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TO OUR SHAREHOLDERS

I am delighted to have this opportunity to address Sohu’s valued shareholders as I recap an extremely
rewarding 2005 and provide more insight into what has so far been an even more promising year for 2006.

To begin, I am proud to report that Sohu’s combined family of web sites boasts number one in page views
amongst all Chinese Internet portal companies, generating 250 million page views every day. This is a truly
remarkable statistic and a testament that our renewed focus on our core advertising business through product
and technological innovation to enhance shareholder value remains unchanged.

Shareholder Value

Whereas 2004 was a year of transition given a tumultuous wireless value-added services (WVAS) market
environment in China, 2005 proved to be a year where Sohu successfully regained its strategic direction and
focus on its core strength in online advertising. We at Sohu believe that online advertising is still a massively
under-penetrated market in which we have only begun seeing improved traction as advertisers begin to more
readily recognize the Internet as an effective advertising platform in China. According to Shanghai-based
research firm iResearch, for 2005, advertising revenue for online media in China was US$396 million,
surpassing that for traditional magazines, but still only represents an estimated 2.3% of China’s total
advertising market.

In 2005, over 65% of Sohu’s total revenues were derived from online advertising compared to 54% in 2004,
enjoying the highest portion of advertising revenue among all listed Internet peers in China. This was the
result of Sohu’s focused strategy in the core online advertising business which consists of both brand
advertising and sponsored search revenues.

Organically, Sohu has continued to grow at an impressive and consistent rate throughout 2005, but I believe
it is also important to paint a more accurate picture of the still untapped market potential that exists in China
today. The Internet market in China is in an early growth phase. The latest statistics from China Internet
Network Information Center (CNNIC) estimate that there were 111 million Internet users in China at the
end of 2005 representing a penetration rate of only 8.5% and a readily addressable mass market of close to
400 million mobile phone subscribers who could in the near future convert to wireless Internet users as 3G
licenses are expected to be awarded in 2006. The stage is still being set and Sohu is positioning itself so it
can best monetize its core assets, consisting of Sohu’s large and growing online user community, the Sohu
brand and comprehensive content.

We now have close to 150 million registered users for news, e-mail, search on our branded website Sogou,
and community-based and Web 2.0 products such as Alumni Club, Sohu picture bar, blog and online bulletin
boards. Our Alumni Club is also the largest of our online communities, comprising 67 million people who
stay in touch online with their former classmates.



Highlights for 2005

e Financial highlights: During fiscal 2005, we continued to strengthen the financial foundation of the
company. We grew our revenues 5% year-on-year to US$108.3 million driven by strong growth in
advertising revenues, up 27% year-on-year to reach US$70.9 million. US GAAP net income for the
year was US$29.8 million or US$0.77 per fully diluted share. We finished the year on a strong financial
footing with US$133.1 million in cash, cash equivalents and marketable debt securities.

o Content partnerships:

e Sohu was chosen as official Internet Content Sponsor for the Beijing 2008 Olympic Games in
November 2005, providing exclusive services to construct, operate and host the official web site,
www.beijing2008.com, for this upcoming historic event. Sohu has exclusive access to all content
on the official Beijing 2008 web site.

e We continued to expand our exclusive marketing and content partnerships during 2005 and now have
more than 1,000 content partners including exclusive partnerships with the NBA, China Open, Formula
One, Disney, Asian Cup, etc.

o Sogou search engine: We continue to upgrade our proprietary interactive search engine, Sogou, launching
Sogou Version 2.5 in late November 2005. Although Sogou is still in its early monetization stage, we have
seen marked sequential increase in traffic throughout the year which we view as critical and an important
leading indicator towards significant monetization. With a database supporting over 2 billion retrieved web
pages, Sogou has the world’s largest Chinese index database.

o Acquisition: In May, we acquired Go2Map.com, a leading online mapping service provider in China,
which has since been integrated into Sogou to provide a better and more comprehensive location
search experience.

o Stock repurchase program: Earlier in the year, we had completed a US$13.8 million stock repurchase
program. In November 2005, Board of Directors approved another US$15 million stock repurchase
program. The US$15 million stock repurchase program is ongoing and we view this as reflection of
management’s continued confidence in the health and future of Sohu.

Strategy and Outlook

2006 will be a year of continued execution for both our advertising and non-advertising businesses. We expect
brand advertising and sponsored search to grow year-on-year by 25% supplemented by a continued recovery
in WVAS.

Brand advertising and sponsored search have emerged as the cornerstone of our business because that is
where our competitive advantages are the strongest and where we see the greatest potential yet to be fully
realized. In 2005, we continued to make great strides in closing in on our longstanding competitor with
increased traffic to our sites and catching up in brand advertising revenues. In sponsored search, our focus
on enhancing Sogou’s technology to ensure users have the optimal search experience has similarly resulted
in strong traffic growth. We believe that with a technologically superior search product on the market, we
can begin to more aggressively monetize sponsored search in the long term.

One question which we have been routinely asked to address is what our strategy is for our WVAS business,
which accounted for 24% of our total revenues in 2005. After a challenging year in the WVAS market in 2004,
we have experienced steady recovery in 2005. Fourth quarter 2005 was the fourth consecutive quarter in which
we posted sequential revenue growth in our WVAS business. Although our focus will remain on our core
advertising business, we believe the current revenue mix we have is healthy and we recognize the importance
of maintaining a presence in this area as 3G opens up new doors to access the Internet. Although we do not
plan to invest heavily in this sector, we do believe that innovative products such as our WAP portal launched in
December 2005 is a natural extension of Sohu’s content and media strength and best positions Sohu to capture
the market opportunity that 3G will bring.



As T have said before, at Sohu we invest heavily in product and technology for our long-term and sustainable
growth. I personally spend a great deal of my time on technology and products because I believe that is key

in driving Sohu’s continued success. With an experienced management team in place, I have been able to focus
my efforts on our Sogou search product which we only launched in August 2004. We have continued to push
through new product upgrades and market the Sogou product through innovative marketing campaigns such

as ‘Spokesdog Search’ during the lunar Year of the Dog and ‘Sogou Supergirl’ contest. I see search as a very
promising source of growth in the long term which will complement our strong branded advertising business.

Conclusion

On a more personal note, I recently returned from a trip to the United States where Sohu participated in the
NASDAQ Opening Bell ceremony to celebrate more than five years of being a NASDAQ-listed company
and also to announce to the world Sohu’s sponsorship role in the Beijing 2008 Olympics. As I presided over
the ceremony, I was again reminded of how far Sohu has come from its inception ten years ago, growing
from a fledgling Internet start-up to now a globally recognized brand chosen to sponsor the historic Beijing
2008 Olympics. As one of the Internet pioneers in China, I can’t tell you what it meant to see the Sohu logo
projected onto the NASDAQ tower in the middle of Times Square in New York City and to be able to share
that moment with our supporters and with Chinese people all around the world.

Sohu has grown to a company of over 1600 employees and we all share the same vision — to continue to
be China’s premier online brand and remain indispensable to the daily lives of millions of Chinese. We take
our leading position seriously and we do not underestimate the competitive nature in this market. Our focus
on technology, continued product enhancements, content partnerships and innovative marketing allow us to
execute on our objectives effectively and intelligently. I am extremely proud of where Sohu is today and
where it will be in the years to come.

I thank you all for your continued support and look forward to updating you throughout another exciting and
rewarding year in 2006.

Sincerely,

il

Charles Zhang
Chairman and CEO
Sohu.com Inc.

This letter contains forward-looking statements. Statements that are not historical facts, including statements
about our beliefs and expectations, are forward-looking statements. These statements are based on current
plans, estimates and projections, and therefore you should not place undue reliance on them. Forward-looking
statements involve inherent risks and uncertainties. We caution you that a number of important factors could
cause actual results to differ materially from those contained in any forward-looking statement. Potential risks
and uncertainties include, but are not limited to, Sohu’s historical and possible future losses, limited operating
history, uncertain regulatory landscape in the People’s Republic of China, fluctuations in quarterly operating
results, and the company’s reliance on online advertising sales, wireless services (most wireless revenues

are collected from a few mobile telecom operators), online games and e-commerce for its revenues. Further
information regarding these and other risks is included in Sohu’s Annual Report on Form 10-K for the

year ended December 31, 2005 and other filings with the Securities and Exchange Commission.
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PART 1

As used in this report, references to “us,” “we,” “our,” “our company,” “Sohu” and “Sohu.com” are to
Sohu.com Inc. and, except where the context requires otherwise, our subsidiaries, Sohu.com (Hong Kong)
Limited (or Sohu Hong Kong), Sohu.com Limited, Kylie Enterprises Limited, All Honest International
Limited, Marvel Hero Limited, Go2Map Inc., Sohu.com (Search) Limited, Sogou Inc., Sogou.com Limited,
Sohu ITC Information Technology (Beijing) Co., Ltd. (or Beijing ITC), Beijing Sohu New Era Information
Technology Co., Ltd. (or Sohu Era), Beijing Sohu Interactive Software Co., Ltd. (or Sohu Software), Go2Map
Software (Beijing) Co., Ltd. (or Go2Map Software), and our Variable Interest Entities (or VIEs) Beijing Sohu
Online Network Information Services, Ltd. (or Beijing Sohu), Beijing Century High Tech Investment Co., Ltd.
(or High Century), Beijing Hengda Yitong Internet Technology Development Co., Ltd. (or Hengda), Beijing
Sohu Internet Information Service Co., Ltd. (or Sohu Internet), Beijing Goodfeel Information Technology Co.,
Ltd. (or Goodfeel), Beijing Huohu Digital Technology Co., Ltd. (or Huohu), Beijing Tu Xing Tian Xia
Information Consultancy Co., Ltd. (or Tu Xing Tian Xia), Beijing Feng Yang Tian Lang Advertising Co., Ltd.
(or Feng Yang Tian Lang), and Beijing Sogou Information Services Co., Ltd. (or Sogou Information) and
these references should be interpreted accordingly. Unless otherwise specified, references to “China” or
“PRC” refer to the People’s Republic of China and do not include the Hong Kong Special Administrative
Region, the Macau Special Administrative Region or Taiwan. This report contains forward-looking statements
within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange
Act of 1934, including, without limitation, statements regarding our expectations, beliefs, intentions or future
strategies that are signified by the words “expect,” “anticipate,” “intend,” “believe,” or similar language.
All forward-looking statements included in this document are based on information available to us on the
date hereof, and we assume no obligation to update any such forward-looking statements. Our business and
financial performance are subject to substantial risks and uncertainties. Actual results could differ materially
from those projected in the forward-looking statements. In evaluating our business, you should carefully
consider the information set forth below under the caption “Risk Factors.” Readers are cautioned not to
place undue reliance on these forward-looking statements.

ITEM 1. BUSINESS

Overview

Sohu is one of China’s premier Internet media companies providing millions of Chinese consumers with their
daily source of information, communication and entertainment. We have built one of the most comprehensive
matrices of Chinese languages Web properties and proprietary search engines, consisting of:

o www.sohu.com, a leading mass portal and online media destination;

e www.sogou.com, an interactive proprietary search engine with two billion retrieved pages and one
billion indexed pages;

e www.chinaren.com, a leading online alumni club;

o www.l7173.com, a leading games information portal;

e www.focus.cn, a top real estate Website;

o www.goodfeel.com.cn, a leading wireless service provider; and

o www.go2map.com, a leading online mapping service provider.



Our Web properties offer the Sohu user community a broad range of choices of information, communication
entertainment and commerce. According to the China Online Media Research Report published in December
2005 by Shanghai IResearch Co., Ltd., Sohu’s Websites (including Sohu.com, Sogou.com, Chinaren.com,
17173.com and Focus.cn) have the highest number of visitors in China as monitored by Alexa.com.

We were incorporated in Delaware in August 1996 as Internet Technologies China Incorporated, and launched
our original Website, itc.com.cn, in January 1997. During 1997, we developed the Sohu online directory and
search engine and related technology infrastructure, and also focused on recruiting personnel, raising capital
and aggregating content to attract and retain users. In February 1998, we re-launched our Website under the
domain name Sohu.com and, in September 1999, we renamed our company Sohu.com Inc. On October 18,
2000, we completed the acquisition of ChinaRen, the leading youth community Website in China. On
November 24, 2003, we completed the acquisition of Kylie Enterprises Limited, the owner of 17173.com,

a Website providing information about multiplayer online games in China. On November 25, 2003, we
completed the acquisition of All Honest International Limited, the owner of Focus.cn, a Website providing
information about real estate in Beijing and Shanghai. On May 31, 2004, we completed the acquisition of
Marvel Hero Limited and Goodfeel, a leading provider of value-added mobile data services for Wireless
Application Protocol, or WAP, in China. On May 31, 2005, we completed the acquisition of Go2Map Inc.
(and its affiliate, Tu Xing Tian Xia) one of the leading online mapping service providers in China. Through
our acquisition and successful integration of these companies, we have built one of the most comprehensive
networks of Web properties in China.

Substantially all of our operations are conducted through our indirect wholly owned PRC subsidiaries,
Beijing ITC and Sohu Era, and our Chinese VIEs, Beijing Sohu, Hengda, Sohu Internet, Goodfeel, and

Tu Xing Tian Xia. Since our inception, our business model has expanded to include other major business
lines, including brand advertising, sponsored search, wireless services and other businesses, including online
games and e-commerce.

We generate revenues through the sale of brand advertising, sponsored search, wireless services, e-commerce
and online games.

In 2000, we started the e-commerce business, selling consumer products through store.sohu.com. In 2001,
we began to provide wireless services for mobile phone users through sms.sohu.com. We have since expanded
our wireless services to include short messaging services, or SMS, Wireless Application Protocol, or WAP,
interactive voice response, or IVR, multimedia messaging services, or MMS, Ring Back Tone, or RBT. In
2003, we launched our first multiplayer online game, Knight Online. In July 2004 we launched our second
multiplayer online game, Blade Online. In August 2004, developed upon the existing directory search
capabilities, we introduced our new, all-inclusive, proprietary search engine under the brand name Sogou
through Sogou.com. On February 25, 2005, we launched our upgraded search engine Sogou 2.0 with

an expanded breadth of 500 million Chinese language indexed web pages, higher updating speed and
shorter search time. On November 30, 2005, we launched Sogou version 2.5, which offers more advanced
search functionality and an expanded database capacity covering two billion retrieved pages and one billion
indexed pages.

Official Internet Content Service Sponsor for Beijing 2008 Olympic Games

In November 2005, we were selected as the official sponsor of Internet Content Services (or ICS) for
the Beijing 2008 Olympic Games. According to the Sponsorship Agreement we entered into with Beijing
Organizing Committee for the Games of the XXIX Olympiad (or BOCOG), we will provide exclusive
services to BOCOG to construct, operate and host the official BOCOG Website, www.beijing2008.com,
for this historic event.



Our Web Properties

We have matrices of seven Web properties, with Sohu.com being the Website attracting the highest level
of Internet traffic. On all of our Websites, we offer basic content to our users on a free of charge basis.

Mass Portal—Sohu.com

Sohu.com’s portal consists of sophisticated Chinese language Web navigational capabilities, 24 main content
channels, Web-based communications and community services and a platform for e-commerce and short
messaging services. Each of our interest-specific main channels contains multi-level sub-channels that cover

a comprehensive range of topics, including news, business, entertainment and sports. We also offer free Web-
based e-mail services. We offer a universal registration system, whereby a user that has registered for our
e-mail service is automatically registered for our chat, bulletin board and other services. Our portal attracts
consumers and merchants alike because it is designed to meet the specific needs and interests of Internet users
in China. Key features of our portal include proprietary Web navigational capabilities that reflect particular
cultural characteristics and viewing habits of PRC Internet users.

Proprietary Search Engine—Sogou.com

Sogou, which means “Search Dog”, is Sohu’s proprietary search engine launched in August 2004. Sogou
performs interactive searches of billions of Web pages using advanced algorithms. The user is taken through
a fast and convenient interactive process to arrive at the most relevant selection of the integrated Website
and page search results. On February 25, 2005, we launched our upgraded search engine Sogou 2.0 with an
expanded breadth of one billion Chinese language indexed web pages, higher updating speed and shorter
search time. In November 2005, we announced the launch of Sogou version 2.5, a further upgrade for our
proprietary search engine. This newly upgraded Sogou 2.5 is more sophisticated with advanced spider
technology and more intelligent in terms of crawling, selecting and ranking capabilities so as to provide
more relevant, accurate and up-to-date Web search results. We intend to integrate Sogou 2.5 with the
content strength of our comprehensive Internet platform and our community based product offering,

which will enable us to obtain knowledge of our users’ online habits and interests, in order to optimize

the overall search experience for our users.

Vertical Sites
Chinaren.com

We acquired ChinaRen in October 2000. ChinaRen is the largest online youth community in China, with
over sixty-six million registered users as of December 2005. Schools and universities in China generally

do not have alumni offices to cater to the needs of former students to organize their classes into long-term
communities. As in other Asian societies, Chinese people hold strong ties of friendship and loyalty with
their fellow alumni, which form the basis of their personal and professional relationship networks. ChinaRen
has leveraged a critical mass of loyal users to create one of the leading on-line alumni networks in China.

17173.com

The Sohu games portal www.17173.com was launched in 2000 as the first online games portal in China and
was acquired by Sohu in November 2003. 17173.com is a leading online destination for game players seeking
information on games and feedback from other players on the sites message boards. With over 100 game
zones and millions of registered users supported by alliances with over 10,000 Internet cafés, 17173.com is
the largest online games information and community Website in China. The games portal www.17173.com is
widely recognized as a market leader among the games Websites in China, with strong expertise in running
the Website, building a game community and developing relationships with advertising clients in the online
games industry.



Focus.cn

Focus.cn is a leading real estate Website in China. Focus.cn attracts many users who are homeowners with
high income and real estate professionals. Launched in 1999, Focus.cn has developed into what we believe is
one of the most influential Websites serving the Beijing market. The Focus.cn platform serves as a basis for
regional expansion in other key urban areas where Internet penetration is highest in China. Since our
acquisition of Focus.cn in November 2003, the Website has successfully rolled out into nine cities. Real estate
is the number one advertising category for print media and we expect online media to gain market share in
this area in coming years.

Goodfeel.com.cn

Goodfeel is a leading WAP service provider in China, offering various WAP services including ring tone and
picture download. Goodfeel.com was founded in November 2001 and was acquired by us in May 2004.
Goodfeel has since been integrated with our WAP business. We believe it is important for Sohu to maintain a
presence on the wireless side, and more specifically in WAP, in anticipation of the imminent launch of third
generation of mobile network in China in the future and the burgeoning market that it will bring.

Go2Map.com

Go2Map is one of the leading online mapping services providers in China founded in 1999. Go2Map mapping
information platform enables online mapping services through different Internet/Intranet platforms, mobile
phones, call centers and PDAs. Go2Map’s database covers points of interests in more than 200 cities across
China, which has enabled it to develop multiple business applications, including sales of software and map
information resources. Go2Map also provides Web surfers a free on-line mapping inquiry system in large
Chinese cities. We acquired Go2Map in May 2005, and believe that Go2Map’s expertise in professional
location-based information will enhance our search engine capabilities as well as online Website content.

Our Products and Services
Products and Services for Businesses
Brand Advertising

In brand advertising, we enjoy a strong competitive position as one of the top portals in China. We provide
brand advertising services across our matrices of Web properties. Our offerings enable advertisers to post their
advertisement in different forms, including textual, rich media and graphic advertisement, and in different
locations on our portals and our affiliate Websites. Our brand advertising products include banners, links,
logos, buttons and stream advertisements placed on our Websites and sponsorships that typically focus on a
particular event or a particular Website area. We charge advertisers daily or hourly rates for banners, links,
logos, buttons and stream advertisements. Sponsorship contracts for a particular area of a Website or for a
particular event may require fixed payments over the contract period. Our standard advertising charges vary
depending on the terms of the contract and the advertisement’s location within our Website. Discounts from
standard rates are typically provided for higher-volume, longer-term advertising contracts, and may be
provided for promotional purposes.

We rely on both direct sales by our internal sales force and sales by advertising agents for advertising on our
Websites. During the year ended December 31, 2005, approximately 800 companies advertised on our
Websites. Our customers include multinational companies that have significant operations in Chinese markets,
many of which are Fortune 500 companies, as well as numerous Chinese domestic companies, which are
mainly medium or large size companies. We plan to continue focusing on Chinese domestic and multinational
companies as our key advertisers. In 2005, our five largest advertisers accounted for approximately 17% of



total brand advertising revenues. Sohu has entered into agreements with each of these advertisers. Most of
these agreements have terms of less than 12 months.

The focus of our marketing strategy is to generate brand and product awareness for Sohu.com in China with
advertisers, Internet users and the general public. During the year ended December 31, 2005, we spent
approximately $7.6 million in advertising and promotion expenses. As a pioneer of the PRC Internet industry,
we have been able to generate substantial public awareness of Sohu in China. In September 2005, we were
ranked by the Financial Times among the “Top 10 Chinese Global Corporate Brands”.

As of December 31, 2005, we had obligations to provide, and advertisers had obligations to purchase,
advertising services under existing contracts in the amount of $5.5 million, of which $0.2 million of services
were not required to be provided during the twelve months ended December 31, 2006. $5.3 million of such
services are considered backlog. Based on our advertisers’ existing contractual obligations, we expect that $0.2
million of such obligations will not be fulfilled by December 31, 2006.

Sponsored Search

We offer a series of sponsored search offerings, aiming at small and medium sized enterprises that pay fees
to list on our search results, in our directory. Through our sponsored search services, we provide advertisers
a cost-effective way to deliver advertisement to targeted customers by displaying advertisements in response
to user actions, such as a keyword search. We offer both paid listing and bid listing on our search engine
and online directory, as well as listings in our classified advertisement section. For paid listing, advertisers
pay fixed lump-sum fees based on priority and keywords within a certain period. For bid listing, advertisers
pay us according a cost per click bidding price set by the advertisers.

Revenues from sponsored search are derived from a fixed fee model of paid listing, listing in our classified
advertisement section and a pay-for-click model of bid listing services. We market our paid search services
through the use of approximately 250 distribution agents as well as our internal sales force. We also have

a Website Alliance network with more than 5000 members, whereby our bid listing advertisers could choose
to also post their links in different Websites of the Website Alliance members so as to increase the chance
of click-through.

As of December 31, 2005, approximately 39,000 small and medium enterprises had paid to list on our
Websites for search results and our directory.

Products and Services for Users

We provide an array of products and services to our users through our Web properties, including aggregated
content, communication and community, search and directory, wireless services, e-commerce and online games.

Aggregated Content

We also are a leading aggregator of content, and provide contents on a variety of topics. We organized around
24 main channels on the Sohu portal. Each main channel contains numerous sub-channels and features news,
commentaries and various utilities and solutions relating to a specific topic. We also have regional Websites in
sixteen different cities in China. As of December 31, 2005, we had over one thousand content partners, which
enable us to provide a wide range of content offerings. Our content partners are leading Chinese language
media and information providers in a variety of fields with coverage of major cities in China. Our
arrangements with content partners are normally short-term and non-exclusive. In addition, we have
established exclusive partnership/sponsorships with some of our important content partners and sponsors,
including NBA, Disney, Formula One, Sprite and China Tennis Open. Such exclusive content partnerships or
sponsorships enable us to differentiate our brand advertising offering from other brands and to improve and
strengthen our brand.



All of our channels, including co-branded third party content on our portal, are defined by the following
features, that together constitute the distinct Sohu “look and feel”: the Sohu.com logo, the “Search Fox”
mascot that displays different postures in different channels, the navigation bar, the color combination, the size
and type of the Chinese characters, the spacing of the characters used in our directories and the reporting
style. Below are descriptions of some of our main channels.

News

Business and Finance

Automobile

Real Estate

Sports

Information Technology

Entertainment

Music

Women

Delivers a comprehensive selection of local, national and international news
from newspapers, magazines and other information providers throughout
China. Full text search is available on each page.

Features business and financial news provided by leading financial information
services in China covering both domestic and international markets. Users can
retrieve real-time stock quotes, exchange rates, annual reports, research reports
and other information on selected listed companies in China.

Includes industry forums, industry policies and trends, and online communications
with the CEOs of the top Chinese automakers. Also provides automobile features,
news, and product reviews.

Together with Focus.cn, this channel offers directories of apartment, residential
housing and commercial housing listings in nine major cities in China,

and publishes advice and information on general real estate and home
furnishing matters.

Provides the latest in national and international sports headlines, results,
commentaries and analyses.

Includes industry forums, industry policies and trends, and online
communications with the CEOs of the top Chinese companies in the
information technology industry. Features information technology news,
product reviews and software downloads.

Contains extensive coverage of the entertainment arenas that are of interest to
Chinese users, including dining, movies, television programs, plays, operas and
popular and classic music.

Provides dedicated news and stories on singers and industry developments, and
billboard listings for popular songs.

Covers a broad range of lifestyle-related topics that are of particular interest to
Chinese women, including fashions and trends, beauty, society, emotion and
other areas.



Communication and Community Tools

We offer a variety of communication and community tools for our Chinese online users that are important in
promoting user affinity to our portal network:

Alumni Club
Alumni Club is a database service containing information on schools, classes
and classmates that allows classmates to communicate and find each other.
As of December 31, 2005, there were approximately sixty-six million
registered users.

E-Mail
We offer e-mail services to our users with up to two-gigabyte free memory.
We also offer e-mail access via mobile phone, for which users pay a monthly
subscription fee.

Blogs

Blogs in an interactive platform for users to build their own space by posting
their articles and pictures, and allow sharing of information amongst users.

Picture Gallery
Offers a space for users to post their favorite pictures and allow interaction
with other users. Organizes the collected pictures in categories and offers
searching function to users for locating different pictures.

Message Boards
Users can post and exchange information on message boards covering 16 main
topics ranging from education and travel to fashion and sports.

Instant Messaging
Services
Our “SOQ” offers real time chat.

Search and Directory Services

We started as China’s first online search company in 1997 under the brand Sohu, which means Search Fox, and
have continuously developed our in-house search technology. We launched our search brand, Sogou, which
means Search Dog, in 2004. Currently, we provide both keyword search services and search directory services to
our users. Under the keyword search, the end users type in the keyword in the search box on the Website, and a
list of Website linkages that are related to the searched keyword will be shown in the search results page. The
search directory is structured as a search engine by categories. The end user can choose the search type from the
nine categories and are linked to the corresponding Websites to continue the search process.

Over the years, our in-house directory of Websites have been continuously maintained and expanded. With a
search database of two billion retrieved web pages and one billion indexed pages, we believe Sohu has the
world’s largest online search database in the Chinese language. In addition to the Website search services, we
offer to our users the following featured search services through our search engine to help users find relevant
information quickly and easily.

News Search
Our News Search gathers information from over 2000 sources, provides links
to local, national and international news and updates our gathering every
minute, which enable users to get the most updated information.
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Music Search
Music Search enables people to easily find music, songs, lyrics, ring tones and
other multimedia files on the Internet. The users can also sort our Music
Search links by various categories, such as lists of top pop songs and singers,
which are updated automatically every week based on the number of clicks.

Picture Search
Picture search enable users a convenient method to search for relevant pictures
by keywords.

Say Board
Our Say Board provides users with a query-based searchable community to
exchange views and share knowledge and experiences. Users can search, read
and browse Internet message boards and post messages to other members of
the community.

Map Search

With advanced technology, our Map Search helps users search maps, get
directions, and find locations quickly and easily in China.

Search Directory
Through our Search Directory, users are able to browse and search categorized
Websites. Our directory contains over 50,000 categories and over 500,000
selected Websites.

Shopping Search
Our Shopping Search helps people to find commodities online. We help users
locate stores that sell the items they are seeking and point them directly to the
Websites where they can shop.

Wireless Services

We also operate as a service provider to China’s leading mobile operators, offering a wide range of wireless
products focused on entertainment, information and communications. These products are available to end users
via a broad choice of technologies, such as SMS, WAP, IVR, MMS and RBT services. We provide wireless
services through all of the four Chinese mobile network operators and their provincial subsidiaries.

We offer a variety of products and services to our users through our Websites, mobile phones by utilizing the
contents of our portals to create fee-based services. Users can purchase our wireless services through our
Websites or through mobile phones and pay for such services on a monthly subscription basis or per-message
basis. Users may subscribe to receive news, alerts and other information, download ring tones and logos,
access email and alumni clubs, participate in dating and friends matching as well as play games, and order
other mobile related contents. We provide our services mainly pursuant to our cooperation arrangements with
mobile network operators. We do not directly bill and collect fees from users. Instead, we rely on mobile
network operators to bill and collect our service fees. Pursuant to our cooperation arrangement with mobile
network operators, the monthly service fees charged on users range from $0.062 to $3.715 per month and
single message fees range from $0.006 to $0.495 per message. For the year ended December 31, 2005,
approximately 56% of our SMS revenue was derived from consumers who subscribe for monthly services.
After collecting service fees from users on behalf of Sohu, mobile network operators will deduct a percentage
of such revenue as gateway fees and service fees before paying the balance to us. Such percentages normally
ranges from 10% — 60% based on contract rates.
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E-commerce

We started the e-commerce portion of our business in 2000, selling products at store.sohu.com. We made
direct sales to customers (the B2C model). Under the B2C model, we purchased products from suppliers,
stocked the goods in our warehouse, and, upon receiving orders from customers through our Websites
arranged for delivery. In 2005, we implemented an additional business model, n2N model. Under the n2N
model, suppliers list their products on our Website, and receive orders directly from customers through the
Website. We do not keep any inventory. Currently, the consumer products listed on our Website consist of
various categories, such as books, music disks, videos, health care products, cosmetics, gifts, apparel and
accessories. We are now in the process of converting our remaining e-commerce businesses under B2C
model to n2N model.

Online Games
We currently operate two multiplayer online role playing games (MMORPG games), namely, Knight Online
and Blade Online. The former was licensed from a Korean developer and launched in 2003. The latter was
co-developed with a Beijing-based game studio and launched in 2004. In addition to MMORPG games, we
also operate a casual game platform on our portal, mainly consisting of self-developed chess and board games.
Our online games revenues have been included within our other non-advertising revenues and are a relatively
small part of our business. In October 2005, we started to offer our Knight Online free of charge with virtual
products offered to users to generate income.
Competition
There are many companies that distribute online content and services targeting Chinese users. We compete
with distributors of content and services over the Internet, including Web directories, search engines, content
sites, Internet service providers and sites maintained by government and educational institutions. These sites
compete with us for visitor traffic, advertising dollars, wireless services, e-commerce transactions and potential
partners. The Internet market in China is relatively new and rapidly evolving. Competition is intense and is
expected to increase significantly in the future because there are no substantial barriers to entry in our market.
We have many competitors in the PRC Internet market, including Sina, Netease, Tecent, Baidu, Tom Online,
KongZhong, Linktone, Shanda, Google and Yahoo! China. In addition, there are a number of existing or new
PRC Internet portals, including those controlled or sponsored by PRC government entities. These private and
government sponsored competitors may have certain competitive advantages over us in terms of:

e substantially greater financial and technical resources;

e more extensive and well developed marketing and sales networks;

e Dbetter access to original content and information;

e greater global brand recognition among consumers; and

e larger customer bases.
We compete with other portals in China primarily on the following basis:

e attractiveness of products;

e Dbrand recognition;

e volume of traffic and users;
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e quality of our Websites and content;

e strategic relationships;

e quality of our services;

e effectiveness of sales and marketing efforts;

e talented staff; and

e price.
Our existing competitors may in the future achieve greater market acceptance and gain additional market
share. It is also possible that new competitors may emerge and acquire significant market share. In particular,
our search engine faces intense competition from software and other Internet products and services
incorporating search and retrieval capabilities, such as Baidu, Google and Yahoo! China. In addition, operators
of leading Websites or Internet service providers, including Yahoo!, Microsoft/MSN and America Online,
currently offer, and could expand, their online products and services targeting China. We believe the rapid
increase in China’s online population will draw more attention from these multinational players to the PRC
Internet market. We also compete with traditional forms of media, such as newspapers, magazines, radio and
television, for advertisers and advertising revenues.
Government Regulation and Legal Uncertainties
The following description of PRC laws and regulations is based upon the opinions of TransAsia Lawyers,
our PRC counsel. For a description of legal risks relating to our ownership structure and business, see
“Risk Factors.”
Regulatory Authorities
Certain areas related to the Internet, such as telecommunications, Internet information services, international
connections to computer information networks, information security and censorship are covered extensively by

a number of existing laws and regulations issued by various PRC governmental authorities, including:

e the Ministry of Information Industry, or MII (formerly the Ministry of Post and Telecommunications,
or MPT);

e the Ministry of Culture, or MOC;
e the Ministry of Public Security;
e the State Administration of Industry and Commerce, or State AIC;

e the General Administration for Press and Publication, or GAPP (formerly the State Press and
Publications Administration, or SPPA);

e the State Administration for Radio, Film and Television, or SARFT; and

e the State Council Information Office, or SCIO.
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Telecommunications Laws and Regulations

Among all of the applicable laws and regulations, the Telecommunications Regulations of the People’s
Republic of China, or the Telecom Regulations, implemented on September 25, 2000 is the primary governing
law, which sets out the general framework for the provision of telecommunication services by domestic PRC
companies. According to the Telecom Regulations, it is a requirement that telecommunications service
providers procure operating licenses prior to their commencement of operations. The Telecom Regulations
draws a distinction between “basic telecommunications services” and “value-added telecommunications
services.” Value-added telecommunications services are defined as telecommunications and information
services provided through public networks. A “Catalogue of Telecommunications Business,” was issued as

an attachment to the Telecom Regulations to categorize telecommunications services as basic or value-added.
In February 2003, the Catalogue was updated, which categorized online data and transaction processing,
on-demand voice and image communications, domestic Internet virtual private networks, Internet data centers,
message storage and forwarding (including voice mailbox, e-mail and online fax services), call centers,
Internet access, and online information and data search as value-added telecommunications services.
Accordingly, there are various types of telecommunications services in which Sohu is engaged that are
regulated as value-added telecommunications services.

Foreign direct investment in telecommunications companies in China is regulated by the Regulations for the
Administration of Foreign-Invested Telecommunications Enterprises, or the FITE Regulations, which were
issued by the PRC State Council on December 11, 2001, and became effective on January 1, 2002. The FITE
Regulations stipulate that foreign-invested telecommunications enterprises, or FITEs, must be established as
Sino-foreign equity joint ventures. FITEs can undertake operations in basic telecommunications services and
value-added telecommunications services. Under the FITE Regulations and in accordance with WTO-related
agreements, the foreign party to an FITE engaging in value-added telecommunications services may hold up
to 50% of the equity of the FITE, with no geographic restrictions on its operations. The PRC government has
not made any further commitment to liberalize its regulation of FITEs.

In view of the restrictions on foreign direct investment in the telecommunications sector, we established
several domestic Variable Interest Entities, or VIEs, to engage in value-added telecommunications services.
For a detailed discussion of our VIEs, please refer to below “Our PRC Corporate Structure”. In accordance
with the FITE Regulations and Sino-Foreign Equity Joint Venture Law, we may consider establishing a
foreign-invested telecom entity at an appropriate time.

On December 26, 2001, the MII promulgated the Administrative Measures for Telecommunications Business
Operating Licenses, or Telecom License Measures, to supplement the Telecom Regulations. The Telecom
License Measures confirm that there are two types of telecom operating licenses for operators in China
(including FITEs), namely, licenses for basic telecommunications services and licenses for value-added
telecommunications services. With respect to the latter, a distinction is made as to whether a license is
granted for intra-provincial or “trans-regional” (inter-provincial) activities. An appendix to the license will
detail the permitted activities of the enterprise to which it was granted. An approved telecommunication
services operator must conduct its business (whether basic or value-added) in accordance with the
specifications recorded on its Telecommunications Services Operating License.

On August 18, 2004 and May 30, 2005, the MII issued to Sohu Internet and Goodfeel, respectively, a Value-
Added Telecommunications Services Operating License each of which authorized the provision of value-added
telecommunication services nationwide. Both of these licenses have a valid term of five years and are subject
to annual inspections. In addition to the Value-Added Telecommunications Services Operating License, we are
required to obtain various types of other licenses and permits so as to provide Internet-related services in
China. For a detailed discussion, please refer below to “Classified Regulations”.
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Our PRC Corporate Structure
We have the following wholly owned subsidiaries in China:
e Beijing ITC, established in 1997 by Sohu Hong Kong;
e Sohu Era, established in 2003 by Sohu Hong Kong;
e Sohu Software, established in 2003 by Sohu Hong Kong; and
e Go2Map Software, acquired in 2005 as a result of the acquisition of Go2Map Inc.

Beijing ITC, Sohu Era, Sohu Software and Go2Map Software are structured as wholly foreign-owned
companies engaged in the development of Internet technologies and related software. Under current PRC law,
the legal establishment of wholly foreign-owned companies must be approved by the relevant local branch of
the MOC, and such companies may commence operations only upon the issuance of a business license by the
relevant local branch of the State AIC, such as the Beijing AIC. Beijing ITC, Sohu Era, Sohu Software and
Go2Map Software have been issued business licenses by Beijing AIC, and each of them has obtained a New
Technology Enterprise Qualification Certificate issued by Beijing Science and Technology Commission.

In the opinion of TransAsia Lawyers, Beijing ITC, Sohu Era, Sohu Software and Go2Map Software have
presently satisfied both of the aforementioned requirements.

As mentioned above, telecommunications value-added services business is an area in which foreign
investment is restricted. Thus, we have established the following VIEs through contractual arrangements with
our subsidiaries to perform certain value-added telecommunications services.

e Beijing Sohu, a PRC company established in 1998, and 80% owned by Dr. Charles Zhang, our
founder, Chairman and Chief Executive Officer, and 20% owned by High Century. Beijing Sohu
is structured to provide Internet-related services in China;

e High Century, a PRC company established in 2001, and 80% owned by Dr. Charles Zhang, our
founder, Chairman and Chief Executive Officer, and 20% owned by one of our non-executive
employees. High Century is structured as an investment management and consulting company
in China;

e Hengda, a PRC company established in 2002, that is owned by two of our non-executive employees.
Hengda is structured to provide Internet-related services in China;

e Sohu Internet, a PRC company established in 2003, that is 75% owned by High Century and 25%
owned by Hengda. Sohu Internet is structured to provide Internet-related services in China;

e Goodfeel, a PRC company we acquired in 2004. Goodfeel is owned by two of our non-executive
employees and has entered into a series of agreements to provide wireless services in China;

e Huohu, a PRC company established in 2005. Huohu is owned by Sohu Era and an employee of Sohu.
Huohu is structured to engage in software and technology development for the gaming business;

e Tu Xing Tian Xia, a PRC companies we acquired in 2005. High Century and Sohu Internet own

56.1% and 43.9% interests in Tu Xing Tian Xia, respectively. Tu Xing Tian Xia is structure to
provide online mapping service in China;
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e Feng Yang Tian Lang, a PRC company that we established in December 2005. High Century and
Sohu Internet each holds 50% of the equity interests in Feng Yang Tian Lang, which is structured to
engage in the online advertising business; and

e Sogou Information, a PRC company that we established in December 2005. Sogou Information is
owned by two of our non-executive employees and is structured to provide Internet-related services
in China.

Sohu has extended interest-free loans to those individuals to fund their capital investment in these VIEs.

We have also entered into a series of agreements with the individual shareholders to transfer their shares

in the VIEs to us when required to do so. All of our VIEs presently have valid business licenses issued by
the relevant local branch of the State AIC. In addition, Hengda, Sohu Internet, Goodfeel, Tu Xing Tian Xian,
and Huohu have been issued New Technology Enterprise Qualification Certificates by Beijing Science and
Technology Commission.

In the opinion of TransAsia Lawyers, the ownership structures of each of Beijing ITC, Sohu Era, Sohu
Software, Go2Map Software, Beijing Sohu, High Century, Hengda, Sohu Internet, Goodfeel, Huohu, Tu Xing
Tian Xia, Feng Yang Tian Lang and Sogou Information comply with all existing laws, rules and regulations of
the PRC and each of the thirteen companies as described herein has the full legal right, power and authority,
and has been duly approved to carry on and engage in the business as described in its business license.

Classified Regulations
Online Advertising

On May 18, 2000, the State AIC issued to Beijing ITC an advertising operating license, which enables us to
conduct our online advertising business. The State AIC has renewed this license annually. In September 2003,
this license was transferred to Sohu Era as part of our restructuring. On January 1, 2004, the State AIC issued
a new license to Sohu Era with a one-year term.

In accordance with the Administrative Regulations for Advertisin