreign inveseerprise to its immediate holding company oet&ithina, which were exempted under the
previous income tax laws and rules. A lower witltiog tax rate will be applied if there is a taxatyearrangement between mainland Chine
the jurisdiction of the foreign holding company.Id#iag companies in Hong Kong, for example, will agbject to a 5% rate. Most of our China-
based subsidiaries, Sohu Era, Sohu Media, Sohw&weft Sogou Technology, Go2Map Software and Amaz&age are invested by
immediate foreign holding companies in Hong Kongept for Sogou Technology. All of these foreigmested enterprises will be subject to
the withholding tax on January 1, 2008. Moreover, ©hinese subsidiaries are required to set asidast 10% of their respective accumule
profits, up to 50% of their registered capitalfuad certain mandated reserve funds that are nathpa or distributable as cash dividends.

The PRC government also imposes controls on theecthility of RMB into foreign currencies and, aertain cases, the remittance of
currencies out of China. We may experience diffieglin completing the administrative proceduresessary to obtain and remit foreign
currencies. If we or any of our subsidiaries arabl@ to receive all of the revenues from our openatthrough these contractual or dividend
arrangements, we may be unable to effectively fieasur operations or pay dividends on our shares.

Restrictions on currency exchange may limit our &ty to utilize our revenues effectivel

Substantially all of our revenues and operatingeasps are denominated in RMB. The RMB is currdngigly convertible under the “current
account”, which includes dividends, trade and servelated foreign exchange transactions, but ndéuthe “capital account”, which includes
foreign direct investment.

Currently, our China-based subsidiaries may puef@azign exchange for settlement of “current aotdransactions”, including payment of
dividends, without the approval of the State Admiiration for Foreign Exchange (or SAFE). Our Chirged subsidiaries may also retain
foreign exchange in its current account (subject ¢eiling approved by the SAFE) to satisfy foreégchange liabilities or to pay dividends.
However, the relevant PRC governmental authorntiag limit or eliminate our ability to purchase amdiain foreign currencies in the future.
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Since a significant amount of our future revenudékhe in the form of RMB, the existing and anydu restrictions on currency exchange may
limit our ability to utilize revenue generated iMB to fund our business activities outside Chifiany, or expenditures denominated in fort
currencies.

Foreign exchange transactions under the capitalust@re still subject to limitations and requippeovals from the SAFE. This could affect
our China-based subsidiaries’ ability to obtairefgn exchange through debt or equity financingluidiong by means of loans or capital
contributions from us.

We may suffer currency exchange losses if the RMépreciates relative to the US Dollar.

Our reporting currency is the US Dollar. Howevetsantially all of our revenues are denominatel@NB. In July 2005, China reformed its
exchange rate regime by establishing a managetinfipaxchange rate regime based on market supplylamand with reference to a baske
currencies. The RMB is no longer pegged to the blfadand the exchange rate will have some fleitibiHence, considering the floating
exchange rate regime, if the RMB depreciates raddt the US Dollar, our revenues as expressedritu& Dollar financial statements will
decline in value. On May 19, 2007, the PeapBank of China announced a policy to expand themuam daily floating range of RMB tradir
prices against the U.S. dollar in the inter-banit $preign exchange market from 0.3% to 0.5%. Wtk international reactions to the RMB
revaluation and widening of the RMB’s daily tradibgnd have generally been positive, with the imeddloating range of the RMB’s value
against foreign currencies, the RMB may appre@atepreciate significantly in value against th& LHollar or other foreign currencies in the
long term, depending on the fluctuation of the leasi currencies against which it is currently wluln addition, there are very limited
hedging transactions available in China to reduzee@posure to exchange rate fluctuations. Whilenag decide to enter into hedging
transactions in the future, the availability anfkefiveness of these hedges may be limited and sayermat be able to successfully hedge our
exposure, if at all. In addition, our currency excpe losses may be magnified by PRC exchange toagp@ations that restrict our ability to
convert RMB into US Dollars.

The market price of our common stock has been arill ikely continue to be volatile. The price of a.Lcommon stock may fluctuate
significantly, which may make it difficult for stakholders to sell shares of our common stock whesided or at attractive prices

The market price of our common stock has been N@kahd is likely to continue to be so. The inifiiblic offering price of our common stock
in July 2000 was $13.00 per share. The tradingepfaour common stock subsequently dropped to aolid$0.52 per share on April 9, 2001.
During 2006, the trading price of our common stoakged from a low of $18.20 per share to a high2%.43 per share. During 2007, the
trading price of our common stock ranged from a t6w20.94 per share to a high of $64.83 per slane-ebruary 27, 2007, the closing price
of our common stock was $45.25 per share.

In addition, the Nasdaq Stock Market's National kédrhas from time to time experienced significatitgpand volume fluctuations that have
affected the market prices for the securities ofit®logy companies, and particularly Internet-eddatompanies.

The price for our common stock may fluctuate impese to a number of events and factors, suchasegly variations in operating results,
announcements of technological innovations or nemdycts and media properties by us or our compstithanges in financial estimates and
recommendations by securities analysts, the opgratid stock price performance of other compahiasibvestors may deem comparable to
us, and news reports relating to trends in our etarr general economic conditions. Additionallglatility or a lack of positive performance
in our stock price may adversely affect our abildyretain key employees, all of whom have beentghstock options or other stock awards.

We are controlled by a small group of our existisgpckholders, whose interests may differ from otlsockholders.

Our Chief Executive Officer, Dr. Zhang, beneficyatiwns approximately 23% of the outstanding shafesir common stock and is our largest
stockholder. Our Chief Executive Officer, togethéth our other executive officers and members af®oard of Directors, beneficially own
approximately 26% of the outstanding shares ofcommmon stock. Accordingly these stockholders adiggther will have significant
influence in determining the outcome of any corpoteansaction or other matter submitted to theldtolders for approval, including mergers,
consolidations, the sale of all or substantiallyofbur assets, election of directors and othgni§icant corporate actions. They will also have
significant influence in preventing or causing amge in control. In addition, without the consefthese stockholders, we may be prevented
from entering into transactions that could be bieradfto us. The interests of these stockholderg diffier from the interests of the other
stockholders.
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Anti-takeover provisions of the Delaware General Coration Law, our certificate of incorporation and Salis Stockholder Rights Plan
could delay or deter a change in control.

Some provisions of our certificate of incorporatanmd by-laws, as well as various provisions ofieéaware General Corporation Law, may
make it more difficult to acquire our company dieef a change in control of our company, even ikaquisition or change in control would be
in the interest of our stockholders or if an acifwis or change in control would provide our stockders with a premium for their shares over
then current market prices. For example, our ¢eatié of incorporation provides for the divisiontbé board of directors into two classes with
staggered two-year terms and provides that stodih®lhave no right to take action by written cohs@d may not call special meetings of
stockholders, each of which may make it more diffiéor a third party to gain control of our boamdconnection with, or obtain any necessary
stockholder approval for, a proposed acquisitiont@ange in control.

In addition, we have adopted a stockholder righds pnder the terms of which, in general, if a parsr group acquires more than 20% of the
outstanding shares of common stock, all other Stdekholders would have the right to purchase sisesifrom Sohu at a substantial discount
to those securitiedair market value, thus causing substantial dilutio the holdings of the person or group which @&egunore than 20%. Tt
stockholder rights plan may inhibit a change intoarand, therefore, could adversely affect theldbolders’ ability to realize a premium over
the then-prevailing market price for the commorcktim connection with such a transaction.

The power of our Board of Directors to designatediissue shares of preferred stock could have aneade effect on holders of our common
stock.

Our certificate of incorporation authorizes our tabaf directors to designate and issue one or reeries of preferred stock, having rights and
preferences as the board may determine, and ahydasignations and issuances could have an ads#ese on the rights of holders of
common stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

Our principal executive offices are located in 8@hu.com Internet Plaza in the Zhongguancun ar8igihg, China. On January 27, 2007 we
entered into agreements with Vision Huaqging (BgjjiPevelopment Co. Ltd., our then landlord, to pase the premises we then occupied
purchase price of approximately $35.3 million. nemises consist of approximately 18,265 squaremsethe actual transfer of title to the
premises from Vision Huaging (Beijing) Developm@u. Ltd. to us was effective, and approval fromBading Municipal Bureau of State
Land and Resources and Beijing Municipal Constamc€ommittee was obtained, on February 14, 2007aMtelease sales and marketing
office space in Shanghai, Guangzhou, Fuzhou, Wubaengdu, Tianjin, Chongging, Hangzhou, Nanjingji&huang, Shenyang and Hong
Kong.

ITEM 3. LEGAL PROCEEDINGS

There are no material legal proceedings pendintparur knowledge, threatened against us. From tintiene we become subject to legal
proceedings and claims in the ordinary course obaoginess, including claims of alleged infringemneintrademarks, copyrights and other
intellectual property rights, and a variety of oiaiarising in connection with our email, messagart® and other communications and
community features, such as claims alleging defemmair invasion of privacy. However, such legalggedings or claims, even if not
meritorious, could result in the expenditure oh#figant financial and management resources.

ITEM4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted to a vote of our sectndtglers during the last quarter of the year eridecember 31, 200°
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PART Il

ITEM 5. MARKET FOR THE REGISTRANT 'S COMMON STOCK, RELATED STOCKHOLDER MATTERS AND ISS UER

PURCHASES OF EQUITY SECURITIES
Market Information

Our common stock is traded on the Nasdaq Natioreakkt, under the symbol “SOHU”. Public trading ir @ommon stock commenced on
July 12, 2000. The following table sets forth tlighhand low sale prices of our common stock asmepdy the Nasdaq Stock Market for the
guarters indicated.

2007 2006
High Low High Low
First quarte! $27.5¢ $21.2¢ $26.7¢ $18.2(
Second quarte 32.1¢ 20.9¢ 29.4: 23.0%
Third quartel 41.4( 27.3( 26.5¢ 20.21
Fourth quarte 64.8: 37.8¢ 25.6¢ 20.4%

The closing price of our common stock on Februaty2D08 as reported by the Nasdaq National Marlet $45.25.

Holders

As of February 8, 2008, there were approximateljh@8@ers of record of our common stock. As of FabyB, 2008, the latest practicable date,
there were approximately 27,350 beneficial holadmsur common stock.

Dividends

Since our inception, we have not declared or paidiends on our common stock and we do not exmeptay any dividends in the foreseeable
future.

Securities Authorized for Issuance under Equity Compensation Plans

Additional information required under this itemingorporated herein by reference to Iltem 12 of Anigual Report on Form 10-K under the
heading of “Equity Compensation Plan Information.”

Recent Sales of Unregistered Securities
None.

Issuer Purchases of Equity Securities
For the quarter ended December 31, 2007, we didepoirchase any equity securities.

Report of Offering of Securities and Use of ProceedTherefrom
Initial Public Offering of our Common Sto

On July 17, 2000, we completed an underwritteriahftublic offering of our common stock pursuanat&®egistration Statement on Form S-1
(SEC file No. 333-96137), which became effectivelaty 10, 2000. Our net proceeds, after deductiagheunderwriting discount of $4.2
million and offering expenses of $3.2 million, weygproximately $52.4 million. None of the expenagrments were made to the underwriters,
to any of our directors, officers or affiliatestorany persons owning 10% or more of any classiofequity securities.

Through December 31, 2007, we had used $8.2 mitifdhe net proceeds from the offering for opegtictivities, purchases of fixed assets,
funding for certain equity investments and strategiquisitions of complementary businesses. Thairéng net proceeds from the offering
have been invested in cash and cash equivalemtsnarketable debt securities. The use of the pdscEem the offering does not represent a
material change in the use of proceeds describ#teiprospectus contained in the Registration Stt¢ on Form S-1 described above.
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In October 2005, the board of directors approvedrepurchase of outstanding shares of our comnurk $tom the open market, on an
opportunistic basis, up to $15 million. During tear ended December 31, 2006, we repurchased @hBBes at an average price of $21.72,
utilizing the $15 million available under the pragr. In addition, on July 25, 2006, the board oécliors approved an additional $15 million
stock repurchase program. As of December 31, 26@7Company had not repurchased any common statde tinis new program.

PERFORMANCE GRAPH

The following graph compares the cumulative totatkholder return for Sohu, the Nasdaqg Stock Maflde®. companies) Index (or the
Nasdag Market Index) and the Hemscott Group Indexnternet Information Providers (or Hemscott Grdndex). The graph covers t

period from December 31, 2002 to December 31, 2008&.graph assumes that $100 was invested on Dece8hh2002 in our common stock,
the Nasdaq Market Index and the Hemscott Groupxinated the reinvestment of any dividends. The sfwate performance on the following
graph is not necessarily indicative of future stpdke performance.

COMPARISON OF CUMULATIVE TOTAL RETURM
AMONG SOHU.COM INC.,
NASDAQ MARKET INDEX AND HEMSCOTT GROUP INDEX
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ASSUNES §100 INVESTED O DEC. 31, 2002
ASSUNES DIMDEND REINVESTED
FISCAL YEAR EMOERG DEC. 31, 2007

Sohu.com Inc

Hemscott Group Index

Nasdag Market Index

12/31/200z 100.0( 100.0( 100.0(
12/31/200¢ 467.3¢ 278.2: 150.3¢
12/31/2004 276.7: 407.2( 163.0(
12/31/200¢ 286.5¢ 618.8¢ 166.5¢
12/31/200¢ 375.0( 603.8: 183.6¢
12/31/2007 851.8¢ 823.7: 201.9:

The Stock Performance Graph is not “soliciting mat& is not deemed filed with the Securities dxthange Commission and is not deemed
to be incorporated by reference by any generadstant incorporating by reference this annual repofform 10-K into any filing of the
Company under the Securities Act of 1933, or aliygfiunder the Securities Exchange Act of 1934 epkto the extent that we specifically
request that the information be treated as soigithaterial or specifically incorporate this infation by reference into any such filing, and
will not otherwise be deemed incorporated by refeeeinto any other filing under the Securities Acthe Securities Exchange Act, except to
the extent that we specifically incorporate it bjerence.

Information used on the graphs was obtained framdpLLC (Hemscott, Inc.), a source believed todimble, but we are not responsible for

any errors or omissions in such information.

ITEM 6.

SELECTED FINANCIAL DATA

The selected consolidated financial data below lshioe read in conjunction with “Management’s Dissioa and Analysis of Financial
Condition and Results of Operations”, the constéiddinancial statements and notes thereto andttter information contained in this Form

10-K.

In previous years, we had included all of our Wehgperating costs in cost of revenues of branemiging. In 2005, in order to improve the
measurement of performance of each segment, wenladigaating Website operating costs to the cosewénues of each segment based on
actual usage. Accordingly, we reclassified the obsevenues amongst each segment for 2004 and@@88nted to conform with current year
classification. In general, the impact of this leeation has not materially affected the trendyafss profit of each segment.
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On June 20, 2006, we discontinued our e-commegtéopin of physical consumer goods, in order to foon profitable segments. As a result
of the discontinuation of this business, the e-camum business is accounted for as a discontinuexhtipn. Accordingly, our statements of
operations separate the discontinued operatioalfgears presented.

In 2007, we adjusted our reportable segments awvel treeclassified results of our online game segrfrent our other operations and reported
online game results as a separate segment. Acgydime reclassified the revenue and cost of reeesfithe online game segment for the y
prior to 2007 to conform with the current year slfisation.

Prior to 2007, most of the costs and expenseseoféime department were related to product developamel research. Accordingly, we
recorded all such costs and expenses in produel@@went expenses in the statements of operatio2807, in order to better present
operating results and enhance comparability witlugtry peers, we reclassified expenses in relatiggame operations, mainly salary and
benefits of game masters, from product developraepense to cost of online game revenues. To confatimcurrent period presentations,
relevant amounts for prior periods have been reifled.
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Statements of Operations Data
Revenues
Advertising
Non-advertising

Cost of revenues
Advertising
Non-advertising

Gross profil
Operating expense
Product developmel
Sales and marketir
General and administrati\
Amortization of intangible asse
Total operating expens:
Operating profit
Other income
Interest incom
Income before income tax exper
Income tax expens
Income from continuing operatiol
Minority interests
Net income from continuing operatio
Loss from discontinued-commerce operatior
Net income

Basic net income per she

Shares used in computing basic net income per:
Diluted net income per sha

Shares used in computing diluted net income peaes

Balance Sheets Data

Cash and cash equivalents and investments in nadlkedebt securitie
Restricted cas

Working capital

Total asset

Zero coupon convertible senior no

Total liabilities

Minority interests

Total shareholde’ equity
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Year Ended December 31

2007 2006 2005 2004 2003
(in thousands, except per share data)

$119,21¢ $ 91,75¢ $ 70,897 $55,74¢ $29,50:
69,71¢ 42 AT¢ 33,65( 41,29(  47,13f
188,93: 134,23t 104,54 97,03¢  76,63¢
44,37 28,457 17,68¢ 12,05¢ 7,181
20,38¢ 19,90¢ 15,62¢ 16,61/ 14,97¢
64,76 48,36 33,311 28,67 22,16:
124,17: 85,87: 71,23( 68,36¢ 54,47¢
25,44 17,65: 12,83: 8,01¢ 7,14¢
47,50¢ 28,53: 20,11( 15,48¢ 9,51«
17,41¢ 13,09: 10,15: 8,521 5,02¢
1,09:¢ 1,99: 1,94¢ 1,36( 57
91,46( 61,26¢ 45,04 33,38 21,74¢
32,71 24,60¢ 26,18 34,97¢ 32,731
887 4717 2,447 (83¢€) (964)
2,79 3,21¢ 2,50( 2,44 1,95(C
36,39: 28,29¢ 31,13¢ 36,58¢ 33,71
(1,487 (1,579 (12) 37 (6,650
34,90¢ 26,71¢ 31,12 36,62: 27,067

47 7 — — —
34,95! 26,72¢ 31,12 36,62: 27,067
(20) (841) (1,349 (98E) (710
$ 34,93. $ 25,88¢ $ 29,78. $35,637 $26,35]
$ 094 $ 07C $ 08z $ 09 $ 0.74
37,13: 36,73( 36,30¢ 36,36¢ 35,48
$ 09C $ 0668 $ 077 $ 0.8 $ 0.6€
38,91¢ 39,10¢ 39,68( 41,01 40,35!

As of December 31
2007 2006 2005 2004 2003

(in thousands)

$122,70¢ $129,69¢ $133,08¢ $141,32: $142,57!

4,32¢ 4,772 991 —
85,70 61,90¢ 116,96: 115,40!
290,51° 253,59. 239,68. 234,76
6 59,78( 74,78(C 90,00(
71,61 97,57¢ 109,830 126,26¢
7 53 —
218,89° 155,960 129,84¢ 108,49¢

121,36¢
205,05!

90,00(
113,41¢

91,63¢
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ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS
OVERVIEW

We are a leading online media, search, online gamlemobile value-added services company providoamprehensive online products and
services to consumers and businesses in Chinaghrur comprehensive matrices of web properti@ssisting of the mass portal and leading
online media destination www.sohu.com; the intévactearch engine www.sogou.com; the leading ganfesnation portal www.17173.cor
one of the top real estate Websites www.focustmnjd¢ading online alumni club www.chinaren.comeading online mapping service Website
www.go2map.com and the wireless value-added sexyioevider www.goodfeel.com.cn. We offer our usemmunity very broad choices
regarding information, entertainment, communicatmmine game and wireless services. We derivermg@@rimarily through the sale of brand
advertising, sponsored search, online game andesgaervices. We also sponsor major events theugnhance our viewership and create a
positive branding impact.

We were incorporated in the state of Delaware igust 1996 as Internet Technologies China Incorpdrand launched our original Website,
itc.com.cn, in January 1997. During 1997, we depetbthe Sohu online directory, search engine daterbtechnology infrastructure, and also
focused on recruiting personnel, raising capita aggregating content to attract and retain usefSebruary 1998, we raunched our Websi
under the domain name sohu.com. In September ¥898-named our company Sohu.com Inc. Our busigssations are conducted
primarily through our indirect wholly owned subsides, Sohu Era, Sohu Media, Sohu Software, Sogouriology, Go2Map Software and
AmazGame Age and our VIEs, High Century, Sohu Eaiement, Sohu Internet, Goodfeel, Huohu, Tu XimanTXia, Feng Yang Tian Lang,
Sogou Information, 21 East Beijing, Gamease AgeNed 21 East.

On May 31, 2005, we completed the acquisition bbbthe outstanding capital stock of Go2Map Irand all of the registered share capital of
Tu Xing Tian Xia, a company incorporated in the PRI@ich was an affiliate of Go2Map Inc (collectivelgo2Map”). Go2Map is one of the
leading online mapping service providers in ChRavenues of $919,000 and $1.2 million, costs apeeses of $3.6 million and $2.8 million
for the year ended December 31, 2007 and 2006ectsply.

We incurred significant net losses from our inceptin August 1996 through the quarter ended Jun@@IR. These losses were funded with
private placements of convertible preferred staul aur initial public offering. As of December 21007, we had retained earnings of $79.4
million. However, we intend to continue spendingoomtent enhancements, research and developmemolegy, infrastructure, marketing
and brand development. As a result, net lossesl@mdur in the future. We anticipate funding sumz$sks in excess of our retained earnings, if
any, with cash flows from operating activities ahd remaining proceeds from our initial public aiffig.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our discussion and analysis of our financial cdoditind results of operations are based upon msdiidlated financial statements, which h
been prepared in accordance with accounting pliegigenerally accepted in the United States. Thpgyation of these financial statements
requires us to make estimates and judgments tfeatt éfie reported amounts of assets, liabilitiesenues and expenses, and related disclosure
of contingent assets and liabilities. On an on-gdiasis, we evaluate our estimates based on leist@stperience and on various other
assumptions that are believed to be reasonable tiieleircumstances, the results of which formitasis for making judgments about the
carrying values of assets and liabilities thatrevereadily apparent from other sources. Actualltesnay differ from these estimates under
different assumptions or conditions. We believeoaating for brand advertising and sponsored se@wednues, accounting for online game
revenues, accounting for wireless revenues andofa@st/enues, gross versus net basis of revenogméon, determination of functional
currencies, allowance for doubtful accounts, assessof impairment for goodwill, intangible assdised assets and other assets,
determination of share-based compensation expandeyaluation allowance against deferred tax assgisesent critical accounting policies
that reflect the more significant judgments anéhestes used in the preparation of our consolidfiteshcial statements.

Revenue Recognitio
Advertising Revenue

Advertising revenues include revenue from branceatising and sponsored search services, after tiaguagent rebates and applicable
business tax. No revenues from advertising-for-gibirg barter transactions were recognized.

Brand advertising contracts establish the fixedgend advertising services to be provided. Putdoairand advertising contracts, we provide
advertisement placements on various Website chamamel in different formats, including but not liedtto banners,
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links, logos, buttons, rich media and content iraéign. Revenue is recognized ratably over theggetie advertising is provided and, as such,
we consider the services to have been deliveredr&dtall elements of advertising contracts asgle unit of accounting for revenue
recognition purposes. Based upon our credit assrgsmf our customers prior to entering into carttawe determine if collectibility is
reasonably assured. In situations where colleittibd not deemed to be reasonably assured, wgnéo® revenue upon payment from the
customers.

Sponsorship contracts may include services sirtoléinose in our brand advertising contracts, areegly for larger dollar amounts and for a
longer period of time, may allow advertisers torsgmr a particular area on our Websites, may inchrdad affiliation services and/or a larger
volume of services, and may require some exclysontpremiere placements. Sponsorship advertiseregahues are normally recognized on
a straight-line basis over the contract periodyjoled we are meeting our obligations under theremnt

Pursuant to sponsored search contracts, whichceineatly for relatively small dollar amounts and arigh small and medium sized enterprises,
sponsored search services mainly include priotéggments in our search directory and pay-for-cliekvices consisting of displaying the text-
based links of our advertisers on our WebsitescamdVebsite Alliance network. We normally providegopity placements services for a fixed
fee over the service period of the contracts. Regeron priority placements are normally recognizee straight-line basis over the contract
period provided we are meeting our obligation urttercontract. Pay-for-click services of displaythg text-based links to our advertisers’
Websites are charged on a cost per click basihat@n advertiser pays us only when a user cbokthe displayed link. The priority of the
display of text-based links is based on the bidgirige of different advertisers. Revenues fromphg-for-click services are recognized as the
users click on the links.

Material differences could result in the amount &indng of our advertising revenue for any peribchanagement made different judgments or
utilized different estimates.

Nor-Advertising Revenues
Non-advertising revenues include revenues princigatign online game and wireless services.

Online game revenues are collected through sabdeioprepaid cards, which we sell in both virtuad anysical form, to third party distributors
and retailers. Prior to December 2006, we operatedMORPG games under a tirbased model. Under this model, the proceeds frdencd
prepaid cards from distributors or retailers areded when received and revenue is recognizeddbgsen the actual usage of time units by
end users. In December 2006, we changed the reveadel from time-based to item-based. Under the itew-based model, players play a
game on a free of charge basis and with the alidifyurchase igame premium features. Proceeds from sale of pie@ads are deferred wh
received and revenue is recognized over the egdriates of the premium features purchased or@agtbmium features are consumed. While
we have adopted the new item-based model for dineogames for a relatively short operation histevg considered the average period that
players typically play our games and other playdrdvior patterns to arrive at our best estimatethilives of these in-game features.
However, if different assumptions were used andlted in a different estimate of the average petibichay impact the timing that we record
our revenues.

Wireless revenues are derived from providing SMBTRWAP, MMS and IVR, mainly consisting of news, atieer forecast, chatting,
entertainment information, ring tones, and logo dimads and various other mobile related produaisiged to mobile phone users. Wireless
service fees are charged on a monthly or per me&fagnload basis. Wireless revenues and cost ehtes are recognized in the month in
which the service is performed, provided no siguaifit obligations remain. We rely on mobile netwoperators in China to bill mobile phone
users for wireless service fees. In order to megtenship requirements under PRC law which restrigirohibit wholly foreign owned
enterprises from providing Internet information aradue-added telecommunication services such adess, we rely on Sohu Internet and
Goodfeel to contract with the mobile network operst Generally, (i) within 15 to 120 days after géral of each month, Sohu Internet or
Goodfeel receives statements from each of the tguereonfirming the amount of wireless service glearbilled to that operator’s mobile
phone users and (ii) within 30 to 180 days aftdivdeng monthly statements, each operator rerhigswtireless service fees, net of its service
fees, for the month to Sohu Internet or Goodfeebrider to recognize revenue and be paid for sesvicovided, we rely on billing
confirmations from the mobile network operatordathe actual amount of services they have bilkkethéir mobile customers. We are unabl
collect certain wireless services fees from an aiperin certain circumstances due to technicakissuth the operator’s network. This is
referred to as the “failure ratefjhich can vary from operator to operator. Recertlg,time lag in receiving monthly statements frome of the
mobile network operators has increased. At thecdrdich reporting period, where an operator haprmtided Sohu Internet or Goodfeel with
the monthly statements for any month confirmingah®unt of wireless service charges billed to tpetrator’s mobile phone users for the
month, we, using information generated from our émtarnal system and historical data, make estisnat¢he failure rate and collectable
wireless service fees and accrues revenue acctydifige quarterly historical differences in ouriestted revenue which was recorded in the
financial statements compared to the actual revaaue ranged from an underestimation of $538,008sémargin underestimate of $286,(C
to an overestimation of $340,000 (gross margin @stimate of $171,000) since 2002 when wirelessmas® began representing a significant
portion of our total revenues. We believe we héneedbility to make a reasonable
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estimate. However, differences between the actilairé rate and bad debt rate per an operatorferatant and our internal estimates could
result in material differences in the amount andrig of our revenue and cost of non-advertisinggnesxe for any period. For the three months
ended December 31, 2007, 69.9% of our estimateglegis revenues were confirmed by the monthly setésmeceived from the mobile
network operators.

Our management must determine whether to recortvivatess revenues using the gross or net methogpaiiting. Determining whether
revenue should be reported gross or net is based assessment of various factors, principally hdwetve are acting as the principal in
offering services to the customer or whether weaating as an agent in the transaction. To thenéxte are acting as a principal in a
transaction, we report as revenue the payments/egten a gross basis, and reports as costs ofiuevilne amounts attributable to services
provided by mobile network operators and other evesdT o the extent we are acting as an agentriangaction, we report on a net basis
reporting as revenue the payments received less@gsion and other payments to third parties. Therdgnation of whether we are serving as
principal or agent in a transaction is judgmemaiature and based on an evaluation of the terraa afrangement.

Based on our assessment, the majority of our veiselevenues are recorded on a gross basis. Welimary responsibility for fulfillment and
acceptability of the wireless services. The congt nature of the wireless services are designédieveloped by us (either independently or
with third parties) and originate from our Websjtegr links located on third parties’ Websitespae of our dedicated phone numbers. The
mobile network operators that we contract with étivier these services to the end customers ariwalived in the design or development of
the services that are provided by us. The end mestpurchases the wireless content, community acmegalue-added services, such as news,
weather forecast, chatting, entertainment inforamtiing tones, and logo downloads and variousratiabile related products provided to
mobile phone users. The end customer receivesiddéservices from us regardless of which mobilevoek operator is used to deliver the
message. In addition, we provide customer senticése end customers directly and we could be retgdeby the mobile network operators to
assume the credit risk if the operators are na tbtollect fees from the end customers. We haterchined that in addition to the indicators
of gross reporting, there are also certain indisatd net reporting, including the fact that thehit® network operators set maximum prices that
we can charge and that the mobile network operalstshave the right to set requirements and proesdassociated with using their platform.
However, we have determined that the gross revesperting indicators are stronger, because weher@timary obligor, adds value to the
products, has inventory risk related to contentpmudiucts, and has reasonable pricing latitude.

To the extent revenues are recorded gross, any mioms or other payments to third parties arerdEmbas costs or expenses so that the net
amount (gross revenues, less costs and expenses)tfirough to operating income. Accordingly, thgact on operating income is the same
whether we record the revenue on a gross or net.bas

Functional Currency

Our functional currency is the US Dollar. The fuanal currency of our subsidiaries and VIEs in Ghis RMB. An entitys functional currenc

is the currency of the primary economic environmenthich it operates; normally, that is the cumgwnf the environment in which it primari
generates and expends cash. Management’s judgsnesgéntial in determination of the functional enay by assessing various indicators,
such as cash flows, sales price and market, expgfisancing and inter-company transactions angngements. Assets and liabilities of the
China subsidiaries and VIEs are translated intdd#ar, our reporting currency, at the exchange mteffect at the balance sheet date.
Foreign currency translation adjustments are ngtided in determining net income for the period émgt accumulated in a separate component
of consolidated equity on the balance sheet. Tharaulated foreign currency translation adjustmentfaDecember 31, 2007 and

December 31, 2006 was a gain of $11.9 million eh@ $illion, respectively.

Allowance for Doubtful Accounts Receivab

Our management must make estimates of the colildgtibf our accounts receivable. Management speaify analyzes accounts receivable,
historical bad debts, customer credit-worthineas;ent economic trends and changes in our custpmgnent terms when evaluating the
adequacy of the allowance for doubtful accounts. &gounts receivable balance was $29.1 milliohphallowance for doubtful accounts of
$2.1 million as of December 31, 2007. If the finahcondition of Sohu’s customers or mobile netwoperators were to deteriorate, resulting
in their inability to make payments, or the molriktwork operators requested that we assume adalitiaal debts as a result of the operators’
inability to collect fees from end customers, aiddidl allowance might be required.

Impairment on Lon¢-Lived Assets

Our long-lived assets include goodwill, intangibkesets, fixed assets and other assets. We testijdod impairment at the reporting unit
level (operating segment) on an annual basis, atwden annual tests when an event occurs or citamees change that could more likely
than not reduce the fair value of goodwill belog/éarrying value. Application of a goodwill impaiemt test requires judgment, including the
identification of reporting units, assigning assatd liabilities to reporting units, assigning gadld
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to reporting units, and determining the fair vadii@ach reporting unit. Significant judgments regdito estimate the fair value of reporting
units include estimating future cash flows, deteing appropriate discount rates and making oth&uraptions. Changes in these estimates
assumptions could materially affect the determaratf fair value for each reporting unit. Any impaent losses recorded in the future could
have a material adverse impact on our financiatlittom and results of operations. As of December28D7, we did not believe that any event
or change of circumstances had occurred that wesldlt in material impairment losses in goodwill.

In respect of our intangible assets, which maiignprise domain names, trademarks, customer listcamputer software purchased from
unrelated third parties, we amortize the costs tvar expected future economic lives. Fixed assetsprise office buildings, investment
properties, computer equipment and hardware, officgture, vehicles and leasehold improvementd, ane depreciated over the estimated
useful lives of the assets on a straight-line b&3fker assets mainly include prepaid content &ekrental deposits. We amortize the content
fees over the terms of the contracts. Managemgntgment is required in the assessment of the enmmloves of intangible assets and useful
lives of the fixed assets and other assets. Baseleoexistence of one or more indicators of impaint, we measure any impairment of
intangible assets, fixed assets and other assets! lma a projected discounted cash flow methodyusidiscount rate determined by our
management which is commensurate with the riskranitén our business model. An impairment chargaldibe recorded if we determined
that the carrying value of intangible assets, fiaedets or other assets may not be recoverableesinrates of future cash flows require
significant judgment based on our historical resahd anticipated results and are subject to mactgrs. As of December 31, 2007, we were
not aware of any indication of impairment of outaingible assets, fixed assets and other assets.

Share-Based Compensation

Effective from January 1, 2006, we adopted StateémERinancial Accounting Standards No. 123 (re¢i2804), Share-Based Payment (or
SFAS 123(R)), which requires all share-based paysneremployees and directors, including grantstack options and restricted stock units,
to be recognized in the financial statements basetheir grant date fair values.

As of January 1, 2006, we adopted SFAS 123(R) usiagnodified prospective method. The fair valu¢hef options granted before January 1,
2006 is determined based on the Bl&moles valuation model, which is consistent whth ¢aluation techniques utilized when we prepare
forma information under Statement of Financial Aoating Standards No. 123, Accounting for Stock-BlaSempensation (or SFAS 123).
Restricted stock units are measured based onithadaket values of the underlying stock on theedaif grant. Fair value of the share-based
awards is recognized as share-based compensasbover the requisite service period, net of edithdorfeitures on an accelerated basis
under SFAS 123(R).

The determination of the fair value of share-basedrds and related share-based compensation exgensess input of subjective
assumptions, including but not limited to the véilim model adopted, risk-free interest rates, etqublife of the share-based awards, stock
price volatility, and expected forfeiture rate. Tedection of an appropriate valuation techniquenodel depends on the substantive
characteristics of the instrument being valuedkfiee interest rates are decided based on the tgahaturity of US government bonds as at
respective dates of grant of options. Expecteddiflae number of years that we estimate, basadgpity on the history, using “plain-vanilla”
method, that options will be outstanding prior éttlement. Volatility is measured using historidally price changes of our stock over the
respective expected life of the option. Forfeittate is estimated based on historical forfeitutéepa and adjusted in accordance with our
expectation for the future.

Our input assumptions were based on historical pee, with consideration to developing expectatiabout the future. The assumptions
used in calculating the fair value of share-baseards and related share-based compensation repreaaagement’s best estimations, but
these estimates involve inherent uncertaintiesta@application of management judgment. As a regd#ictors change or we utilize different
assumptions, our share-based compensation expeulsebe materially different for any period.

Valuation Allowance against Deferred Tax Assets

We estimate income tax expense in each of thedjotiens in which we operate for each period présgnincluding estimating current tax
exposure as well as assessing realizable defexxeabsets and deferred tax liabilities.

As of December 31, 2007, the majority of our defdrtax assets are related to net operating losaesvould apply to United States income
taxes. As substantially all of our income is earime@hina, and we do not intend in the foreseeflilee to repatriate this income to the United
States where it would be taxable, it is more likiblgn not that deferred tax assets resulting fltoese net operating losses will not be realized.
The remaining deferred tax assets are related ittactfased subsidiaries and VIEs, resulting fromopetrating losses and temporary
differences between accounting and tax bases. Wereaorded a valuation allowance against our gitesrred tax assets in order to reduce
our deferred tax assets to the amount that is ifilaly than not to be realized. If events were tour in the future that would allow us to
realize more of our deferred tax assets than teeemitly recorded net
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amount, an adjustment would be made to the def¢éaredssets that would increase income for theodewvhen those events occurred. If events
were to occur in the future that would requireasdalize less of our deferred tax assets thapréeently recorded net amount, an adjustment
would be made to the valuation allowance againfgroed tax assets that would decrease income éopéhiod when those events occurred.

Significant management judgment is required in mheitging income tax expense, and deferred tax assetdiabilities.

RESULTS OF OPERATIONS
Year Ended December 31, 2007 compared to Year End&kcember 31, 2006

In order to focus on our core business of onlinesdiking, on June 20, 2006, we discontinued oyraifitable e-commerce business. As a
result of the discontinuation of this business,gf@mmerce business is accounted for as a disc@utioperation. Accordingly, our statements
of operations separate the discontinued operatioalf periods presented.

Revenues
Total revenues were $188.9 million and $134.2 onillior the years ended December 31, 2007 and 288gectively.

Advertising Revenues
Advertising revenues are derived principally frorard advertising and sponsored search.

Advertising revenues were $119.2 million and $9hilion, or 63% and 68% of total revenues for tleags ended December 31, 2007 and
2006, respectively. For the year ended Decembe2@®17, advertising revenues consisted of revermoes firand advertising of $112.1 million,
and revenues from sponsored search of $7.1 milionthe year ended December 31, 2006, advertisvgnues consisted of revenues from
brand advertising of $79.0 million, and revenuesrfrsponsored search of $12.8 million.

Brand advertisingBrand advertising revenues increased by $33.1anitib $112.1 million for the year ended December2BD7 as compared
to $79.0 million for the year ended December 3D&0he increase of revenues in 2007 was attrileitalincrease of number of advertisers
and increase of price. The increase of $33.1 milfrom 2006 to 2007 consisted of: (i) a $17.1 millincrease from advertisers who advertised
with us during the year ended December 31, 200 didutot advertise on our Websites during the yemied December 31, 2006; (i) a $37.5
million increase in revenues from the advertiseneadvertised with us in 2006 and continued toa@m<K007; and (iii) a $21.5 million
decrease in revenues as some of the advertiseradveotised with us during the year ended Decerdbg2006 did not advertise on our
Websites during the year ended December 31, 20@hatl approximately 1,070 advertisers in 2007 agpaned to 850 advertisers in 2006.
Sales to our five largest advertisers compriset bhd®6 of total brand advertising revenues for tharg ended December 31, 2007 and 2006,
respectively. No single advertiser accounted forentban 10% of total brand advertising revenuestferyears ended December 31, 2007 and
2006. Our advertising customers consisted primafiljompanies within automobile, real estate, amiames, information technology,
financial services and fast moving consumer goondastries. The fastest growing sectors for branegditing were online games, fast moving
consumer goods and financial services industri@9dv. As of December 31, 2007 and 2006, we hatlidilion and $2.2 million of receipts

in advance from advertisers, respectively. We heotaecorded any revenue from advertising-for-atisieg barter transactions.

For the years ended December 31, 2007 and 200&aseded brand advertising revenues of approxim&@62,000 and $42,000,
respectively, from Fujian Tian Qing Digital Co.,d_for Fujian Tian Qing), formerly known as NetDoagWebsoft Inc., in connection with its
advertisements on our 17173.com Website. Thosertiglag services are provided pursuant to a thresgr-pdvertising framework agreement
that expired in November 2006 and has been extetodddvember 2009. Fujian Tian Qing was the owrfel7d 73.com Website prior to our
acquisition of 17173.com from them.

Sponsored searclsponsored search services revenue decreased byn#itor to $7.1 million for the year ended DecemBé, 2007 as
compared to $12.8 million for the year ended Decandd, 2006. Sponsored search services primaglydie priority placements in our search
directory and pay-for-click services of displayitig text-based links of our advertisers on our Websind our Website Alliance network.
Revenues from pay-for-click services accountecafiproximately 32% of the total sponsored searchmegs in 2007 as compared to 28% in
2006. The decrease in sponsored search revenuely mesiulted from our efforts to further strengthem anti-fraudulent click-through
mechanism starting from second half of 2006 whé&dulted in a decrease in average click-througls réltke believe the improved anti-
fraudulent click-through mechanism will provide leéits to our sponsored search business in theromg

Non-advertising Revenues
Non-advertising revenues are derived principally frontine game, wireless and other services.
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Non-advertising revenues were $69.7 million and $48ilion, or 37% and 32% of total revenues for tleass ended December 31, 2007 and
2006, respectively.

For the year ended December 31, 2007, non-advegtisvenues consisted of revenues from online gdrfié2.1 million, from wireless of
$26.3 million and from other services of $1.3 moifli For the year ended December 31, 2006, non-tgingrrevenues consisted of revenues
from online game of $8.5 million, from wireless$82.6 million and from other services of $1.4 roii

Online gameOur online game revenues are mainly derived fromdame titles, TLBB and BO. TLBB is our first indme developed online
game launched on May 9, 2007. BO was licensed &dotal independent game development studio amtthead in October 2004.

For the year ended December 31, 2007, online gawenues increased by $33.6 million to $42.1 milksrcompared to $8.5 million for the
year ended December 31, 2006. This was primariégytdithe commercial launch of TLBB in May 2007, wtibtal revenue of $35.2 million
2007, representing 84% of total online game revenfie of December 31, 2007, the total registeredsusf TLBB had reached 23 million. In
2007, peak concurrent users of TLBB had exceed8¢80.

The following table sets forth revenue derived frobhBB in China and related operating data:

Three Months Ended

Dec. 31, 200 Sep. 30, 200 Jun. 30, 200
TLBB revenue (USD’000) 21,757 10,79¢ 2,25¢
APA (in thousands) 1,09¢ 69C 20¢

ARPU (in RMB)** 147 11€ 82

Notes:

* Quarterly APA, or quarterly active paying accasiris the aggregate number of accounts from whachegpoints are utilized at least once
during the quartel

**  Quarterly ARPU, or quarterly revenue per actpaying accounts, is our online game net revenugeglthe quarter divided by the
quarterly active paying accounts of TLBB during therter; our definition of ARPU may not be comdeao similarly titled measures
presented by other online game compatr

The success of TLBB in China has enabled us todie¢he game in the overseas market. In August, 2080Ticensed TLBB to an operator in
Vietnam. For the year ended December 31, 2007 ea@rded revenues of $345,000 for the license fegsisage-based royalties from this
arrangement.

Online game revenues are collected through sabdeioprepaid cards, which we sell in both virtuad gnysical form, to third party distributors
and retailers. We account for proceeds from safgeypaid game cards from distributors or retaidexrseceipts in advance from distributors in
our consolidated balance sheet, prior to theirstegfion to specific game accounts. Once a pregeide card is registered to a specific game
account, we account for related amounts as defeenazhues. As of December 31, 2007, we had receigitdvance from distributors of $6.5
million and deferred revenues of $2.0 million, ampared with $0.7 million and $0.3 million, respeely, as of December 31, 2006.

WirelessOur wireless revenues include SMS, RBT, WAP, MMS8 AR services. Because of restrictions on foraigmpanies operating in

the PRC telecommunications industry, we have used/tEs to contract on our behalf with PRC mobiktwork operators who provide the
gateway for sending messages and collect our fegsdustomers. Our VIEs collect the fees from therators and we then transfer the fees to
our subsidiaries on a periodic basis. There wamnaterial impact in 2007 on our revenues or marfyjors our reliance on these related party
arrangements. Our wireless services include newather forecast, chatting, entertainment infornmatiomg tone, and logo downloads and
various other related products provided to mobiilerg users. Most of our services are charged oordhty or per message/download basis.
For the year ended December 31, 2007, we ordinaindyged monthly fees ranging from approximately06b to $4.037 and per
message/download fees ranging from approximate§B0to $0.538.

For the year ended December 31, 2007, our wiretaenues decreased by $6.3 million to $26.3 miliercompared to $32.6 million for the
year ended December 31, 2006, primarily due toedeses of $5.7 million in SMS revenues and $4.6oniiin WAP revenues and MM
revenues. This decrease was partially offset biperease of $4.0 million in RBT revenues and IVRerues. The decrease in SMS revenues
was primarily due to the ongoing negative impagbalfcies such as double confirmation, billing reders and details of promotion adopted by
SPs issued by mobile network operators starting flaly 2006. The decrease in WAP revenues was phntlue to the continuing negative
impact of operational policy changes, which incllidetations on promotion activities for WAP prode@nd the sending of fee reminders to
WAP service users, implemented by a mobile netveprator in late 2006. The increase in RBT and i&¥#®enue in 2007 was because of our
continued market development effort and producedification.
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Others. Our other services mainly consist of office spam#al income, sales of software to third parteeyision of applications service
provider (or ASP) services and construction of vitelss For the years ended December 31, 2007 argl 28@enues for other services were
$1.3 million and $1.4 million, respectively.

COSTS AND EXPENSES

Prior to 2007, most of the costs and expenseseof#ime department were related to product developame research. Accordingly, we
recorded all such costs and expenses in produel@@went expenses in the statements of operatio2807, in order to better present
operating results and to enhance comparability imidlustry peers, we reclassify expenses in relatiqggame operations, mainly salary and
benefits of game masters, from product developregpénses to cost of online game revenues. To aonfioth current period presentations,
the relevant amounts for prior periods have beelassified. Such reclassification amounted to $dilBon for the year ended December 31,
2006.

Cost of Revenues
Total cost of revenues was $64.8 million and $48ilffon for the years ended December 31, 2007 d@ab2respectively.

Cost of Advertising Revenues

Cost of advertising revenues increased by $15.8omilo $44.4 million for the year ended Decembgr 2007 as compared to $28.5 million
the year ended December 31, 2006.

Brand advertisingCost of brand advertising revenues includes perarosts and personnel overhead relating to otoréali center, content
purchases, payments to our business partnersargldepreciation of servers and computer equipretiboandwidth leasing costs. Cost of
brand advertising revenues was $38.7 million ar@glZillion for the years ended December 31, 20@¥ 2006, respectively. The increase of
$15.5 million consisted of a $4.7 million increaseontent purchases, a $3.9 million increase msqranel expense, a $2.6 million increase in
payments to our business partners, a $2.1 milliorease in bandwidth leasing cost to our expandeihess, a $1.4 million increase in
depreciation expense and a $0.8 million increasghar costs. Our brand advertising gross margithf® years ended December 31, 2007 and
2006 was 65% and 71%, respectively. The decreasenainly because of increased spending on conteohases, increase in headcount,
bandwidth leasing costs and server depreciatiots.cos

Sponsored searcktost of sponsored search revenues consists prynuditielevant depreciation of servers and competgiipment, bandwidth
leasing costs, payments to our Website Alliancesgranel costs and data collection cost. Cost ohsp@d search revenues was $5.6 milliol
the year ended December 31, 2007 as comparedZarilion for the year ended December 31, 2006. ificeease in cost of sponsored search
revenues resulted from an increase of $1.0 milliorelevant depreciation and bandwidth leasingssaghich was offset by a $580,000
decrease in payment to Website alliances. Our spedsearch gross margin for the years ended Dexredih 2007 and 2006 was 21% and
59%, respectively. The decrease was mainly duevterd revenue and higher server depreciation andviadth leasing costs in relation to the
launch of Sogou 3.0 in late 2006.

Cost of Non-advertising Revenues
Cost of non-advertising revenues was $20.4 milliind $19.9 million for the years ended Decembe2B0y and 2006, respectively.

Online gameCost of online game revenues primarily consistgesfonnel costs relating to the operation of thaegg bandwidth leasing costs,
revenue sharing with the game developer of BO apdatiation of servers and computer equipment. Gfamtline game revenues was $7.1
million for the year ended December 31, 2007 aspaoed to $3.9 million for the year ended Decemider2B06. The increase in cost of online
game revenues was mainly due to increased serpeealation and bandwidth leasing costs due toghadh of TLBB, and increase of
personnel costs relating to operation of TLBB. Online game gross margins were 83% for the yeae@micember 31, 2007 as compared to
54% for the year ended December 31, 2006. Theaserprimarily represents contribution from TLBB.

Wireless Cost of wireless revenues mainly consists of ctidacand wireless transmission charges paid to leotgtwork operators, expenses
related to complaints based on allegations of bresof certain provisions of our agreements wittileanetwork operators, fees or royalties
paid to third party providers for promotion seng@nd content associated with our wireless servj@gnents to third party wireless service
alliances, relevant depreciation of servers andpmdar equipment and bandwidth leasing costs. Cfostreless revenues decreased by $3.1
million to $12.3 million for the year ended DecemBg&, 2007, as compared to $15.4 million for tharyended December 31, 2006. The
decrease in cost of wireless revenues resulted &rdecrease of $5.2
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million in collection charges, transmission chargad expenses related to penalties paid to mobtigark operators; the decrease was part
offset by an increase of $2.1 million paid to thrarty wireless service alliances and content nrige providers. The collection and
transmission charges vary between mobile netwoekaiprs and include a gateway fee of $0.003 toZf0p&r message, depending on the
volume of the monthly total wireless messages,aadllection fee of 15% to 60% of total fees cdkecby mobile network operators from
mobile phone users (with the residual paid to nghe year of 2007. Our wireless gross margins etk 53% for the years ended
December 31, 2007 and 2006.

Others.Cost of revenues for other services, was $939,800a70,000 for the years ended December 31, 2002@06, respectively. Cost of
revenues for other services mainly consists ofgrerel and other expenses in connection with sdlssftware, provision of ASP services and
construction of websites.

Product Development Expenses

Product development expenses increased by $7.iomit $25.4 million for the year ended DecemberZI07, as compared to $17.7 million
for the year ended December 31, 2006. The incngaseprimarily due to a $4.9 million increase ingmmel expenses resulting from an
increase in headcount, salaries and bonuses, arfifich increase in license fee, and a $1.0 millincrease in share-based compensation
expense under SFAS 123(R), which was offset by0® $O0 decrease in other expenses.

Sales and Marketing Expenses

Sales and marketing expenses increased by $19i0mid $47.5 million for the year ended Decembgy 3007, as compared to $28.5 million
for the year ended December 31, 2006. The incred@serily consisted of a $13.7 million increaseativertising and promotion expenses,
which included the relevant expenses associatddawit exclusive Olympic sponsorship in the Intei@entent Services category, investment
in corporate branding, marketing expenses for Sb@wand TLBB, a $4.0 million increase in persorggenses resulting from an increase in
headcount, salaries and sales commission, andBar$llion increase in other expenses.

General and Administrative Expenses

General and administrative expenses increased Bynfilion to $17.4 million for the year ended Dedger 31, 2007, as compared to $13.1
million for the year ended December 31, 2006. Tioedase was primarily due to a $1.7 million incesimspersonnel expenses, a $1.0 million
increase in professional fee, a $900,000 incraashare-based compensation expense under SFAS)128¢Ra $700,000 increase in other
expenses.

Amortization of Intangible Assets

Amortization of intangible assets was $1.1 millamd $2.0 million for the years ended December 8072and 2006, respectively, which were
mainly related to the acquisitions of the 17173.¢cBotus.cn, Goodfeel and Go2Map.

Operating Profit

As a result of the foregoing, our operating profareased by $8.1 million to $32.7 million for thear ended December 31, 2007, as compared
to $24.6 million for the year ended December 3D&@The operating profit for the years ended Deaarli, 2007 and 2006 included $8.8
million and $6.9 million, respectively, for sharaded compensation expense recorded under SFAS)123(R

Other Income

For the year ended December 31, 2007, other inadr$i887,000 mainly consisted of $561,000 gain fidisposal of interest in an associate. In
addition, we have also recorded approximately $BIBpf certain tax refund. This was offset by theetization of $248,000 of the offering
costs of our zero coupon convertible senior nategdd in July 2003. For the year ended Decembet(®B, other income of $477,000 mainly
consisted of $793,000 of gains from early redenmptibzero coupon convertible senior notes with feaiee of $15.0 million and our share of
profits of $151,000 from our investment in an ass@c This was offset by the amortization of $580,0f the offering costs of our zero couj
convertible senior notes issued in July 2003.
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Interest Income

Interest income includes net interest income aneido currency exchange gains. For the year ends@mber 31, 2007, interest income was
$2.8 million as compared to $3.2 million for theayended December 31, 2006. The decrease was ndai@lio the repayment of our
convertible notes of $58.5 million in July, whickateased the average cash balance for the year.

Income Tax Expense

For the year ended December 31, 2007, income feanme was $1.5 million as compared to $1.6 mill@rihe year ended December 31,
2006.

Most of our income is earned by our China-basedididries and VIEs. Prior to January 1, 2008, alns@liaries in China were governed by
the Income Tax Law of the PeopeRepublic of China concerning Foreign InvestmenteBprises and Foreign Enterprises and local inciax
laws (the previous income tax laws and rules). tamsto the previous income tax laws and rules,Iytowned foreign enterprises were
subject to tax at a statutory rate of 33% (30%estatome tax plus 3% local income tax), or 15%ckentain technology enterprises, on PRC
taxable income. Our China-based subsidiaries ais MV$ohu Era, Sohu Media, Sogou Technology, AmazZage, Sohu Internet, Sogou
Information and Gamease Age, enjoyed tax benefiishwwere available to new technology enterprisgiriming with their first year of
operations. Under the previous income tax lawsrates, new technology enterprises could enjoy arable tax rate of 15% and were
exempted from income tax for three years beginniitly their first year of operations, and were édatitto a 50% tax reduction to 7.5% for the
subsequent three years and 15% thereafter. Fgetireended December 31, 2007, Sohu Era and Sadnnéntvere subject to 7.5%, while
Sohu Media, Sogou Technology, AmazGame Age, Sogfmurhation and Gamease Age, were exempted frommedax.

In March 2007, the Chinese government enacted thpdtate Income Tax Law, and promulgated relatgdlegions, which were effective
January 1, 2008. The Corporate Income Tax Law, @notimer things, imposes a unified income tax r&586 for both domestic and foreign
invested enterprises. New technology enterpriséstiti enjoy a favorable tax rate of 15%, but tinealifying criteria for a new technology
enterprise under the Corporate Income Tax Law natdeen released yet. The previous income tax éslgules, which stipulated income
tax rates for domestic and foreign invested enisgprat different rates, expired upon the effeatss of the Corporate Income Tax Law.

The Corporate Income Tax Law provides a five-yeamgitional period for those entities establishefibte March 16, 2007, which enjoyed a
favorable income tax rate of less than 25% undeptlevious income tax laws and rules, to gradudibnge their rates to 25%. In addition, the
Corporate Income Tax Law provides grandfather tneat for companies qualified as new technologyrenitees under the previous income
laws and rules and established before March 167 #38ey continue in the period after Januaryd0&to meet the criteria for new technology
enterprises under the previous income tax lawsraled. The grandfather provision allows these @mises to continue to enjoy their unexpired
tax holiday under the previous income tax laws ranes.

The Corporate Income Tax Law also imposes a 10%thwitling income tax for dividends distributed bfoeeign invested enterprise to its
immediate holding company outside China, which vetempted under the previous income tax laws aled ri\ lower withholding tax rate
will be applied if there is a tax treaty arrangetriggtween mainland China and the jurisdiction effibreign holding company. Holding
companies in Hong Kong, for example, will be subjea 5% rate. Most of our China-based subsidia@®hu Era, Sohu Media, Sohu
Software, Sogou Technology, Go2Map Software and Zbaene Age are invested by immediate foreign holdmgpanies in Hong Kong,
except for Sogou Technology. All of these foreigmested enterprises will be subject to the withimgjdax on January 1, 2008. Since we
intend to reinvest our earnings to further expamdbusinesses in mainland China, our foreign iragshnterprises do not intend to declare
dividends to their immediate foreign holding comiearin the foreseeable future. Accordingly, as e€E@mber 31, 2007, we have not recorded
any withholding tax on the retained earnings offoueign invested enterprises in China.

Currently, there are divergent views on how thep@aate Income Tax Law will be implemented. The Camps ultimate applicable effective
tax rate in 2008 and beyond will depend on mantofacincluding but not limited to whether certainits legal entities will obtain an approval
of their new technology enterprise status undeQibigorate Income Tax Law, whether they can coetimuenjoy the unexpired tax holidays
and how the withholding tax on dividends will bgplgd. If any of Sohu Era, Sohu Media, Sogou Tedbgy AmazGame Age, Sohu Internet,
Sogou Information and Gamease Age cannot obtaapproval on their new technology enterprise statwger the Corporate Income Tax Law
and/or cannot continue to enjoy the unexpired t@idhys or if the withholding tax on dividends ispdied in a manner different from our
understanding, our effective tax rate will be iraged significantly.

Income earned in the United States, where Sohuloonis incorporated, is subject to taxation at 3d#985%. For the foreseeable future, we
anticipate the major source of income earned irlthiged States and subject to United States taxatidoe interest income. If dividends are
paid by our China or other non-U.S. subsidiarieSabu.com Inc., the dividends would be taxed auSmm Inc.’s rate of taxation, which is
34% or 35% (as reduced by any applicable “deeméti-fareign tax credits for foreign income taxedghy such subsidiaries). For the
foreseeable future, we do not intend for the Clinather non-U.S. subsidiaries to pay dividendSdabu.com Inc.

Minority Interests

On October 31, 2006, we completed the acquisitfcan % interest in 21 East HK and 21 East Bei{rmlectively “21 East”), an
entertainment company. The acquisition had beeousted for as a purchase business combinationhenigsults of operations from the
acquisition date have been included in our conatdid financial statements, resulting in minorityenests of $47,000 and $7,000 for the years
ended December 31, 2007 and 2006, respecti



Net Income from Continuing Operations

For the year ended December 31, 2007, income famtirming operations was $35.0 million, as compace$i26.7 million for the year ended
December 31, 2006.
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Loss from Discontinued E-commerce Operations

On June 20, 2006, we discontinued our e-commersiméss. For the year ended December 31, 2007frtoagdiscontinued e-commerce
operations was $20,000, as compared to $841,000dorear ended December 31, 2006.

Net Income

As a result of the foregoing, we had net incom&3¥.9 million for the year ended December 31, 2@37%ompared to net income of $25.9
million for the year ended December 31, 2006. Téirimcome for the years ended December 31, 2002006 included $8.8 million and $6.9
million of share-based compensation expense redardder SFAS 123(R).

Year Ended December 31, 2006 compared to Year End&kcember 31, 2005

In order to focus on our core business of onlineediking, on June 20, 2006 we discontinued ourafitable eecommerce business. As a re:
of the discontinuation of this business, the e-camum business is accounted for as a discontinueitipn. Accordingly, our statements of
operations separate the discontinued operatioalfperiods presented.

Revenues
Total revenues were $134.2 million and $104.5 onillfor the years ended December 31, 2006 and 288Bectively.

Advertising Revenues
Advertising revenues are derived principally fromard advertising and sponsored search.

Advertising revenues were $91.8 million and $70iBion, or both 68% of total revenues for the yeamsled December 31, 2006 and 2005,
respectively. For the year ended December 31, 28&rtising revenues consisted of revenues framdadvertising of $79.0 million, and

revenues from sponsored search of $12.8 milliontiff®@year ended December 31, 2005, advertisingngss consisted of revenues from br
advertising of $58.5 million, and revenues fromrsgmred search of $12.4 million.

Brand advertisingBrand advertising revenues increased by $20.5anitib $79.0 million for the year ended December28D6 as compared
$58.5 million for the year ended December 31, 200 increase in revenues in 2006 was attributabdan increase of the number of
advertisers and an increase in prices. The increfg820.5 million from 2005 to 2006 consisted @f:a $15.2 million increase from advertisers
who advertised with us during the year ended Deeerb, 2006 but did not advertise on our Websitegd the year ended December 31,
2005; (ii) a $17.9 million increase in revenuesiiradvertisers who advertised with us in 2005 amticoed to do so in 2006; and (jii) a $12.6
million decrease in revenues as some of the adeestivho advertised with us during the year endszkBber 31, 2005 did not advertise on
our Websites during the year ended December 35.20@ had approximately 850 advertisers in 200€oaspared to 800 advertisers in 2005.
Sales to our five largest advertisers constitué And 17% of total brand advertising revenuestferyears ended December 31, 2006 and
2005, respectively. No single advertiser accoufaednore than 10% of total brand advertising revenfor the years ended December 31, !
and 2005. Our advertising customers consisted pityna companies within the automobile, real estamformation technology, online games,
financial services and telecommunication industride fastest growing sectors for brand advertiging006 were fast moving consumer go
and financial services industries. As of Decemlgr2B06 and 2005, we had $2.2 million and $1.5iomilbf receipts in advance from
advertisers, respectively. We have not recordedrevgnue from advertising-for-advertising bartangactions.

For the years ended December 31, 2006 and 200&ameded brand advertising revenues of approxim&4?,000 and $626,000,
respectively, from Fujian Tian Qing, formerly knowa NetDragon Websoft Inc., in connection withaidvertisements on our 17173.com
Website. Those advertising services were providegdyant to a three-year advertising framework agesg which expired in November 2006
and has been extended to November 2009. FujianQiiag was the owner of 17173.com Website priordoacquisition of 17173.com from
them.

Sponsored searclsponsored search services revenue increased bynfiloh to $12.8 million for the year ended Decesni31, 2006 as
compared to $12.4 million for the year ended Deaandd, 2005. Sponsored search services primaglydie priority placements in our search
directory and listing in our classified advertiserhgection, in addition to pay-for-click servicemsisting of displaying the text-based links of
our advertisers on our Websites and our Websitade network. Revenues from pay-for-click serviaesunted to $3.6 million, accounting
for approximately 28% of the total sponsored seagglenues in 2006 as compared to 25% in 2005. Adrease in sponsored search revenues
mainly resulted from an increase in the numbepohsored links and traffic in 2006.
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Non-advertising Revenues
Non-advertising revenues are derived principally frontine game, wireless and other services.
Non-advertising revenues were $42.5 million and $33llliam, or both 32% of total revenues for the yeansled December 31, 2006 and 2(

For the year ended December 31, 2006, awertising revenues consisted of revenues fromeilame of $8.5 million, from wireless of $3
million and from other services of $1.4 million.iRbe year ended December 31, 2005, non-advertisvgnues consisted of revenues from
online game of $5.8 million, from wireless of $2@n8lion and from other services of $1.5 million.

Online gamePrior to 2007, we operated two licensed online gar® and BO. KO was licensed from a Korean ganveldpment company
and was terminated in November 2006 when the leenpired. BO was licensed from a local independante development studio and
launched in October 2004.

For the year ended December 31, 2006, online gawenues increased by $2.7 million to $8.5 millisrcampared to $5.8 million for the year
ended December 31, 2005. The $8.5 million includ@80,000 of revenue recognized upon the forfeitdirexpired game points.

Wireless Our wireless revenues include SMS, RBT, WAP, MM8 BrR services. Because of restrictions on foreigmpanies operating in

the PRC telecommunications industry, we have used/tEs to contract on our behalf with PRC mobitwork operators who provide the
gateway for sending messages and collect our fegsdustomers. Our VIEs collect the fees from therators and we then transfer the fees to
our subsidiaries on a periodic basis. There wasat@rial impact on our revenues or margins fromreliance on these related party
arrangements. Our wireless services include newather forecast, chatting, entertainment infornmatimmg tone, and logo downloads and
various other mobile related products provided tbite phone users. Most of our services are chapgeal monthly or per message/download
basis. For the year ended December 31, 2006, vieanilg charged monthly fees ranging from approxieha$0.062 to $3.835 and per
message/download fee ranging from approximatel@@®to $0.511.

For the year ended December 31, 2006, our wiretaenues increased by $6.3 million to $32.6 milé@ecompared to $26.3 million for the
year ended December 31, 2005, primarily due tceses of $3.2 million in SMS revenues, $1.4 milliokVAP revenues, $1.0 million
MMS revenues, and $1.4 million in RBT revenuessTihtrease was partially offset by a decrease of 8fllion in IVR revenues. The
increase in SMS, WAP, MMS and RBT products in 20@8 because of our continued market developmeanttefiid product diversification;
the decrease in IVR revenues was primarily duautdimited marketing activities for this product.

In early July 2006, the two major mobile networleogtors in China, CMCC and Unicom, introduced nelicfes on wireless value-added
services, including double reminders for new magngubscriptions, billing reminders to existing magtsubscribers and conversion of per
message-based SMS subscription to monthly subseriptin October 2006, the Ministry of Informatibrdustry (or MIl) issued further
guidelines regulating the wireless value-addedisesvindustry. Based on current trends, it apptbetsthe mobile network operators and
regulator may continue to tighten or change opengbolicies. Our wireless revenue for the secorfldigiear 2006 was negatively impacted
by such regulations. In the long run, we belieweitidustry’s overall development will benefit frahrose regulations.

Others. Other services consist of sales of softwareitd tharties. For the year ended December 31, 2@8@nues from ASP services were
$1.1 million, as compared to $1.0 million for therjpd from May 31, 2005, the acquisition date oRPGlap, to December 31, 2005.

COSTS AND EXPENSES

Prior to 2007, most of the costs and expenseseof#ime department were related to product developame research. Accordingly, we
recorded all such costs and expenses in produel@@wment expenses in the statements of operatio2007, in order to better present
operating results and to enhance comparability imidlustry peers, we reclassify expenses in reldbayame operations, mainly salary and
benefits of game masters, from product developregpénses to cost of online game revenues. To aonfoth current period presentations,
the relevant amounts for prior periods have beelassified. Such reclassification amounted to $dilBon and $0.9 million for the years enc
December 31, 2006 and 2005.

Cost of Revenues
Total cost of revenues was $48.4 million and $38il8on for the years ended December 31, 2006 d@ab2respectively.
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Cost of Advertising Revenues

Cost of advertising revenues increased by $10.Bomilo $28.5 million for the year ended Decembgr 2006 as compared to $17.7 million
the year ended December 31, 2005.

Brand advertisingCost of brand advertising revenues includes perarosts and personnel overhead relating to otoréali center, content
purchases, payments to our business partnersargldepreciation of servers and computer equiprettbandwidth leasing costs. Cost of
brand advertising revenues was $23.2 million artl&nillion for the years ended December 31, 20262005, respectively. The increase of
$8.6 million consisted of a $2.6 million increasecontent purchases, a $1.9 million increase isqrerel expense, a $1.5 million increase in
bandwidth leasing cost to our expanded busine$,&amillion expense for share-based compensatiertalthe adoption of SFAS 123(R), a
$1.2 million increase in depreciation expense ahdrocosts. Our brand advertising gross margitiferyears ended December 31, 2006 and
2005 was 71% and 75%, respectively. Our brand &direy gross margin decreased for the year endegbber 31, 2006 mainly because of
share-based compensation expense due to the atdop®¥FAS 123(R) starting from January 1, 2006, imade spending on content purchases,
personnel costs and bandwidth leasing costs.

Sponsored searckCost of sponsored search revenues consisted piyrofpayments to our Website Alliance, data cditat cost, personnel
costs, relevant depreciation of servers and comgag@pment and bandwidth leasing costs. Cost @fispred search revenues was $5.2 mi
for the year ended December 31, 2006 as compat®8l tamillion for the year ended December 31, 200 increase in cost of sponsored
search revenues resulted from an increase of $illidmin relevant depreciation and bandwidth leascosts, an increase of $500,000 in
payment to Website alliances and an increase dI,$20 in salary and benefits costs. Our sponsaarth gross margin for the years ended
December 31, 2006 and 2005 was 59% and 75%, résglgct

Cost of Non-advertising Revenues
Cost of non-advertising revenues was $19.9 miliind $15.6 million for the years ended Decembe2B06 and 2005, respectively.

Online gameCost of online game revenues primarily consistgavonnel costs relating to the operation of theeg bandwidth leasing costs,
revenue sharing with the game developers of KOB@dnd depreciation of servers and computer equipn@st of online game revenues
was $3.9 million for the year ended December 30628 compared to $2.7 million for the year endeddinber 31, 2005. Our online game
gross margins were 54% and 53% for the years ebdedmber 31, 2006 and 2005, respectively.

Wireless Cost of wireless revenues mainly consists of cttd@acand wireless transmission charges paid to leatdtwork operators, expenses
related to complaints based on allegations of resof certain provisions of our agreements wittbileanetwork operators, fees or royalties
paid to third party content providers for servieesl content associated with our wireless servjz@anents to third party wireless service
alliances, relevant depreciation of servers andpeder equipment and bandwidth leasing costs. Clostreless revenues increased by $3.4
million to $15.4 million for the year ended DecemB&, 2006, as compared to $12.0 million for tharyended December 31, 2005. The
increase in cost of wireless revenues resulted inrmcrease of $2.3 million in collection chargeansmission charges and expenses relal
penalties paid to mobile network operators ancharease of $1.1 million paid to third party wiredeservice alliances and content providers.
The collection and transmission charges vary batweebile network operators and include a gateweayofe$0.002 to $0.031 per message,
depending on the volume of the monthly total wisslenessages, and a collection fee of 15% to 55#talffees collected by mobile network
operators from mobile phone users (with the redidaal to us) in 2006. Our wireless gross margiesenb3% and 54% for the years ended
December 31, 2006 and 2005, respectively.

Others.Cost of revenues for other services was $570,0805844,000 for the years ended December 31, 200@@0D5, respectively.

Following the acquisition of Go2Map, cost of othevenues mainly of personnel and other expensesrinection with sale of software and
provision of ASP services. For the year ended Déegr@1, 2006, the cost of sales of software andigion of ASP services was $500,000, as
compared to $300,000 for the period from May 3102@he acquisition date of Go2Map, to Decembe2805.

Product Development Expenses

Product development expenses increased by $4.@mit $17.7 million for the year ended DecemberZI06, as compared to $12.8 million
for the year ended December 31, 2005. The increaserimarily due to a $2.8 million increase ingmemel expenses resulting from an
increase in headcount and salary increment andrillion of share-based compensation expense UBBAS 123(R), and an increase in other
expenses of $200,000.
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Sales and Marketing Expenses

Sales and marketing expenses increased by $8iémitl $28.5 million for the year ended DecemberZI06, as compared to $20.1 million
for the year ended December 31, 2005. The incrga@serily consisted of a $3.9 million increase dvartising and promotion expenses, wr
included the relevant expenses associated witlexelusive Olympic sponsorship in the Internet Cohfervices category and marketing
activities of the 2006 FIFA World Cup, $1.6 millidor share-based compensation expense under SFA&)12 $1.5 million increase in
personnel expenses resulting from an increasedadduaint and salary increment, a $811,000 increaseaveling and entertainment expenses,
and a $589,000 increase in other expenses.

General and Administrative Expenses

General and administrative expenses increased Byn$illion to $13.1 million for the year ended Dedaer 31, 2006, as compared to $10.2
million for the year ended December 31, 2005. Tluedase was primarily due to a $1.7 million inceeimspersonnel expenses and $1.4 million
in share-based compensation expense under SFAR)] 2&{ich was offset by a $200,000 decrease inrakpenses.

Amortization of Intangible Assets

Amortization of intangible assets was $2.0 millammd $1.9 million for the years ended December 8062and 2005, respectively, which was
mainly related to the acquisitions of the 17173.cBotus.cn, Goodfeel and Go2Map.

Operating Profit

As a result of the foregoing, our operating prdétreased by $1.6 million to $24.6 million for §ear ended December 31, 2006, as compared
to $26.2 million for the year ended December 3D32@he operating profit for the year ended Decartie 2006 included $6.9 million for
share-based compensation expense recorded und& BEAR). The operating profit for the year ended@&nber 31, 2005 included $2,000

for share-based compensation expense recorded ARdP5.

Other Income

For the year ended December 31, 2006, other inadr$ié77,000 mainly consisted of $793,000 of gainsifearly redemption of zero coupon
convertible senior notes with face value of $15illien and our share of profits of $151,000 fronr dwvestment in an associate. This was
offset by the amortization of $537,000 of the dffgrcosts of our zero coupon convertible senioesd@sued in July 2003. For the year ended
December 31, 2005, other income of $2.4 millionmhaincluded gains of $1.2 million arising from garedemption of zero coupon
convertible senior notes with face value of $151®ion. In addition, due to an exemption regardpayment of certain taxes and receipts of
tax refunds by our China-based subsidiaries, weralsorded an approximately $1.7 million gain dseoincome. This was offset by the
amortization of $724,000 of the offering costs of rero coupon convertible senior notes issuedlin2003.

Interest Income

Interest income includes net interest income aneido currency exchange gains. For the year endegmber 31, 2006, interest income was
$3.2 million, as compared to $2.5 million for theay ended December 31, 2005. The increase wasynthialto an increase in market interest
rates and RMB appreciation.

Income Tax Expense
For the year ended December 31, 2006, income teerse was $1.6 million as compared to $11,00thimyear ended December 31, 2005.

Income earned in the United States, where Sohuloonis incorporated, is subject to taxation at 3d985%. For the foreseeable future, we
anticipate the major source of income earned irlthiged States and subject to United States taxatidoe interest income. If dividends are
paid by our China or other non-U.S. subsidiarieSabu.com Inc., the dividends would be taxed auSmm Inc.’s rate of taxation, which is
34% or 35% (as reduced by any applicable “deemédi-fareign tax credits for foreign income taxesghy such subsidiaries). For the
foreseeable future, we do not intend for the Clinather non-U.S. subsidiaries to pay dividendSdabu.com Inc.
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Minority Interests

On October 31, 2006, we completed the acquisitfan@% interest in 21 East HK and 21 East Beifitglectively “21 East”), an
entertainment company. The acquisition had beeowndted for as a purchase business combinationhenigsults of operations from the
acquisition date have been included in our conatdid financial statements, resulting in minorityenests of $7,000.

Net Income from Continuing Operations

For the year ended December 31, 2006, income fiantiraiing operations was $26.7 million, as compace$i31.1 million for the year ended
December 31, 2005.

Loss from Discontinued E-commerce Operations

On June 20, 2006, we discontinued our e-commersiméss. For the year ended December 31, 2006frtoagdiscontinued e-commerce
operations was $841,000, as compared to $1.3 milinthe year ended December 31, 2005. As of #te @e discontinued our e-commerce
operations, we had performed a specific reviewlbtha assets related to the e-commerce segmenpridwided an additional allowance for
doubtful receivables amounting to $154,000 andaadlzce on all inventory balances amounting to $1(83tj8 June 2006 when we discontini
the e-commerce business. As the fixed assets prglyiosed by the e-commerce operation could gdpdralused by other segments, we did
not dispose of significant fixed assets nor provadg impairment charge.

Net Income

As a result of the foregoing, we had net incom&2H.9 million for the year ended December 31, 2@36;ompared to net income of $29.8
million for the year ended December 31, 2005. Téteimcome for the year ended December 31, 2006ded $6.9 million of share-based
compensation expense recorded under SFAS 123(R)ndhincome for the year ended December 31, 2@&ded $2,000 of share-based
compensation expense recorded under APB 25.

IMPACT OF RECENTLY ISSUED ACCOUNTING STANDARDS

In September 2006, the Financial Accounting Stashel&oard issued FASB Statement No. 157, Fair Visleasurements (or SFAS 157),
which defines fair value, establishes a frameworknfieasuring fair value under generally acceptedwatting principles, and expands
disclosures about fair value measurements. SFASfiplies to other accounting pronouncements ttogtime or permit fair value
measurements. SFAS 157 is effective for fiscal y&aginning after November 15, 2007. However, dirfary 12, 2008, the FASB issued |
FAS 157-2 which would delay the effective date BAS 157 for all nonfinancial assets and nonfinar@ailities, except those that are
recognized or disclosed at fair value in the finahstatements on a recurring basis (at least dlyjuahis FSP partially defers the effective
date of Statement 157 to fiscal years beginningr &fbvember 15, 2008, and interim periods withimsthfiscal years for items within the scc
of this FSP. Effective for 2008, we will adopt SFAS7 except as it applies to those nonfinanciatassend nonfinancial liabilities as noted in
FSP FAS 157-2. We are currently evaluating themg@kimpact on our financial statements, if angon adoption of this standard.

In December 2007, the Financial Accounting Stansl&uolard issued FASB Statement No. 141 (Revised)2@isiness Combinations (or
SFAS 141R). SFAS 141R provides additional guidarcenproving the relevance, representational faltiéss, and comparability of the
financial information that a reporting entity prdes in its financial reports about a business coatlin and its effects. This Statement applies
prospectively to business combinations for whiahdbquisition date is on or after the beginnintheffirst annual reporting period beginning
on or after December 15, 2008. We believe therkeb&iho material impact on our financial statememtsn adoption of this standard.

In December 2007, the Financial Accounting Stansl&uiard issued FASB Statement No. 1l80ncontrolling Interests in Consolidated
Financial Statement- an amendment of ARB No. 88FAS 160”). SFAS 160 amends ARB No. 51 to esshibliccounting and reporting
standards for the noncontrolling interest in a &libgy and for the deconsolidation of a subsididiyis Statement is effective for fiscal years
and interim periods within those fiscal years, begig on or after December 15, 2008. We believestidll be no material impact on our
financial statements upon adoption of this standard

In December 2007, the Securities and Exchange Cesioni (SEC) issued Staff Accounting Bulletin 18AB 110”) . SAB 110 states that tl
staff will continue to accept, under certain cir@tamces, the use of the simplified method for estiiy the expected term of “plain vanilla”
share options in accordance with SFAS 123(R) beyaexember 31, 2007. We believe there will be noemgtimpact on our financial
statements upon adoption of this standard.

QUARTERLY RESULTS OF OPERATIONS

Demonstrating our full dedication to our core besi of online advertising, on June 20, 2006, weodinued our unprofitable e-commerce
business. As a result of the discontinuation of thisiness, the e-commerce business is accoumtad ftiscontinued operations. Accordingly,
our statements of operations separate the disemttinperation for all periods presented.

In 2007, we adjusted our reportable segments avel treeclassified results of our online game segrfrent our other operations and reported
online game results as a separate segment. Acgtydime reclassified the revenue and cost of reeesfuithe online game segment for the y
prior to 2007 to conform with the current year sifisation.



Prior to 2007, most of the costs and expenseseoféime department were related to product developamel research. Accordingly, we
recorded all such costs and expenses in produel@@went expenses in the statements of operatio2807, in order to better present
operating results and enhance comparability withugtry peers, we reclassified expenses in relati@ame operations, mainly salary and
benefits of game masters, from product developraepense to cost of online game revenues. To confatimcurrent period presentations,
relevant amounts for prior periods have been reifled.
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The following table sets forth, for the periodsgaeted, our unaudited quarterly results of opanatfor the eight quarters ended December 31,
2007. The data has been derived from our conselid@tancial statements and, in our managementisap they have been prepared on
substantially the same basis as the audited calaget financial statements and include all adjustme&onsisting only of normal recurring
adjustments, necessary for a fair statement diitl@cial results for the periods presented. Thisrimation should be read in conjunction with
the annual consolidated financial statements ireduglsewhere in this Form 10-K. The operating tesnlany quarter are not necessarily
indicative of the results that may be expectedafor future period.
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Revenues
Advertising:
Brand advertising
Sponsored sear¢
Subtotal of advertising revenu
Non-advertising:
Online game
Wireless
Others
Subtotal of no-advertising revenue
Total revenue
Cost of revenues
Advertising:
Brand advertising
Sponsored searc
Subtotal of cost of advertising revent
Non-advertising:
Online game
Wireless
Others
Subtotal of cost of nc-advertising revenue
Total cost of revenue
Gross profi
Operating expense
Product developmel
Sales and marketir
General and administrati\
Amortization of intangible asse
Total operating expens
Operating profil
Other income (expense
Interest incomt
Income before income tax exper
Income tax expens
Income from continuing operatiol
Minority interests
Net income from continuing operatio
(Loss) gain from discontinue-commerce operatior
Net income

Basic net income per she

Shares used in computing basic net income per !
Diluted net income per sha

Shares used in computing diluted net income pees

Three Months Ended

Dec. 31, Sept. 30, Jun. 30, Mar. 31, Dec. 31, Sept. 30, Jun. 30, Mar. 31,
2007 2007 2007 2007 2006 2006 2006 2006
(unaudited, in thousands, except per share data)
$32,16¢ $29,78] $26,63: $23,527 $21,99( $21,02: $19,30¢ $16,67¢
1,532 1,74 1,745 2,08¢ 2,931 2,852 3,52¢ 3,45(
33,69¢ 31,52¢ 28,37¢ 25,61 24,927 23,87¢ 22,83( 20,12¢
23,96 12,69 3,82¢ 1,613 2,104 2,214 2,121 2,08¢
7,341 6,832 6,58¢ 5,57¢ 6,75( 8,83¢ 8,99/ 8,00¢
34z 467 19¢€ 28( 56¢ 46¢ 12¢ 194
31,64« 19,99: 10,60¢ 7,478 9,42: 11,52: 11,24+ 10,28¢
65,34: 51,51¢ 38,98¢ 33,08¢ 34,35( 35,39¢ 34,07¢ 30,41
11,04¢ 10,25 9,28} 8,14« 7,08¢ 6,181 5,61( 4,331
1,35:¢ 1,33( 1,38 1,57¢ 1,68¢ 1,221 1,243 1,092
12,40: 11,587 10,67( 9,722 8,77t 7,402 6,851 5,42:
2,76 2,07¢ 1,401 86¢ 854 1,00¢ 1,01¢ 1,021
3,23¢ 3,311 3,17¢ 2,61( 3,061 4,104 4,464 3,81z
53C 17€ 132 99 14E 20C 131 94
6,53 5,567 4,70¢ 3,57¢ 4,06( 5,31( 5,60¢ 4,927
18,93 17,15 15,37¢ 13,30C 12,83 12,71: 12,46¢ 10,35(
46,407 34,36¢ 23,61( 19,78 21,51t 22,68¢ 21,60¢ 20,06«
8,39¢ 6,87t 5,49¢ 4,67¢ 4,692 4,741 4,29¢ 3,92(
17,18¢ 13,57 9,45i 7,29( 7,88¢ 7,23¢€ 7,03 6,37
5,74¢ 4,90( 3,41« 3,35¢ 2,72: 4,094 3,19¢ 3,07¢
20z 20z 31C 37¢ 46€ 50¢ 50¢ 50¢
31,52¢ 2555( 18,67¢ 15,70¢ 1577( 16,58( 15,03¢ 13,87¢
14,87¢ 8,81¢ 4,93t 4,08( 5,74t 6,10¢ 6,56¢ 6,18t
552 57¢ (120 (220) (88) (78) 711 (68)
35¢ 60¢€ 1,05i 76¢ 94¢ 951 787 52¢
15,78¢ 10,001 5,87: 4,72¢ 6,60¢ 6,97¢ 8,067 6,64¢
(720) (322 (163) (282 (482) (35)) (303) (443
15,06¢ 9,67¢ 5,70¢ 4,44 6,12¢ 6,62¢ 7,764 6,20:
5 12 18 12 7 — — —
15,07 9,691 5,72i 4,45¢ 6,131 6,62¢ 7,764 6,20:
(2 (5) (20 7 (57) (27) (592) (165)
$15,07: $ 9,68¢ $ 5707 $ 4,46¢€ $ 6,07« $ 6,601 $ 7,172 $ 6,03¢
$ 04C $ 02¢ $ 0.1f $ 0.1z $ 017 $ 0.1t $ 0.1¢ $ O0.1€
37,58¢ 37,300 36,90 36,72: 36,57« 36,64( 36,94! 36,76¢
$ 03¢ $ 028 $ 01f $ 012 $ 0.1¢ $ 017 $ 0.1¢ $ O0.1¢
39,03 38,51¢ 39,13( 38,98¢ 38,78( 38,787 39,47 39,38
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LIQUIDITY AND CAPITAL RESOURCES

We have financed our operations and capital experadi principally through sales of equity secusitipublic offering of common shares and
convertible notes, and cash provided by operatiBran inception through December 31, 2007, we maised net proceeds of $39.2 million
through the sale of preferred stock in private @haents, $52.4 million from the sale of common stiocur initial public offering and $87.4
million through the sale of zero coupon convertiddmior notes. As of December 31, 2007, we had @adltash equivalents, and investments
in marketable debt securities totaling approxima$dl22.7 million, compared to $129.7 million andB3811 million as of December 31, 2006
and 2005, respectively.

We completed a private placement on July 14, 20630.0 million principal amount of zero coupon gertible senior notes due July 2023,
which resulted in net proceeds to Sohu of approtétn&87.4 million after deduction of the initialichaser’s discount and our offering
expenses. The notes do not pay any interest, hagmayield to maturity, and are convertible intth8's common stock at a conversion pric
$44.76 per share, subject to adjustment for diddedistributions, and upon the occurrence of gedther events. Each $1,000 principal of
notes is initially convertible into 22.3414 shaoéSohu’s common stock. Each holder of the notdishaive the right, at the holder’s option, to
require Sohu to repurchase all or any portion efgtincipal amount of the holder’s notes on Julyrii2007, 2013 and 2018 at a price equal to
100% of the outstanding principal amount. Sohu alag redeem all or a portion of the notes for sy time on or after July 14, 2008 at
100% of the principal amount of the notes if thesalg price of Sohu’s common stock for each of3eonsecutive trading days prior to such
time was at least 130% of the conversion pricet suah time at least 90% of the initial aggregateqipal amount of the notes have been
converted, repurchased or redeemed. In additiaom apchange of control event, each holder of thesnmay require Sohu to repurchase some
or all of its notes at a repurchase price equabt?s of the principal amount of the notes. During year ended December 31, 2005, we early
redeemed from the market a portion of our zero oaugpnvertible senior notes with face value of 328,000 at a discount. During the year
ended December 31, 2006, we early redeemed frommé#hmkeet a portion of our zero coupon convertiblei@enotes at a discount for
$15,000,000 in aggregate face value. As of thecditide notification period associated with the Jldly 2007 repurchase date, note holders had
exercised their right to require us to repurchamd siotes in an aggregate principal amount of $68llfon. We repurchased such notes on
July 16, 2007. In November 2007, the majority ahaéning note holders with $1,250,000 in face amadimionvertible notes exercised their
right to convert their notes to our common stock abnversion price of $44.76 per share. As of bdx 31, 2007, the outstanding balance of
zero coupon convertible senior notes was $6,000.

Our principal commitments consist of obligationslenvarious operating leases for office facilifieeijing, Shanghai, Guangzhou and Hong
Kong. Our commitments under these leases totabappately $1.1 million, $714,000 and $649,000 foe years ending December 31, 2008,
2009 and 2010, respectively. We expect that capitaénditures, totaling $20 million in 2008 willregist of $16.2 million for purchases of
servers, network equipment and software and $3l®mfor miscellaneous purchases. In addition, Balas selected as the official sponsor of
the ICS category for the Beijing 2008 Olympic Garaewd entered into a sponsorship agreement witB@@OG. Under the sponsorship
agreement, Sohu is obliged to provide servicesrdégg the construction, operation and maintenari¢eenOfficial Website for the Beijing
2008 Olympic Games throughout the sponsorship genaling December 31, 2008.

As described above, we have entered into arrangsmati Dr. Zhang, our Chief Executive Officer, arettain of our employees to satisfy
PRC regulations which prohibit or restrict foreiggmpanies from owning or operating telecommunieegjdnternet content and certain other
businesses in China. These arrangements havettakéorm of loans to Dr. Zhang and the employed®) then invested the amounts loane
what are currently our VIEs. While the arrangemdratge taken the form of loans to Dr. Zhang ancethployees, they are, in substance,
investments in the VIEs. Accordingly, we do not esfpthe loans to have any special effect uponiquidity. The loan agreements do not
contain any material financial covenants.
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In summary, our cash flows were (in thousands):

Year Ended December 31

2007 2006 2005
Net cash provided by operating activit $ 91,42 $ 36,768 $ 35,92
Net cash used in investing activiti (49,742 (10,249 (17,099
Net cash used in financing activiti (47,497 (23,80)) (24,309
Effect of exchange rate change on cash and castieéents 3,75¢ 2,94¢ 2,18¢
Net (decrease) increase in cash and cash equis (2,050 5,66¢ (3,299
Cash and cash equivalents at beginning of 124,75¢ 119,09: 122,38
Cash and cash equivalents at end of $122,70t  $124,75¢ $119,09:

For the year ended December 31, 2007, net casldebby operating activities was $91.4 million. Fkias primarily attributable to our net
income of $34.9 million, adjusted by non-cash iterhdepreciation and amortization of $12.9 millishare-based compensation expense of
$8.8 million, provision for allowance for doubtfatcounts of $1.7million, and a $33.4 million dese@ working capital. This increase was
offset by excess tax benefits of $247,000 fromestimsed payment arrangements. For the year endesirider 31, 2006, net cash provided by
operating activities was $36.8 million. This wasymrily attributable to our net income of $25.9 lini, adjusted by non-cash items of
depreciation and amortization of $10.0 million, iIeased compensation expense of $6.9 million, prowi&r allowance for doubtful accou

of $1.1 million. This increase was offset by gadmsearly redemption of zero coupon convertible @enotes of $793,000, excess tax benefits
of $431,000 from share-based payment arrangemedta &5.9 million increase in working capital. Floe year ended December 31, 2005, net
cash provided by operating activities was $35.9ionil This was primarily attributable to our netame of $29.8 million, adjusted by noash
items of depreciation and amortization of $8.6 imil] provision for allowance for doubtful accounfs$1.3 million. This increase was offset
gains on early redemption of zero coupon convertiiginior notes of $1.3 million, and a $2.9 millinarease in working capital.

For the year ended December 31, 2007, net cashiug®gbsting activities was $49.7 million, and wasmarily attributable to $55.8 million
used in purchasing fixed assets and other asset1al million for an earn-out payment for Go2M&his amount was partially offset by $5.0
million received as a result of the maturities afriketable debt securities, $1.7 million in proceeds disposal of interest in an associate, and
a $450,000 decrease in restricted cash. For theeyeled December 31, 2006, net cash used in imgeattivities was $10.2 million, and was
primarily attributable to the purchase of fixedetsof $11.3 million, $3.8 million for acquisitiaf 21 East and earn-out payment for Focus.cn,
an increase in restricted cash of $3.8 million, #iredaddition of intangible assets and other as$e$859,000. This amount was partially offset
by $9.0 million received as a result of the matesiof marketable debt securities. For the yeaeérdkcember 31, 2005, net cash used in
investing activities was $17.1 million, and wasyatrily attributable to $10.3 million in cash usedacquire Go2Map and earn-out payment for
Focus.cn, the purchase of fixed assets of $8.1omilargely due to the relocation of our officesHaijing, and the addition of intangible assets
and other assets of $2.4 million and the additiorestricted cash of $991,000. This amount wasglroffset by $4.7 million received as a
result of the maturities of marketable debt semsit

For the year ended December 30, 2007, net cashiifiedncing activities was $47.5 million, and wadmarily attributable to $58.5 million
used in redemption of zero coupon convertible semdbes. This amount was partially offset by $1di8ion cash collection from issuance of
common stock upon the exercise of share-based awsaadted under our stock incentive plan and $207i excess tax benefits from share-
based payment arrangements. For the year endednbec&1, 2006, net cash used in financing actwitias $23.8 million, and was primarily
attributable to $15 million used for the repurchaseur common stock and $14.1 million used folyesrdemption of our zero coupon
convertible senior notes. This amount was partiaffget by $4.8 million received from the issuanée€ommon stock upon the exercise of
options granted under our stock incentive plan, $4®iL,000 in excess tax benefits from share-baagohent arrangements. For the year ended
December 31, 2005, net cash used in financingitieiwas $24.3 million, and was primarily attribbte to $13.8 million used for the
repurchase of our common stock and $13.8 millieduer early redemption of our zero coupon conbtsenior notes. This amount was
partially offset by $3.3 million received from tissuance of common stock upon the exercise of mpiijpanted under our stock incentive plan.

We believe that current cash and cash equivaleilitbevsufficient to meet anticipated working capifnet cash used in operating activities),
commitments and capital expenditures for at ldssnext twelve months. We may, however, requiratiathdl cash resources due to changed
business conditions or other future developmentduding any investments or acquisitions we maydieto pursue.
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Tabular Disclosure of Contractual Obligations (in housands)
The following table sets forth our contractual ghtions as of December 31, 2007:

Payment Due by Period

Less than : More than
Contractual Obligations Total year 1-3 years 3-5 years 5 years
Operating lease obligatiol $3612 $ 1,08 $2,01¢ $ 514 $ —
Purchase obligatior 14,63 12,38! 2,24¢ 1 —
Total contractual obligatior $18,24: $13,46¢ $4,262 $ 51f $ —

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKE T RISK
FOREIGN CURRENCY EXCHANGE RATE RISK

While our reporting currency is the US dollar, ttelthe majority of our revenues and costs arerderated in RMB and a significant portion
of our assets and liabilities are denominated irBRIs a result, we are exposed to foreign exchaisgeas our revenues and results of
operations may be affected by fluctuations in thkehange rate between US Dollar and RMB. If the Rd&reciates against the US Dollar, the
value of our RMB revenues and assets as expressed US Dollar financial statements will declivée do not hold any derivative or other
financial instruments that expose us to substamtéaket risk. See “Risk Factors—We may suffer auzyeexchange losses if the RMB
depreciates relative to the US Dollar.”

The RMB is currently freely convertible under theifrent account”, which includes dividends, tradd aervice-related foreign exchange
transactions, but not under the “capital accountiich includes foreign direct investment. In adutiticommencing on July 21, 2005, China
reformed its exchange rate regime by changingn@aaged floating exchange rate regime based onetnsupply and demand with reference
to a basket of currencies. Under the managed figakchange rate regime, the RMB is no longer pgggé¢he US Dollar. The exchange rate
of the RMB against the US Dollar was adjusted toB8411 per US Dollar as of July 21, 2005, reprasgran appreciation of about 2%. The
People’s Bank of China will announce the closiniggs of foreign currencies such as the US Dolkaidd against the RMB in the inter-bank
foreign exchange market after the closing of theketaon each business day, and will make such ptlee central parity for trading against the
RMB on the following business day. On May 19, 20®&, People’s Bank of China announced a policytaad the maximum daily floating
range of RMB trading prices against the U.S. ddaliahe inter-bank spot foreign exchange markenfh3% to 0.5%. While the international
reactions to the RMB revaluation and widening & RMB's daily trading band have generally beenpasiwith the increased floating range
of the RMB'’s value against foreign currencies, RMB may appreciate or depreciate significantly e against the U.S. dollar or other
foreign currencies in the long term, dependinghenftuctuation of the basket of currencies agawtsth it is currently valued. To date, we
have not entered into any hedging transactions ieffort to reduce our exposure to foreign curreexghange risk. While we may decide to
enter into hedging transactions in the future gffiectiveness of these hedges may be limited anchayenot be able to successfully hedge our
exposure. Accordingly, we may incur economic loseake future due to foreign exchange rate fluttues, which could have a negative
impact on our financial condition and results oégiions.

The following table provides information, by matyrilate, regarding our foreign currency sensitimaricial instruments, which consist of cash
and cash equivalents, restricted cash, receivaiégsbles and zero coupon convertible senior raxted December 31, 2007:
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Expected Maturity Date

Before December 31, Total Recordec
2008 2009 201C 2011 201z Thereafter Value Fair Value

On-balance sheet financial instruments

(in US$'000)
Cash and cash equivalel

in US$ 41,58: —_ = - — — 41,58: 41,58:

in RMB 80,58¢ —_ = = — — 80,58¢ 80,58¢

in HK$ 54C - = = - — 54C 54C

Sut-total 122,70¢ = = = = — 122,70t 122,70t
Restricted cas

in US$ 1,25 150 — — — — 2,75( 2,75(

in RMB 47¢ 109 — — — — 1,57¢ 1,57¢

Sut-total 1,72¢ 259 — — — — 4,32¢ 4,32¢
Receivable:

in US$ 24¢€ —_ = - - — 24¢ 24¢

in RMB 34,35( —_ = - — — 34,35( 34,35(

in HK$ 11 _ = = = — 11 11

Sut-total 34,60¢ - = = — — 34,60¢ 34,60¢
Payable:

in US$ 5,96: — — 5,96: 5,96:

in RMB 65,47 —_ = - — — 65,477 65,477

in HK$ 167 - = = — — 167 167

Sut-total 71,607 _ = = = — 71,607 71,607
Zero coupon convertible senior no

inlJS$ 6 = - —  — = 6 6

INVESTMENT RISK
(a) Investments in High Century, Sohu Entertainmm@obdfeel, Huohu, Sogou Information and Gamease Ag

As of December 31, 2007, Sohu had outstanding teng-loans of $11.4 million to Dr. Zhang, Sohu’si&@texecutive Officer and a major
Sohu shareholder, and certain of our employees|drigeterm loans are used to finance investmenktigh Century, which is owned 80% by
Dr. Zhang and 20% by an employee; Sohu Entertaibmsdrich is owned by two of our employees; Goodfedlich is owned by two of our
employees; Huohu, which is owned 75% by Sohu Ed2&96 by an employee; Sogou Information, whichwsed by two of our employees;
and Gamease Age, which is owned by two of our eygas. High Century, Sohu Entertainment, Goodfeebhd, Sogou Information and
Gamease Age are used to facilitate our participdtidelecommunications, Internet content and aedther businesses in China where foreign
ownership is either prohibited or restricted.

The agreements contain provisions that, subjeBRG law, (i) the loans can only be repaid to usrégsferring the shares of High Century,
Sohu Entertainment, Goodfeel, Huohu, Sogou Infoionadr Gamease Age to us; (ii) the shares of HightGry, Sohu Entertainment,
Goodfeel, Huohu, Sogou Information or Gamease Agmot be transferred without our approval; andl\iig have the right to appoint all
directors and senior management personnel of Hegitl@y, Sohu Entertainment, Goodfeel, Huohu, Sdgfarmation and Gamease Age.

Dr. Zhang and the other employee borrowers hawidgeie all of their shares in High Century, Sohu BEatement, Goodfeel, Huohu, Sogou
Information and Gamease Age as collateral fortlaas$ and the loans bear no interest and are ddemand after November 2003 in the case
of High Century; after November 2005 in the caselobhu; after August 12, 2006 in the case of Sdgéarmation; after October 2006 in the
case of Goodfeel; after November 3, 2006 in the cdsSohu Entertainment; after September 2008drcttse of Gamease Age, or, in any case,
at such time as Dr. Zhang or the other employemhars, as the case may be, is not an employeehaf. Sohu does not intend to request
repayment of the loans as long as PRC regulatiotslpt it from directly investing in businessedrgeundertaken by the VIEs.

Because these loans can only be repaid by thewersotransferring the shares of the various esgjtour ability to ultimately realize the
effective return of the amounts advanced undeethens will depend on the profitability of High i@ary, Sohu Entertainment, Goodfeel,
Huohu, Sogou Information and Gamease Age whicimigtain.
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Furthermore, because of uncertainties associatiédtiwe PRC law, ultimate enforcement of the loareaments is uncertain. Accordingly, we
may never be able to collect these loans or exemfiience over High Century, Sohu Entertainmé&utodfeel, Huohu, Sogou Information and
Gamease Age.

In addition, under Section 402 of the Sarbanes{DAle of 2002, issuers subject to the act are itdd from making personal loans to their
directors and executive officers. Under Section,4€uers are permitted to maintain the loans thagle to directors and executive officers
prior to the effective date of the Sarbanes-Oxley. Ahey are not permitted, however, to renew otemialy modify such loans. We believe
that there is a strong argument that the loanst@Bang described above are not “personal loansjlew of our underlying business purpose
for making the loans and the lack of a personaébeto Dr. Zhang from the loans. In the absencguditial interpretation, an SEC rule, or an
SEC staff interpretation confirming our conclusibpwever, we intend to treat these loans as if thexe “personal loanglinder Section 402
the Sarbanes-Oxley Act. Accordingly, we expect thate enter into arrangements similar to thosecdbed above in the future, any loans
made under such arrangements will be made to ohaivg who are not our directors or executive officén addition, should the existing loans
to Dr. Zhang, or to the entities in which he is phignary shareholder, need to be renewed or méjenmdified, such as if we need to advance
additional funds to any of these entities, we exgleat the entities, the ownership of the entitiad/or the loans to the entities will be
restructured so that we could not be deemed todéng a loan to Dr. Zhang. The prohibitions setifan Section 402 have not had any
adverse effect on our operations to date, and weotlexpect them to have any adverse effect iffittuze.

INTEREST RATE RISK

Our investment policy limits our investments of egs cash in high-quality corporate securities aniid the amount of credit exposure to any
one issuer. We protect and preserve our investedisfoy limiting default, market and reinvestmeskri

The following table provides information, by matyriate, regarding our interest rate sensitiverfima instruments, which mainly were zero
coupon convertible senior notes as of DecembeP@07.

Expected Maturity Date
Before December 31 Total Recordec
(US$‘000) 2008 200¢ 201C 2011 201z  Thereafter Value Fair Value

Zero coupon convertible senior note: 6 _ = = = — 6 6
Average interest ral 0.0% — SR — —

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Reference is made to the Index to Consolidatedr€iahStatements which appear on page F-1 of dgpert. The Management’s Report on
Internal Control over Financial Reporting, Repdrtrmlependent Registered Public Accounting Firmn&sidated Financial Statements, Notes
to Consolidated Financial Statements and Finaistetements Schedules which are listed in the Ital€onsolidated Financial Statements
which appear beginning on page F-2 of this rep@rirzcorporated into this Item 8. Quarterly Resaft©perations information is included on
page 56 of this report and is incorporated inte ttém 8.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE
None.
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ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

Our Chief Executive Officer and Chief Financial ioffr, after evaluating the effectiveness of oustttisure controls and procedures” (as
defined in the Securities Exchange Act of 1934 Rd{ga-15(e) and 15d-15(e)) as of the end of thegeovered by this report (the

“Evaluation Date”), have concluded that as of thalkation Date our disclosure controls and proceslwere effective and designed to ensure
that all material information relating to Sohu reqd to be included in our reports filed or subedtunder the Securities Exchange Act of 1934
is recorded, processed, summarized and reportéihwtite time periods specified in the rules andnfoof the Securities and Exchange
Commission and to ensure that information requioelole disclosed is accumulated and communicateditonanagement, including our
principal executive and financial officers, as agpiate to allow timely decisions regarding reqdidiésclosure.

Management's Report on Internal Control over Finandal Reporting

Our management’s annual report on internal comvel financial reporting and the related reporvof independent registered public
accounting firm are included in this Report on gage2 and F-3, respectively.

Changes in Internal Control Over Financial Reporting

There have not been any changes in the Compartgisial control over financial reporting, as suatmtés defined in Rules 13a-15(f) and 15d-
15(f) under the Exchange Act during the Companigsal quarter ended December 31, 2007 that haverialy affected, or are reasonably
likely to materially affect, the Company’s interrantrol over financial reporting.

ITEM9B. OTHER INFORMATION
None.

PART IlI
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE

The information required by this item will be indled in the Proxy Statement for Sohu’s 2007 Annuaétihg of Stockholders to be filed with
the Securities and Exchange Commission on or afyorilt 30, 2008 and is incorporated herein by refiee

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item will be indeed in the Proxy Statement for Sohu’s 2007 Annueétihg of Stockholders under the
heading “Executive Compensation” and is incorpatdtterein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by this item, other thha table included below, will be included in th@®r Statement for Sohu’s 2007 Annual
Meeting of Stockholders under the heading “Benafi€iwnership of Common Stock” and is incorporateten by reference.
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Equity Compensation Plan Information

Weighted-
Number of average
securities to be exercise Number of securities
issued upon price of remaining available for
exercise of outstanding future issuance under
outstanding options, equity compensation
options, warrants warrants plans (excluding securitie
and rights (a) and reflected in column (a)) (¢
Plan category (in thousands) rights (b) (in thousands)
Equity compensation plans approved by securitydre-2000 Stock
Incentive Plar
Stock Options 1,50¢ $ 17.6¢
Restricted Stock Unit 54¢ $ —
Subtotal 2,05¢ 1,06¢
Equity compensation plans not approved by sechotglers — — —
Total _ 2,05¢ 1,06¢

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information required by this item will be indred in the Proxy Statement for Sohu’s 2007 Annueétihg of Stockholders under the
heading “Certain Relationships and Related Traiwmat and is incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this item will be indied in the Proxy Statement for Sohu’s 2007 Annuaétihg of Stockholders under the
heading “Principal Accountant Fees and Services’iarincorporated herein by reference.

PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(2)(1) Index to Consolidated Financial Statements

Please see the accompanying Index to Consolidatam¢ial Statements which appears on page F-liofdport. The Management’'s Report
on Internal Control over Financial Reporting, Repirindependent Registered Public Accounting Fi@ansolidated Financial Statements and
Notes to Consolidated Financial Statements whieHisted in the Index to Consolidated Financiat&tents and which appear beginning
page F-2 of this report are included in Item 8 a&bov

(a)(2) Financial Statements Schedule

Schedule I, Condensed Financial Information of Regnt, is included on page F-28 of this reportigridcorporated into this Item 15(a)(2) by
reference.

All other financial statements schedules have leeitted because the information required to bés#t therein is not applicable or is
included in the Consolidated Financial Statementsotes thereto.

(b) Exhibits
See the Exhibit Index following the signature pagethis report.
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SIGNATURES

Pursuant to the requirements of Section 13 or 16f(the Securities Exchange Act of 1934, the ttegig has duly caused this report tc
signed on its behalf by the undersigned, therelp authorized.

Date: February 28, 2008

Sohu.com Inc

By: /s/ CAROL YU
Carol Yu
Co-President and Chief Financial Officer

KNOW ALL MEN BY THESE PRESENTS, that each personosé signature appears below hereby constituteagpaints Charles
Zhang and Carol Yu, and each of them, his truelanéll proxies, attorneys-in-fact and agents, Vith power of substitution and
resubstitution, for him and in his name, place stedd, in any and all capacities, to (i) act ogn sind title with the SEC any and all
amendments to this Annual Report on Form 10-K, ttogrewith all exhibits thereto, (ii) act, sign afiléd such certificates, instruments,
agreements and other documents as may be necessagpropriate in connection therewith, and (ale any and all actions which may be
necessary or appropriate in connection therewimtgng unto such agents, proxies and attorneyadt-and each of them and his and their
substitute or substitutes, full power and authaitgo and perform each and every act and thingssegy or appropriate to be done in
connection therewith, as fully for all intents gnarposes as he might or could do in person, hesippyoving, ratifying and confirming all that
such agents, proxies and attorneys-in-fact, artiieyh or any of his or their substitute or substguinay lawfully do or cause to be done by
virtue hereof.

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed bélpthe following persons on behalf
of the registrant and in the capacities and ord#ites indicated.

SIGNATURE TITLE DATE
/sl CHARLES ZHANG Chairman of the Board of Directors a February 28, 200
Charles Zhang Chief Executive Officer (Principz

Executive Officer

/s/ CAROL YU Cc-President and Chief Financial Offic February 28, 200
Carol Yu (Principal Financial Officer and Princip
Accounting Officer)

/sl EDWARD B. ROBERT¢ Director February 28, 200
Edward B. Roberts
/s| CHARLES HUANG Director February 28, 200
Charles Huang
/s/ DAVE QI Director February 28, 200
Dave Qi
/s/ SHI WANG Director February 28, 200
Shi Wang
/s/ JOHN DENC Director February 28, 200
John Deng
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANC IAL REPORTING

The Company’s management is responsible for estdblj and maintaining adequate internal controf éimancial reporting as defined in
Rules 13a-15(f) and 15d-15(f) under the Exchange Bider the supervision and with the participatidthe Company’s management,
including our Chief Executive Officer and Chief Rircial Officer, the Company conducted an evaluatifothe effectiveness of its internal
control over financial reporting based on critexsablished internal Control — Integrated Framewoiksued by the Committee of Sponsol
Organizations of the Treadway Commission. Basethisrnevaluation, the Company’s management concltitkdts internal control over
financial reporting was effective as of DecemberZ107.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢t@isstatements. Also, projections of any
evaluation of effectiveness to future periods afgect to the risk that controls may become inadégjbecause of changes in conditions, or
the degree of compliance with the policies or pduces may deteriorate. The effectiveness of oerival control over financial reporting as of
December 31, 2007 has been audited by Pricewategmopers Zhong Tian CPAs Limited Company, an ieddent registered public
accounting firm, as stated in their report whicimiduded herein.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To Board of Directors and Shareholders of Sohu.oam

We have completed integrated audits of Sohu.consloonsolidated financial statements and of itsrimal control over financial reporting as
of December 31, 2007, in accordance with the staisdaf the Public Company Accounting Oversight Bo@nited States). Our opinions,
based on our audits, are presented below.

In our opinion, the consolidated financial statetadisted in the accompanying index present fairlyall material respects, the financial
position of Sohu.com Inc. and its subsidiaries at@&@nber 31, 2007 and December 31, 2006, and thksre$ their operations and their cash
flows for each of the three years in the periodeehdecember 31, 2007 in conformity with accounpinigciples generally accepted in the
United States of America. In addition, in our opimj the financial statement schedule listed inatt@mpanying index presents fairly, in all
material respects, the information set forth threwehen read in conjunction with the related cortikd financial statements. Also in our
opinion, the Company maintained, in all materiapects, effective internal control over financigpaorting as of December 31, 2007, based on
criteria established imternal Control - Integrated Framewoigsued by the Committee of Sponsoring Organizatiudrike Treadway
Commission (COSO). The Company’s management ins#iple for these financial statements and findrst&ement schedule, for
maintaining effective internal control over finaalcieporting and for its assessment of the effectss of internal control over financial
reporting, included in management’s report on imécontrol over financial reporting appearing @g® F-2 of Form 10-K. Our responsibility
is to express opinions on these financial statespent the financial statement schedule, and ol€trepany’s internal control over financial
reporting based on our integrated audits. We caedutnur audits in accordance with the standardseoPublic Company Accounting
Oversight Board (United States). Those standamisine that we plan and perform the audits to obtaasonable assurance about whether the
financial statements are free of material misstatgrand whether effective internal control oveafinial reporting was maintained in all
material respects. Our audits of the financialestegnts included examining, on a test basis, evasapporting the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made agagement, and evaluating the overall
financial statement presentation. Our audit ofrima&control over financial reporting included dbtag an understanding of internal control
over financial reporting, assessing the risk thatzderial weakness exists, and testing and evay#te design and operating effectiveness of
internal control based on the assessed risk. Qlitsaalso included performing such other procedasewe considered necessary in the
circumstances. We believe that our audits provideaaonable basis for our opinions.

As discussed in Note 2(r) to the consolidated fim@rstatements, the Company changed the manmeriah it accounts for share-based
compensation since January 1, 2006.

A company’s internal control over financial repogiis a process designed to provide reasonableaassuregarding the reliability of financial
reporting and the preparation of financial statetméor external purposes in accordance with gelyesaktepted accounting principles. A
company'’s internal control over financial reportingludes those policies and procedures that (fapeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettitansactions and dispositions of the assetseofdmpany; (ii) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@awih generally accepted accounting
principles, and that receipts and expenditureb®itbmpany are being made only in accordance withoaizations of management and
directors of the company; and (iii) provide readdleassurance regarding prevention or timely detecf unauthorized acquisition, use, or
disposition of the company’s assets that could lzaneterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢t@isstatements. Also, projections of any
evaluation of effectiveness to future periods afgect to the risk that controls may become inadézjbecause of changes in conditions, or
the degree of compliance with the policies or pdates may deteriorate.

PricewaterhouseCoopers Zhong Tian CPAs Limited Gomp
Beijing, the People’s Republic of China
February 28, 2008
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SOHU.COM INC.
CONSOLIDATED BALANCE SHEETS
(in thousands)

As of December 31,

2007 2006
ASSETS
Current assett
Cash and cash equivale $122,70¢  $124,75¢
Accounts receivable, net (including $0 and $286énfeorelated party, respective 27,05¢ 23,82t
Prepaid and other current ass 7,551 5,961
Current portion of lon-term investments in marketable debt secur — 4,94:
Total current asse 157,31¢ 159,48
Investment in an associe — 1,29¢
Fixed assets, ni 65,021 21,45
Goodwill 55,54: 54,98¢
Intangible assets, n 7,041 8,36(
Restricted cas 4,32¢ 4,774
Other assets, n 1,26¢ 3,23¢

$290,51°  $253,59:

LIABILITIES AND SHAREHOLDERS '’ EQUITY
Current liabilities:

Accounts payabl $ 2667 $ 1,177
Accrued liabilities to suppliers and age 23,74! 12,301
Receipts in advance and deferred reve 14,13¢ 6,19(
Other accrued liabilitie 31,06( 18,127
Zero coupon convertible senior no 6 59,78(

Total current liabilities 71,618 97,57¢

Commitments and contingencies (Note
Minority interests 7 53

Shareholder equity:
Common stock: $0.001 par value per share (75,40ered; 37,715 and 36,647 shares issuec

outstanding, respectivel 42 41
Additional paic-in capital 182,22t 161,03¢
Treasury stock (4,137 share (54,68¢) (54,68¢)
Accumulated other comprehensive inca 11,91 5,10z
Retained earning 79,40 44,47

Total shareholde’ equity 218,89’ 155,96:

$290,51°  $253,59:

The accompanying notes are an integral part oktbeasolidated financial statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

Revenues
Advertising:
Brand advertising
Sponsored sear¢
Subtotal of advertising revenu
Non-advertising:
Online game
Wireless
Others
Subtotal of no-advertising revenue
Total revenue
Cost of revenues
Advertising:
Brand advertising
Sponsored sear¢

Subtotal of cost of advertising revent

Non-advertising:

Online game (including $949, $1,761 and $1,288relaed party, respectivel

Wireless
Others

Subtotal of cost of nc-advertising revenue

Total cost of revenue
Gross profil
Operating expense
Product developmel
Sales and marketir
General and administrati
Amortization of intangible asse
Total operating expens:
Operating profit
Other income
Interest incomt

Income before income tax exper
Income tax expens

Income from continuing operatiol
Minority interests

Net income from continuing operatio
Loss from discontinued-commerce operatior
Net income

Basic net income per she

Shares used in computing basic net income per :
Diluted net income per sha

Shares used in computing diluted net income peaes

SOHU.COM INC.
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Year Ended December 31,

2007 2006 2005
$112,10¢ $ 78,99: $ 58,48:
7,110 12,76¢ 12,41
119,21 91,75¢ 70,89;
42,09¢ 8,52¢ 5,80¢
26,33’ 32,59: 26,33(
1,28¢ 1,361 1,511
69,71¢  42,47¢  33,65(
188,93: 134,23t 104,54
38,73: 23,217 14,61
5,64+ 5,24¢ 3,077
44,37 28,45 17,68¢
7,11¢ 3,89t 2,73:
12,33¢ 15,447 11,98:
93¢ 57C 914
20,38¢ 19,90¢ 15,62¢
64,76.  48,36: 33,31
12417 85,87- 71,23(
25,44: 17,65! 12,83:
47,50 28,53: 20,11(
17,41¢ 13,09: 10,15:
1,09: 1,99: 1,94¢
91,46( 61,26¢ 45,04
32,71 24,60¢ 26,18’
887 477 2,447
2,79: 3,21¢ 2,50(
36,39; 28,29¢  31,13¢
(1,48) (1,579 (11)
34,90« 26,71¢ 31,127

47 7 —
34,95 26,72¢ 31,127
(20) (841) (1,349
$ 34,93, $ 2588 $ 29,78
$ 09/ $ 07¢C $ 0.8z
37,13 36,73  36,30¢
$ 09 $ 066 $ 077
38,91¢ 39,108  39,68(
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Effective from January 1, 2006, the Company adoftdement of Financial Accounting Standards N@&. (t8vised 2004), Share-Based
Payment, (“SFAS 123(R)"), which requires all shhesed awards to employees and directors to bemzeahin the financial statements based
on their grant date fair values. Net income forythar ended December 31, 2007 included share-lzasepensation expense under SFAS 123
(R), including $1.7 million in cost of revenues,&2nillion in product development expenses, $1.Hioniin sales and marketing expenses, and
$2.8 million in general and administrative expendést income for the year ended December 31, 20€i6ded share-based compensation
expense under SFAS 123(R), including $1.5 millioicdst of revenues, $1.9 million in product devetept expenses, $1.6 million in sales
marketing expenses, and $1.9 million in generaladrdinistrative expenses. Please refer to Not® 18et Consolidated Financial Statements
for additional information.

The accompanying notes are an integral part oktheasolidated financial statements.
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SOHU.COM INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Cash flows from operating activitie
Net income
Adjustments to reconcile net income to net cashigeal by operating activitie:
Depreciatior
Amortization of intangible assets and other as
Provision for allowance for doubtful accoul
Shar-based compensation expel
Excess tax benefits from sh-based payment arrangeme
Gains on early redemption of zero coupon convertiiginior note
Minority interests
Others
Changes in current assets and liabilit
Accounts receivabl
Accounts receivable from a related pe
Prepaid and other current ass
Accounts payabl
Payable to a related pau
Income tax pai¢
Accrued liabilities to suppliers and age
Receipts in advance and deferred reve
Other accrued liabilitie
Net cash provided by operating activit
Cash flows from investing activitie
Proceeds from maturities of marketable debt sees
Proceeds from disposal of interest in an asso
Purchase of fixed asse
Purchase of intangible assets and other a
Decrease (increase) of restricted c
Acquisitions, net of cash acquir
Net cash used in investing activiti
Cash flows from financing activitie
Redemption of zero coupon convertible senior n
Repurchase of common sta
Issuance of common sto
Excess tax benefits from sh-based payment arrangeme
Net cash used in financing activiti
Effect of exchange rate change on cash and casviaéents
Net (decrease) increase in cash and cash equis
Cash and cash equivalents at beginning of
Cash and cash equivalents at end of"

Non-cash financing activities
Issuance of common stock in connection with corivarsf zero coupon convertible senior nc

The accompanying notes are an integral part oktheasolidated financial statements.
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Year Ended December 31,

2007 2006 2005
$ 34,93: $ 2588 $ 29,78’
9,801 5,96¢ 4,86¢
3,08: 4,08¢ 3,73¢
1,71¢ 1,067 1,282
8,78¢ 6,93¢ —
(247) (431) —
— (793 (1,249
(47) (7) —
44 57 357
(1,97) (5,756 (261)
— 72 (15€)
81  (2,49) (507)
1,49( (425) (708)
— (81) 81
(1,297) () (21)
11,44( 1,70( 3,46¢
7,94¢ 31E 40€
15,82’ 67C (5,147)
91,42 36,76 35,92
5,00( 9,00( 4,68¢
1,731 — —
(53,589 (11,309 (8,119
(2,219) (359 (2,419
45( (3,750 (991)
(1,117 (3,839 (10,269
(49,747 (10,249 (17,099
(58,529 (14,069 (13,76
— (15,000  (13,84)
10,78t 4,83( 3,301
247 431 —
(47,49)  (23,80) (24,309
3,75¢ 2,94¢ 2,18¢
(2,050) 5,66¢ (3,299
124,75  119,09: 122,38
$122,70(  $124,75¢ $119,09:
$ 1,250 — —
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SOHU.COM INC.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
(in thousands)

Year Ended December 31,

2007 2006 2005
Common stock

Balance, beginning of ye $ 41 % 40 3 38
Issuance of common sto 1 1 2

Balance, end of ye: 42 41 40

Additional paic-in capital:

Balance, beginning of ye. 161,03: 148,78( 145,48:
Issuance of common sto 12,03¢ 4,82¢ 3,29¢
Compensatory she-based award 8,78¢ 6,93¢ —
Tax benefits from sha-based award 372 48t —

Balance, end of ye: 182,22! 161,03: 148,78(

Treasury stock

Balance, beginning of ye. (54,68¢) (39,68¢) (25,839
Repurchase of common sta — (15,000 (13,84")

Balance, end of ye: (54,68¢) (54,68¢) (39,686

Deferred compensatio

Balance, beginning of ye. — — 2
Compensatory stock optiol — — 2

Balance, end of ye: — — —

Accumulated other comprehensive incol

Balance, beginning of ye 5,102 2,12¢ 14
Net unrealized gains (losses) on marketable deltrises 58 177 (25%)
Foreign currency translation adjustm 6,752 2,79¢ 2,367

Balance, end of ye 11,91¢ 5,102 2,12¢

Retained earnings (accumulated defic

Balance, beginning of ye 44 ,47: 18,58¢ (11,199
Net income 34,93 25,88t 29,781

Balance, end of ye: 79,40« 44 47 18,58¢

Total shareholde’ equity $218,89° $155,96! $129,84¢
Comprehensive incom:
Net income $ 34,93 $ 25,88t $ 29,78
Other comprehensive incon
Net unrealized gains (losses) on marketable debirisies 58 177 (25%)
Foreign currency translation adjustm 6,752 2,79¢ 2,361
Total comprehensive incon $ 41,74 $ 28,86 $ 31,89:

Number of Outstanding Shares

Common stock

Balance, beginning of ye 36,64° 36,68( 36,531
Issuance of common sto 1,06¢ 65€& 1,02¢
Repurchase of common sta — (691) (88€)

Balance, end of ye: 37,71¢ 36,641 36,68(

The accompanying notes are an integral part oktheasolidated financial statements.
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SOHU.COM INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Nature of Operations

Sohu.com Inc. (the “Company” or “Sohu”) is a leagonline media, search, online game and mobileevatided services company providing
comprehensive online products and services to enessiand businesses in the People’s Republic ofe(tiie “PRC” or “China”). The
Company, a Delaware corporation, commenced opesaiinl996.

The Company, its subsidiaries and variable integpsties (“VIES”), primarily offer content, braratvertising, sponsored search, online game
and wireless services through the Company’s Intesites, www.sohu.com, www.sogou.com, www.17173.camw.focus.cn,
www.chinaren.com, www.go2map.com and www.goodfeehcn. The Company markets its products and sexwiceustomers primarily in
the PRC.

2. Summary of Significant Accounting Policies
(a) Accounting Standards

The consolidated financial statements have begraped on a historical cost basis to reflect tharfoial position and results of operations of
the Company in accordance with accounting prinsigienerally accepted in the United States of Araeric

(b) Consolidation

The consolidated financial statements include tw®ants of the Company, its subsidiaries and i&stom the respective dates of their
acquisition or formation. All intercompany balaneesl transactions have been eliminated.

The Company adopted the provisions of Financialodoting Standards Board Interpretation No. 46Rphsolidation of Variable Interest
Entities” (“FIN 46R"). Pursuant to FIN 46R, Beijing CentuHigh Tech Investment Co., Ltd. (“High Century”)eidng Sohu Entertainment
Culture Media Co., Ltd. (“Sohu Entertainment”), fwally known as Beijing Hengda Yitong Internet Teclugy Development Co., Ltd.
(“Hengda”), Beijing Sohu Internet Information Ser&iCo., Ltd. (“Sohu Internet”), Beijing Goodfeefdnmation Technology Co., Ltd.
(“Goodfeel”), Beijing Huohu Digital Technology Cd.td. (“Huohu”), Beijing Tu Xing Tian Xia Informatin Consultancy Co., Ltd. (“Tu Xing
Tian Xia”), Beijing Feng Yang Tian Lang Advertisigp., Ltd. (“Feng Yang Tian Lang”), Beijing Sogaufdrmation Service Co., Ltd. $ogot
Information”), Guangzhou Sohu Interactive Netwokciinology Co., Ltd. (“Guangzhou Interactive”) aneijiig Gamease Age Digital
Technology Co., Ltd. (“Gamease Age”) are VIEs &f @ompany and the Company is the primary beneficifithe VIEs. Accordingly, the
VIEs have been consolidated in the Company’s firdstatements.

(c) Use of estimates

The Company’s discussion and analysis of its firdroondition and results of operations are bagmzhuts consolidated financial statements,
which have been prepared in accordance with acowuptinciples generally accepted in the UnitedexaThe preparation of these financial
statements requires the Company to make estimategidgments that affect the reported amounts sétasliabilities, revenues and expenses,
and related disclosure of contingent assets ahdities. On an on-going basis, the Company evakiés estimates based on historical
experience and on various other assumptions thdielieved to be reasonable under the circumstatimesesults of which form the basis for
making judgments about the carrying values of asmed liabilities that are not readily apparentfrather sources. Actual results may differ
from these estimates under different assumptiom®nditions. The Company believes accounting fantradvertising and sponsored search
revenues, accounting for online game revenuesuatiog for wireless revenues and cost of revengiess versus net basis of revenue
recognition, determination of functional currencialfowance for doubtful accounts, assessment p&irment for goodwill, intangible assets,
fixed assets and other assets, determination oédiesed compensation expense and assessmentatiolallowance against deferred tax
assets, represent critical accounting policiesrisfiect the more significant judgments and esténatsed in the preparation of its consolidated
financial statements.

(d) Revenue recognition

The Company recognizes revenue when persuasiveregdf an arrangement exists, delivery has oatutine sales price is fixed or
determinable, and collectibility is reasonably asduThe Company derives revenue from both adwegtsnd non-advertising sources.

F-9



Table of Contents

i) Advertising revenues

Advertising revenues include revenue from branceaibing and sponsored search services, after dadugent rebates and applicable
business tax. No revenues from advertising-for-gibieg barter transactions were recognized.

Brand advertising contracts establish the fixedgend advertising services to be provided. Putgodirand advertising contracts, the
Company provides advertisement placements on \akidebsite channels and in different formats, iniclgdut not limited to banners, links,
logos, buttons, rich media and content integratiRevenue is recognized ratably over the periodithertising is provided and, as such, the
Company considers the services to have been detivéhe Company treats all elements of advertisorgracts as a single unit of accounting
for revenue recognition purposes. Based upon thep@ay’s credit assessments of its customers prientering into contracts, the Company
determines if collectibility is reasonably assuredsituations where collectibility is not deemedoe reasonably assured, the Company
recognizes revenue upon receipt of cash from cuetom

Sponsorship contracts may include services sirtoléinose in the brand advertising contracts, aregaly for larger dollar amounts and for a
longer period of time, may allow advertisers torsgmr a particular area on the Websites of the Cognpaay include brand affiliation services
and/or a larger volume of services, and may recggree exclusivity or premier placements. Sponsprativertisement revenues are normally
recognized on a straight-line basis over the cohpariod, provided the Company is meeting itsgstions under the contract.

Pursuant to sponsored search contracts, whichoaineatly for relatively small dollar amounts and argh small and medium size enterprises,
sponsored search services mainly include priofdggments in the Company’s search directory andigaglick services consisting of
displaying the text-based links to the WebsitehefCompany’s advertisers and the Company’s WeBdlitnce network. The Company
normally provides the priority placements serviftgsa fixed fee over the service period of the cactis. Revenues of these services are
normally recognized on a straight-line basis oherdervice period of the contracts. Pay-for-cliekvices of displaying the text-based links to
the Company’s advertisers’ Websites is charged costiper click basis, so that an advertiser pag<Company only when a user clicks on the
displayed link. The priority of the display of telxdsed links is based on the bidding price of déifé advertisers. Revenues from the pay-for-
click services are recognized as the users clictherinks.

ii) Non-advertising revenues
Non-advertising revenues include revenue principatiyf online game and wireless services.

Online game revenues are collected through saleeo€ompany’s prepaid cards, which it sells in battual and physical form, to third party
distributors and retailers. Prior to December 2@06,Company operated its massively multi-playdinerrole-playing games (‘“MMORPG
game”) under a time-based model. Under this mdkdelproceeds from sale of prepaid cards from Bistors or retailers are deferred when
received and revenue is recognized based uporcthel asage of time units by the end users. In Bes 2006, the Company changed the
revenue model from time-based to item-based. Utidenew item-based model, players play a gamefmreaf charge basis and with the
ability to purchase in-game premium features. Redsdrom sale of prepaid cards are deferred whegived and revenue is recognized over
the estimated lives of the premium features pumthas as the premium features are consumed. Howiédéfferent assumptions were used
and resulted in a different estimate of the avepg®d, it may impact the timing that the Compaggords its revenues.

Wireless revenues are derived from providing shw$saging services or SMS, Ring Back Tone or RBifeMss Application Protocol or
WAP, multi-media messaging services or MMS andratttve voice response or IVR, mainly consistinghnefvs, weather forecast, chatting,
entertainments information, ring tones, and logamoads and various other mobile related produaisided to mobile phone users. The
Company contracts with third party mobile netwopemtors for wireless services provided to its sisgrd records the fee charged by third
party mobile network operators as cost of revendéseless revenues are recognized in the monthhiciwthe service is performed, provided
that no significant company obligations remain.

Wireless revenues are recorded on a gross basise &mpany is the primary obligor in the arrangetiehich is evidenced by a number of
factors including that the content and the natdith® wireless services are designed and develbpdlde Company (either independently or
with third parties) and originates from the Compgani/ebsites, the links located on third parties’Bsiees, or one of the dedicated phone
numbers of the Company. Also, the mobile networérators that the Company contracts with to delikiese services to the end customers are
not involved in the design or development of thevises that are provided by the Company. The estbooer purchases the wireless content,
community access or value-added services that dimep@ny provides. The end customer receives iddmsticaices from the Company
regardless of which third party mobile network aer is used to deliver the message. In additiosQompany provides customer services to
the end customers directly and it could be requadsyethe mobile network operators to assume thaitarisk if the operators are not able to
collect fees from the end customers. The Compapyinisarily responsible for fulfillment, adds valteethe products, has inventory risk related
to the content and products, and has reasonalsiegtfatitude.
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(e) Cash and cash equivalents

The Company considers all highly liquid investmenitth an original maturity of three months or legsen purchased to be cash equivalents.
Cash equivalents are composed primarily of investmie money market accounts stated at cost, wdpghoximates fair value.

(f) Accounts receivable, net

The carrying amount of accounts receivable is redury a valuation allowance that reflects the Caomjsabest estimate of the amounts that
will not be collected. In addition to reviewing @ejuent accounts receivable, the Company considarsy factors in estimating its general
allowance, including aging analysis, historical loletht records, customer credit analysis and angifspknown troubled accounts.

(9) Investments in marketable debt securities

The Company invests its excess cash in certaineteatrle debt securities of high-quality corporaseiéss. The Company’s marketable debt
securities are classified as available-for-saleamedeported at fair market values with the unzedlgains or losses recorded as accumulated
other comprehensive income in shareholders’ egAdglitionally, the Company assesses whether arr-titla@-temporary impairment loss on
investments in marketable debt securities has cedutue to declines in fair value or other marketditions. Declines in fair value that are
considered other than temporary are recorded am@airment of certain equity investments in theswigated statement of income.

Investments in marketable debt securities withinalgmaturities greater than twelve months whercpased are considered long-term
investments. Long-term investments in marketabdeisiges with maturities less than twelve montf@irthe balance sheet date are recorded a
current portion of long-term investments in markégtadebt securities.

(h) Associates

Associates are entities over which the Companystmasficant influence, but which it does not comtiavestments in associates are accounted
for by the equity method of accounting. Under thisthod, the Company’s share of the post-acquisfiiofits or losses of associates is
recognized in the income statement and its shapestfacquisition movements in reserves is receghiz reserves. Unrealized gains on
transactions between the Company and its assoaieadiminated to the extent of the Company’srggein the associates; unrealized losses
are also eliminated unless the transaction provedesence of an impairment of the asset transfekMten the Company’s share of losses in an
associate equals or exceeds its interest in tleeiasss, the Company does not recognize furtheeiaunless the Company has incurred
obligations or made payments on behalf of the astesc

() Fixed assets and depreciation

Fixed assets, comprising office buildings, investtr@operties, computer equipment and hardwareeoftirniture, vehicles and leasehold
improvements, are stated at cost less accumulajge:ciation. Depreciation is computed using thagitt-line method over the estimated
useful lives of the assets, generally two to fieans, with no residual value for assets acquiredt danuary 1, 2003. For computer equipment,
office furniture and equipment acquired prior tstate, a residual value of five percent was used.

(j) Goodwill

Goodwill represents the excess of the purchase prier the fair value of the identifiable assetd kabilities acquired as a result of the
Company’s acquisitions of interests in its subsidigand VIEs.

The Company tests goodwill for impairment at thgoréing unit level (operating segment) on an antaais as of October 1 or more freque

if an event occurs or circumstances change thdtleoare likely than not reduce the fair value af thoodwill below its carrying amount. The
impairment of goodwill is determined by the Compasyimating the fair value based upon the presainevof future cash flows. In estimating
the future cash flows, the Company has taken iatwiceration the overall and industry economic dorts and trends, market risk of the
Company and historical information.
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(k) Intangible assets

Intangible assets, comprising domain names, tradesnaustomer relationship, computer software pased from unrelated third parties and
others, are stated at cost less accumulated awrtiwtiz Amortization is computed using the straitj-method over the estimated useful lives
of the assets, generally three years for custoistsrdnd computer software and fifteen years fonaio names and trademarks, with no resi
value. The weighted average amortization periodrfiangible assets is five years.

() Other assets

Other assets mainly include the prepaid conterst &l rental deposits. The Company amortizes cbfges over the term of the contracts.
During the three month period ended December 307 2he estimated remaining economic lives foraierbther assets were shortened as a
result of latest events and circumstances. Accglgimet income and earnings per share were redoyg&d.3 million and $0.04, respectively.

(m) Impairment for long-lived assets

The carrying amounts of long-lived assets are vetefor impairment whenever events or changesrounistances indicate that the carrying
amount of an asset may not be recoverable. Reduligraf assets to be held and used is evaluayea tomparison of the carrying amount of
assets to future undiscounted net cash flows eggdotbe generated by the assets. If such asgetemsidered to be impaired, the impairment
to be recognized is measured by the amount by whielcarrying amounts of the assets exceed thedhie of the assets. Assets to be disp

of are reported at the lower of the carrying amarrfair value less cost to sell.

(n) Foreign currency translation
Foreign currency transactions are translated aappticable rates of exchange in effect at thes@ation dates. Monetary assets and liabilities
denominated in foreign currencies at the balaneetsthate are translated at the applicable rategabfange in effect at that date.

The Company’s functional and reporting currencthis US Dollar. The functional currency of the Comya subsidiaries in China is the
Renminbi (“RMB”). Sales and purchases and otheeagp transactions are generally denominated in RMBordingly, assets and liabilities

of the China subsidiaries are translated at theentiexchange rate in effect at the balance statet dnd revenues and expenses are translated
at the average exchange rates in effect duringeiherting period. Gains and losses resulting fromifjn currency translation are recorded in a
separate component of shareholders’ equity. Foraigrency translation adjustments are includecdcaumulated other comprehensive income
in the consolidated statements of shareholderstyetpr the years presented.

(o) Cost of revenues
i) Advertising

Cost of advertising revenues consists of compemsatid related overhead costs for employees, dafi;gcexpenses, fees for bandwidth
leasing charges, content and services. Royaltiestpaontent providers are expensed as incurredresiuded as cost of revenues. Contracts
with content providers generally range from onéhtee years in duration and may be terminated tweeparty upon notice.

i) Non-advertising
Cost of online game revenues consists of salarybanéfits of game masters, bandwidth leasing ckaagd revenue sharing with the game
developers.

Cost of wireless revenues consists of collecticarghs and transmission fees paid to third partwaert operators, payments to third party
content suppliers, penalties, depreciation expersesfees for bandwidth leasing charges.

(p) Product development

Operating, classification and organization of tigé, and enhancement costs of the Website are ssghas incurred. Significant direct costs of
materials, labor and services incurred during tiieation development stage of a project are afipéd.
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(q) Advertising expenses

Advertising expenses, which generally representtst of promotions to create or stimulate a pasitnage of the Company or a desire to
the Companys products and services, are expensed as incéwedrtising expenses are charged to the stateroéofzerations when incurre
Included in sales and marketing expenses are asingrcosts of $22.5 million, $10.6 million and 67illion, for the years ended
December 31, 2007, 2006 and 2005, respectively.

(r) Share-based compensation

Effective from January 1, 2006, the Company adofedS 123(R), which requires all share-based paysrteremployees and directors,
including grants of employee stock options andrietsd stock units, to be recognized in the finahstatements based on their grant date fair
values. The valuation provisions of SFAS 123(R)lnpp new awards, to awards granted to employeddanctors before the adoption of
SFAS 123(R) whose related requisite services hatvewn provided, and to awards which were subseigumodified or cancelled. In March
2005, the SEC issued SAB 107 regarding the SE@sgretation of SFAS 123(R) and the valuation @frekbased payments for public
companies. The Company has applied the provisib8#B 107 in its adoption of SFAS 123(R). PriorS3BAS 123(R), the Company
accounted for share-based payments in accordanicéd®B 25, and complied with the disclosure pravis of SFAS 123. In general,
compensation cost under APB 25 was recognized b@aséuk difference, if any, between the estimatédvialue of our common stock and the
amount an employee must pay to acquire the stactegermined on the date the option is grantedfd?nea information was disclosed to
illustrate the effect on net income and net inc@aeshare if the Company had applied the fair vedgegnition provisions of SFAS 123 to
stock-based employee compensation for the repoptnigds.

Under SFAS 123(R), the Company applied the Bladke&xs valuation model in determining the fair vatdi@ptions granted to employees and
directors. Under the transition provisions of SFES3(R), the Company recognizes compensation expaneetions granted prior to the
adoption of SFAS 123(R) on an accelerated basistbeerequisite service period, which is consisteitth the methods the Company adopted
when preparing pro forma information under SFAS.12# the year ended December 31, 2007, the Comgpramyed 250,529 restricted stock
units to its employees and directors. Restrictedkstinits are measured based on the fair markeewaflthe underlying stock on the dates of
grant. The Company recognizes the relevant shazedbeompensation expenses on an accelerated kasihe requisite service period.

Under SFAS 123(R), the number of share-based aviardghich the service is not expected to be readdor the requisite period should be
estimated, and the related compensation cost notded for that number of awards. For pro formaldsure under SFAS 123, the effect of
forfeitures was accounted for only as the forf@suoccurred. The Company applied the modified mot$ge transition method, and therefore
has not restated prior years’ results.

(s) Income taxes

Income taxes are accounted for using an assefability approach which requires the recognitiorirafome taxes payable or refundable fol
current year and deferred tax liabilities and asfmtthe future tax consequences of events that baen recognized in the Company’s
financial statements or tax returns. Deferred inedaxes are determined based on the differencesbéptthe financial reporting and tax basis
of assets and liabilities and are measured usmgulrently enacted tax rates and laws. The measureof deferred tax assets is reduced, if
necessary, by the amount of any tax benefits b@sted on available evidence, are not more likelp thot be realized.

(t) Uncertain Tax Positions

The Company adopted Financial Accounting StandBaodsd Interpretation No. 48, Accounting for Uncertain Income Taxes (“FIN 48"n
January 1, 2007. FIN 48 prescribes a more likedynthot threshold for financial statement recogniitmd measurement of a tax position taken
or expected to be taken in a tax return. This pretation also provides guidance on derecognitfdnabme tax assets and liabilities,
classification of current and deferred income tssedis and liabilities, accounting for interest padalties associated with tax positions,
accounting for income taxes in interim periods, amudme tax disclosures. The Company did not hayeaaljustment to the opening balanc
retained earnings as of January 1, 2007 as a i&fdhié implementation of FIN 48. For the year eh@&cember 31, 2007, the Company dic
have any interest and penalties associated witpdaitions. As of December 31, 2007, the Compadyndi have any significant unrecognized
uncertain tax positions.

(u) Net income per share

Basic net income per share is computed using thghtexl average number of common shares outstamwidirigg the year. Diluted net income
per share is computed using the weighted averagdeuof common and, if dilutive, potential commdrares outstanding during the year.
Potential common shares consist of shares issuable the exercise of stock options and restrictecksunits (using the treasury stock mett
and the conversion of zero coupon convertible samites.
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(v) Comprehensive income

Comprehensive income is defined as the changeuityeof a company during a period from transactiand other events and circumstances
excluding transactions resulting from investmendsnf owners and distributions to owners. Accumulatiaer comprehensive income, as
presented on the accompanying consolidated bakirerts, consists of the unrealized gains on inva#81in marketable debt securities anc
cumulative foreign currency translation adjustment.

(w) Segment reporting

In accordance with its internal financial reportstgucture, the Company has determined that itsbss segments constitute its primary
reporting segments. In previous years, the Compaainly had four reportable segments: brand adwegtisponsored search, wireless and
others. In 2007, the Company adjusted its repatabgments and has reclassified results of ite@glame segment from its other operations
and reported online game results as a separatees¢ghtcordingly, the Company reclassified thetetlaevenue and cost of revenue for
previous years presented to conform with the relidassification.

The Company does not allocate any operating expersassets to its brand advertising, sponsoredtseanline game, wireless and other
segments as management does not use this informatineasure the performance of the operating segme

(x) Recent accounting pronouncements

In September 2006, the Financial Accounting Stasgl&0oard issued FASB Statement No. 157, Fair Vilaasurements (or SFAS 157),
which defines fair value, establishes a frameworknfieasuring fair value under generally acceptedatting principles, and expands
disclosures about fair value measurements. SFASfiplfes to other accounting pronouncements thuatime or permit fair value
measurements. SFAS 157 is effective for fiscal yeaginning after November 15, 2007. However, dirlrary 12, 2008, the FASB issued |
FAS 157-2 which would delay the effective date BAS 157 for all nonfinancial assets and nonfinar@ailities, except those that are
recognized or disclosed at fair value in the finahstatements on a recurring basis (at least dlyjuahis FSP partially defers the effective
date of Statement 157 to fiscal years beginningr &fovember 15, 2008, and interim periods withisthfiscal years for items within the sce
of this FSP. Effective for 2008, we will adopt SFAS7 except as it applies to those nonfinanciatasand nonfinancial liabilities as noted in
FSP FAS 157-2. The Company is currently evaluatiegpotential impact on its financial statemerftany, upon adoption of this standard.

In December 2007, the Financial Accounting Stansl&uiard issued FASB Statement No. 141 (Revised)2@Qisiness Combinations (“SFAS
141R"). SFAS 141R provides additional guidanceroprioving the relevance, representational faithfsdn@and comparability of the financial
information that a reporting entity provides infitsancial reports about a business combinationineffects. This Statement applies
prospectively to business combinations for whiahdbquisition date is on or after the beginnintheffirst annual reporting period beginning
on or after December 15, 2008. The Company belithere will be no material impact on its finanagtements upon adoption of this
standard.

In December 2007, the Financial Accounting Stansl@uolard issued FASB Statement No. 86ncontrolling Interests in Consolidated
Financial Statemen—an amendment of ARB No.(B$FAS 160”). SFAS 160 amends ARB No. 51 to estibliccounting and reporting
standards for the noncontrolling interest in a &libgy and for the deconsolidation of a subsididiyis Statement is effective for fiscal years
and interim periods within those fiscal years, begig on or after December 15, 2008. The Compalfigues there will be no material impact
on its financial statements upon adoption of ttasdard.

In December 2007, the Securities and Exchange Cessioni (SEC) issued Staff Accounting Bulletin X19AB 1107) . SAB 110 states that tl
staff will continue to accept, under certain ciratamces, the use of the simplified method for estiimy the expected term of “plain vanilla”
share options in accordance with SFAS 123(R) beyzexember 31, 2007. The Company believes therébeitio material impact on its
financial statements upon adoption of this standard

(y) Reclassification

Prior to 2007, most of the costs and expenseseofjéime department were related to product developamg research. Accordingly, the
Company recorded all such costs and expenses dugrdevelopment expenses in the statements otipes. In 2007, in order to better
present operating results and enhance comparaitityindustry peers, the Company reclassified esps in relation to game operations,
mainly salary and benefits of game masters, froodipet development expense to cost of online garentees. To conform with current per
presentations, the relevant amounts for prior psrivave been reclassified accordingly. Such reafilzason amounted to $1.3 million and $0.9
million for the year ended December 31, 2006 ar@b2€espectively.

3. Discontinuance of E-commerce Operation

The Company discontinued its e-commerce platforphykical consumer goods on June 20, 2006, in @odieicus on profitable segments. As
a result of the disposal, the e-commerce busirgeasdounted for as a discontinued operation. Adoglyl the Company’s consolidated
statements of operations separate the discontiopeiction for all years presented. For the yeatle@ecember 31, 2007, 2006 and 2005,
revenues from the e-commerce operation amount$82@®00, $1.2 million and $3.8 million, respectiudtor the years ended December 31,
2007, 2006 and 2005, net loss from the e-commereeation amounted to $20,000, $0.8 million and $dilBon, respectively.

At the discontinuance of the e-commerce operattmCompany performed a specific review on allabgets related to the e-commerce
segment, and provided full provisions for doubtkdeivables and the entire inventory balanceshAdixed assets previously used by t-



commerce operation could generally be used by athgments, the Company did not dispose of sigmififired assets nor provide impairment
on the fixed assets.
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4. Segment Information

Based on the criteria established by SFAS No. 13ikclosures about Segments of an Enterprise atat&EeInformation”, the Company
mainly operated in four principal segments: braddegtising, sponsored search, online game andegiseln June 2006, the Company
terminated its e-commerce business. Accordingly résults of operations for e-commerce have begtassfied as loss from discontinued
operation for all periods presented. In 2007, toenffany adjusted its reported segments and redtb#ife results of its online game segment
from its other operations and now reported onliamg results as a separate segment. Such reclassifiamounted to approximately $8.5
million and $5.8 million in revenues, $3.9 milliamd $2.7 million in cost of revenues for the yearded December 31, 2006 and 2005,
respectively.

The Company does not allocate any operating expersassets to its brand advertising, sponsorediseanline game, wireless and other
segments as management does not use this informatimeasure the performance of the operating setgmdanagement does not consider
share-based compensation for their segment regasirshown in the tables, as such information doesnpact the decisions on resource
allocation and segment performance evaluation.

The following tables present summarized informatigrsegment (in thousands):

Year Ended December 31, 2007

Sponsore(
Brand Online
Advertising Search Game Wireless Others Total
Revenue: $112,10¢ $ 7,11C $42,09¢ $26,337 $1,28: $188,93¢
Segment cost of revenu (37,16)) (5,58%) (7,078) (12,339 (927) (63,085
Segment gross prot $ 74,94t $ 1527 $35,02. $14,000 $ 356 $125,84¢
Shar-based compensation expense under SFAS 1: (1,679
Gross profil $124,17:
Year Ended December 31, 2006
Sponsore(
Brand Online
Advertising Search Game Wireless Others Total
Revenue: $ 78,99 $12,76F $ 8,52 $32,59: $1,361 $134,23¢
Segment cost of revenu (21,81) (5,15§) (3,827) (15,44) (551 (46,789
Segment gross prot $ 57,17¢ $ 7,607 $ 4,70 $17,151 $ 81C $ 87,44
Shar-based compensation expense under SFAS 1: (1,579
Gross profil $ 85,87
Year Ended December 31, 200
Sponsore(
Brand Online
Advertising Search Game Wireless Others Total
Revenue! $ 58,48: $12,41¢ $5,80¢ $26,33( $1,511 $104,54°
Cost of revenue (14,61) (3,079 (2,732) (11,989 (914) (33,31)
Gross profil $4387: $ 9337 $ 307 $14347 $ 597 $ 71,23«
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5. Other Income

The following table summarizes the Company’s otheome (in thousands):

Gain from disposal of interest in an assoc

Receipts of tax refunds and reversal of certaieggreviously accrue
Gains on early redemption of zero coupon convertiiginior note
Amortization of offering costs for zero coupon certible senior note
Share of profits from investment in an assoc

Others

6. Balance Sheet Components (in thousands)

Accounts receivable, ne
Accounts receivabl
Allowance for doubtful account
Balance at beginning of ye
Additional provision for bad del
Write-offs
Cash collectior

Balance at end of ye:

Prepaid and other current asset:
Prepaid content and licen
Prepaid advertising and promotion f
Prepaid professional fe
Others

Fixed assets, ne
Office buildings
Investment propertie
Computer equipment and hardwi
Office furniture
Vehicles
Leasehold improvemen

Accumulated depreciatic

Other accrued liabilities
Accrued compensation and bene
Taxes payabl
Contract deposits from customt
Accrued professional fet
Others
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Year Ended December 31,

2007 2006 2005

$561 $— @ $ —
502 — 1,73¢
— 79 1,247
(248)  (537) (724
9 151 102
62 70 88
$887 $477 $2,441

As of December 31

2007 2006
$29,11¢ $ 25,38¢
(1,569 (1,339
(1,929 (1,59
1,22¢ 837
20€ 53C
(2,056 (1,569
$27,05¢ $ 23,82t
$ 3360 $ 2,247
1,247 95€
35€ 55€
2,58¢ 2,207
$ 7551 $ 5961

$3433 $ —

4,757 —
44,36¢ 33,83
851 751
88€ 89E
7,62z 5,87¢
92,81.  41,35¢
(27,785 (19,909
$65,02) $21,45;
$12,27: $ 5,701
6,85( 6,73(
5,23¢ 3,93¢
2,82¢ 1,01¢
3,87: 74€
$31,06( $ 18,12
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7. Investment in an Associate

In August 2004, the Company made an investmen®87 P00 in Beijing Pixel Software Technology Cod L§‘Pixel”) to acquire 15% of its
equity interest (the “Acquisition”). The Companyshte right to appoint one of four members of tlia8l of Directors, who has the right to
veto any cooperation between Pixel and competibtse Company. The Company believes that it canase a significant influence on
Pixel's operations; accordingly, the investment wesounted for under the equity method. Duringyters ended December 31, 2007, 2006
and 2005, the Company recorded a share of prdf9,000, $151,000 and $102,000 in the consolidatattments of operations, respectively.
In August 2007, the Company disposed of its 15%tgduterests in Pixel to the controlling shareharisl of Pixel. Accordingly, starting from
September 1, 2007, Pixel ceased to be an assofitite Company.

8. Goodwill
The changes in the carrying amount of goodwill graent are as follows (in thousands):

Sponsoret  Online

Brand
Advertising Search Game  Wireless Total
Balance as of December 31, 2( $ 32,44 $ 6,412 $16€ $11,897 $50,91¢
Acquisitions — — — 3,54 3,54
Additional contingent consideratic — 52C — — 52(
Foreign currency translation adjustm: — — 6 — 6
Balance as of December 31, 2( 32,44: 6,93: 17z 15,43¢ 54,98¢
Additional contingent consideratic — b4t — — 54t
Foreign currency translation adjustm — — 11 — 11
Balance as of December 31, 2( $ 32,44 $ 7,477 $18: $15,43¢ $55,54.

As of December 31, 2007, the Company performedoalgidl impairment test by comparing the book valaghe fair value of each reporting
unit. Based on assessment, the fair value of egmdrting unit is greater than the book value thugmpairment charge was recorded. In
estimating the fair value of a reporting unit, @empany has taken into consideration the overalliadustry economic conditions and trends,
market risk of the Company and historical informaatiGoing forward, the Company will continue tottgsodwill for impairment on an annual
basis or more frequently if an event occurs oruitstances change that could more likely than rihtae the fair value of the goodwill below
its carrying amount.

9. Intangible Assets, Net
The following table summarizes the Company’s inthlegassets, net (in thousands):

As of December 31, 200 As of December 31, 200

Gross Accumulated Ca’r\:sitng Gross Accumulated Ca'r\:iitng

Carrying Carrying
Amount  Amortization Amount Amount  Amortization Amount
Customer list $234: $ (2289 $ 54 $234: $ (2,146 $ 197
Trademarks and domain nan 3,711 (1,128  2,58¢ 3,65¢ (851) 2,80:
Developed technologie 1,16( (532) 62€ 1,03(C (36€) 664
Computer softwar 7,151 (4,369 2,78 6,137 (3,516  2,61¢
Marketing rights and othe 3,42¢ (2,435 991 3,25( (1,399 1,851
Others 1,58( (1,580) — 1,58( (1,360) 22(

$19,37: $ (12,330 $7,041 $17,99¢ $ (9,639 $8,36(

Amortization expense for the years ending DecerBiheP008, 2009, 2010, 2011 and 2012 is estimatée ®2,239,000, $1,056,000, $782,(
$601,000 and $530,000, respectively.

10. Restricted cash

As of December 31, 2007 and 2006, the Company radkerdeposits of $4.3 million and $4.8 million, resfvely, into restricted bank accou
as guarantees to meet the requirements underrcednaient purchase and marketing rights contracts.
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11. Acquisitions
(@) 21 East

On October 31, 2006, the Company completed theisitiqn of a 70% interest in 21 East Entertainmeamited (“21 East Hong Kong”) and
Beijing 21 East Culture Development Co., Ltd. (‘24st Beijing”) (collectively “21 East”) for considition of $3.5 million in cash and an
additional amount, not to exceed $1.4 million, vihweill be paid over three years after the daténefdlosing of the acquisition, subject to the
satisfaction and attainment of certain post closipgrating and financial milestones of 21 Easte®#stimated direct acquisition costs were
$219,000. The main purpose of the acquisition eft@% interest in 21 East is to enable the Compasgcure and develop attractive, high-
quality music and content. The Company considerstiguisition of 21 East to have been made in ttimary course of its business. The
purchase price was determined based on arms’ levegfbtiations between Sohu and 21 East.

The acquisition had been accounted for as a puedhasiness combination and the results of opemafimm the acquisition date have been
included in the Company’s consolidated financiatesnents in accordance with SFAS 94. The allocatfdhe purchase price is as follows (in
thousands):

Tangible assets acquir: $ 317
Identifiable intangible asse 26
Goodwill 3,542
Liabilities assume: (143

Total $3,74:

The excess of purchase price over tangible asedt&lantifiable intangible assets (mainly copyrgbf song lyrics) acquired and liabilities
assumed were recorded as goodwill relating to tihel®ss segment. The purchase price used in talatibn of goodwill excludes contingent
consideration of $1.4 million and contingent tarbfigations relating to the pre-acquisition periadhich may result in recognition of an
additional element of cost of the acquisition gntihen the outcome of the contingencies, if angobge estimable. The identifiable intangible
assets were amortized over a weighted averagedpefriree years.

Prior to the acquisition, 21 East did not prep#sdinancial statements under accounting princigksgerally accepted in the United States of
America. The Company determined that the costadnstructing the financial statements of 21 EastHe periods prior to the acquisition
outweighed its benefits. Accordingly, unaudited foona consolidated financial information reflecfithe results of operations of 21 East has
not been presented.

(b) Go2Map

On May 31, 2005, the Company completed the acdpusitf all of the outstanding capital stock of Go&Minc., a company incorporated in
Cayman Islands, and all of the registered shargatayh Tu Xing Tian Xia, a company incorporatedtive PRC which was an affiliate of
Go2Map Inc. (collectively “Go2Map”) for $9.3 millioin cash, and an additional amount, not to ex&2e8 million, which will be paid over
two years after the date of the closing of the &itjon, subject to the satisfaction and attainnarntertain post closing operating and financial
milestones of Go2Map. In 2007 and 2006, $545,0@D%&520,000 was payable based upon the achieverheaitain operating and financial
milestones of Go2Map, respectively. The other dis@guisition costs amounting to $454,000 were gaithg the year ended December 31,
2005. Go2Map is one of the leading online mappegise providers in China. The Company considegsattguisition of Go2Map to have
been made in the ordinary course of its busindss.plirchase price was determined in arms’ lenggotiegions between Sohu and Go2Map.

The acquisition had been accounted for as a puedhasiness combination and the results of opemafimm the acquisition date have been
included in the Company’s consolidated financiatemnents. The allocation of the purchase prics fsléows (in thousands):

Tangible assets acquir $3,19¢
Identifiable intangible asse 92¢€
Goodwill 6,412
Liabilities assume: (789

Total $9,75¢
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The excess of purchase price over tangible andifidie intangible assets (mainly trade name, nompete agreements and customer
relationship) acquired and liabilities assumed wemarded as goodwill relating to the sponsoredcbesegment. Purchase price used in the
calculation of goodwill excludes the remaining éogént consideration not exceeding $2.5 millionjehtmay result in recognition of an
additional element of cost of the acquired entityew the outcome of the contingency is materialibading 2007 and 2006, the Company
recorded the effects of materialization of the ewent consideration of $545,000 and $520,000Heracquisition, respectively. The acquired
identifiable intangible assets were valued by wsiapproaches, including income approach, mark@baph and replacement cost approach,
as appropriate. Identifiable intangible assets vaenertized over a weighted average period of sarye

Prior to the acquisition, Go2Map did not prepasdiitancial statements under accounting princiglserally accepted in the United States of
America. The Company determined that the costadnstructing the financial statements of Go2Magptfierperiods prior to the acquisition
outweighed its benefits. Accordingly, unaudited fomona consolidated financial information reflectithe results of operations of Go2Map has
not been presented.

12. Zero Coupon Convertible Senior Notes

The Company completed a private placement on Jul2Q03 of $90 million principal amount of zero pown convertible senior notes due July
2023, which resulted in net proceeds to the Compémpproximately $87,350,000 after deduction efithitial purchaser’s discount of
$2,250,000 and offering expenses of $400,000. Besrare a senior unsecured obligation of the Cagnpad rank equally in right of payme
with all of other unsecured and unsubordinatedbtetiness of the Company. The notes do not payraesest, have a zero yield to maturity,
and are convertible into the Company’s common s&ickconversion price of $44.76 per share, subjeatijustment for dividends,
distributions, and upon the occurrence of certéieoevents. Each $1,000 principal of the notésiiglly convertible into 22.3414 shares of
common stock of the Company. Each holder of theswadill have the right, at the holder’s optionyéguire the Company to repurchase all or
any portion of the principal amount of the holdembtes on July 14 in 2007, 2013 and 2018 at & pageal to 100% of the outstanding princ
amount. The Company may also redeem all or a podidhe notes for cash at any time on or aftey 34l 2008 at 100% of the principal
amount of the notes if the closing price of its coom stock for each of the 30 consecutive tradings giior to such time was at least 130% of
the conversion price or at such time at least 90%einitial aggregate principal amount of theemwhave been converted, repurchased or
redeemed. In addition, upon a change of controhigwach holder of the notes has the right to reqghie Company to repurchase some or ¢
its notes at a repurchase price equal to 100%eoptimcipal amount of the notes.

For the year ended December 31, 2006, the Compatyredeemed from the market a portion of its zsropon convertible senior notes at a
discount for $15,000,000 in aggregate face valfier deducting the related portion of unamortiz&ering cost.

As of the end of the notification period associaketth the July 14, 2007 repurchase date, note heldad exercised their right to require the
Company to repurchase such notes in an aggregatégal amount of $58.5 million. The Company repwased such notes on July 16,
2007. In November 2007, the majority of remainimgenholders with $1,250,000 in face amount of caotilvie notes exercised their right to
convert their notes to the Company’s common stéekanversion price of $44.76 per share.

As of December 31, 2007, the outstanding balan@eia coupon convertible senior notes was $6,000.

13. China Contribution Plan

The Company’s subsidiaries in China participata government-mandated multi-employer defined cbation plan pursuant to which certain
retirement, medical and other welfare benefitspaoided to employees. Chinese labor regulatiogaire the Compang’ subsidiaries to pay
the local labor bureau a monthly contribution atated contribution rate based on the monthly bamigpensation of qualified employees. The
relevant local labor bureau is responsible for ingedll retirement benefit obligations; the Compéaag no further commitments beyond its
monthly contribution. During the years ended Decengi, 2007, 2006 and 2005, the Company contribaitedal of $11,202,000, $7,448,000
and $4,820,000, respectively, to these funds.
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14. Profit Appropriation

Pursuant to the laws applicable to China’s Foréiyestment Enterprises, each of the Company’s digdy&s in China must make
appropriations from its after-tax profit to non4dilgutable reserve funds as determined by the Bo&Rirectors. These reserve funds include a
(i) general reserve, (ii) enterprise expansion fand (iii) staff bonus and welfare fund. The gehezaerve fund requires annual appropriations
of 10% of after-tax profit (as determined under PR&AP) until these reserves equal 50% of the amotipaid-in capital; the other fund
appropriations are at the Company’s discretion.

Since Beijing Sohu Interactive Software Co., Lt8¢hu Software”), Go2Map Software (Beijing) Co., [(tGo2Map Software”) and Beijing
Sogou Technology Development Co., Ltd (“Sogou Tedty”) under PRC GAAP, are either in an accumuldéss position or with loss in
year of 2007, no appropriations have been madeetgéneral reserve fund for the year ended Dece8ihe007

For the year ended December 31, 2005, Beijing $&#w Era Information Technology Co., Ltd (“Sohu Brappropriated $1.7 million into the
general reserve and the cumulative general resepwal to 50% of its paid-in capital; therefore S&ha did not appropriate any additional
reserve during 2006. In 2007, Sohu Era further naadappropriation of approximately $199,000 duistincreased paid-in capital as a result
of reinvestment. For the year ended December 317,2eijing Sohu New Media Information Technology.d.td (“Sohu Media”)and Beijing
AmazGame Age Internet Technology Co., Ltd (“Amaz@akge”) made an appropriation of approximately $3.8 millaovd $1.1 million to th
general reserve fund, respectively. Upon certagulegory approvals and subject to certain limitasiothe general reserve fund can be used to
offset prior year losses, if any, and could be ested into paidn capital of Sohu Era, Sohu Media, Sogou Technobogd AmazGame Age fi
PRC GAAP and legal purposes. Other than the apjatags to the general reserve fund, the Compadyndt make any other appropriations
for the years ended December 31, 2007 and 2006.

15. Concentration of Risks

The operations of the Company are substantiallgtextin the PRC and accordingly, investing in tharaes of the Company are subject to
among others, the PRC’s political, economic andlleigks.

Substantially all of the Company’s wireless revenige all periods presented are derived from priogdvireless services. The Company relies
on two major third party mobile network operatonsl gheir subsidiaries for the billing of and cotiea from mobile phone users. If the annual
contracts with these operators were not renew&deoe terminated, the Company’s wireless busineskldme adversely affected. As of
December 31, 2007 and 2006, $4,823,000 and $7,a@®f0accounts receivable balances were ultimates/from mobile network operators
for wireless services.

Financial instruments that potentially subject @@mpany to significant concentration of credit reglasist primarily of cash and cash
equivalents. As of December 31, 2007, approximaiéBp of the Company’s cash and cash equivalents thid in 10 financial institutions in
mainland China, and 36% of the Company’s cash asl equivalents were held by financial institutionthe United States, Singapore, or
Hong Kong. Accounts receivable are typically unsedudenominated in RMB, and derived from reveregsed from customers primarily
located in the People’s Republic of China. The Canypperforms ongoing credit evaluations of its costrs and, if necessary, maintains
reserves for potential credit losses. Historicallych losses have been within management’s expetdat

16. Commitments and Contingencies

In March 2007, the Chinese government enacted thpdCate Income Tax Law, and promulgated relatgdlegions, which were effective
January 1, 2008. The Corporate Income Tax Law, gnotimer things, imposes a unified income tax r&@586 for both domestic and foreign
invested enterprises. New technology enterpriséenjoy a favorable tax rate of 15%, but the qiyalig criteria for a new technology
enterprise under the Corporate Income Tax Law hatdeen released yet. Currently, there are divengews on how the Corporate Income
Tax Law will be implemented. The Company's ultimapglicable effective tax rate in 2008 and beyoiitidgpend on many factors, including
but not limited to whether certain of its legaligas will obtain an approval of their new techngyoenterprise status under the Corporate
Income Tax Law, whether they can continue to etii@yunexpired tax holidays and how the withholdigsgon dividends will be applied. If
any of Sohu Era, Sohu Media, Sogou Technology, Asaaze Age, Sohu Internet, Sogou Information and Gamége cannot obtain an
approval on their new technology enterprise statger the Corporate Income Tax Law and/or cannetirtoe to enjoy the unexpired tax
holidays or if the withholding tax on dividendsaigplied in a manner different from our understagdour effective tax rate will be increased
significantly. Please refer to Note 19 for details.

The Chinese market in which the Company operatesgpcertain macro-economic and regulatory risksuacdrtainties. These uncertainties
extend to the ability of the Company to operatéma@rnet business, and to conduct brand advertisiponsored search, online game and
wireless services in the PRC. Though the PRC lirase 4978, implemented a wide range of market-¢e@economic reforms, continued
reforms and progress towards a full market-orieetsmzhomy are uncertain. In addition, the telecompation, information, and media
industries remain highly regulated. Restrictiors @urrently in place and are unclear

F-20



Table of Contents

with respect to which segments of these industaesign owned entities, like the Company, may ofgeréhe Chinese government may issue
from time to time new laws or new interpretatiomsexisting laws to regulate areas such as telecarnation, information and media.
Regulatory risks also encompass the interpretdyotine tax authorities of current tax laws and ftatjons, including the applicability of certe
preferential tax treatments. The Company’s legalkstire and scope of operations in China couldutgested to restrictions which could result
in severe limits to the Company’s ability to condbasiness in the PRC.

The Company'’s sales, purchase and expense traotsmatie generally denominated in RMB and a sigmifiportion of the Company’s assets
and liabilities are denominated in RMB. The RMBh@t freely convertible into foreign currencies.Ghina, foreign exchange transactions are
required by law to be transacted only by authorireshcial institutions. Remittances in currenaitiser than RMB by the Company’s
subsidiaries in China may require certain suppgrtiocumentation in order to effect the remittance.

From time to time, the Company becomes subjeadallproceedings and claims in the ordinary coafgeir business, including claims of
alleged infringement of trademarks, copyrights atieer intellectual property rights in connectiorttwihe content published on our Websites.
The Company provides for the amount of loss, iféhie information available prior to issuance af thompany’s financial statements
indicating that it is probable that a liability hbden incurred at the date of the financial statémand the amount of loss can be reasonably
estimated.

The Company has entered in certain sponsorshigmgnets, under which the Company is obliged to pl@wadvertising services and Website
construction, operation and maintenance servicés parties during the contract periods.

As of December 31, 2007, the Company had futuréemmim content and service purchase commitments 2#$hillion, $2.1 million and
$149,000 for the years ended December 31, 2008 200 2010, respectively. As of December 31, 26% Company had made certain
deposits into restricted bank accounts as guaraumbemeet the requirements under those contracts.

As of December 31, 2007, the Company had futurémmim rental lease payments of $1.1 million, $718,88d $649,000 for the years ending
December 31, 2008, 2009 and 2010, respectivelyerwatrious non-cancelable operating leases endifig.2Zrhe Company recognized
$529,000, $3.6 million and $3.2 million of rent exjge for the years ended December 31, 2007, 2@QDBGDS, respectively.

17. VIEs and Related Party Transactions
(@) VIEs

FIN 46R “Consolidation of Variable Interest Ent#faequires a VIE to be consolidated by a companlyat tompany is the primary benefici
of that VIE.

To satisfy PRC laws and regulations, the Compamgaots its Internet information, wireless and dartaher businesses in the PRC via its
VIEs. These VIEs are directly or indirectly ownedr. Charles Zhang (“Dr. Zhang”), the Company’sa@man, Chief Executive Officer and
a major shareholder, and certain employees of tiepgany. Capital for the VIEs is funded by the Comptrough loans provided to

Dr. Zhang and those employees, and is initiallprded as loans to related parties. These loanaliammated for accounting purposes with the
capital of VIEs during consolidation.

Under contractual agreements with the CompanyZbang and other Sohu employees who are sharehdaltitre VIESs are required to trans
their ownership in these entities to the Compafngeimitted by PRC laws and regulations, or, if sofpermitted, to designees of the Company
at any time to repay the loans outstanding. Allngtights of the VIEs are assigned to the Company, the Company has the right to
designate all directors and senior management peesof the VIEs. Dr. Zhang and the other Sohu eygxs who are shareholders of the \
have pledged their shares in the VIEs as collaterahe loans. As of December 31, 2007, the aggeegmount of these loans was $11.4
million.

The following is a summary of the VIEs of the Compavhich had been consolidated under FIN 46R:
a) High Century

High Century was incorporated in the PRC in 200d amgages in investment holding in the PRC on lhelighe Company. The
registered capital of High Century is $4,595,000. Zhang and Li Wei, an employee of the Companyd B6% and 20% interests
in High Century, respectively.
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b)

c)

d)

e)

f)

9)

h)

Sohu Entertainmer

Sohu Entertainment, formerly known as Hengda, wesrporated in the PRC in 2002 and engages inneterccess and wireless
services in the PRC on behalf of the Company. Elgéstered capital of Sohu Entertainment is $1,20@, @riginally, High Century
and Li Wei held 80% and 20% interests in Sohu Eairgment, respectively. In November 2004, to furtbetisfy PRC regulations,
High Century and Li Wei transferred their interdat§ohu Entertainment to Xin Wang (Belinda) andngydianjun, each of whom
was an employee of the Company. In July 2007, Wiangjun transferred all his interests in Sohu Hatement to Deng Ye, an
employee of the Company. As a result, Xin Wang ifRkl) and Deng Ye own 80% and 20% interests in ottartainment,
respectively.

Sohu Interne

Sohu Internet was incorporated in the PRC in 20@Bemgages in Internet information, wireless angeetising services in the PRC
on behalf of the Company. The original registerapital was $605,000, and High Century and He Jiritell 80% and 20%
interests in Sohu Internet, respectively. In Decen#®03, Sohu Entertainment made a $605,000 ineggtim Sohu Internet. In
April 2005, He Jinmei transferred all her interéatSohu Internet to High Century, and High Centorgde a $1,208,000 additional
investment in Sohu Internet. As a result, the tegesl capital is now $2,418,000, with High Centangl Sohu Entertainment
holding 75% and 25% interests, respectively.

Goodfeel

Goodfeel was incorporated in the PRC in 2001 amhges in value-added telecommunication servicdsi®PRC. The registered
capital of Goodfeel is $1,208,000. In May 2004, iH@entury and Sohu Internet acquired 73% and 278tests in Goodfeel,
respectively. In July 2004, High Century and Samernet invested $613,000 and $473,000 in Goodfesphectively, so that High
Century owned a 58.1% interest in Goodfeel withréraaining 41.9% interest owned by Sohu Interme©¢tober 2004, to further
satisfy PRC regulations, High Century and Sohurh#etransferred their interests in Goodfeel to @¥iufeng and Zhou Jing, each
of whom is an employee of the Company. In Augu§iZ2@eng Xiufeng transferred all his interests moGfeel to Yue Guofeng, i
employee of the Company. As a result, Yue Guofertyzhou Jing own 58.1% and 41.9% interests in Caaldfespectively.

Huohu

Huohu was incorporated in the PRC in 2005. Huolgagas in software and technology development ®otiline game business.
The registered capital of Huohu is $121,000. Soteugiad an employee of Huohu hold 75% and 25% isteia Huohu,
respectively. The Company provided the employeb wihon-interest bearing loan of $33,000 to finamsecapital contribution to
Huohu. The loan is repayable upon demand by thepaagnat any time or upon termination of the emplegtof the employee ai
can only be repaid through transfer of the empltyebares in Huohu to Sohu Internet. Based on thegement between Sohu |
and the employee, Sohu Era is the sole and pribvemgficiary of Huohu.

Tu Xing Tian Xia

Tu Xing Tian Xia was incorporated in the PRC in 23d engages in mapping services in the PRC. &distered capital of Tu
Xing Tian Xia is $248,000. In May 2005, in connectiwith the Company’s acquisition of Go2Map, ther@any designated High
Century and Sohu Internet as its designees to peectihe outstanding registered capital of Tu Xirgg Kia. As a result, High
Century and Sohu Internet own 56.1% and 43.9%esterin Tu Xing Tian Xia, respectively.

Feng Yang Tian Lan
Feng Yang Tian Lang was incorporated in the PREOB5 and engages in advertising services in the. FRE€registered capital of
Feng Yang Tian Lang is $248,000. Sohu Internettéigth Century each holds a 50% interest in Feng YEag Lang.

Sogou Informatior

Sogou Information was incorporated in the PRC i8528nd engages in providing Internet informatiomvises in the PRC. The
registered capital of Sogou Information is $2,480,&hou Jing and Li Wei, each of whom is an emeéogf the Company, each
owns a 50% interest in Sogou Information.
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i) Guangzhou Interactiv

Guangzhou Interactive was incorporated in the RRZDD6 and engages in providing Internet informmasiervices in Guangdong
Province. The registered capital of Guangzhou &utitre is $631,000. Sohu Internet and High Cenéargh holds a 50% interest in
Guangzhou Interactive. In January 2008, Guangzhtardctive was liquidated.

)] Gamease Ag

Gamease Age was incorporated in the PRC in Audd®T 2nd engages in Internet information services. régistered capital of
Gamease Age is $1,331,000. Wang Tao and Zhou &aulp, of whom is an employee of the Company, own 608640% interests,
respectively, in Gamease Age.

Pursuant to FIN 46R, High Century, Sohu Entertaimm®8ohu Internet, Goodfeel, Huohu, Tu Xing TiamXteng Yang Tian Lang, Sogou
Information, Guangzhou Interactive and Gameaseakgé/IEs, of which the Company is the primary béemnafy. Accordingly, the VIEs have
been consolidated in the Company’s financial stategs As of December 31, 2007 and 2006, the abdkis Nave aggregated accumulated net
profit of approximately $3.7 million and $8.0 mdh, respectively, and have been reflected in tinsalated financial statements.

(b) Related Party Transactions

The following table summarizes related party tratisas during the years ended December 31, 2000 a0d 2005, respectively (in
thousands):

Name or Description of Related Party Description of Transactions Year Ended December 31,
2007 2006 2005
Qingfan, a company controlled by Dr Zh{'s brothel Delivery services provided by Qingl ~ $— $ 27 $ 184
An investee of the Compan Amortization of licensing fe — 69 10C
Cost of revenue 94¢ 1,761 1,28¢

*  This investee ceased to be a related party o€mpany starting September 1, 2007, when the Coyngiaposed its equity investment.
Accordingly, since then, transactions with thistpare not regarded as related party transact

18. Shareholders Equity
(a) Stockholder Rights Plan

The Company adopted a stockholder rights plan“@hn”) in 2001. The Plan is designed to deter civertakeover tactics, including the
accumulation of shares in the open market or thrqargyate transactions, and to prevent an acqtnoen gaining control of the Company
without offering a fair and adequate price and getmall of the Company’s stockholders. In gendted,Plan vests stockholders of Sohu with
rights to purchase preferred stock of the Compamysaibstantial discount from those securities’ izarket value upon a person or group
acquiring without the approval of the Board of @i@s more than 20% of the outstanding sharesmfwon stock of the Company. Any
person or group who triggers the purchase rightidigion becomes ineligible to participate in #kan, causing substantial dilution of such
person or group’s holdings. The rights will expare July 25, 2011.

(b) Treasury Stock

During the year ended December 31, 2007, the Coyngia@mot purchase any shares of its common sfouking the year ended December 31,
2006, the Company repurchased 690,580 sharesaifritmnon stock for total consideration at a $15iorilland during the year ended
December 31, 2005, the Company repurchased 885l@08s of its common stock for total consideratibfil3.8 million including brokerage
commission, to demonstrate confidence in the healthfuture prosperity of the Company. The shagpanchased by the Company are no
longer outstanding, and are being held by the Compa treasury stock. Treasury stock is accourttedrider the cost method.

(c) Stock Incentive Plan

The Companys 2000 Stock Incentive Plan, including stock opgiand restricted stock units, provides for thedsse of up to 9,500,000 sha
of common stock. The maximum term of any issuedkstight is ten years from the grant date.
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The Company has reserved 9,500,000 shares of mewon stock for issuance under the Company’s 2006kShcentive Plan. As of
December 31, 2007, 1,066,419 shares were avafiabtgant under the plan.

In accordance with SFAS 123(R), effective from Jagul, 2006, all share-based payments to emplayeeslirectors are recognized in the
financial statements based on their grant datevédires. The valuation provisions of SFAS 123(R)lgpo new awards, to awards granted to
employees and directors before the adoption of SE2A%R) whose related requisite services had nen Ipeovided, and to awards which were
subsequently modified or cancelled. In March 2@088,SEC issued SAB 107 regarding the SEC’s intéapiom of SFAS 123(R) and the
valuation of share-based payments for public corigsaihe Company has applied the provisions of 38Bin its adoption of SFAS 123(R).

Estimates of fair value are not intended to preaattial future events or the value that ultimately be realized by employees who receive
equity awards, and subsequent events are not tihdiazf the reasonableness of the original estimatdair value made by the Company under
SFAS 123(R).

A summary of option activity under the Company’'®@@tock Incentive Plan as of December 31, 200d caanges during the year then
ended, is presented below:

Weighted
. Average
N Weighted Remaining
umber Contractual Agg_reg.ate
of Average Intrinsic
Shares Exercise Value
Options (in thousands Price Life (Years) (in thousands’
Outstanding at January 1, 20 2,58( $ 15.6¢ 7.1t $ 23,20¢
Exercisec (913 11.81
Forfeited or expires (158) 19.1¢
Outstanding at December 31, 2( 1,50¢ 17.6¢ 6.5¢ $ 55,61(
Vested at December 31, 2007 and expected to vestatier 1,39: 17.62 6.5 $ 51,39(
Exercisable at December 31, 2( 1,13¢ 17.6: 6.34 $ 41,88(

The aggregate intrinsic value in the precedingetabpresents the total intrinsic value based oiCtirapany’s closing stock price of $54.52 as
of December 31, 2007.

The total intrinsic value of options exercised dgrthe year ended December 31, 2007 was $19.omilli

A summary of restricted stock unit activity undee Company’s 2000 Stock Incentive Plan as of Deeer@b, 2007, and changes during the
year then ended, is presented bel

Number of Weighted-Average

Units Grant-Date

Restricted Stock Units (in thousands Fair Value
Unvested at January 1, 20 52¢ $ 24.0:
Granted 251 25.3¢
Vested (15€) 23.7¢
Forfeited (79 24 .4k
Unvested at December 31, 2C 54¢ 24.6¢
Expected to vest thereafi 412 24.6(
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The following table summarizes significant rangéswtstanding and exercisable options as of Dece@be2007:

Options Outstanding as of Options Exercisable as o

December 31, 2007 December 31, 2007
Weighted

Average Weighted Weighted
Number Remaining Average Number Average
Outstanding Contractual Exercise Exercisable Exercise

Range of Exercise Price (in thousands Life (Years) Price (in thousands) Price
$0.86- $1.18 75 3.51 $ 0.9t 75 $ 0.9t
$1.37-$1.81 14 4.57 1.4¢€ 14 1.4¢
$2.27 15 4.8( 2.21 15 2.21
$3.85- $7.64 76 5.01 7.62 75 7.62
$8.39 37 5.0z 8.3¢ 37 8.3¢
$13- $16.84 17¢ 6.4: 16.1: 12¢ 16.1(
$17- $22.86 827 7.3€ 18.0% 513 18.1¢
$23.17- $34.51 28€ 6.0z 27.3i 277 27.52

1,50¢ 1,13¢

As of December 31, 2007, there was $1.3 milliototdl unrecognized compensation cost related twoegfor which services had not been
provided. That cost is expected to be recognizent aweighted average period of 0.68 year. Thé fairavalue of options expensed during the
years ended December 31, 2007 and 2006 were $Rignnaind $5.0 million, respectivel:

As of December 31, 2007, there was $5.8 millionmfecognized compensation cost related to unvestgdcted stock units, net of forecasted
forfeitures. This amount is expected to be recagphiaver a weighted average period of 1.12 yeartsl Tair value of restricted stock units
expensed during the years ended December 31, 2@0Z006 were $6.1 million and $1.9 million, respesdt.

There were no capitalized share-based compensai&ia during the years ended December 31, 2002@0®I

During the year ended December 31, 2007, total maskived from the exercise of stock options amedind $10.8 million.

19. Income Taxes

The Company is subject to taxes in the United Stat84% or 35%, depending upon taxable incomdde@ertain of the Company’s
subsidiaries are subject to taxes in Hong Kongrdi% and certain subsidiaries are subject to textéee People’s Republic of China.

Prior to January 1, 2008, the Company’s subsidianeChina were governed by the Income Tax LawhefReople’s Republic of China
concerning Foreign Investment Enterprises and BorEnterprises and local income tax laws (the previncome tax laws and rules). Purs

to the previous income tax laws and rules, whollyred foreign enterprises were subject to tax &@try rate of 33% (30% state income tax
plus 3% local income tax), or 15% for certain tembgy enterprises, on PRC taxable income. Furtheemaew technology enterprises were
exempted from Chinese state corporate income tathfee years, beginning with their first year pkoations, and were entitled to a 50% tax
reduction to a rate of 7.5% for the subsequenttlears and 15% thereafter. During the year endegtidber 31, 2007, most operations of the
Company in the PRC were subject to an applicabledie of 7.5% or were exempted from income tareas technology enterprises.

In March 2007, the Chinese government enacted thpdtate Income Tax Law, and promulgated relatgdlegions, which were effective
January 1, 2008. The Corporate Income Tax Law, @notimer things, imposes a unified income tax r&586 for both domestic and foreign
invested enterprises. New technology enterpriséstili enjoy a favorable tax rate of 15%, but tipealifying criteria for a new technology
enterprise under the Corporate Income Tax Law natdeen released yet. The previous income tax éslgules, which stipulated income
tax rates for domestic and foreign invested eniseprat different rates, expired upon the effeatss of the Corporate Income Tax Law.

The Corporate Income Tax Law provides a five-yeamgitional period for those entities establishefibte March 16, 2007, which enjoyed a
favorable income tax rate of less than 25% undeptlevious income tax laws and rules, to gradudibnge their rates to 25%. In addition, the
Corporate Income Tax Law provides grandfather tneat for companies qualified as new technologyrenitses
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under the previous income tax laws and rules atabkshed before March 16, 2007 if they continu¢him period after January 1, 2008 to meet
the criteria for new technology enterprises untergrevious income tax laws and rules. The grahdfgtrovision allows these enterprises to
continue to enjoy their unexpired tax holiday untter previous income tax laws and rules.

The Corporate Income Tax Law also imposes a 10%thwitling income tax for dividends distributed bfoeeign invested enterprise to its
immediate holding company outside China, which vetempted under the previous income tax laws aled ri\ lower withholding tax rate
will be applied if there is a tax treaty arrangeirsgtween mainland China and the jurisdiction effibreign holding company. Holding
companies in Hong Kong, for example, will be subjea 5% rate. Most of our China-based subsidia@®hu Era, Sohu Media, Sohu
Software, Sogou Technology, Go2Map Software and Zbaene Age are invested by immediate foreign holdmgpanies in Hong Kong,
except for Sogou Technology. All of these foreignested enterprises will be subject to the withimgdax on January 1, 2008. Since we
intend to reinvest our earnings to further expamdbusinesses in mainland China, our foreign iragehterprises do not intend to declare
dividends to their immediate foreign holding comigarin the foreseeable future. Accordingly, as e€E&nber 31, 2007, we have not recorded
any withholding tax on the retained earnings of foueign invested enterprises in China.

Currently, there are divergent views on how thepdaate Income Tax Law will be implemented. The Camys ultimate applicable effective
tax rate in 2008 and beyond will depend on mantofagincluding but not limited to whether certaifits legal entities will obtain an approval
of their new technology enterprise status undeQibigorate Income Tax Law, whether they can coetimuenjoy the unexpired tax holidays
and how the withholding tax on dividends will bepled. If any of Sohu Era, Sohu Media, Sogou Tedtgyy AmazGame Age, Sohu Internet,
Sogou Information and Gamease Age cannot obtaapproval on their new technology enterprise statwker the Corporate Income Tax Law
and/or cannot continue to enjoy the unexpired t@idhys or if the withholding tax on dividends ispdied in a manner different from our
understanding, our effective tax rate will be iraed significantly.

Income before income tax expense of $36.4 mill&#28.3 million and $31.1 million for 2007, 2006 a2@05 mainly represented the China
income. Income tax related to China income of 280F1.5 million. This mainly resulted from taxalieome of Sohu Era, a subsidiary of S
with applicable tax rate of 7.5% for the year 06020During the years ended December 31, 2007, 2868&005, income taxes paid were
$1,292,000, $4,000 and $21,000, respectively.

The combined effects of the income tax expense piemand reduction available to us are as follwdhousands, except per share data):

Year Ended December 31
2007 2006 2005

Tax holiday effec 15,13 10,47¢ 12,92:
Basic net income per share eff 0.41 0.2¢ 0.3¢€

The following is a reconciliation between the U&leral statutory rate and the Company’s effediwxerate:

Year Ended December 31

2007 2006 2005
U.S. federal statutory rat 34% 34% 34%
Impact of foreign tax rate (26)% (27)% (31)%
Change in valuation allowance for deferred tax tas 14% 3% 18%
Other permanent bo-tax difference: (18% _ (9% (2)%
_4%  _6%  —

Significant components of the Company’s deferredagsets and liabilities consist of the following thousands):

As of December 31

2007 2006
Deferred tax asset
Net operating loss from operatio $ 8,047 $ 7,67:
Net operating loss from exercise of sl-based award 10,88: 7,53¢
Sharw-based compensatic 1,61¢€ 78C
Others 95E 55¢
Total deferred tax asse 21,50! 16,547
Less: Valuation allowanc (21,50) (16,349
Net deferred tax asse $ — $ 203
Deferred tax liabilitie:
Intangible assets from an acquisit| $ (199 $ (199
Others (8 (6)
Total deferred tax liabilitie $ (209 $ (200
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As of December 31, 2007, the Company had fedetadperating loss (“NOL") of approximately $38 mih available to offset against future
federal income tax liabilities. The U.S. NOL wik@re beginning 2020. The PRC NOL will expire beging 2008.

The Company uses the short-cut method to pooliitdfall tax benefit as prescribed by FASB Staffi#os No. FAS 123(R)-3, Transition
Election Related to Accounting for the Tax EffestsShare-Based Payment Awards.

The Company does not provide for United Statesrtddecome taxes or tax benefits on the undistatwgarnings or losses of its international
subsidiaries or VIEs because earnings are reinvestd, in the opinion of management, will contituide reinvested indefinitely. As of
December 31, 2007 and 2006, these cumulative uitdittd earnings are included in consolidated methiearnings on the balance sheet and
amounted to $124 million and $90.6 million, respegy. An estimated $42.2 million and $30.8 millionU.S. income and foreign withholdii
taxes would be due if these earnings were remétsedividends, after payment of all deferred taxesfddecember 31, 2007 and 2006.

20. Financial Instruments

The carrying amount of the Company’s cash and egsivalents approximates their fair value due toghort maturity of those instruments.
The carrying value of receivables and payablesapmated their market value based on their shortrt@aturities. The investments in
marketable debt securities are reported at faiketaralue as of the balance sheet dates. The takehvalue for the zero coupon convertible
senior notes was $6,000 and $57.8 million as ofebdyer 31, 2007 and 2006, respectively.

21. Net Income per Share

The following table sets forth the computation aéle and diluted net income per share for the yiedisated (in thousands except per share
data):

Year Ended December 31

2007 2006 2005
Numerator:
Income from continuing operatiol $34,95] $26,72¢ $31,12:
Loss from discontinued-commerce operatior (20) (841) (1,347)
Net income 34,93 25,88t 29,781
Effect of dilutive securities

Amortization of offering costs for zero coupon certible senior note 24¢€ 537 724
Net income adjusted for dilutive securit $35,17¢ $26,42: $30,50¢
Denominator
Weighted average basic common shares outstai 37,13t 36,73( 36,30¢
Effect of dilutive securities

Stock options and restricted stock uli 1,13¢ 927 1,402

Zero coupon convertible senior no 651 1,44¢ 1,96¢
Weighted average diluted common shares outstar 38,91¢ 39,10¢ 39,68(
Basic income per share from continuing operat $ 094 $ 07 $ 0.8¢
Basic loss per share from discontinu-commerce operatior (0.00 (0.09) (0.09)
Basic net income per she $ 094 $ 07C $ 0.8
Diluted net income per share from continuing operest $ 09C $ 07C $ o.8c
Diluted loss per share from discontinu-commerce operatior (0.00 (0.09) (0.09)
Diluted net income per sha $ 09C $ 068 $ 0.77
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SCHEDULE | — CONDENSED FINANCIAL INFORMATION OF REG ISTRANT
SOHU.COM INC.

CONDENSED BALANCE SHEETS

(in thousands)

As of December 31

2007 2006
ASSETS
Current assett
Cash and cash equivalel $ 40,32: $ 26,26¢
Prepaid and other current ass 34z 423
Current portion of lon-term investments in marketable debt secur — 4,94:
Total current asse 40,66¢ 31,63¢
Interests in subsidiaries and variable interesties 266,54 213,80:
Other assets, n — 24¢

$307,20°  $245,68¢

LIABILITIES AND SHAREHOLDERS ' EQUITY
Current liabilities:

Accrued liabilities $ 511¢ $ 4,03¢
Due to subsidiaries and variable interest ent 83,18¢ 25,90¢
Zero coupon convertible senior no 6 59,78(

Total current liabilities 88,31( 89,72

Shareholder equity:
Common stock: $0.001 par value per share (75,40ered; 37,715 and 36,647 shares issuec

outstanding, respectivel 42 41
Additional paic-in capital 182,22t 161,03¢
Treasury stock (4,137 share (54,68¢) (54,68¢)
Accumulated other comprehensive inca 11,91 5,10z
Retained earning 79,40 44,47

Total shareholde’ equity 218,89: 155,96:

$307,20°  $245,68t
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SOHU.COM INC.
CONDENSED STATEMENTS OF OPERATIONS
(in thousands)

Revenue!
Cost of revenue
Gross profi
Operating expense
General and administrati\
Operating los:

Equity in profit of subsidiaries and variable irdst entities
Other (expenses) incon

Interest incom

Income before income tax exper

Income tax expens

Net income

Year Ended December 31,
2007 2006 2005
$ — $ — $ —

5,14¢ 4,27¢ 4,06¢
(5,149  (4,27¢) (4,066

33,398 23,70¢  27,52(
(24€) 267 523
6,941  627C 580«
34,93¢  2596¢ 29,78
® (83 —
$34,93. $25,88° $29,78!
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SOHU.COM INC.
CONDENSED STATEMENTS OF CASH FLOWS
(in thousands)

Year Ended December 31,

2007 2006 2005
Cash flows from operating activitie
Net income $34,93. $2588: $29,78!
Adjustments to reconcile net income to net cashigeal by operating activitie:
Equity in profit of subsidiaries and variable irdst entities (33,39 (23,709 (27,520
Amortization of other asse 24¢ 767 724
Shar-based compensation expel 1,59C 784 —
Gains on early redemption of zero coupon convertiignior note — (799 (1,247
Others 7 83 @)
Changes in current assets and liabilit
Due from subsidiaries and variable interest erst 52,26( 29,83: 4,16¢
Prepaid and other current ass 122 60 15C
Accrued liabilities 1,02¢ (3,626) (5,640
Net cash provided by operating activit 56,79: 29,28: 412
Cash flows from investing activitie
Proceeds from maturities of marketable debt sees 5,00( 9,00( 4,68¢
Receipts from collections of loans to a subsid — — 10C
Long-term loans to subsidiari — — (9,300
Net cash provided by (used in) investing activi 5,00( 9,00( (4,517)
Cash flows from financing activitie
Early redemption of zero coupon convertible senimes (58,529 (14,062 (13,767
Repurchase of common sta — (15,000 (13,84
Issuance of common sto 10,78t 4,83( 3,301
Net cash used in financing activiti (47,739  (24,23)) (24,309
Net increase (decrease) in cash and cash equis 14,05: 14,05 (28,409
Cash and cash equivalents at beginning of 26,26¢ 12,21¢ 40,62¢
Cash and cash equivalents at end of- $40,32: $26,26¢ $12,21¢
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NOTES TO SCHEDULE — CONDENSED FINANCIAL INFORMATION OF SOHU.COM INC.

1.

The condensed financial statements of Sohu.con(time” Compan™) have been prepared in accordance with accountingiples
generally accepted in the United States of Amesiazept for accounting of the Company’s subsidiaaies VIEs and certain
footnote disclosures as described bel

The Company records its investment in subsidianeter the equity method of accounting as presciinédB Opinion No. 18,
“The Equity Method of Accounting for Investments@emmon Stock.” Such investment and long-term ldargibsidiaries are
presented on the balance sheet as interests idgules and VIEs and the profit of the subsidigii®presented as equity in profil
subsidiaries and VIEs on the statement of operation

For VIEs where the Company is the primary beneficithe amount of the Company’s investment is ideldion the balance sheet
as interests in subsidiaries and VIEs and the tppofioss of the VIEs is included in equity in gtaff subsidiaries and VIEs on the
statement of operations.

Certain information and footnote disclosures notynakluded in financial statements prepared inoadance with accounting
principles generally accepted in the United Statege been condensed or omitted. The footnote disds contain supplemental
information relating to the operations of the Compand, as such, these statements should be readjimction with the notes to
the Consolidated Financial Statements of the Compan

As of December 31, 2007 and 2006, there were nenmhtontingencies, significant provisions of I-term obligations, mandato
dividend or redemption requirements of redeemaloleks or guarantees of the Company, except forthdsch have been
separately disclosed in the Consolidated Finar8tetements, if any

For each of the years in the three-year penmtte December 31, 2007, there were no cash divideaid to the Company by its
consolidated subsidiaries, VIEs or associ

Related party transactio

a) During the year ended December 31, 2007, irttefe®5.0 million was principalized at a 6.0% irgst rate per annum, and
the Company did not grant other additional longrtéwans to Sohu.com Limited. During the year endedember 31, 2006,
interest of $4.6 million was principalized at a%.terest rate per annu

b) As of December 31, 2007, the long-term loarsutosidiaries bore an interest rate of 4.9% to g2¥annum. As of
December 31, 2007, the maturity dates for the l@ng loans to subsidiaries are one to four yearsthe years ended
December 31, 2007 and 2006, the interest inconme fhe loan amounted to $5.3 million and $5.0 milicespectively
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Exhibit No

3.1(3)

3.2(2)
4.1(4)
4.2(8)
10.1(14)
10.2(1)
10.3(1)
10.4(1)

10.5(1)
10.6(1)
10.7(1)

10.8(1)
10.9(1)

10.10(1)

EXHIBIT INDEX

Description

Sixth Amended and Restated Certificate of Incorfioneof Sohu.com Inc. as filed with the Delaware@éary of State o
July 17, 2000

Amended and Restated -Laws of Sohu.com Inc., effective July 17, 20

Rights Agreement, dated as of July 25, 2001, betvshu.com Inc. and The Bank of New York, as Rigigent
Indenture, dated as of July 14, 2003, between $ohuinc. and The Bank of New Yo

2000 Stock Incentive Plan, as amenc

Form of Stock Option Agreemer

Form of Noi-Competition, Confidential Information and Work Puatl Agreement with the Registr’s Executive Officers

English Translation of Form of Employment AgreemiamtEmployees of Sohu ITC Information Technolo®gijing) Co.
Ltd.

Technical Services Agreement between Hikari Tsydhin and Sohu ITC Information Technology (Beijir@o. Ltd.
Technical Services Agreement between Legend (Bgijuimited and Sohu ITC Information Technology (j8&d) Co. Ltd.

Technical Services Agreement between PCCW IntematiMarketing Limited and Sohu ITC Information heology
(Beijing) Co. Ltd.

Assets and Business Restructuring Agreement bet®ekn ITC Information Technology (Beijing) Co. L&hd Beijing
Sohu Online Network Information Services, L

Cooperation Agreement between Sohu ITC Informatiechnology (Beijing) Co. Ltd. and Beijing Sohu OwiNetwork
Information Services Ltc

Option Agreement among Sohu ITC Information Tecbggl(Beijing) Co. Ltd. and Charles Zhang and Jinklei
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10.11(1)
10.12(1)
10.13(5)
10.14(6)
10.15(6)

10.16(7)
10.17(9)
10.18(12

10.19(10

10.20(17
10.21(17
10.22(16

10.23(16

Loan Agreement between Sohu.com Inc. and Charlasg@

Loan Agreement between Sohu.com Inc. and Jinme

Loan and Share Pledge Agreement dated Novemb@003,among Sohu.com Inc., Dr. Charles Zhang antfeii
Loan and Share Pledge Agreement, dated Janua®0@3, among Sohu.com Inc. and Li W

Shareholder’'s Agreement, dated March 16, 2002 noybeetween Beijing Century Hi-Tech Investment Ctd, and Guolian
Securities Co., Ltd. (portions of this exhibit hdxeen omitted pursuant to a request for confidetréatment and have been
filed separately with the SEC

Employment Agreement, effective as of January 0320y and between Sohu.com Inc. and Charles ZI
Loan and Share Pledge Agreement between Sohu.corarid Jinmei He dated June 9, 2(

Hosting Service Agreement effective July 21, 2088veen Beijing Sohu New Era Information Technol@yy, Ltd., Sale:
Office of Beijing Communication Corporation and Bag Sohu Internet Information Service Co., Ltdofions of this exhibit
have been omitted pursuant to a request for comtfiglereatment and have been filed separately thithSEC)

Mobile Data Service Cooperation Agreement datedck@5, 2003 between China Unicom Co., Ltd. andiBgiSohu Online
Network Information Service Co., Lt

Hosting Service Agreement Among Sohu Internet, Satauand China Netwot
Hosting Service Agreement between Sohu Era andaChétecorr

China Mobile and Moternet WAP Service Providers garation Agreement dated May 23, 2003 between QYiivizile
Communication Corporation and Beijing G. Feel Testbgy Co., Ltd.

Moternet SMS Cooperation Agreement dated May 142@ween Beijing Mobile Communication Co., Ltdda@eijing Soht
Internet Information Services Co., LI
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10.24(16)
10.25(11)

10.26(13)
10.27(15)

10.28(15
10.29(15
10.30(15
10.31(15
10. 32(18
10.33(18)
10.34(19)
10.35(19)

)

)

)
)
)
)

10.36(20
10.37(20

China Mobile and Moternet WAP Service Providers @@ation Agreement dated May 26, 2003 between Q¥iimiaile
Communication Corporation and Beijing Sohu OnliretWwbrk Information Service Co., Lt

Agreement dated September 1, 2003 between Beiphg Slew Era Technology Information Co., Ltd. andh&nternet
Information Services Co., Lt

Employment Agreement, effective as of March 8, 2@84and between Sohu.com Inc. and Carol

Preliminary Agreement among Beijing Sohu New Efaidmation Technology Co. Ltd. and Vision Huaqinge{jg)
Development Co. Ltd. (portions of this exhibit hdeen omitted pursuant to a request for confidetréatment and have been
filed separately with the SEC

Loan and Share Pledge Agreement between Sohu.aorarid Deng Xiufenc

Loan and Share Pledge Agreement between Sohu.corarid Zhou Jing

Loan and Share Pledge Agreement between Sohu.aorarid Wang Jianjul

Loan and Share Pledge Agreement between Sohu.corarid Wang Xin

Hosting Service Agreement Among Sohu Internet, Satauand China Netwot

Hosting Service Agreement Between Sohu Era andaChalecom

Employment Agreement, effective as of March 8, 20%7and between Sohu.com Inc. and Carol
Purchasing Agreement of Real Property Between $&#w Era and Vision Hua Qini

Employment Agreement, effective as of June 1, 209@nd between Sohu.com Inc. and Xin Wang (Be)ir

Employment Agreement, effective as of June 1, 2097and between Sohu.com Inc. and Yu G¢
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14.1(11 Code of Ethics and Condu
21.1(21 Subsidiaries of the registrai

23.1(21 Consent of Independent Registered Public Accourking.
23.2(21 Consent of TransAsia Lawyers, PRC Cout

24.1(21 Power of Attorney (included in signature page tonrd.(-K).
31.1(21 Rule 13i-14(a)/15¢-14(a) Certification of Dr. Charles Zhar
31.2(21 Rule 13i-14(a)/15+-14(a) Certification of Carol Yt

32.1(21 Section 1350 Certification of Dr. Charles Zha

32.2(21 Section 1350 Certification of Carol Y

(1)
()
3)
(4)
(5)
(6)
(7)
(8)
(9)

Incorporated herein by reference to the regis’'s Registration Statement on For-1 (File No. 33-96137).
Incorporated herein by reference to the regis's Current Report on Forn-K filed on November 2, 200!
Incorporated herein by reference to the regis’'s Quarterly Report on Form -Q filed on November 14, 200
Incorporated herein by reference to the regis’'s Registration Statement on For-A filed on July 30, 2001
Incorporated herein by reference to the regis's Annual Report on Form -K filed on March 15, 200z
Incorporated herein by reference to the regis’'s Quarterly Report on Form -Q filed on May 14, 200z
Incorporated herein by reference to the regis's Annual Report on Form -K filed on March 28, 2002
Incorporated herein by reference to the regis's Current Report on Forn-K filed on July 16, 2003
Incorporated herein by reference to the regis's Quarterly Report on Form -Q filed on August 12, 200:
Incorporated herein by reference to the regis's Quarterly Report on Form -Q filed on November 14, 200
Incorporated herein by reference to the regis’s Annual Report on Form -K filed on March 2, 2004
Incorporated herein by reference to the regis's Quarterly Report on Form -Q/A filed on March 26, 200+

Incorporated herein by reference to the regis’'s Quarterly Report on Form -Q filed on May 10, 2004
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(14) Incorporated herein by reference to the regis’s Registration Statement on For-8 (File No. 33-125960).
(15) Incorporated herein by reference to the regis's Quarterly Report on Form -Q filed on November 9, 200
(16) Incorporated herein by reference to the regis’s Annual Report on Form -K filed on March 25, 200
(17) Incorporated herein by reference to the regis's Quarterly Report on Form -Q filed on May 2, 200=
(18) Incorporated herein by reference to the regis’s Annual Report on Form -K filed on March 8, 200
(19) Incorporated herein by reference to the regis's Quarterly Report on Form -Q filed on May 8, 2007
(20) Incorporated herein by reference to the regis’s Quarterly Report on Form -Q filed on August 6, 200"
)

Filed herewittr



Subsidiaries of the registrant

Exhibit 21.1

Direct and Indirect Subsidiaries Jurisdiction of Organization Ownership
Sohu.com (Hong Kong) Lt Hong Kong 100%
Sohu.com Limitec Cayman lIsland 100%
Beijing Sohu New Era Information Technology Codl Peoplf s Republic of Chini 100%
Beijing Sohu Interactive Software Co., L Peopl¢s Republic of Chini 100%
Kylie Enterprises Limitet British Virgin Islands 100%
All Honest International Limite: British Virgin Islands 100%
Marvel Hero Limited Hong Kong 100%
Go2Map Inc. Cayman lIsland 100%
Go2Map Software (Beijing) Co., Lt Peopl¢s Republic of Chini 100%
Sohu.com (Search) Limite Cayman lIsland 100%
Sogou Inc Cayman lIsland 100%
Sogou (BVI) Limited British Virgin Islands 100%
Beijing Sogou Technology Development Co., L Peoplf s Republic of Chini 100%
Beijing Sohu New Media Information Technology Qadd. Peopl¢s Republic of Chini 100%
21 East Entertainment Limite Hong Kong 70%
TL Age Limited Cayman lIsland 100%
TL Age Hong Kong Limitec Hong Kong 100%
Beijing AmazGame Age Internet Technology Co., | Peopl¢s Republic of Chini 100%
Sogou Hong Kong Limite Hong Kong 100%



Exhibit 23.1

Consent of Independent Registered Public Accountingirm

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-8 (N83:@1814, 333-117412, 333-125960)
and the Registration Statement on Form S-3 (No493)of Sohu.com Inc. of our report dated Febr2a&y2008 relating to the consolidated

financial statements, financial statement scheduld,the effectiveness of internal control oveafficial reporting, which appears in Form 10-K
for the year ended December 31, 2007.

PricewaterhouseCoopers Zhong Tian CPAs Limited Gomp
Beijing, the People’s Republic of China
February 28, 2008



Exhibit 23.2
Consent of TransAsia Lawyers, PRC Counsel
February 28, 2008

Sohu.com Inc.

12/F Sohu.com Internet Plaza

No. 1 Unit Zhongguancun East Rc
Haidian District

Beijing 100084

People’s Republic of China

Dear Sirs,

Annual Report on Form 10K for Year Ended December 31, 2007

We hereby consent to the references to our firneuttte heading “Government Regulation and Legaldtiaimnties” in this Annual Report on
Form 10-K.

Sincerely,

/sl Philip Qu

Philip Qu
Partner




Exhibit 31.1

I, Charles Zhang, certify that:

1.
2.

| have reviewed this annual report on Forn-K of Sohu.com Inc.

Based on my knowledge, this report does notaiorny untrue statement of a material fact or anttate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtagisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officers anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13&-15(f) and 15-15(f) for the registrant and hav

a)

b)

c)

d)

Designed such disclosure controls and procedaresused such disclosure controls and procedotes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

Designed such internal control over financial réjpg; or caused such internal control over finahetporting to be designed unc
our supervision, to provide reasonable assurargagdang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

Evaluated the effectiveness of the registratisslosure controls and procedures and presentisineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

Disclosed in this report any change in the regi’s internal control over financial reporting thatooed during the registre’'s
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repost) tfas materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &



5. The registrant’s other certifying officers anldalve disclosed, based on our most recent evatuatimternal control over financial

reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfws persons performing the equivalent
function):

a) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refimahcial information; an

b)  Any fraud, whether or not material, that invadweanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

Date: February 28, 2008 /sl Charles Zhang
Chief Executive Officer and Chairman of the Boafdoectors




Exhibit 31.2

I, Carol Yu, certify that:

1.
2.

| have reviewed this annual report on Forn-K of Sohu.com Inc.

Based on my knowledge, this report does notaiorny untrue statement of a material fact or anttate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtagisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officers anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13&-15(f) and 15-15(f) for the registrant and hav

a)

b)

c)

d)

Designed such disclosure controls and procedaresused such disclosure controls and procedotes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

Designed such internal control over financial réjpg; or caused such internal control over finahetporting to be designed unc
our supervision, to provide reasonable assurargagdang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

Evaluated the effectiveness of the registratisslosure controls and procedures and presentisineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

Disclosed in this report any change in the regi’s internal control over financial reporting thatooed during the registre’'s
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repost) tfas materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &



5. The registrant’s other certifying officers anldalve disclosed, based on our most recent evatuatimternal control over financial

reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfws persons performing the equivalent
function):

a) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refimahcial information; an
b)  Any fraud, whether or not material, that invadweanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin
Date: February 28, 2008 /s/ Carol Yu
Co-President and Chief Financial Offic




Exhibit 32.1
SOHU.COM INC.

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 13505ADOPTED PURSUANT TO
SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Sohu.cor. Ifthe “Company”) on Form 10-K for the fiscal yearded December 31, 2007 as filed
with the Securities and Exchange Commission ort#te hereof (the “Report”), I, Charles Zhang, Cligécutive Officer and Chairman of the
Board of Directors of the Company, certify, pursutanU.S.C. ss. 1350, as adopted pursuant to §soBthe Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities Exag®Act of 1934; and

(2) The information contained in the Report fajphgsents, in all material respects, the finanaaldition of the Company as of December 31,
2007 and results of operations of the Companyheffiscal year ended December 31, 2007.

/s/ Charles Zhan

Charles Zhang, Chief Executive Officer and Chairrafn
the Board of Director

February 28, 200



Exhibit 32.2
SOHU.COM INC.

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 13505ADOPTED PURSUANT TO
SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Sohu.cor. Ifthe “Company”) on Form 10-K for the fiscal yearded December 31, 2007 as filed
with the Securities and Exchange Commission ortéte hereof (the “Report”), I, Carol Yu, Co-Presidand Chief Financial Officer of the
Company, certify, pursuant to U.S.C. ss. 1350 dagpied pursuant to ss. 906 of the Sarbanes-OxlépiAr002, that:

(1) The Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

(2) The information contained in the Report fajphgsents, in all material respects, the finanaaldition of the Company as of December 31,
2007 and results of operations of the Companyheffiscal year ended December 31, 2007.

/sl Carol Yu
Carol Yu, C«-President and Chief Financial Offic

February 28, 200



