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PART |

ITEM 1. BUSINESS
Overview

Google is a global technology leader focused orravipg the ways people connect with informationr @unovations in web search a
advertising have made our web site a top Interastigiation and our brand one of the most recogrirzdéite world. We maintain the world’s
largest online index of web sites and other contamid we make this information freely availableatyone with an Internet connection. Our
automated search technology helps people obtaityriratant access to relevant information from wast online index.

We generate revenue by delivering relevant, cdstgve online advertising. Businesses use our Acd&/@rogram to promote their
products and services with targeted advertisingdiition, the thousands of third-party web sitest tomprise our Google Network use our
Google AdSense program to deliver relevant adsgéaérate revenue and enhance the user experience.

Our Mission

Our mission is to organize the world’s informatamd make it universally accessible and useful. \lebe that the most effective, and
ultimately the most profitable, way to accomplisir mission is to put the needs of our users fitst. have found that offering a high-quality
user experience leads to increased traffic anshgtword-of-mouth promotion. Our dedication to pugtusers first is reflected in three key
commitments we have made to our users:

. We will do our best to provide the most relevard aseful search results possible, independennanhial incentives. Our search
results will be objective and we will not accepypeent for inclusion or ranking in ther

. We will do our best to provide the most relevard aseful advertising. If any element on a resufjepis influenced by payment to
us, we will make it clear to our users. Advertisetseshould not be an annoying interrupti

. We will never stop working to improve our user esipece, our search technology and other importegasaof information
organization

We believe that our user focus is the foundatioawfsuccess to date. We also believe that thissfecritical for the creation of long-
term value. We do not intend to compromise our fsaurs for short-term economic gain.

How We Provide Value to Users, Advertisers and WeBites
Our Users

We serve our users by developing products thatlememple to more quickly and easily find, creatd arganize information. We place
a premium on products that matter to many peopdehave the potential to improve their lives, esalicin areas in which our expertise
enables us to excel.

Search is one such area. People use search frigaedithe results are often of great importanddéon. For example, people search
for information on medical conditions, purchaseisieos, technical questions, long-lost friends atiter topics about which they care a great
deal. Delivering quality search results requirggniicant computing power, advanced software andpmex processes—areas in which we
have expertise and a high level of focus.

Communication is another such area. People inerglgsiely on the Internet to communicate with eatter. Gmail, our new email
service (available in a limited test), offers aaligte of free storage for each user, along withilesearch capabilities and relevant advertis
Delivering an improved user experience in Gmail $iaslar computing and software requirements assearch service.
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Some of the key benefits we offer to users include:

Relevant and Useful InformatiorDur technologies sort through a vast and growimgunt of information to deliver relevant and usefu
search results in response to user queries. This &ea of continual development for us. Whentaresl the company six years ago, our"
index contained approximately 30 million documehit® now index more than 8 bhillion web pages, orertban 250 times as much
information. We are also constantly developing fiemctionality. We've made recent enhancements tdamal search offering, which now
includes Google Maps and we've also enhanced Gadadgdtop Search, which now supports additionalftitenats and browser and email
clients. In addition, we also provide convenienks to specialized information, such as weatherraadie information.

Obijectivity. We believe it is very important that the resukers get from Google are produced with only tm@rests in mind. We do
not accept money for search result ranking or Biolu We do accept fees for advertising, but itsdoet influence how we generate our se
results. The advertising is clearly marked and i#pd. This is similar to a newspaper, where thielas are independent of the advertising.
Some of our competitors charge web sites for ingtum their indices or for more frequent updatofgages. Inclusion and frequent updating
in our index are open to all sites free of chawWye.apply these principles to each of our productsservices. We believe it is important for
users to have access to the best available infamand research, not just the information thateome pays for them to see.

Global Access We strive to provide Google to everyone in theldidJsers from around the world visit our destioatsites at
Google.com and our 112 other international domaunsh as Google.de, Google.fr, Google.co.uk, Googlp and Google.ca. The Google
interface is available in more than 100 languagbsough Google News, we offer an automated cobactif frequently updated news stories
tailored to 22 international audiences. We alserodlutomatic translation of content between varlanguages. We provide localized versi
of Google in many developing countries. Althoughdwenot currently recover our costs in these céesitive believe providing our products
and services is an important social good and aabdduong-term business investment.

Ease of Use We have always believed that the most usefulpaveerful search technology hides its complexityrfrosers and provide
them with a simple, intuitive way to get the infation they want. We have devoted significant effdotcreate a streamlined and easy-to-use
interface based on a clean search box set pronyremt page free of commercial clutter. We hage afeated many features that enhance
the user experience. Our products present thesgdsavhen we believe they will be most usefuheathan promoting them unnecessarily.
For example, Google WebSearch offers maps whearatsappears to be for a geographic location.

Pertinent, Useful Commercial InformatioiThe search for information often involves antiest in commercial information—
researching a purchase, comparing products anitsemr actively shopping. We help people find carial information through our seal
services and advertising products. Among our sesecbices, we offer Froogle, a search engine falifig products for sale online. We also
present advertisements that are relevant to tleenm#tion people seek. To ensure we display onlyrtbst relevant commercial information,
our technology automatically rewards ads that userfer and removes ads that users do not findiielp

Our Advertisers

As more people spend additional time and moneyenhdvertisers are increasingly turning to therhmt to market their products and
services to consumers. For these advertisers, ise®@bogle AdWords, an auction-based advertisirgram that enables them to deliver
relevant ads targeted to search results or wekeobr®ur AdWords program provides advertisers wittost-effective way to deliver ads to
customers across Google sites and through the &ddgilvork. The advertisers using AdWords range fsomall businesses targeting local
customers to many of the world’s largest globakgrises.
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The AdWords program offers advertisers the follayrenefits:

Effective Return on Investmeriflany advertising dollars are spent delivering sages in an untargeted fashion and payment foe thes
advertisements is not tied to performance. With @@ddWords, businesses can achieve greater cfesitigbness with their marketing
budgets for two reasons—AdWords shows ads onletple seeking information related to what the atibens are selling, and advertisers
choose how much they pay when a user clicks on #taefthough they are subject to a minimum priaecfiek). Because we offer a simple ad
format, advertisers can avoid incurring significdasign, copywriting or other production costs a&ted with creating ads. As a result, even
small advertisers find AdWords cost-effective fonnecting with potential customers. In additiorvextisers can easily create many different
ads, increasing the likelihood that an ad is eyasiited to a user’s search. Users can find acesmints for exactly what they are seeking,
and advertisers can find users who want exactiyt Wiey are offering. When the interests of usesadvertisers align, both are well served.

Access to the Google NetworW/e serve AdWords ads to the thousands of thirt¢peeb sites that make up the Google Network. As a
result, advertisers that use our AdWords programtagget users on our sites and on search andrtaities across the web. This gives
advertisers increased exposure to people wholaaly lio be interested in their offerings. The Gaoletwork significantly enhances our
ability to attract interested users.

Precise Campaign ControlGoogle AdWords gives advertisers hands-on cowotret most elements of their ad campaigns. Advadis
can specify the relevant search or content togicedch of their ads. Advertisers can also managenglitures by setting a maximum daily
budget and determining how much they are willingay whenever a user clicks on an ad. Our onlaeking tools and reports give
advertisers timely updates on how well their campsiare performing and enable them to make chasrgedinements quickly. Advertisers
can also target their campaigns by city, countgjonal area or language.

Global Support We provide customer service to our advertisee taough our global support organization as welihaough field
sales offices in 14 countries. AdWords is availairiea self-service basis with email support. Adsers with more extensive needs and
budgets can request strategic support serviceshvitnilude an account team of experienced profeatido help them set up, manage and
optimize their campaigns.

Web Sites

Google indexes a huge amount of information in otderovide relevant results to our users. Ourside searches and are directed to
relevant web sites. Google provides a significandant of traffic to web sites with which we havelgsiness relationship. Many web sites
are able to generate revenue from that traffic.obluers have difficulty doing so. We are enthugtaasbout helping sites make money and
thereby facilitating the creation of better contengearch. If there is better content on the ypebple are likely to do more searches, and we
expect that will be good for our business and 8®rs. To address this opportunity, we created @oddSense. Our Google AdSense
program enables the web sites—Ilarge and small-nth&t up the Google Network to deliver AdWords duds aire relevant to the search
results or content on their pages. We share mdsieafevenue generated from ads shown by a menfiltlee Google Network with that
member—ereating an additional revenue stream for them. ¥iftels can also license our Google WebSearch ptodwdfer the Google sear
experience to their users. The key benefits wer dffeveb sites in the Google Network include:

Access to AdvertiserdMany small web site companies do not have the tnresources to develop effective programs faegaing
revenue from online advertising. Even larger sitégt) dedicated sales teams, may find it diffidolgenerate revenue from pages with
specialized content. We believe that Google AdSensbles Google Network members to generate reviemmetheir sites more effectively
and efficiently. Google AdSense promotes effectesenue generation by providing Google Network merslimmediate access to Google’s
base of advertisers and their broad collectiondsf &s soon as a web site joins the Google Netwark,
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technology automatically begins delivering adsgosting on the member’s web site. The automatear@atf our advertising programs
promotes efficient revenue generation. Our onleggstration systems enable web sites to easilyti@rGoogle Network and our ad serving
technology allows automated delivery of ads fortipgson the member’s site. The Google Network mandle¢ermines the placement of the
ads on its web site and controls and directs ther@af ad content.

Improved User Satisfactianin their quest for revenue, many Internet comgsaihiave cluttered their web sites with intrusive or
untargeted advertising that may distract or confissrs and may undermine users’ ability to findittiermation they want. Some web sites
have adopted practices we consider to be abusieleding pop-up ads or ads that take over web pajesbelieve these tactics can cause
dissatisfaction with Internet advertising and rezluse of the Internet overall. Our AdSense proggatands our commitment to improving
overall web experience for users by enabling wids b display AdWords ads in a fashion that wéelielpeople find useful rather than
disruptive.

Products and Services

Our product development philosophy is centeredapidrand continuous innovation, with frequent re¢esaof early stage products that
we seek to improve with every iteration. We ofteaken products available early in their developménges by posting them on Google Labs,
at test locations online or directly on Google.céihour users find a product useful, we promoti® itbeta” status for additional testing. Our
beta testing periods often last a year or more eQvec are satisfied that a product is of high gyalitd utility, we remove the beta label and
make it a core Google product. Our current prinigipaducts and services are described below.

Google.com

We are focused on building products and servicashténefit our users and enable them to find refewdormation quickly and easily.
We offer, free of charge, all of the following sies at Google.com and many of them at our inteynal sites.

Google WebSearchn addition to providing easy access to more @aillion web pages, we have integrated specatuies into
Google WebSearch to help people find exactly whey &are looking for on the web. The Google.comdeaxperience also includes:

. Advanced Search Functionality—enables users totagrtsnore complex queries, for example by usinglBan logic or
restricting results to languages, countries or gitds.

. Spell Checker—suggests alternate search terms ahearch appears to contain misspellings or tygirgs.

. Web Page Translation—automatically translates vagep published in French, German, Italian, Portsgyaed Spanish into
English, or vice vers:

. Stock Quotes—provides links to stock and mutuadifumiormation.
. Street Maps—provides links to street maps and tiines.

. Calculator—solves math problems involving basithanietic, complicated math or physical constants@merts between units
of measure

. Definitions—provides definitions for words or pheasbased on content we have indexed.
. PhoneBook—provides U.S. street addresses and ptunkers for U.S. businesses and residences.

. Search by Number—enables people to conduct quinckes by entering FedEx, UPS and USPS packadéngatumbers,
vehicle ID numbers, product codes, telephone avdas; patent numbers, FAA airplane registrationlmensiand FCC equipment
ID numbers
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. Travel Information—enables people to check the status of U.S. aifligiats and see delays and weather conditions &t &irports

. Cached Links—provides snapshots of web pages taken the pages were indexed, enabling web useiswoweb pages that
are no longer availabl

. Movie Information—enables people to quickly andilgdid movie reviews and showtimes for U.S. threat

. Weather—provides weather conditions and a fourfdescast for U.S. locations

. News and Product Informati—when relevant, we also display results from God¢gevs and Froogle.

Google Image SearchGoogle Image Search is our searchable index of th@n 1.1 billion images found across the webeXtend the

usefulness of Google Image Search, we offer advhafeaures, such as searching by image size, fanthtoloration and restricting searc
to specific web sites or domains.

Google News Google News gathers information from nearly 10,68ws sources worldwide and presents news siargesearchable
format within minutes of their publication on thelw The leading stories are presented as headimt®e Google News home page. These
headlines are selected for display entirely byrapater algorithm, without regard to political vieaipt or ideology. Google News uses an
automated process to pull together related heaglimkich enables people to see many different viéagp on the same story. Because topics
are updated continuously throughout the day, peg@herally see new stories each time they checlgléddews. We currently provide our
Google News service tailored to 22 internationaliences.

Google Toolbar. The Google Toolbar makes our search technologgteatly and easily available as people browsevite The
Google Toolbar is available as a free, fast dowshimad can improve people’s web experience throeghral innovative features, including:

. Pop-up Blocker—blocks pop-up advertising while geagse the web.

. PageRank Indicator—displays Google’s ranking of page on the web.

. AutoFill—completes web forms with information saveeturely on a user’s own computer.

. Highlight—highlights search terms where they apmeraa web page, with each term marked in a diftecetor.
. Word Find—finds search terms wherever they appear web page.

. AutoLink— turns street addresses into links to malmaps.

. WordTranslator—translates English words into otaaguages.

. SpellCheck—checks spelling when typing in web farms

Froogle. Froogle enables people to easily find produatsébe online. By focusing entirely on product sbafFroogle applies the
power of our search technology to a very specigki—locating stores that sell the items users aadkpointing them directly to the web sites
where they can shop. Froogle users can sort rdsuftsice, specify a desired price range and vievdpct photos. Froogle accepts data feeds
directly from merchants to ensure that productnmiation is up-todate and accurate. Most online merchants are atsonatically included i
Froogle’s index of shopping sites. Because we daharge merchants for inclusion in Froogle, owarssan browse product categories or
conduct product searches with confidence thatdkelts we provide are relevant and unbiased. As miny of our products, Froogle
displays relevant advertising separately from deegsults.

Google Groups The original Google Groups enabled easy partiicpan Internet discussion groups by providingraseith tools to
search, read and browse these groups and to pesages of their own. Google
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Groups contains more than 1 billion messages freenet Internet discussion groups dating back td.18Be discussions in these groups
cover a broad range of discourse and provide a peimepsive look at evolving viewpoints, debate alae on many subjects. The new
Google Groups adds in the ability to create youn gnoups for you and your friends and an improveer interface.

Google Mobile Google Mobile offers people the ability to seaactd view both the “mobile web,” consisting of pageeated
specifically for wireless devices, and the entim@le index of more than 8 billion web pages. Gedgbbile works on devices that support
WAP, WAP 2.0, i-mode or j-sky mobile Internet protds. In addition, users can access a varietyfofimation using Google SMS by typing
a query to the Google shortcode. Google Mobilevalable through many wireless and mobile phongises worldwide.

Google Local Google Local enables users to find relevant lbcainesses near a city, postal code, or specificess. This service
combines Yellow Page listings with information fabon web pages, and plots their locations on inte@maps.

Google Print. Google Print brings information online that hadwgously not been available to web searchers. Utide program, we
enable a number of publishers to host their corgadtshow their publications at the top of our geaesults. On Google Print pages, we
provide links to book sellers that may offer th# fersions of these publications for sale, andsivew content-targeted ads that are served
through the Google AdSense program.

Google Desktop SearchGoogle Desktop Search enables our users to peddull text search on the contents of their owmputer,
including email, files, instant messenger chatswael browser history. Users can use this servicgetw web pages they have visited even
when they are not online.

Google Alerts Google Alerts are email updates of the latestvaaht Google results (web, news, etc.) based ongkes choice of quer
or topic. Typical uses include monitoring a devalgmews story, keeping current on a competitandustry, getting the latest on a celebrity
or event, or keeping tabs on a favorite sports team

Google Labs Google Labs is our playground for our engineaidfar adventurous Google users. On Google Labgaseproduct
prototypes and solicit feedback on how the techmolmuld be used or improved. Current Google Ladasmples include:
. Google Personalized Search—provides customizeditseasults based on an individual user’s interests.

. Froogle Wireless—gives people the ability to sedeoctproduct information from their mobile phoneslaother wireless devices.

. Google Maps—enables users to see maps, get dimectiad find local businesses and services quanktieasily. Google Maps
has several unique features, including draggablesiriategrated local search from Google Local, leayboard shortcut:

. Google Scholar—enables users to search specififtaligcholarly literature, including peer-reviewgapers, theses, books,
preprints, abstracts and technical reports frorbralad areas of research. Google Scholar can loetadmd articles from a wide
variety of academic publishers, professional s@sepreprint repositories and universities, ad a&kcholarly articles available
across the wel

. Google Suggest—guesses what you're typing andsoffeggestions in real time. This is similar to Getsy'Did you mean?”
feature that offers alternative spellings for yquery after you search, except that it works i tieze.

. Google Video—includes thousands of programs thet ph our TVs every day. Google Video enables wposetarch a growing
archive of televised conte—everything from sports to dinosaur documentariasetos shows
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Blogger. Blogger is a leading web-based publishing toat tlives people the ability to publish to the westantly using weblogs, or
“blogs.” Blogs are web pages usually made up oftsiitformal, frequently updated posts that aramged chronologically. Blogs can
facilitate communications among small groups aa teorldwide audience in a way that is simpler aasiar to follow than traditional email
discussion forums.

Google Deskbar Google Deskbar enables people to search with Bdomm the taskbar of their computer without laking a web
browser.

Picasa. Picasa is software that helps you find, edit stmate all the pictures on your computer. It str@aslthe digital photography
experience, letting you easily transfer picturesfryour camera, organize them, apply fixes or spedfects, and share them in email.
Picasa’s “hello” service also lets you share pesuwrith others and chat about them in real-tim@ost them to your blog. Picasa integrates
with other Google services, including Gmail, Bloggend Froogle.

Keyhole. Keyhole enables users to see and explore thelvirorh their desktop. Keyhole users are able tadla specific location and
learn about that area through detailed satelliteagrial images, 3D topography, street maps, afitbnsi of data points describing the locai
of businesses, schools, parks, and other pointgarest around the globe.

Google Web DirectoryGoogle Web Directory enables people to browse aacch through web sites that have been organized in
categories. Our directory combines Google’s setachnology with the categorization developed by@ipen Directory Project and has
content in 75 languages

Limited Availability Servicessome of our product offerings are in their initiest phases and are currently available to limited
audiences. Examples include Gmail, our free enesilise, and Orkut, an invitation-based online megplace where people can socialize,
make new acquaintances and find others who shaieirtiterests.

Google AdWords

Google AdWords is our global advertising prograrhjcli enables advertisers to present ads to pebfie precise moment those
people are looking for information related to witeg advertiser has to offer. Advertisers use otwraated tools, often with little or no
assistance from us, to create text-based ads nhildeokeywords that will trigger the display of itheds and set daily spending budgets.
AdWords features an automated, lgast online signup process that enables advertiséngplement ad campaigns that can become livé
minutes or less. The total sign-up cost for becgnain AdWords advertiser is only $5.00.

Ads are ranked for display in AdWords based onratination of the maximum cost per click (CPC) sethe advertiser and click-
through rates and other factors used to deterrhimedievance of the ads. This favors the ads tieanast relevant to users, improving the
experience for the person looking for informatiow dor the advertiser who is generating relevast adiWords has many features that make
it easy to set up and manage ad campaigns for nuaxiefficiency and effectiveness:

. Campaign management. Advertisers can target meiltigs to a given keyword and easily track individubperformance to see
which ads are the most effective. The campaign gemant tools built into AdWords enable advertigerguickly shift their
budgets to ads that deliver the best res

. Keyword targeting. Businesses can deliver targatisibased on specific search terms (keywords)ezhisr users or found in the
content on a web page. We also offer tools thaegga synonyms and useful phrases to use as keywoadl text. Refining
keywords and ad text can improve ad ¢-through rates and the likelihood of a user becoraiegstomer of the advertis
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Traffic estimator. This tool estimates the numbiesearches and potential costs related to advagtisn a particular keyword or ¢
of keywords. These estimates can help advertiggisize their campaign:

Budgeted delivery. Advertisers can set daily busifet their campaigns and control the timing folivaey of their ads.
Performance reports. We provide continuous, timeorting of the effectiveness of each ad campaign.

Multiple payment options. We accept credit and tedids and, for selected advertisers, we offeersdwptions for credit terms
and monthly invoicing. We accept payments in 48engies.

AdWords Discounter. This feature gives advertisieesfreedom to increase their maximum CPCs bedaaséomatically adjusts
pricing so that they never pay more than one ceet the next highest bid. The AdWords discountaleiscribed in detail below
under the headin“ Technolog—Advertising Technoloc—Google AdWords Action Syste”

Conversion tracking. Conversion tracking is a fiea that is integrated into AdWords reports andasuges the conversions of an
advertiser's campaigns, enabling a better undeatstgrof the overall return on investment generdtedhe advertiser by the
AdWords program

For larger advertisers, we offer additional sergitteat help to maximize returns on their Internatketing investments and improve
their ability to run large, dynamic campaigns. Tehewxlude:

Creative maximization. Our AdWords specialists redpertisers select relevant keywords and create eftective ads. This can
improve advertise’ ability to target customers and to increase thek-through rates and conversion rates for their

Vertical market experts. Specialists with expereeimcparticular industries offer guidance on howntost effectively target
potential customer:

Bulk posting. We assist businesses in launchingmnaaaging large ad campaigns with hundreds or tharsands of targeted
keywords.

Dedicated client service representatives. Thesemtanbers continuously look for ways to betteusture their clientscampaign
and to address the challenges large advertisezs

AdWords API. For large advertisers as well as tpiadties, Google’s free AdWords API service letsadepers engineer computer
programs that interact directly with the AdWordsteyn. With such applications, advertisers and théndies can more
efficiently—and creativel—manage their large AdWords accounts and campe

Google AdSense

Our Google AdSense program enables the web sigriGoogle Network to serve targeted ads fromAmlWords advertisers.
Targeting can be based on search results or orcar@bnt. We share most of the revenue generateddds shown by a member of the
Google Network with that member. Most of the wetkssthat make up the Google Network sign up witbnlse, under agreements with no
required term. We also engage in direct sellingrégfto convince web sites with significant trafficjoin the Google Network, under
agreements that vary in duration. For our netwoekers, we offer:

Google AdSense for searckor Internet companies who want to target seauchiences, we offer Google AdSense for search. $iet
use AdSense for search to generate additional veviey serving relevant AdWords ads targeted tacheasults. Because we also offer to
license our web search technology along with Godgl8ense for search, companies without their ovanckeservice can offer Google
WebSearch to improve the usefulness of their wies $or their users while increasing their revertfe.offer online signup for a hosted
version of AdSense for search. We offer a moreatngtable premium offering to websites with sigrdint traffic.
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Google AdSense for conterfboogle AdSense for content enables web sitesriergte revenue from advertising by serving relevan
AdWords ads targeted to web content. Our autontatgthology analyzes the meaning of web contensanees relevant advertising, usually
in a fraction of a second. There is no charge feb sites to participate in our AdSense for conpeagram. Using our automated sign-up
process, web sites can quickly display AdWordsadtheir sites. We share the majority of the reesmgenerated from click-throughs on
these ads with the Google Network members thatalishe ads. For advertisers, this enables theextend their reach to other websites; for
publishers, it gives them access to a large baadwrtisers specifically targeted for their cottand for users, it offers ads related to the
content of the page. For web sites with more tttamRlion page views per month, we provide custatian services. Important AdSense for
content features include:

. Competitive ad filters. Web sites can block contpetiads, or other ads they want to keep off thiédr, simply by telling us which
URLSs to block.

. Sensitive content filters. At times, certain adg/rha inappropriate for some pages. For exampleg@automatically filters out
ads that would be inappropriate on a news pagetabcatastrophic ever

. Choose default ads. In the unlikely event that Gaggunable to serve targeted ads on a page, feeveéb sites the option of
displaying a default ad of their choice. This elsuhat advertising space is always being usetfexdieely as possible

. Image ads. Web sites can show graphical ads phetésgeted to the content of a web page. Runniograbination of image and
text ads expands the available ad inventory foeh site, and offers the potential for increaseémere.

Google Search Appliance

We provide our search technology for use withiregmises through the Google Search Appliance. €hech appliance is a complete
software and hardware solution that companies aaityemplement to extend Google’s search perforraan their internal or external
information. It leverages our search technologigémtify the most relevant pages on intranet artaipuveb sites, making it easy for people
to find the information they need. The search a@mglée offers several useful features, includingmated spell-checking, cached pages,
dynamic snippets, indented results and automatigersion of Microsoft Office and PDF files to HTMILhe Google Search Appliance is
available in three models: the GB-1001, for micedizompanies; the GB-5005, for dedicated, highrityisearch services such as customer-
facing web sites and company-wide intranet appboat and the GB-8008, for centralized deploymenisporting global business units. List
prices for our search appliance models start at0B®2for the GB-1001, $230,000 for the GB-5005 $685,000 for the GB-8008. The
Google Mini is targeted at small and medium sizesiesses to provide search on public web sitesmaraohets. It is sold online through the
Google Store for $4995.

Technology

We began as a technology company and have evattea isoftware, technology, Internet, advertising media company all rolled ir
one. We take technology innovation very serioughg. compete aggressively for talent, and our pedgple our innovation, technology
development and operations. We strive to hire st bomputer scientists and engineers to helplus sery significant challenges across
systems design, artificial intelligence, machirerféng, data mining, networking, software enginsegrtesting, distributed systems, cluster
design and other areas. We work hard to providengironment where these talented people can héfilérfg jobs and produce technologic
innovations that have a positive effect on the di¢inrough daily use by millions of people. We enypglechnology whenever possible to
increase the efficiency of our business and to an@ithe experience we offer our users.

We provide our web search and targeted advertigicignology using a large network of commodity cotepairunning custom software
developed in-house. Some elements of our technotudyde:
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Web Search Technology

Our web search technology uses a combination dhigaes to determine the importance of a web padependent of a particular
search query and to determine the relevance opt@e to a particular search query. We do not @xplew we do ranking in great detalil
because some people try to manipulate our seascktsdor their own gain, rather than in an attetogtrovide high-quality information to
users.

Ranking TechnologyOne element of our technology for ranking webgsaig called PageRank. While we developed muchiof o
ranking technology after Google was formed, Pag&Re&as developed at Stanford University with theoiwement of our founders, and was
therefore published as research. Most of our cturesrking technology is protected as trade-seP@geRank is a query-independent
technique for determining the importance of webgsdgy looking at the link structure of the web. &Rank treats a link from web page A to
web page B as a “vote” by page A in favor of pagdBe PageRank of a page is the sum of the Page®tdhk& pages that link to it. The
PageRank of a web page also depends on the imperfanPageRank) of the other web pages castingaties. Votes cast by important web
pages with high PageRank weigh more heavily andnare influential in deciding the PageRank of pagieshe web.

Text-Matching TechniquesOur technology employs tertatching techniques that compare search queribstgtcontent of web pac
to help determine relevance. Our text-based scaeicigniques do far more than count the numbemnuégia search term appears on a web
page. For example, our technology determines theimpity of individual search terms to each otheraogiven web page, and prioritizes
results that have the search terms near each Mhewy other aspects of a page’s content are fatttiote the equation, as is the content of
pages that link to the page in question. By commgijuery independent measures such as PageRantwitbxtmatching techniques, we ¢
able to deliver search results that are relevanthiat people are trying to find.

Advertising Technology

Our advertising program serves millions of releysartgeted ads each day based on search termspatpt or content they view on
web. The key elements of our advertising technolagiude:

Google AdWords Auction Systeiwe use the Google AdWords auction system to eratbtertisers to automatically deliver relevant,
targeted advertising. Every search query we pracesdves the automated execution of an auctiosylting in our advertising system often
processing hundreds of millions of auctions per. d@ydetermine whether an ad is relevant to aqadsi query, this system weighs an
advertiser’s willingness to pay for prominencehe &d listings (the CPC) and interest from usetlérad as measured by the click-through
rate and other factors. If an ad does not attrset alicks, it moves to a less prominent positioritee page, even if the advertiser offers to pay
a high amount. This prevents advertisers withéwaht ads from “squatting” in top positions to gakposure. Conversely, more relevant,
well-targeted ads that are clicked on frequentlywenop in ranking, with no need for advertisersitréase their bids. Because we are paid
only when users click on ads, the AdWords rankiygjesn aligns our interests equally with those afamvertisers and our users. The more
relevant and useful the ad, the better for oursyder our advertisers and for us.

The AdWords auction system also incorporates ouWAudls discounter, which automatically lowers theoant advertisers actually pi
to the minimum needed to maintain their ad positl@onsider a situation where there are three aideest—Pat, Betty and Joe—each bidding
on the same keyword for ads that will be displagedsoogle.com. These advertisers have ads with eticiethrough rates and bid $1.00 |
click, $0.60 per click and $0.50 per click, respegty. With our AdWords discounter, Pat would ocgupe first ad position and pay only
$0.61 per click, Betty would occupy the second asitipn and pay only $0.51 per click, and Joe waddupy the third ad position and pay
the minimum bid of $0.05 per click (or the equivalen countries outside the U.S.). The AdWords a@lister saves money for advertisers by
minimizing the price they pay per click, while mling them of the need to constantly monitor arjdsidheir CPCs. Advertisers can
experience greater discounts through the applicatieur smart pricing technology introduced in AR004.
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This technology can reduce the price of clicksdds served across the Google Network based onxgieeted value of the click to the
advertiser.

AdSense Contextual Advertising Technolo@yr AdSense technology employs techniques thaider factors such as keyword
analysis, word frequency, font size and the ovdirétl structure of the web to analyze the contdnndividual web pages and to match ads to
them almost instantaneously. With this ad targetidotpnology, we can automatically serve contexyuallevant ads. To do this, Google
Network members embed a small amount of custom HEbHe on web pages that generates a request tdg’s AdSense service whene'

a user views the web page. Upon receiving a regoessoftware examines the content of web pagdgarforms a matching process that
identifies advertisements that we believe are mxéto the content of the specific web page. Thevamt ads are then returned to the web
pages in response to the request. We employ sitetthniques for matching advertisements to otheng$of textual content, such as email
messages and Google Groups postings. For examyléeahnology can serve ads offering tickets t@ faina specific sports team on a news
story about that team.

Large-Scale Systems Technology

Our business relies on our software and hardwdirasitnucture, which provides substantial computiegpurces at low cost. We
currently use a combination of off-the-shelf andtom software running on clusters of commodity cotaps. Our considerable investment in
developing this infrastructure has produced severplbenefits. It simplifies the storage and preoes of large amounts of data, eases the
deployment and operation of large-scale global pectsland services and automates much of the adraiios of large-scale clusters of
computers.

Although most of this infrastructure is not dirgctisible to our users, we believe it is importéotproviding a high-quality user
experience. It enables significant improvementhérelevance of our search and advertising rebyltdlowing us to apply superior search
and retrieval algorithms that are computationailginsive. We believe the infrastructure also simsrtaur product development cycle and
allows us to pursue innovation more cost effectivel

We constantly evaluate new hardware alternativessaftware techniques to help further reduce ommmgdational costs. This allows us
to improve our existing products and services anadre easily develop, deploy and operate new glmfoalucts and services.

Sales and Support

We have put significant effort into developing sates and support infrastructure. We maintain R&ssaffices in 14 countries, and we
deploy specialized sales teams across 13 vertiaetats. We bring businesses into our advertisingork through both online and direct
sales channels. In all cases, we use technologpatoghation wherever possible to improve the expeg for our advertisers and to grow
business cost-effectively. The vast majority of advertisers use our automated online AdWords prago establish accounts, create ads,
target users and launch and manage their advgrtisimpaigns. Our direct advertising sales teamsiegwn attracting and supporting
companies around the world with sizeable advegibindgets. Our AdSense program follows a similadehaViost of the web sites in the
Google Network sign up for AdSense using an autethahline process. Our direct sales force focusdsudding AdSense relationships w
leading Internet companies. Our global support mizgdgion concentrates on helping our advertiseds@oogle Network members get the
most out of their relationships with us.

Marketing

We have always believed that building a trusteghlyi-recognized brand begins with providing highalify products and services that
make a notable difference in people’s lives. Owrimse has grown primarily by word-of-mouth, whigim work very well for products that
inspire a high level of user loyalty because users
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are likely to share their positive experiences wlitkir friends and families. Our early marketinfpet focused on feeding this word-of-mouth
momentum and used public relations efforts to aregt it. Through these efforts and people’s ils@daisage of Google worldwide, we have
been able to build our brand with relatively lowreting costs as a percentage of mwenues. Today, we use the quality of our own et
and services as our most effective marketing ud, word-of-mouth momentum continues to drive camessuawareness and user loyalty
worldwide. We do not promote products before theysaiccessful for our users, preferring to teginthetil they achieve broad acceptance.
We also engage in targeted marketing efforts, sisdfnose we deliver to our advertising clientsjgiesd to inform potential advertisers,
Google Network members and enterprises of the isribéy can achieve through Google. In additioa,sponsor industry conferences and
have promoted the distribution of the Google Tobtidnternet users in order to make our searchices easier to access.

Competition

We face formidable competition in every aspectwflousiness, and particularly from other compatiias seek to connect people with
information on the web and provide them with retghvadvertising. Currently, we consider our primaoynpetitors to be Microsoft and
Yahoo.

We also face competition from other web searchigerg, including companies that are not yet knosvas. We compete with Internet
advertising companies, particularly in the areagayf-for-performance and keyword-targeted Inteauktertising. We may compete with
companies that sell products and services onlisause these companies, like us, are trying tocattiers to their web sites to search for
information about products and services. In additmInternet companies, we face competition frammpanies that offer traditional media
advertising opportunities.

We compete to attract and retain relationships wstrs, advertisers and web sites. The bases ahwiei compete differ among the
groups.

. Users. We compete to attract and retain usersro§earch and communication products and servicest bf the products and
services we offer to users are free, so we do aopete on price. Instead, we compete in this angh@basis of the relevance ¢
usefulness of our search results and the featavedability and ease of use of our products amdices.

. Advertisers. We compete to attract and retain dtbezs. We compete in this area principally onlibsis of the return on
investment realized by advertisers using our Adggnebgram. We also compete based on the qualitystbmer service, featur
and ease of use of AdWort

. Web sites. We compete to attract and retain wels sis members of our Google Network based onkeasid quality of our
advertiser base, our ability to help our Googlevidek members generate revenues from advertisintheinweb sites and the
terms of agreements with our Google Network memt

We believe that we compete favorably on the faddescribed above. However, our industry is evolvaqgdly and is becoming
increasingly competitive. Larger, more establisbeshpanies than us are increasingly focusing orchdausinesses that directly compete \
us.

Intellectual Property

We rely on a combination of patent, trademark, cigy and trade secret laws in the U.S. and otlnésdictions as well as
confidentiality procedures and contractual provisito protect our proprietary technology and oandr We also enter into confidentiality
and invention assignment agreements with our enegl®yand consultants and confidentiality agreemwitiisother third parties, and we
rigorously control access to proprietary technology

Google, AdSense, AdWords, I'm Feeling Lucky, PageRand Keyhole are registered trademarks in the OuB unregistered
trademarks include Blogger, Orkut.com, Froogle, Garad Picasa.

12
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The first version of the PageRank technology wasted while Larry and Sergey attended Stanford &fgity, which owns a patent to
PageRank. The PageRank patent expires in 2017 oldeatperpetual license to this patent. In Oct@¥)3, we extended our exclusivity
period to this patent through 2011, at which point license is non-exclusive.

Circumstances outside our control could pose athoeour intellectual property rights. For examgtective intellectual property
protection may not be available in every countryihich our products and services are distributdgo Ahe efforts we have taken to protect
our proprietary rights may not be sufficient oregfive. Any significant impairment of our intelleet property rights could harm our business
or our ability to compete. Also, protecting ourelhectual property rights is costly and time conswgnAny increase in the unauthorized us
our intellectual property could make it more expea$o do business and harm our operating results.

Companies in the Internet, technology and mediastrées own large numbers of patents, copyrightsteademarks and frequently
enter into litigation based on allegations of infement or other violations of intellectual progerghts. As we face increasing competition,
the possibility of intellectual property claims &ws us grows. Our technologies may not be ablgittastand any third-party claims or rights
against their use.

Government Regulation

We are subject to a number of foreign and domésiis that affect companies conducting businesserriternet. In addition, because
of the increasing popularity of the Internet anel ¢ilowth of online services, laws relating to ys@vacy, freedom of expression, content,
advertising, information security and intellectpabperty rights are being debated and considemeadoption by many countries throughout
the world.

In the U.S., laws relating to the liability of priders of online services for activities of theieus are currently being tested by a number
of claims, which include actions for defamatiobgli invasion of privacy and other data protectitaims, tort, unlawful activity, copyright or
trademark infringement, or other theories basethemature and content of the materials searcheédhenads posted or the content generated
by users. Likewise, other federal laws could hav@rgact on our business. For example, the Digitilennium Copyright Act has
provisions that limit, but do not eliminate, ouahility for listing or linking to third-party wehites that include materials that infringe
copyrights or other rights, so long as we complihwie statutory requirements of this act. The @@kih’s Online Protection Act and the
Children’s Online Privacy Protection Act restrioetdistribution of materials considered harmfuthddren and impose additional restrictions
on the ability of online services to collect infation from minors. In addition, the Protection dfildren from Sexual Predators Act of 1998
requires online service providers to report evideofcviolations of federal child pornography lawsder certain circumstances.

In addition, the application of existing laws regfirig or requiring licenses for certain businesgesur advertisers, including, for
example, distribution of pharmaceuticals, adultteat) financial services, alcohol or firearms, banunclear. Application of these laws in an
unanticipated manner could expose us to substaiatiity and restrict our ability to deliver seces to our users. For example, some French
courts have interpreted French trademark laws iyswiaat would, if upheld, limit the ability of corapitors to advertise on generic keywords.

We also face risks from legislation that could beged in the future. For example, there is a hiakdtate legislatures will attempt to
regulate the automated scanning of email messageayis that interfere with our Gmail free adventissupported web mail service. Any
such legislation could make it more difficult fos to operate or could prohibit the aspects of cma{bservice that uses computers to match
advertisements to the content of a user's emaikaggEswhen email messages are viewed using theseAlso, depending on how the
legislation is written, it could inhibit our abyito engage in rigorous spam filtering and prowtiger contentbased services to our users, ¢
as providing related news links. This could preugnhfrom implementing certain services in any a#dcstates.
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We are also subject to international laws assatiadth data protection in Europe and elsewherethadnterpretation and application
data protection laws is still uncertain and in flixaddition, because our services are accessitlielwide, foreign jurisdictions may claim
that we are required to comply with their laws.

Culture and Employees

We take great pride in our company culture and egwit as one of our fundamental strengths. We iresteadfast in our commitment
to constantly improve the technology we offer to osers and advertisers and to web sites in thgl@dbetwork. We have assembled what
we believe is a highly talented group of employ€&as:. culture encourages the iteration of ideagitire@ss complex technical challenges. In
addition, we embrace individual thinking and creiiti As an example, we encourage our engineedetote 20% of their time to work on
independent projects. Many of our significant neaducts have come from these independent projecisiding Google News, AdSense for
content and Orkut.

Despite our rapid growth, we constantly seek tonta@m a small-company feel that promotes interactind the exchange of ideas
among employees. We try to minimize corporate higmato facilitate meaningful communication amomgpéoyees at all levels and across
departments, and we have developed software toussilpthis effort. We believe that considering tiplé viewpoints is critical to developing
effective solutions, and we attempt to build cossesnn making decisions. While teamwork is onewfaore values, we also significantly
reward individual accomplishments that contribat@tr overall success. As we grow, we expect tdicoa to provide compensation
structures that are more similar to those offengdthrt-ups than established companies. We willdaan very significant rewards for
individuals and teams that build amazing things phiavide significant value to us and our users.

At December 31, 2004, we had 3,021 employees, stimgiof 1,003 in research and development, 1,A&&les and marketing and 555
in general and administrative. All of Google’s epy#es, except temporary employees and contraet@s/so equityholders, with significant
collective employee ownership. As a result, manplegees are highly motivated to make the compangersaccessful.

Executive Officers of the Registrant

The names of our executive officers and their atifisss, and biographies as of March 28, 2005 atdémsth below:

Executive Officers:

Age
Name Position
Eric Schmidi 49 Chairman of the Executive Committee, Chief Exeaidfficer and Directo
Sergey Brir 31 President of Technology, Assistant Secretary amddior
Larry Page 32 President of Products, Assistant Secretary ancciair
Omid Kordestan 41 Senior Vice President of Worldwide Sales and FH&fbrations
Wayne Rosin( 58 Senior Vice President of Engineeri
David C. Drummont 42 Vice President of Corporate Development, Secreaad/General Couns
George Reye 50 Vice President and Chief Financial Offic
Jonathan J. Rosenbe 43 Vice President of Product Managem
Shona L. Browr 39 Vice President of Business Operati

Eric Schmidthas served as our Chief Executive Officer sincg 4001 and served as Chairman of our board of @iredrom March
2001 to April 2004. In April 2004, Eric was namebdirman of the Executive Committee of our boardicéctors. Prior to joining us, from
April 1997 to November 2001, Eric served as Chairrofthe board of Novell, a computer networking @amy, and, from April 1997 to July
2001, as the Chief Executive Officer of Novell. fFrd 983 until March 1997, Eric held various posii@at Sun Microsystems, a supplier of
network computing solutions, including Chief Teclogy Officer from February 1994 to March 1997 anddtdent of Sun Technology
Enterprises from February 1991 until February 1¥3it
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is also a director of Siebel Systems. Eric hasehBlar of Science degree in electrical engineefiogn Princeton University, and a Masters
degree and Ph.D. in computer science from the Usityeof California at Berkeley.

Sergey Brin one of our founders, has served as a memberrdfaard of directors since our inception in Septent998 and as our
President of Technology since July 2001. From Sepez 1998 to July 2001, Sergey served as our Rmsi8ergey holds a Masters degre
computer science from Stanford University, a Baghef Science degree with high honors in mathematied computer science from the
University of Maryland at College Park and is cathg on leave from the Ph.D. program in computéersce at Stanford University.

Larry Page, one of our founders, has served as a memberrdfaard of directors since our inception in Septentt®98 and as our
President of Products since July 2001. From Sepet®98 to July 2001, Larry served as our Chiefddkige Officer and from September
1998 to July 2002 as our Chief Financial Officeasry holds a Masters degree in computer scienee 8tanford University, a Bachelor of
Science degree with high honors in engineerind) witoncentration in computer engineering, fromuhéesersity of Michigan and is
currently on leave from the Ph.D. program in corepstience at Stanford University.

Omid Kordestanhas served as our Senior Vice President of Worldwddles and Field Operations since May 1999. Ryifmining us,
from 1995 to 1999, Omid served as Vice Preside®Business Development at Netscape, an Internevadtand services company. Omid
holds a Masters of Business Administration degree fStanford University and a Bachelor of Scienegrde in electrical engineering from
San Jose State University.

Wayne Rosingas served as our Senior Vice President of Engimgeemce November 2004, prior to which time Wageeved as our
Vice President of Engineering from November 200Qttober 2004. From November 1996 to April 2000 yWaaserved as Chief Technolc
Officer and Vice President of Engineering at Ca@oeporation, an optical character recognition safencompany. From 1985 to 1994,
Wayne served in various executive engineering jpositat Sun Microsystems. From 1992 to 1994, Wéaaled the team that developed the
technology base for Java as the president of [érst, and, from 1990 through 1991, was Preside®tio Microsystems Laboratories, both
subsidiaries of Sun Microsystems. From 1985 to 1928@yne was a Vice President of Engineering at!8ienosystems and, from 1980 to
1985, he was director of engineering for the Agpdenputer Lisa and Apple Il divisions. Prior to 198@ held management positions at
Digital Equipment Corporation and Data General.

David C. Drummondhas served as our Vice President of Corporate Dpusdnt, Secretary and General Counsel since Fgh2082.
Prior to joining us, from July 1999 to February 20David served as Chief Financial Officer of Srearte, an educational software
applications company. Prior to that, David was drga at the law firm of Wilson Sonsini GoodrichRosati, our outside counsel. David
holds a J.D. from Stanford University and a BachefdArts degree in history from Santa Clara Unsigr. On July 20, 2004, David was
advised by the staff of the Securities and Exchagamission that it intends to recommend that theu8ities and Exchange Commission
bring a civil injunction action against David, a@leg violation of federal securities laws, inclugithe anti-fraud provisions. The Securities
and Exchange Commission’s recommendation arisesfdavid’s prior employment as Chief Financial ©o#r of SmartForce, and involves
certain disclosure and accounting issues relatir§nartForce’s financial statements. None of thegations involve Google. The staff of the
Securities and Exchange Commission has, in accoedaith its customary practices, offered David dpportunity to make a Wells
Submission setting forth why David believes thathsaction should not be brought and David has nisidesubmission.

George Reyelas served as our Chief Financial Officer sincg 2002. Prior to joining us, George served as imehief Financial
Officer for ONI Systems, a provider of optical netking equipment, from February 2002 until June2@rom April 1999 to September
2001, George served as Vice President and TreasuBam Microsystems, a supplier of networking cating solutions, and as Vice
President, Corporate Controller of
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Sun Microsystems from April 1994 to April 1999. Gge is also a director of BEA Systems, an applcainfrastructure software company,
and Symantec, an information security company. Gebpolds a Masters of Business Administration defm@m Santa Clara University ant
Bachelor of Arts degree in accounting from the @nsity of South Florida.

Jonathan J. Rosenbehgs served as our Vice President of Product Managesince February 2002. Prior to joining us, frogtober
2001 to February 2002, Jonathan served as Vicederasof Software of palmOne, a provider of handr@mputer and communications
solutions. From November 2000 until October 20@haihan was not formally employed. From March 1@98ovember 2000, Jonathan
held various executive positions at Excite@Homenéernet media company, most recently as its Savime President of Online Products
and Services. Jonathan holds a Masters of Busiehsénistration degree from the University of Chioaand a Bachelor of Arts degree with
honors in economics from Claremont McKenna College.

Shona L. Browtas served as our Vice President of Business Qpesatince September 2003. Prior to joining usnf@ctober 1995 t
August 2003, Shona was at McKinsey & Company, aagament consulting firm where she had been a pasinee December 2000. Shona
holds a Ph.D. and Post-Doctorate in industrial eegiing and engineering management from Stanfordelsity, a Masters of Arts degree
from Oxford University (as a Rhodes Scholar), af®hahelor of Science degree in computer systemiseagng from Carleton University.

ITEM 2. PROPERTIES

We lease approximately 915,000 square feet of sipamer headquarters in Mountain View, Califoriide also lease additional resec
and development, sales and support offices in Amhate, Atlanta, Bangalore, Boston, Chicago, Dalzenver, Detroit, Dublin, Duesseldorf,
Frankfurt, Hamburg, Hong Kong, Hyderabad, Irvingkkand, London, Los Angeles, Madrid, Milan, MorateMountain View, Munich, Ne
York, Paris, Rome, Santa Monica, Seattle, Seowdnghai, Stockholm, Sydney, Tokyo, Toronto and Zuritye operate data centers in the
United States and the European Union pursuantriouglease agreements and co-location arrangements

ITEM 3. LEGAL PROCEEDINGS

Certain companies have filed trademark infringenaemnt related claims against us over the displadsfin response to user queries
include trademark terms. The outcomes of theseuisvkave differed from jurisdiction to jurisdictioCourts in France have held us liable
allowing advertisers to select certain tradematkechs as keywords. We are appealing those decisidesvere also subject to two lawsuits
in Germany on similar matters where the courts Hedtlwe are not liable for the actions of our atisers prior to notification of trademark
rights. We are litigating or recently have litigaitgimilar issues in other cases in the U.S., Fra@eemany and Italy. Adverse results in these
lawsuits may result in, or even compel, a changhimpractice which could result in a loss of mewe for us, which could harm our business.

From time to time, we may also become a party herlitigation and subject to claims incident te tirdinary course of business,
including intellectual property claims (in addititmthe trademark matters noted above), labor amaayment claims, breach of contract
claims, and other matters.

Although the results of litigation and claims canhe predicted with certainty, we believe thatfihal outcome of the matters discus:
above will not have a material adverse effect anbmusiness. Regardless of the outcome, litigatamlave an adverse impact on us because
of defense costs, diversion of management resoarmsther factors.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted to a vote of our sectdtgers during the fourth quarter of fiscal 2004.
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PART Il
ITEMS5. MARKET FOR THE REGISTRANT 'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Our Class A common stock has been quoted on Thdddasational Market under the symbol “GOOG” sinaggast 19, 2004. Prior to
that time, there was no public market for our stdk of March 28, 2005, there were approximatehb3,stockholders of record, and the
closing price of our common stock was $181.42 paresas reported by The Nasdaqg National Market.

The following table sets forth for the indicatedipds the high and low sales prices for our ClagAamon stock on The Nasdaq
National Market

Fiscal Year 2004 Quarters Ended: High Low
September 30, 20( $135.0: $ 95.9¢
December 31, 20C 201.6( 128.9(

Our Class B common stock is neither listed nor jglibtraded.

Dividend Policy

We have never declared or paid any cash dividensloimommon stock. We currently intend to retaig fariure earnings and do not
expect to pay any dividends in the foreseeabledutu

Unregistered Sales of Equity Securities
The following sets forth information regarding ugistered securities sold by us in 2004.

1. In 2004, we issued an aggregate of 263,249 sludimmmon stock with an aggregate value of $3L5¥® in connection with
various mergers and acquisitions during this peridetse issuances are described more fully below.

. In April 2004, we issued 20,867 shares of commonkstwhich includes 2,141 shares issuable uporcesesof options, with an
aggregate value of $1,965,987 to the former shéder®of a privately-held technology corporatiorconnection with our
acquisition of such corporatio

. In July 2004, we issued 75,985 shares of commarkstehich includes 16,018 shares issuable uporcesesof options, with an
aggregate value of $6,290,389 to the former shéder®of a privately-held technology corporatiorconnection with our
acquisition of such corporatio

. In October 2004, we issued 43,400 shares of constamk, with an aggregate value of $5,753,972 tddhmer shareholders of a
privately-held technology corporation in connection with aaquisition of such corporatio

. In October 2004, we issued 122,997 shares of constumk, which includes 31,129 shares issuable epercise of options and
355 shares issuable upon exercise of a warrarit,amitaggregate value of $17,440,201 to the forimareholders of a privately-
held technology corporation in connection with aaquisition of such corporatio

2. In 2004, we issued to our directors, officerap®yees and consultants options to purchase 886&hares of common stock with
aggregate exercise price of $142,034,260 and aved 260,998 shares of common stock for an aggrpgechase price of $4,812,855 uj
exercise of such options.
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3. In 2004, we issued shares of our capital stodke following investors:

. In May 2004, we issued to an accredited investonugxercise of a warrant 7,437,452 shares of SBrieseferred Stock
(converted to Class B common stock) for an aggeegatchase price of $21,642,9

. In May 2004, we issued to an accredited investonugxercise of a warrant 100,000 shares of Cla@smmon Stock for an
aggregate purchase price of $234,2

. In August 2004, we issued to an accredited inve&ft®0,000 shares of Class A common stock for gneagte purchase price of

$229,500,000 based on an assumed price of $85tGthaee in connection with a settlement arrangen

Except as noted below, the issuance of securiéssribed above were deemed to be exempt from ratist under the Securities Act
1933 in reliance on Section 4(2) of the Securifiesof 1933 as transactions by an issuer not inmghany public offering. The recipients of
securities in each such transaction representédititention to acquire the securities for investinenly and not with a view to or for sale in
connection with any distribution thereof and appiate legends were affixed to the share certifeated other instruments issued in such
transactions. The sales of these securities wede mithout general solicitation or advertising.

The option grants and stock issuances describpdragraph 2 above include the issuance of 2,31&pfi0ns and 255,046 shares of
our common stock that may not have been exempt fegjistration or qualification requirements undsatdral or state securities laws.
Consequently, certain of the options we grantedthadhares issued upon exercise of these optiagshave been issued in violation of
federal or state securities laws, or both, and beagubject to rescission. On November 30, 2004nage a rescission offer to all holders of
any outstanding options and shares that we bediBvysubject to rescission, pursuant to which weretf to repurchase these options and
shares then outstanding from the holder. At thératipn of our rescission offer on December 30,£0tbne of the holders of such options
and shares subject to rescission had accepte@stission offer.

Use of Proceeds

On August 18, 2004, a registration statement (Regisn No. 333 114984) relating to our initial pieloffering of our Class A common
stock was declared effective by the SecuritiesExazhange Commission. Under this registration statenpwe registered 19,605,052 share
our Class A common stock, and another 2,929,62@&slsubject to the underwriters’ over-allotmeni@ptAll 22,534,678 shares of Class A
common stock registered under the registratioristant, including the 2,929,626 shares covered dypter-allotment option, were sold at a
price to the public of $85.00 per share. 14,142 di8%es were sold by us and 8,392,543 sharesdinglthe 2,929,626 shares covered by the
over-allotment option, were sold by the sellingcktwlders identified in the registration statemdihie offering closed on August 24, 2004.
The managing underwriters were Morgan Stanley, I€&dsse First Boston, Goldman, Sachs & Co., @tig, Lehman Brothers, Allen &
Company LLC, JPMorgan, UBS Investment Bank, WR Haoht+Co and Thomas Weisel Partners LLC.

The offering did not terminate until after the safell of the shares registered on the registnagitatement. The aggregate gross
proceeds from the shares of Class A common stddkbsous were $1,202.1 million. The aggregate metgeds to us from the offering were
approximately $1,161.1 million, after deductingaggregate of $33.7 million in underwriting discaiahd commissions paid to the
underwriters and an estimated $7.3 million in o#sgrenses incurred in connection with the offerig invested the net proceeds in
investment-grade, interest bearing instrumentsglipgrtheir use to fund working capital and capigbenditures.
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ITEM 6. SELECTED FINANCIAL DATA

You should read the following selected consoliddileancial data in conjunction with “Management’s€&ussion and Analysis of
Financial Condition and Results of Operations” and consolidated financial statements and theadlabtes appearing elsewhere in this
Form 10-K.

The consolidated statements of operations datthéoyears ended December 31, 2002, 2003 and 2684ha consolidated balance
sheet data at December 31, 2003 and 2004, areeddrivm our audited consolidated financial stateiappearing elsewhere in this Form
10-K. The consolidated statements of operations ftmtthe years ended December 31, 2000 and Deeceé8hb2001, and the consolidated
balance sheet data at December 31, 2000, 200106x] &re derived from our audited consolidatedrfoia statements that are not included
in this Form 10-K. The historical results are netassarily indicative of the results to be expeatezhy future period.

Fiscal Year Ended December 31,

2000 2001 2002 2003 2004

(in thousands, except per share data)
Consolidated Statements of Operations Date

Revenue: $ 19,10¢ $ 86,42¢ $439,50¢ $1,465,93.  $3,189,22.
Costs and expense
Cost of revenue 6,081 14,22¢ 131,51( 625,85« 1,457,65.
Research and developmt 10,51¢ 16,50( 31,74¢ 91,22¢ 225,63.
Sales and marketir 10,38¢ 20,07¢ 43,84¢ 120,32¢ 246,30(
General and administrati 4,357 12,27¢ 24,30( 56,69¢ 139,70(
Stock-based compensatith 2,50¢ 12,38 21,63¢ 229,36: 278,74t
Non-recurring portion of settlement of disputes withhda — — — — 201,00(
Total costs and expens 33,84¢ 75,46: 253,04 1,123,47! 2,549,03.
Income (loss) from operatiol (24,737 10,96¢ 186,46t 342,46 640,19:
Interest income (expense) and other, 47 (89€) (1,55)) 4,19( 10,04:
Income (loss) before income tax (14,690 10,06¢ 184,91! 346,65¢ 650,23:
Provision for income taxe — 3,08: 85,25¢ 241,00t 251,11!
Net income (loss $(14,690) $ 6,98t $ 99,65¢ $ 105,64t $ 399,11¢
Net income (loss) per sha®

Basic $ (022 $ 0.07 $ 0.8¢ $ 077 $ 2.07

Diluted $ (022 $ 0.04 $ 0.4¢ $ 041 $ 1.4¢€
Number of shares used in per share calculd®

Basic 67,03: 94,52 115,24: 137,69' 193,17t

Diluted 67,03: 186,77t 220,63: 256,63¢ 272,78:

(1) Stock-based compensation, consisting of armaiitin of deferred stock-based compensation ansahe of options issued to non-
employees for services rendered, is allocated ks

Fiscal Years Ended December 31,

2000 2001 2002 2003 2004

(in thousands)

Cost of revenue $ 167 $ 87¢ $ 106t $ 8557 $ 11,31«
Research and developmt 1,57: 4,44( 8,74¢ 138,37 169,53.
Sales and marketir 514 1,667 4,93¢ 44,607 49,44¢
General and administrati 252 5,40(C 6,89( 37,82( 48,45!

$2,50€  $12,38! $21,63t $229,36.  $278,74¢

(2) See Note 1 of Notes to Consolidated Finand@e®nents included in this Form 10-K for informatie@garding the computation of per
share amount:
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Consolidated balance sheet dat:

Cash, cash equivalents and marketable secu
Total asset

Total lon¢-term liabilities

Redeemable convertible preferred stock war
Deferred stoc-based compensatic

Total stockholdel' equity

20

Fiscal Years Ended December 31,

2000 2001 2002 2003 2004
(in thousands)
$19,10: $ 33,58¢ $146,33: $ 334,71 $2,132,29
46,87 84,45 286,89: 871,45¢ 3,313,35:
7,391 8,04¢ 9,56( 33,36¢ 43,927
— — 13,87: 13,87: —

(8,457 (15,839 (35,40) (369,669 (249,47()
27,23¢ 50,15: 173,95: 588,77( 2,929,05!
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ITEM7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

The following discussion and analysis of the finahcondition and results of our operations shohklread in conjunction with the
consolidated financial statements and the notdkdse statements included elsewhere in this For.Ihis discussion contains forward-
looking statements that involve risks and uncetia@n Googles actual results could differ materially from thatiscussed below. Factors ti
could cause or contribute to such differences ide|lbut are not limited to, those identified belawd those discussed in the section titled
“Factors That Could Affect Future Results” startiog page 45 of this Form 10-K.

Overview

Google is a global technology leader focused orravipg the ways people connect with informationr @unovations in web search a
advertising have made our web site a top Interastigation and our brand one of the most recogriizéte world. Our mission is to organi
the world’s information and make it universally assible and useful. We serve three primary comstdies:

. Users. We provide users with products and servicesahable people to more quickly and easily find, reand organize
information that is useful to ther

. Advertisers. We provide advertisers our Google AdWords programauction-based advertising program that enalbésns to
deliver relevant ads targeted to search resuligebrcontent. Our AdWords program provides adveadisgth a cost-effective way
to deliver ads to customers across Google siteshandgh the Google Network under our AdSense jaiog

. Web sites We provide members of our Google Network our GedglSense program, which allows these membersltoed
AdWords ads that are relevant to the search resultentent on their web sites. We share mostefaéks these ads generate with
our Google Network membe—creating an important revenue stream for th

How We Generate Revenue
We derive most of our revenues from fees we redeora our advertisers.

Our original business model consisted of licensingsearch engine services to other web sitesdfitst quarter of 2000, we
introduced our first advertising program. Through direct sales force we offered advertisers thiyabo place text-based ads on our web
sites targeted to our users’ search queries undeygaam called Premium Sponsorships. Advertisaig ps based on the number of times
their ads were displayed on usessarch results pages, and we recognized revelte titne these ads appeared. In the fourth quait2000
we launched Google AdWords, an online self-sergimgram that enables advertisers to place tardeitased ads on our web sites.
AdWords customers originally paid us based on tiralver of times their ads appeared on users’ seastits pages. In the first quarter of
2002, we began offering AdWords exclusively on stqmer-click basis, which means that an adverpisgs us only when a user clicks on one
of its ads. AdWords is also available through dveat sales force. Our AdWords agreements are géneéerminable at any time by our
advertisers. We recognize as revenue the feesathadyertisers each time a user clicks on oneeofietkt-based ads that appears next to the
search results on our web sites.

Effective January 1, 2004, we terminated the Premfiponsorships program and now offer a singlemgistructure to all of our
advertisers based on the AdWords cost-per-clickehddur AdWords cost-per-click program is the adigerg program through which we
generate revenues by serving ads on our web sittsraGoogle Network member web sites through aféanse program.

Google AdSense is the program through which weibdige our advertisers’ AdWords ads for displaytioa web sites of our Google
Network members. Our AdSense program includes AsiS&r search and AdSer
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for content. AdSense for search, launched in tis& duarter of 2002, is our service for distribgtielevant ads from our advertisers for
display with search results on our Google Netwosdarthers'sites. AdSense for content, launched in the fiosirger of 2003, is our service
distributing ads from our advertisers that arewate to content on our Google Network membersssi@ur advertisers pay us a fee each time
a user clicks on one of our advertisers’ ads dyguaon Google Network members’ web sites. In the,p@e have paid most of these
advertiser fees to the members of the Google Nétvarrd we expect to continue doing so for the feeeble future. We recognize these
advertiser fees as revenue and the portion ofdliertiser fee we pay to our Google Network memhsrsaffic acquisition costs under cos
revenue. In some cases, we guarantee our Googhoiemembers minimum revenue share payments. Mesxdiehe Google Network do
not pay any fees associated with the use of oureAdS program on their web sites. Some of our Gddgte/ork members separately license
our web search technology and pay related licerfsieg to us. Our agreements with Google Network begmconsist largely of uniform
online “click-wrap”agreements that members enter into by interactitityaur registration web sites. Agreements with lauger members a
individually negotiated. The standard agreement® Im stated term and are terminable at will. Tégotiated agreements vary in duration.
Both the standard agreements and the negotiategragnts contain provisions requiring us to shati thie Google Network member a
portion of the advertiser fees generated by udidrmg on ads on the Google Network member’s wigh Jhe standard agreements have
uniform revenue share terms. The non-standard agnets vary as to revenue share terms and are Zeagbtiated.

We believe the factors that influence the succéssioadvertising programs include the following:
. The relevance, objectivity and quality of our séamesults.

. The number and type of searches initiated at ol sites.

. The number and type of searches initiated at, disawéhe number of visits to and the content af, Boogle Network members’
web sites

. The advertisers’ return on investment (ad costspér or cost per conversion) from advertising cagnsaon our web sites or our
Google Network membe’ web sites compared to other forms of advertis

. The number of advertisers and the diversity of gemvertised.
. The total and per click advertising spending busigéteach advertiser.

. The monetization of (or generation of revenue fromaffic on our web sites and our Google Networknthers’ web sites.
We believe that the monetization of traffic on @b sites and our Google Network members’ web &taffected by the following
factors:

. The relevance and quality of ads displayed witthesszarch results page on our web sites and ourl&dlegwork members’ web
sites, as well as with each content page on ougl@déetwork membe’ web sites

. The number and prominence of ads displayed with saarch results page on our web sites and ourl&dlEjwork members’
web sites, as well as with each content page oGoogle Network membe’ web sites

. The total number of ads displayed on our web siteson our Google Network members’ web sites.
. The rate at which our users and users of our Gddgterork members’ web sites click on advertisements

. Our minimum fee per click, which is currently $0.05
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Advertising revenues made up 94%, 97% and 99% ofemenues in 2002, 2003 and 2004. We derive ttanba of our revenues from
the license of our web search technology, the $ieasf our search solutions to enterprises andalecasid license of other products and
services.

Trends in Our Business

Our business has grown rapidly since inceptionyltieg in substantially increased revenues, aneéxgect that our business will
continue to grow. However, although our revenuewinarate increased sequentially in the third andtfoquarters of 2004, our revenue
growth rate has generally declined over time, ancewpect it will continue to do so as a resultnaféasing competition and the inevitable
decline in growth rates as our revenues increab@ter levels. Consequently, we believe that eguential quarterly revenue growth rate in
the fourth quarter of 2004 will not be sustainahléuture periods. In addition, the main focus af advertising programs is to provide
relevant and useful advertising to our users, céfig our commitment to constantly improve theiewll web experience, and therefore steps
we take to improve the relevance of the ads digglayn our web sites, such as removing ads thatagenew click-through rates, could
negatively affect our near-term advertising revenue

Both seasonal fluctuations in Internet usage aamittonal retail seasonality have affected, andikedy to continue to affect, our
business. Internet usage generally slows duringuih@mer months, and commercial queries typicallyease significantly in the fourth
calendar quarter of each year. These seasonabthenve caused and will likely continue to causestlations in our quarterly results,
including fluctuations in sequential revenue growetes. Prior to the second quarter of 2004, teeasonal trends may have been masked by
the substantial quarter over quarter growth ofrhreetraffic focused on commercial transactions altichately by the substantial quarter over
quarter growth in our revenues. Our seasonalitiissussed below in Quarterly Results of Operations.

Our operating margin declined in 2004 compared@32primarily as a result of a $201.0 million n@turring charge taken in the third
quarter of 2004 related to the settlement of disputith Yahoo. Our operating margin before thisrghavas greater in 2004 compared to
2003 primarily as a result of a decrease in stadel compensation as a percentage of revenuexp¥'et stock-based compensation as a
percentage of revenues to decrease further inrdtehalf of 2005 compared to the fourth quarte2@®4. However, we expect stock-based
compensation as a percentage of revenues to ieciretise second half of 2005, and in at least garterm thereafter, compared to the first
half of 2005, primarily as a result of our adoptafrthe new stock-based compensation accountirg tginning in the third quarter 2605,
and our plan to grant substantially more restristedk units in 2005 as compared to 2004. As dtresur operating margins will be
negatively affected. For additional discussion rdggy these new stock-based compensation accounties, see Effect of a Recent
Accounting Pronouncement, included elsewhere mFoirm 10-K.

The increase in our operating margin in 2004 coepam 2003 (before the charge related to the setti¢ of disputes with Yahoo) was
partially offset by an increase in traffic acqumit costs as a percentage of revenues. This isilbe@agreater portion of our revenues in 2004
compared to 2003 was from our Google Network mesilveeb sites rather than from our Google web sifé& operating margin we realize
on revenues generated from our AdSense prograigrigisantly lower than that generated from our veges. This lower operating margin
arises because most of the advertiser fees frorAd8ense agreements are shared with our Googleddetwembers, leaving only a portion
of these fees for us. From the inception of the gddletwork in 2002 through the first quarter oD20the growth in advertising revenues
from our Google Network membens’eb sites exceeded that from our web sites. Thisltel in an increase in the portion of our reveinom
our Google Network members’ web sites compareditawn web sites and had a negative impact on tipgrmargins. However, in the
second, third and fourth quarters of 2004, growthdvertising revenues from our web sites excedtdrom our Google Network
members’ web sites. We expect that this will camiim the foreseeable future although the relatie of growth in revenues from our web
sites compared to the rate of growth in revenuas four Google Network members’ web sites may vaer time.
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Our operating margin may experience downward pressuhe future as we build the necessary emplayeesystems infrastructures
required to manage our anticipated growth. We eixjheat the growth rate of our costs and expeng@gi(dhan stock-based compensation for
at least the first half of 2005) may exceed thengiharate of our revenues during 2005 and beyondhde experienced and expect to
continue to experience substantial growth in owerapions as we seek to expand our user, adveatiseGoogle Network member bases and
continue to expand our presence in internationaketa. This growth has required the continued egjmemof our human resources and
substantial investments in property and equipnt@ut.full-time employee headcount has grown fron2&,6t December 31, 2003 to 3,021 at
December 31, 2004. Also, we have employed a sigifinumber of temporary employees in the paseapdct to continue to do so in the
foreseeable future. Our capital expenditures haveng from $176.8 million in 2003 to $319.0 milliam 2004. We expect to spend over $500
million on property and equipment, including infation technology infrastructure, to manage our afens during 2005, however, we may
spend less depending on the availability of suitqdnbperty and equipment. As a result, our spenbliétgyeen periods may fluctuate
significantly. Management of this growth will comtie to require the devotion of significant emploged other resources. We may not be
able to manage this growth effectively.

The portion of our revenues derived from internadianarkets has increased. Our international rexghave grown as a percentage of
our total revenues from 22% in 2002 to 29% in 2@@034% in 2004. This increase in the portion of muenues derived from international
markets results largely from increased acceptahoaroadvertising programs, an increase in ouratlisales resources and customer support
operations and our continued progress in developémgions of our products tailored for these market

Our effective tax rate beginning in the first geamf 2005, and for the foreseeable future theeeaft expected to be significantly lower
than our effective tax rate of 39% in 2004. Thiprignarily because proportionately more of our @ags in 2005 compared to 2004 are
expected to be recognized by our Irish subsidiang, such earnings are taxed at a lower statutemata than in the U.S. However, if the
proportion of our future earnings recognized by loish subsidiary is not at the level we expect, efflective tax rate may not decrease as
significantly, if at all. In addition, our provisiofor income taxes will be significantly reducedtie first quarter of 2005 as a result of
disqualifying dispositions that occurred duringtthariod. However, for the foreseeable future thftez, we do not expect further significant
reductions to our provision for income taxes assalit of disqualifying dispositions that may ocatter the first quarter of 2005 related to
incentive stock options currently outstanding. Rertnore, we do not expect to grant a significamloer of incentive stock options in the
foreseeable future. For additional discussion miggrthe accounting for disqualifying dispositians incentive stock options, see Critical
Accounting Policies and Estimates included elsewlethis Form 10-K.

Results of Operations
The following is a more detailed discussion of fimancial condition and results of operations fog periods presented.
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The following table presents our historical opergtiesults as a percentage of revenues for thedseindicated:

Consolidated Statement of Income Data:
Revenue:
Costs and expense
Cost of revenue
Research and developmt
Sales and marketir
General and administratiy
Stocl-based compensatic
Non-recurring portion of settlement of disputeshwit
Yahoo

Total costs and expens

Income from operatior
Interest income (expense) and other,

Income before income tax
Provision (benefit) for income tax

Net income

Revenues

Year End

ed December 31,

Three

2002

100.(%

29.¢
7.2
10.C
5.8
4.9

57.F
42.F
(0.4)
42.1
19.4
22.7%

The following table presents our revenues, by raeesource, for the periods presented:

Advertising Revenues
Google web site
Google Network web site

Total advertising revenu
Licensing and other revenu

Revenue:!

Months Ended

September 3C

December 31

2003 2004 2004 2004
(unaudited)
100.(% 100.(% 100.(% 100.(%
42.7 45.7 44.¢ 44.C
6.2 7.1 7.1 8.5
8.2 7.7 8.1 74
3.6 4.4 5.1 5.C
15.€ 8.7 8.5 5.8
— 6.3 24.¢ —
76.€ 79.€ 98.€ 70.7
23.4 20.1 1.4 29.5
0.2 0.3 0.t 0.7
23.€ 20.4 1.¢ 30.C
16.4 7.8 (4.6) 10.2
7.2% 12.5% 6.5% 19.6%
Year Ended December 31, Three Months Ended

September 3C December 31

2002 2003 2004 2004 2004
(unaudited)
(in thousands)

$306,97¢ $ 792,060 $1,589,03. $ 411,67: $ 530,38
103,93 628,60( 1,554,25I 384,28! 489,99:
410,91! 1,420,66. 3,143,28! 795,95t 1,020,38!
28,59: 45,27 45,93t 9,931 11,12
$439,50¢  $1,465,93. $3,189,22: $ 805,88  $1,031,50
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The following table presents our revenues, by raeesource, as a percentage of total revenuesdqrdtiods presented:

Year Ended December 31, Three Months Ended
2003 200z 200 September 3C December 31
2004 2004
(unaudited)
Advertising Revenues
Google web site 70% 54% 50% 51% 51%
Google Network web site 24 43 49 48 48
Total advertising revenu 94 97 99 99 99
Google web sites as % of advertising
revenues 75 56 51 52 52
Google Network web sites as % of
advertising revenue 25 44 49 48 48
Licensing and other revenu 6% 3% 1% 1% 1%

Growth in our revenues from 2003 to 2004 and fr@922to 2003, resulted primarily from growth in raues from ads on our Google
Network member’ web sites and growth in revenues from ads orvealy sites. The advertising revenue growth resydtedarily from
increases in the total number of paid clicks argldigplayed through our programs, rather than fthanges in the average fees realized. The
increase in the number of paid clicks was due tmarease in the number of Google Network memlarsncrease in aggregate traffic both
on our web sites and those of our Google Networknbers and improvements in our ability to monetimreased traffic on our web sites.

Growth in our revenues from the three months ei@atember 30, 2004 to the three months ended Dexe3tb2004 resulted
primarily from growth in revenues from ads on owhnsites and growth in revenues from ads on oug@ddetwork members’ web sites.
The advertising revenue growth resulted primariyf increases in the total number of paid clickther than from changes in the average
fees realized. Our revenues grew by 15.1% frontttreee month period ended June 30, 2004 to the thozeh period ended September 30,
2004, but grew by 28.0% from the three month peeinded September 30, 2004 to the three month penddd December 31, 2004. The
reasons for the increases in the sequential quarenue growth rates are described in the follgvparagraphs.

Growth in advertising revenues from our Google N@knmembers’ web sites from the three months eiggtember 30, 2004 to the
three months ended December 31, 2004 was $103i@mok 27.5%, compared to $38.1 million or 11.08nh the three months ended June
30, 2004 to the three months ended September 8@, ZBe increase in the growth rate is attributadlgrowth in the number of page views
with ads, and ultimately paid clicks. This growstpirimarily attributable to more aggregate adsldigg on the content and search results
pages of our Google Network members’ web sitespgrily as a result of the following factors:

. Our entering into more AdSense for content agre¢snavrer the third and fourth quarters comparedi¢osecond and third quart

of this year.

. Our Google Network members realizing more aggretyaféic at their web sites in the fourth quartempared to the third quarter,

substantially as a result of seasona

. Our entering into a significant AdSense for seargfeement with AOL Europe in the fourth quarte0®4.

Although the growth in advertising revenues fromn Gwogle Network membersieb sites was nearly as great as that from oursitef
from the three months ended September 30, 2004 ax@upo the three months ended December 31, 260éxpect this growth to be slower
than the growth in revenues from our web sitegHerforeseeable future.
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Growth in advertising revenues from our web sitesnfthe three months ended September 30, 2004 tintte months ended Decerr
31, 2004 was $118.7 million or 28.8% compared t®.3énillion or 19.9% from the three months endeakeJ80, 2004 to the three months
ended September 30, 2004. The increase in the lgnase for the fourth quarter of 2004 is primaglyributable to growth in the number of
paid clicks which is a result of increased traffiabstantially due to seasonality, and improvemientsir ability to monetize this increased
traffic.

We believe that the increase in the number of pldtts is the result of the relevance and qualfthath the search results and
advertisements displayed, which results in morecbes, advertisers and Google Network membersybindately, more paid clicks. We
expect that our revenue growth rates will generddlgline in the future as a result of increasinggetition and the inevitable decline in
growth rates as our revenues increase to highelsle€onsequently, we believe that our sequentiaitgrly revenue growth rate in the fourth
quarter of 2004 will not be sustainable in futuegipds.

Revenues by Geography

Domestic and international revenues as a percenfaggnsolidated revenues, determined based ohbilthey addresses of our
advertisers, are set forth below.

Year Ended December 31, Three Months Ended
September 3C December 31
2002 2003 2004 2004 2004
(unaudited)
United State! 78% 71% 66% 65% 65%
International 22% 29% 34% 35% 35%

The growth in international revenues is the resiitiur efforts to provide search results to intéioral users and deliver more ads from
non-U.S. advertisers. We expect that internatioeatnues will continue to grow as a percentageuotatal revenues in the future. While
international revenues accounted for approxima8kt of our total revenues in 2003 and 34% in 20@dre than half of our user traffic cal
from outside the U.S. See Note 13 of Notes to Clatesed Financial Statements included as partisfflorm 10-K for additional information
about geographic areas.

Costs and Expenses

Cost of RevenuesCost of revenues consists primarily of traffijaisition costs. Traffic acquisition costs consishmounts ultimately
paid to our Google Network members. These amoustpramarily based on revenue share arrangemedisr uvhich we pay our Google
Network members most of the fees we receive fromaduertisers whose ads we place on those Goodleddemember sites. In additio
certain AdSense agreements obligate us to makeugiead minimum revenue share payments to Googleddetmembers based on their
achieving defined performance terms, such as nuwitsgarch queries or advertisements displayedaivartize guaranteed minimum
revenue share prepayments (or accrete an amoualpap our Google Network member if the paymenluis in arrears) based on the
number of search queries or advertisements displagghe Google Network member’s web site. In addjtconcurrent with the
commencement of a small number of AdSense agresmeeathave purchased certain items from, or pravatber consideration to, our
Google Network members. These amounts are amonizedstraight-line basis over the related terhefagreement.
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The following table presents our traffic acquigiticosts (in millions), traffic acquisition costsapercentage of advertising revenues
from Google Network web sites and traffic acquisitcosts as a percentage of advertising revenaiethd periods presented.

Year Ended December 31, Three Months Ended
September 3C December 31
2002 2003 2004 2004 2004
(unaudited) (unaudited)
Traffic acquisition cost $94.5 $526.5 $1,228.° $ 302¢ $ 377.0
Traffic acquisition costs as a percentage of adsing
revenues from Google Network web si 91% 84% 79% 79% 7%
Traffic acquisition costs as a percentage of adsing
revenues 23% 3% 39% 38% 37%

In addition, cost of revenues consists of the expsmssociated with the operation of our data renteluding depreciation, labor,
energy and bandwidth costs. Cost of revenues atdades credit card and other transaction feesagk® processing customer transaction
well as amortization of expenses related to pumthand licensed technologies.

Cost of revenues increased by $91.7 million to $853illion (or 44.0% of revenues) in the three nienénded December 31, 2004,
from $362.1 million (or 44.9% of revenues) in thege months ended September 30, 2004. This incheasdlars was primarily the result of
additional traffic acquisition costs and the detion of additional information technology assetschased in the current and prior periods
and additional data center costs required to mamage Internet traffic, advertising transactiond aew products and services. There was an
increase in traffic acquisition costs of $74.8 milland an increase in data center costs of $7l®mprimarily resulting from the
depreciation of additional information technologysets purchased in the current and prior periods.

Traffic acquisition costs decreased as a percertbgdvertising revenues from Google Network webssin the three months ended
December 31, 2004 compared to the prior quartengrily because more of these revenues came frombersnwvith whom we generally ha
lower revenue share obligations. Also, the aggeedatiar amount by which guaranteed revenue shat@ther payments to Google Network
members exceeded the fees we received from adbrsrtisder certain AdSense agreements was less thrile months ended December 31,
2004 compared to the three months ended Septer@ib2084. Traffic acquisition costs also decreased percentage of advertising revenues
in the three months ended December 31, 2004, phnecause of the reasons noted above and beealgghtly smaller proportion of
advertising revenues came from ads on our Googtedtk members’ web sites compared to our web sites.

Cost of revenues increased by $831.8 million td%Z,7 million (or 45.7% of revenues) in 2004, fr§625.9 million (or 42.7% of
revenues) in 2003. The increase in dollars wasaniiynthe result of an increase in traffic acqudsitcosts of $702.1 million, as well as an
increase in data center costs of $88.7 million prity resulting from the depreciation of additiom@formation technology assets purchase
the current and prior periods and other data centsts required to manage more Internet traffiegdising transactions and new products
services. In addition, there was an increase iditccard and other transaction processing fee26f0million resulting from more advertiser
fees generated through AdWords. The increase inof@svenues as a percentage of revenues, aasvhffic acquisition costs as a
percentage of advertising revenues, was primarayrésult of proportionately greater revenues foamGoogle Network members’ web sites
compared to our web sites.

Cost of revenues increased by $494.4 million tos$&nillion (or 42.7% of revenues) in 2003, fronB8%15 million (or 29.9% of
revenues) in 2002. This increase was primarilyrésalt of increased traffic acquisition costs addiional data center costs required to
manage more Internet traffic, advertising transactiand new products and services. Traffic aciuis@tosts increased $432.0 million due to
an increase
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in the number of paid clicks on our Google Networ&mbers’ web sites. There was an increase in @atgrccosts of $39.9 million primarily
resulting from depreciation of additional infornmatitechnology assets purchased in current and peraods. In addition, there was an
increase of $15.7 million in credit card and otttansaction processing fees and an increase ofn$lidn related to amortization of
developed technology resulting from acquisition2003.

We expect cost of revenues to continue to increadellars in 2005 compared to 2004, primarily agsult of forecasted increases in
traffic acquisition costs, and in our data centests required to manage increased traffic, adwegtisansactions and new products and
services. Traffic acquisition costs as a percentd@alvertising revenues are expected to decrezsmube we believe revenue growth from
Google Network members’ web sites will be less ttiet from our web sites for the foreseeable futlmeaddition, traffic acquisition costs as
a percentage of advertising revenues will expegetmvnward pressure in the future to the extenémter into proportionately more AdSer
arrangements with members to whom we generally feaver revenue share obligations. However, thisdmmay be offset in the future to t
extent competition for arrangements with web dit@s are existing and potential Google Network meralincreases, which would likely
result in less favorable revenue share arrangements

Research and DevelopmerResearch and development expenses consist gyirmdompensation and related costs for personnel
responsible for the research and development ofpreducts and services, as well as significant owements to existing products and
services. We expense research and developmentasogtey are incurred.

Research and development expenses increased l§yBiion to $87.4 million (or 8.5% of revenues)time three months ended
December 31, 2004, from $57.4 million (or 7.1%@fenues) in the three months ended September 39, 2@is increase was primarily due
to an increase in labor and facilities related £0$t$15.3 million, primarily as a result of a 1@#td 42% increase in research and develop
headcount from September 30, 2004 and June 30,20Ddcember 31, 2004. In addition, depreciatioth @ated expenses increased by $3.3
million primarily as a result of additional inforrian technology assets purchased over the six rsamled December 31, 2004. We also
recognized $10.4 million of in-process researchdevklopment expenses as a result of acquisitiotieei three months ended December 31,
2004 and none in the three months ended Septeribh2084. Note 4 of Notes to Consolidated Finanstatements included as part of this
Form 10-K describes further purchased in-processameh and development expenses and other acopssiti

Research and development expenses increased by$maBibn to $225.6 million (or 7.1% of revenués)2004, from $91.2 million (or
6.2% of revenues) in 2003. This increase was pilyndwe to an increase in labor and facilities tetbcosts of $98.7 million as a result of a
106% increase in research and development headdowatddition, depreciation and related expenseased by $28.2 million primarily a
result of increasing dollar amounts of informattenhnology assets purchased during 2003 and 2004.

Research and development expenses increased [B/ribon to $91.2 million (or 6.2% of revenues)2003, from $31.7 million (or
7.2% of revenues) in 2002. This increase in dolhaas primarily due to an increase in labor andlifas related costs of $34.3 million as a
result of a 101% increase in research and developh@adcount. In addition, we recognized $11.6iomlbf in-process research and
development expenses during 2003 as a result af@uisition.

We anticipate that research and development expeviiecontinue to increase in dollar amount and/imezrease as a percentage of
revenues in 2005 and future periods because weetpbire more research and development pers@mtkbuild the infrastructure required
to support the development of new, and improvetiexjsproducts and services.

Sales and MarketingSales and marketing expenses consist primarigpofpensation and related costs for personnel exgag
customer service and sales and sales supportdascts well as advertising and promotional exganes.
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Sales and marketing expenses increased $10.6 mitli$76.1 million (or 7.4% of revenues) in theetamonths ended December 31,
2004, from $65.5 million (or 8.1% of revenues)lie three months ended September 30, 2004. Thisaserin dollars was primarily due to
increase in labor and facilities related costs1d.$ million mostly as a result of an 11% and 28%éase in sales and marketing headcount
from September 30, 2004 and June 30, 2004 to Deze8ih 2004, partially offset by a decrease in priomal expenditures. The increase in
sales and marketing personnel was a result of mgoing efforts to secure new, and to provide supjaoour existing users, advertisers and
Google Network members, on a worldwide basis.

Sales and marketing expenses increased $126.0midi$246.3 million (or 7.7% of revenues) in 200d4m $120.3 million (or 8.2% of
revenues) in 2003. This increase in dollars wasgnily due to an increase in labor and facilitielated costs of $91.8 million mostly as a
result of a 74% increase in sales and marketingdeant. In addition, advertising and promotiongbenxses increased $17.3 million and
travel-related expenses increased $3.3 million.ibeease in sales and marketing personnel andtigimg, promotional and travel-related
expenses was a result of our on-going efforts targenew, and to provide support to our existirsgrs, advertisers and Google Network
members, on a worldwide basis. For instance, we haed personnel to help our advertisers maxirtie@ return on investment through the
selection of appropriate keywords and have promtitedlistribution of the Google Toolbar to Internsers in order to make our search
services easier to access.

Sales and marketing expenses increased $76.5mtidli$120.3 million (or 8.2% of revenues) in 2068m $43.8 million (or 10.0% of
revenues) in 2002. This increase in dollars wasgnily due to an increase in labor and facilitielated costs of $54.4 million mostly as a
result of a 149% increase in sales and marketiagdmunt. In addition, advertising and promotiongdenses increased $12.9 million and
travel related expenses increased $3.2 milliomarily in the second half of 2003.

We anticipate sales and marketing expenses wilirmoa to increase in dollar amount and may incresse percentage of revenues in
2005 and future periods as we continue to expandhasiness on a worldwide basis. A significant jporof these increases relate to our plan
to add support personnel to increase the levetivice we provide to our advertisers and Googlewdet members. We also plan to add a
significant number of international sales persoramel increase promotional and advertising experaditto support our worldwide expansion.

General and AdministrativeGeneral and administrative expenses consist pitintd compensation and related costs for persband
facilities related to our finance, human resouréad|ities, information technology and legal orgaations, and fees for professional services.
Professional services are principally comprisedui§ide legal, audit and information technologystdting. To date, we have not experien
any significant amount of bad debts.

General and administrative expenses increased $iillidn to $51.8 million (or 5.0% of revenues)time three months ended December
31, 2004, from $40.8 million (or 5.1% of revenues)he three months ended September 30, 2004.ifldnsase was primarily due to an
increase in labor and facilities related costs@®63$nillion, primarily as a result of a 15% and 2#¥érease in headcount from September 30,
2004 and June 30, 2004 to December 31, 2004, amtt@ase in professional services fees of $4.4amilThe additional personnel and
professional services fees are primarily the resfuttur on-going efforts to build the legal, finandhruman resources, recruiting and
information technology functions required of a ghogvpublic company.

General and administrative expenses increased $@8i6n to $139.7 million (or 4.4% of revenues)2004, from $56.7 million (or
3.9% of revenues) in 2003. This increase in dolleas primarily due to an increase in labor andiifas related costs of $43.1 million,
primarily as a result of an 85% increase in headt@n increase in professional services fees 5#$iillion, an increase in depreciation and
related expenses of $7.9 million and an increasledramortization of intangibles of $4.7 milliorhd additional personnel, professional
services fees and depreciation and related expansédbke result of the growth of our business.
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General and administrative expenses increased $3Ridn to $56.7 million (or 3.9% of revenues)2003, from $24.3 million (or 5.5¢
of revenues) in 2002. This increase in dollars prawarily due to an increase in labor and facidittelated costs of $16.7 million, primarily as
a result of a 194% increase in headcount, and@ease in professional services fees of $10.0anjlprimarily in the second half of 2003.

As we expand our business and incur additional msge associated with being a public company, wieumegeneral and administrative
expenses will continue to increase in dollar am@untt may increase as a percentage of revenue®ma2@l in future periods. In addition,
contributions we make to charitable and other omgions are expected to increase in dollar amandtas a percentage of revenues in 2005
compared to 2004.

Stock-Based CompensatioRrior to the date of our initial public offeringe typically granted stock options at exercisegsiequal to
or less than the value of the underlying stocketerthined by our board of directors on the datepdibn grant. For purposes of financial
accounting, we have applied hindsight within eagaryor quarter prior to our initial public offeritg arrive at reassessed values for the sl
underlying these options. We recorded the diffeedmetween the exercise price of an option awarde employee and the reassessed value
of the underlying shares on the date of grant &xaal stock-based compensation. The determinafitime reassessed value of stock
underlying options is discussed in detail belowChitical Accounting Policies and Estimates—Std&&sed Compensation, included elsewl
in this Form 10-K. We recognize compensation expersswe amortize the deferred stock-based compemsahounts on an accelerated
basis over the related vesting periods, generally ér five years. After the initial public offegnoptions have been generally granted at
exercise prices equal to the fair market valuéefunderlying stock on the date of option grant, aedordingly, little or no related stock-
based compensation will be recognized under thegtiaccounting rules. Also, in the fourth quade2004, we granted restricted stock units
to certain employees. In addition, in the past weehawarded options to non-employees to purchaseommon stock. Stock-based
compensation related to non-employees is measuredair-value basis using the Black-Scholes vaduatnodel as the options are earned.

Stock-based compensation decreased $8.5 milli@d3db million (or 5.8% of revenues) in the threentiis ended December 31, 2004
from $68.0 million (or 8.5% of revenues) in theg@months ended September 30, 2004. The decredshars was due to less amortization
of deferred stock-based compensation amounts firgon periods recognized in the three months endeckeihber 31, 2004 compared to the
three months ended September 30, 2004. This decnesss primarily due to options that we grantedrafte initial public offering at exercise
prices generally equal to the fair market valughefunderlying stock on the date of grant. As altethese options were granted with little or
no intrinsic value and, accordingly, no relateccktbased compensation will be recognized undectineent accounting rules. In addition, we
granted fewer options and with less aggregatensitrivalue in 2004 prior to the initial public offieg compared to 2003. This decrease in
dollars was partially offset by $1.7 million of stebased compensation that we recognized in tlee thhronths ended December 31, 2004
related to $12.0 million of restricted stock urgtanted in that quarter. These restricted stocts wmill be recognized as stock-based
compensation on an accelerated basis over thedelasting period of four years.

Stock-based compensation increased $49.3 millié2%8.7 million (or 8.7% of revenues) in 2004 fr$229.4 million (or 15.6% of
revenues) in 2003. The increase in dollars wasaptiyndriven by the generally larger differencesviieen the exercise prices and the
reassessed values of the underlying common stotieodates of grant, partially offset by a decréasbe level of stock option grants, in
recent periods prior to our initial public offeringhis increase was also partially offset by a dase of $6.9 million to $3.9 million of stock-
based compensation recognized in 2004 relatecetmtidification of terms of former employees’ stagkion agreements.

Stock-based compensation increased $207.8 millick229.4 million (or 15.6% of revenues) in 20031ir$21.6 million (or 4.9% of
revenues) in 2002. The increase was primarily driwe the larger differences between
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the exercise prices and the reassessed values ohterlying common stock on the dates of grant tnd lesser extent, an increase in the
level of stock option grants in 2003.

We expect stock-based compensation to be $145li@miih 2005, $70.5 million in 2006, $25.9 million 2007, $5.6 million in 2008,
$1.3 million in 2009 and $0.4 million thereafteglated to deferred stock-based compensation obalance sheet at December 31, 2004.
These amounts do not include stock-based compengsatated to:

. restricted stock or restricted stock units that mawill be granted to employees subsequent to Déee 31, 2004 (we expect
restricted stock units of significantly greaterldolalue on the date of grant to be issued toeouployees in 2005 and future
periods compared to the $12.0 of restricted staits issued in 2004

. the effect of changes to the stock-based accountieg as set forth under Statement of Financiaglfoting Standards No. 123
(revised 2004), ShaBased Payment, which we will adopt beginning Jyl2do5 (for additional discussion regarding theestec
effect of this pronouncement, see Effect of a Reéeaounting Pronouncement included elsewhereimkorm 1¢-K).

. options granted to non-employees.

. options that may be granted to employees and diesubsequent to December 31, 2004 at exercisesddss than the fair mar
value on the date of grant. These amounts alsaresthe continued employment throughout the refer@mperiods of the recipie
of the options that gave rise to the deferred «-based compensatio

At December 31, 2004, there were 302,950 unvegitidres held by nonemployees with a weighted-aveeagecise price of $0.52 and
a weighted-average 36 months remaining vestingpg@efihese options generally vest on a monthly atabte basis. Depending on the fair
market value of these options on their vestingsjdtee related charge could be significant durid@=?and subsequent periods. We recogr
$15.0 million of stock-based compensation relatethése options that vest over time in 2004. N@optthat vest over time were granted to
non-employees in 2004.

See Note 1 of Notes to Consolidated Financial Btatgs, as well as Critical Accounting Policies &stimates and Effect of a Recent
Accounting Pronouncement, included elsewhere mFfeirm 10-K for additional information about stde&sed compensation.

Non-recurring Portion of Settlement of Disputes wih Yahoo

On August 9, 2004, we and Yahoo entered into éesstiht agreement resolving two disputes that had pbending between us. The 1
dispute concerned a lawsuit filed by Yahoo’s whallyned subsidiary, Overture Services, Inc., agaiash April 2002 asserting that certain
services infringed Overture’s U.S. Patent No. 6,269. In our court filings, we denied that we inffed the patent and alleged that the patent
was invalid and unenforceable.

The second dispute concerned a warrant held by &ahpurchase 3,719,056 shares of our stock inexdion with a June 2000 servir
agreement. Pursuant to a conversion provisiondgmiarrant, in June 2003 we issued 1,229,944 sharéahoo. Yahoo contended it was
entitled to a greater number of shares, while weeraled that we had fully complied with the terrhthe warrant.

As part of the settlement, Overture dismissedatemt lawsuit against us and has granted us ajfally, perpetual license to the patent
that was the subject of the lawsuit and severatedlpatent applications held by Overture. Thegmelso mutually released any claims
against each other concerning the warrant disprut@onnection with the settlement of these two dlisp, we issued to Yahoo 2,700,000
shares of Class A common stock.
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We incurred a non-recurring non-cash charge of $26illion in the third quarter of 2004 relatedthis settlement. The non-cash
charge included among other items, the value afeshassociated with the settlement of the warrspute. See Note 5 of Notes to
Consolidated Financial Statements included inFloisn 10-K for additional information about the fatient of disputes with Yahoo.

Interest Income (Expense) and Other, Net

Interest income (expense) and other of $7.4 miliiothe three months ended December 31, 2004 vimsiply the result of $9.2 millio
of interest income earned on our significant lacgsh, cash equivalents and marketable securalasdes. In addition, we recognized $1.9
million of other income, related to grants receifienin a foreign jurisdiction as a result of us ¢iegnew employment in that country. These
income sources were partially offset by approxinya$8.3 million of net foreign exchange losses ttesulted from (i) the forward contracts
that we entered into to purchase U.S. dollars Witlos to offset the foreign exchange risk on cerilstiercompany assets and (ii) the net
monetary assets denominated in currencies othertiigalocal currencies. These income sources weoeoéfset by approximately $200,000
of realized losses on sales of marketable secsiatiel approximately $200,000 of interest expensariad on equipment leases, including the
amortization of the fair value of warrants issuedenders in prior years.

Interest income (expense) and other of $10.0 millin2004 was primarily the result of approximat®h6.0 million of interest income
earned on our significantly larger average cassh eguivalents and marketable securities balanmmk$H59 million of other income, relatec
grants received from a foreign jurisdiction as suieof us creating new employment in that counftyese income sources were partially
offset by approximately $6.7 million of net foreigrchange losses that resulted from (i) the forveardracts that we entered into to purchase
U.S. dollars with Euros to offset the foreign exofa risk on certain intercompany assets and @)t monetary assets denominated in
currencies other than the local currencies. Thesenme sources were also offset by approximatel) 8D of realized losses on sales of
marketable securities and approximately $900,006tefest expense incurred on equipment loanseawes, including the amortization of
fair value of warrants issued to lenders in prieans.

Interest income (expense) and other of $4.2 miliR003 was primarily the result of $2.7 milliohinterest income earned on cash,
cash equivalents and marketable securities balaands$2.1 million of net foreign exchange gaimsrfmet receivables denominated in
currencies other than U.S. dollars as a resuleakgally strengthening foreign currencies agamstd.S. dollar throughout 2003. In addition,
we recognized $1.4 million of other income in 20PBmarily related to a gain recorded for certapirant fees paid by advertisers whose ads
were not delivered during the related contractquiri These income sources were partially offséih9 million of interest expense incurred
on equipment loans and leases, including the apatidin of the fair value of warrants issued to knsdn prior years.

Provision for Income Taxes

Our provision for income taxes increased to $25dillion in 2004 from $241.0 million in 2003. Howeyeur effective tax rate, or our
provision for income taxes as a percentage ofmeome before income taxes, decreased to 39% inf200170% in 2003. This decrease is
primarily a result of reductions to our provisi@r fncome taxes after our initial public offeringAugust 2004 related to certain stock-based
compensation and disqualifying dispositions on itive stock options. After our initial public offag and through the end of the year, we
reduced our provision for income taxes by $23.0iomland $70.0 million as a result of stoblised compensation recognized during and
to this period related to unexercised non-qualifimtk options. In addition, we reduced our prandior income taxes by $42.2 million as a
result of disqualifying dispositions that occuriter our initial public offering related to cumtilee stock-based compensation recognized for
all of our incentive stock options. No reductionsregmade to our provision for income taxes in 2@@&ted to stock-based compensation.
Without these reductions in 2004, our provisionifmome taxes would have been increased by appetgln$135.2 million, which would
have increased our effective tax rate by 20%. The
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difference between this increased tax rate in 20@#the actual rate of 70% in 2003 is primarilgsutt of less stock-based compensation as ¢
percentage of income before income taxes in 20é#peoed to 2003.

Our effective tax rate beginning in the first qeamf 2005, and for the foreseeable future theeeaft expected to be significantly lower
than our effective tax rate of 39% in 2004. Thiprignarily because proportionately more of our @ags in 2005 compared to 2004 are
expected to be recognized by our Irish subsidiang, such earnings are taxed at a lower statutamata (12.5%) than in the U.S. (35.0%).
However, if future earnings recognized by our Iissibsidiary are not as proportionately great agxpect, our effective tax rate may not
decrease as significantly, if at all. In additiony provision for income taxes will be significanteduced in the first quarter of 2005 as a re
of disqualifying dispositions that occurred durthgt period. However, for the foreseeable futuezehfter, we do not expect further
significant reductions to our provision for incomages as a result of disqualifying dispositiong thay occur after the first quarter of 2005
related to incentive stock options currently outdiag. Furthermore, we do not expect to grant aiiggnt number of incentive stock options
in the foreseeable future. For additional discussemarding the accounting for disqualifying digfioas on incentive stock options, see
Critical Accounting Policies and Estimates incluagdskewhere in this Form 10 K.

Our provision for income taxes increased to $24dillon or an effective tax rate of 70% during 20&®m $85.3 million or an
effective tax rate of 46% during 2002. The increiassur provision for income taxes primarily regaltfrom an increase in Federal and state
income taxes, driven by higher taxable income ypwar year. Our effective tax rate is higher thamgtatutory rate because, in arriving at
income before income taxes, we include in our castsexpenses significant non-cash expenses rétattdck-based compensation, which
are recognized for financial reporting purposes,didi not reduce our provision for income taxesmythese years. The increase in our
effective tax rates in 2003 was primarily the résfilan increase in stock-based compensation armount

A reconciliation of the federal statutory incoms tate to our effective tax rate is set forth intdl@2 of Notes to Consolidated Financial
Statements included in this Form 10-K.

Quarterly Results of Operations

You should read the following tables presenting querterly results of operations in conjunctionhitie consolidated financial
statements and related notes contained elsewh#risiRorm 10-K. We have prepared the unauditeatimétion on the same basis as our
audited consolidated financial statements. You khalso keep in mind, as you read the followindeapthat our operating results for any
quarter are not necessarily indicative of resutsahy future quarters or for a full year.
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The following table presents our unaudited quaytessults of operations for the eight quarters dridecember 2004. This table
includes all adjustments, consisting only of norneglurring adjustments, that we consider necedsaffpir presentation of our financial
position and operating results for the quartersgméed. Both seasonal fluctuations in Internet eisengl traditional retail seasonality have
affected, and are likely to continue to affect, business. Internet usage generally slows duriagttmmer months, and commercial queries
typically increase significantly in the fourth catiar quarter of each year. These seasonal trenéschased and will likely continue to cause,
fluctuations in our quarterly results, includingdtuations in sequential revenue growth ratesrRuithe second quarter of 2004, these
seasonal trends may have been masked by the stidgisgararter over quarter growth of Internet trafiocused on commercial transactions
ultimately by the substantial quarter over quagtewth in our revenues.

Quarter Ended

Mar 31, Jun 30, Sep 30, Dec 31, Mar 31, Jun 30, Sep 30, Dec 31,
2003 2003 2003 2003 2004 2004 2004 2004

(in thousands, except per share amounts)

(unaudited)
Consolidated Statements of
Income Data:
Revenue: $248,61¢  $311,19¢ $393,94. $512,17¢ $651,62. $700,21: $805,88 $1,031,50:
Costs and expenses:
Cost of revenues 87,19¢ 117,40: 170,39( 250,86¢ 315,39¢ 326,37 362,09¢ 453,77¢
Research and development 12,50¢ 17,49: 32,77¢ 28,457 35,01¢ 45,76: 57,40¢ 87,44:
Sales and marketing 17,767 24,822 36,57¢ 41,164 47,904 56,777 65,51 76,107
General and administrative 10,027 12,53¢ 13,85 20,28¢ 21,50¢ 25,577 40,77+ 51,84%
Stock-based compensation (2) 36,41¢ 34,16t 73,794 84,98¢ 76,47 74,761 67,98 59,531
Non-recurring portion of settlement of disputes withhéa — — — — — — 201,00¢( —
Total costs and expenses 163,91 206,41! 327,38t 425,75° 496,30( 529,25 794,77! 728,70:
Income from operation 84,70¢ 104,78 66,55¢ 86,41¢ 155,32 170,95¢ 11,11: 302,79¢
Interest income, expense and other, net 47) 76€ 464 3,007 30C (1,499 3,86¢ 7,37¢
Income before income tax 84,65¢ 105,55( 67,02( 89,42t 155,62! 169,46( 14,97¢ 310,17:
Provision (benefit) for income taxes 58,85¢ 73,38: 46,59 62,171 91,65( 90,397 (37,005 106,07
Net income $ 25,80( $ 32,16¢ $ 20,42¢ $ 27,25¢ $ 63,97 $ 79,06: $ 51,98 $ 204,10(
Net income per shar
Basic $ 02 $ 024 $ 014 $ 01¢ $ 04z $ 051 $ o0.2¢ $ 0.7¢
Diluted $ 01 $ 01z $ 00t $ 01C $ 024 $ 03C $ 01¢ $ 0.71

(1) The results for the quarters ended Septemhe2@IB and December 31, 2004 include $11.6 mikind $10.4 million of in-process research and depreknt expense related to
acquisitions.

(2) Stock-based compensation, consisting of anaitin of deferred stock-based compensation andetisessed values of options issued to non-empdgeservices rendered, is
allocated in the table that follows. Stock-basemhpensation in any quarter is affected by the nurobgrants in the current and prior quarters, deddifference between the values
of the underlying stock determined by the boardicéctors on the date of grant and the reassessdads/used for financial accounting purposes facksbptions granted prior to the
date of our initial public offering. After the ingtl public offering, options have been grantedareise prices equal to the fair market value efuhderlying stock on the date of gr:
The use of the accelerated basis of amortizatisaltein significantly greater stock-based comp#asan the first year of vesting compared to suhsmnt years.

Quarter Ended

Mar 31, Jun 30, Sep 30, Dec 31, Mar 31, Jun 30, Sep 30, Dec 31,
2003 2003 2003 2003 2004 2004 2004 2004

(in thousands, except per share amounts)

(unaudited)
Cost of revenues $ 1452 $ 1361 $ 3,006 $ 2,73¢ $ 507¢ $ 2546 $ 1,99¢ $ 1,69¢
Research and developme 19,42 18,81« 43,87¢ 56,26 46,26¢ 45,83¢ 42,12( 35,31(
Sales and marketing 7,61¢ 7,097 15,81¢ 14,071 14,14¢ 13,43 11,58( 10,29:
General and administrative 7,92¢ 6,891 11,08¢ 11,90¢ 10,98¢ 12,94¢ 12,28¢ 12,23:

$ 36,41¢ $ 34,16° $ 73,79: $ 8498 $ 76,47 $ 74,76. $ 67,981 $ 59,53!
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The following table presents our unaudited quaytessults of operations as a percentage of revefoudise eight quarters ended
December 31, 2004.

Quarter Ended

Mar 31, Jun 30, Sep 30 Dec 31 Mar 31, Jun 30 Sep 30 Dec 31
2003 2003 2003 2003 2004 2004 2004 2004

As Percentage of Revenues:
Revenue: 100.(% 100.% 100.(% 100.(% 100.(% 100.(% 100.% 100.(%
Costs and expenses:
Cost of revenues 35.1 37.7 43.2 49.C 48.4 46.€ 44.¢ 44.C
Research and development 5.C 5.€ 8.3 (5] 5.4 6.5 7.1 8.5
Sales and marketing 7.2 8.C 9.3 8.C 7.4 8.1 8.1 7.4
General and administrative 4.C 4.C 35 4.C &3 &7 5.1 5.0
Stoclk-based compensation ( 14.€ 11.C 18.7 16.€ 11.7 10.7 8.5 5.8
Non-recurring portion of settlement of disputes witahbo — — — — — — 24.¢ —
Total costs and expenses 65.¢ 66.2 83.1 83.1 76.2 75.€ 98.€ 70.7
Income from operations 34.1 33.7 16.€ 16.€ 23.6 24.4 1.4 29.¢
Interest income, expense and other, net (0.0) 0.2 0.1 0.€ 0.1 (0.2 0.t 0.7
Income before income tax 34.1 33.¢ 17.C 7.2 23.¢ 24.2 1.¢ 30.C
Net income 10.4% 10.2% 5.2% 5.2% 9.8% 11.2% 6.5% 19.€%

(1) The results for the quarters ended Septemhe2@IB and December 31, 2004 include $11.6 mikind $10.4 million of in-process research and depreknt expense related to
acquisitions.

(2) Stock-based compensation, consisting of anwatitin of deferred stock-based compensation andetimsessed values of options issued to non-empldgeservices rendered, is
allocated in the table that follows. Stock-basemhpensation in any quarter is affected by the nurobgrants in the current and prior quarters, deddifference between the values
of the underlying stocks determined by the boardigctors on the date of grant and the reassesgads used for financial accounting purposes timcksoptions granted prior to the
date of our initial public offering. After the igtl public offering, options have been granted>areise prices equal to the fair market value efuhderlying stock on the date of the
grant. The use of the accelerated basis of amtdizeesults in significantly greater stock-basethpensation in the first year of vesting comparesubsequent years.

Quarter Ended

Mar 31, Jun 30 Sep 3C Dec 31 Mar 31, Jun 30, Sep 3C Dec 31
2003 2003 2003 2003 2004 2004 2004 2004
Cost of revenues 0.6% 0.4% 0.8% 0.5% 0.8% 0.4% 0.2% 0.2%
Research and development 7.8 6.1 11.1 11.C 7.1 6.5 5.2 34
Sales and marketir 3.0 2.3 4.C 2.8 2.1 1.6 15 1.0
General and administrative 3.2 2.2 2.6 2.3 1.7 1.6 1t 1.2
14.€% 11.(% 18.7% 16.€% 11.7% 10.7% 8.5% 5.8%

Liquidity and Capital Resources
In summary, our cash flows were:

Year Ended December 31,

2002 2003 2004

(in thousands)
Net cash provided by operating activit $ 155,26! 395,44! $ 977,04
Net cash used in investing activit| (109,717 (313,959 (1,901,35)
Net cash provided by (used in) financing activi (5,477 8,09( 1,194,61

As a result of the completion of our initial pubtiffering in August 2004, we raised $1,161.1 milliof net proceeds. At December 31,
2004, we had $2,132.3 million of cash, cash egaivwsland marketable securities, compared to $38#li@n and $146.3 million at
December 31, 2003 and 2002 respectively. Cash alguits
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and marketable securities are comprised of highlyid debt instruments of U.S. corporations, mipatities in the U.S. and the U.S.
government and its agencies. Note 2 of Notes tesGlatated Financial Statements included as patisfrorm 10 K describes further the
composition of our marketable securities.

Our principal sources of liquidity are our cashsitaquivalents and marketable securities, as wéhacash flow that we generate from
our operations. At December 31, 2004 and Decembe2@®3, we had unused letters of credit for apipmately $14.4 million and $12.2
million. We believe that our existing cash, cashieglents, marketable securities and cash genefiatadoperations will be sufficient to
satisfy our currently anticipated cash requiremémtsugh at least the next 12 months. Our liquidiiyld be negatively affected by a decre
in demand for our products and services. In additiee may make acquisitions or license productstecithologies complementary to our
business and may need to raise additional capitaligh future debt or equity financing to the exteecessary to fund any such acquisitions
and licensing activities. Additional financing magt be available at all or on terms favorable to us

Cash provided by operating activities in 2004 priyaonsisted of net income adjusted for certadn4tash items including
depreciation, amortization, stock-based compensati@x benefits from exercise of warrants and oiteen, the non-recurring portion of our
settlement of disputes with Yahoo and the effeath@nges in working capital and other activitieasiCprovided by operating activities in
2004 was $977.0 million and consisted of net incof®399.1 million, adjustments for non-cash itesh$831.1 million and offset by $253.2
million used in working capital and other activitiddjustments for non-cash items primarily incld@278.7 million of stock-based
compensation, $191.6 million of tax benefits frorereise of warrants and other, which contributed teet increase in income taxes
receivable on our balance sheet and which lowdre@inount of income taxes we paid in 2004, and $2@idllion related to the non-
recurring portion of the settlement of disputedwiahoo. Working capital activities primarily costd of a net increase in income taxes
receivable and deferred income taxes of $125.2aniffrimarily due to tax benefits resulting fronetexercises of warrants, certain stock-
based compensation charges and disqualifying dismes on incentive stock options. In addition, Wiog capital activities consisted of an
increase of $156.9 million in accounts receivahle tb the growth in fees billed to our advertisers.

Cash provided by operating activities in 2003 wa8354 million and consisted of net income of $10&iion, adjustments for non-
cash items of $296.0 million and $6.2 million ussdworking capital and other activities. Workingo@al and other activities primarily
consisted of an increase of $90.4 million in acdswaceivable due to the growth in fees billed advertisers and an increase of $58.9 mil
in prepaid revenue share, expenses and other adgetgrimarily to an increase of $35.5 millionated to prepaid revenue share, as a res
several significant prepayments made in the foguidwrter of 2003, as well as an increase of $11l@®mof restricted cash relating to our
operating leases. This was partially offset byrameéase of $74.6 million in accrued revenue shaeetd the growth in our AdSense programs
and the timing of payments made to our Google Ngtwrembers and an increase of $31.1 million in @edrexpenses and other liabilities
primarily due to an increase in annual bonusesrast of the growth in the number of employedsese bonuses were paid in the first
quarter of 2004.

Cash provided by operating activities in 2002 was33 million and consisted of net income of $98illion, adjustments for non-cash
items of $50.6 million and $5.0 million provided typrking capital and other activities.

As we expand our business internationally, we nféar payment terms to certain advertisers thassgaadard in their locales, but long
than terms we would generally offer to our domeatieertisers. This may increase our working capé&qlirements and may have a negative
effect on cash flow provided by our operating dtitig. In addition, we expect that, now that wedaecome a public company, our cash-
based compensation per employee will likely incee@s the form of variable bonus awards and otheentive arrangements) in order to
retain and attract employees.
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In addition, new accounting rules will require ticash benefits resulting from the tax deductibitifyncreases in the value of equity
instruments issued under share-based payment amamgs be included as part of cash flows from tivemactivities rather than from
operating activities. This change in methods iliktlly have a significant negative effect on ourtcpeovided by operating activities in peric
after adoption of these new rules. See EffectR&eaent Accounting Pronouncement included elsewinettés Form 10 K.

Cash used in investing activities in 2004 of $1,801illion was attributable to net purchases ofketable securities of $1,523.5
million, capital expenditures of $319.0 million acaish consideration used in acquisitions and dtivestments of $58.9 million. Cash use:
investing activities in 2003 of $314.0 million wasiributable to capital expenditures of $176.8 ] net purchases of marketable securities
of $97.2 million and net cash consideration useaciquisitions of $40.0 million. Cash used in inwrggtactivities in 2002 of $109.7 million
was primarily attributable to net purchases of retakle securities of $72.6 million and capital exgitures of $37.2 million.

Capital expenditures are mainly for the purchasefofrmation technology assets. In order to maregeected increases in Internet
traffic, advertising transactions and new prodaetd services, and to support our overall globainess expansion, we will continue to invest
heavily in data center operations, technology, e@te facilities and information technology infrasture. We expect to spend over $500
million on property and equipment, including infation technology infrastructure comprised primadfyproduction servers and network
equipment, to manage and grow our operations d20e%.

In addition, cash expenditures for acquisitions att@r investments in 2005 may exceed those indumr@004. Through these
acquisitions and investments, we acquire engingéeams and technologies that we believe will lislgxpand and grow our business.

Cash provided by financing activities in 2004 of 4.6 million was due primarily to net proceedmirthe initial public offering of
$1,161.1 million. Costs related to our initial piatbffering were approximately $41.0 million. Castovided by financing activities in 2003
$8.1 million was due to proceeds from the issuari@d®mmon stock pursuant to stock option exeraie&l5.5 million, net of repurchases,
offset by repayment of equipment loan and leasigatidbns of $7.4 million. Cash used in financingities in 2002 of $5.5 million was due
to repayment of equipment loan and capital leadigations of $7.7 million, partially offset by preeds from the issuance of common stock
pursuant to stock option exercises of $2.3 millioet, of repurchases.

Contractual Obligations

Payments due by period

More than
Less than 49-60
12 months 13-48 months 60 months
Total months
(in millions)
(unaudited)
Guaranteed minimum revenue share paym $462.¢ $ 230.( $232.¢ $— $ —
Capital lease obligatior 2.C 2.C — — —
Operating lease obligatiol 235.¢ 21.: 86.¢€ 56.7 71.2
Purchase obligatior 70.5 17.¢ 47.4 5.2 —
Other lon¢-term liabilities reflected on our balance sheetar@dAAP 24.¢ 7.7 8.¢ 2.2 6.C
Total contractual obligatior $796.( $ 278.¢ $375.¢ $64.1 $ 772
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Guaranteed Minimum Revenue Share Payments

In connection with our AdSense revenue share ageatanwe are periodically required to make non-ekatte guaranteed minimum
revenue share payments to a small number of ougléddtetwork members over the term of the respectrgracts. Under our contracts,
these guaranteed payments can vary based on ogteéadetwork members achieving defined performaece$, such as number of
advertisements displayed or search queries. In sases, certain guaranteed amounts will be adjustediward if our Google Network
members do not meet their performance terms arghrire cases, these amounts will be adjusted upgfwely exceed their performance
terms. The amounts included in the table abovenasgshat the historical upward performance adjustmeith respect to each contract will
continue, but do not make a similar assumption wapect to downward adjustments. We believe tapsmints best represent a reasonable
estimate of the future minimum guaranteed payméwtial guaranteed payments may differ from thareses presented above. To date,
total advertiser fees generated under these AdSameements have exceeded the total guaranteeshammievenue share payments. Five of
our Google Network members account for approxinge&Ps6 of the total future guaranteed minimum reweshiare payments and 10 of our
Google Network members account for 96% of thesengags. At December 31, 2004, our aggregate outistamsbn-cancelable minimum
guarantee commitments totaled $462.9 million ardélcommitments are expected to be settled thr20gh.

In addition, in connection with some other AdSeageeements, we have agreed to make an aggregbferahillion of minimum
revenue share payments through 2006. This amoumot imcluded in the above table since we genetaiye the right to cancel these
agreements at any time. Because we sometimes areelments that perform poorly, we do not expentdke all of these minimum
revenue share payments.

Capital Lease Obligations

At December 31, 2004, we had capital lease obbgatof $2.0 million (comprised of $1.9 million ofipcipal and approximately
$100,000 of interest) related to several of ouligment leases. These amounts will come due unéeetims of the arrangements at various
dates through October 2005.

Operating Leases

During 2003, we entered into a nine-year subleaseudr headquarters in Mountain View, Californiacarding to the terms of the
sublease, we will begin making payments in ApriD2@nd payments will increase at 3% per annum éfftere We recognize rent expense on
our operating leases on a straight-line basis #seofommencement of the lease. The lease termminat®ecember 31, 2012; however, we
may exercise two five- year renewal options atdisicretion. We have an option to purchase the ptpper approximately $172.4 million,
which is exercisable in 2006

In addition, we have entered into various other-cancelable operating lease agreements for ouresftind certain of our data centers
throughout the U.S. and internationally with or@ifease periods expiring between 2005 and 2016réatgnize rent expense on our
operating leases on a straight-line basis at thenoencement of the lease. Certain of these leasesfte®e or escalating rent payment
provisions. We recognize rent expense under sudeteon a straight-line basis over the term ofghse.

Purchase Obligations

Purchase obligations in the above table representancelable contractual obligations at DecemliePB04. In addition, we had $32.7
million of open purchase orders for which we hagermeceived the related services or goods at Deee3ih 2004. This amount is not
included in the above table since we have the tigkancel the purchase orders upon 10 days nuticeto the date of delivery. The majority
of our purchase obligations are related to datéec@perations. These non-cancelable contractuiglations and open purchase orders
amounts do not include payments we may be obligateshke to vendors upon their attainment of miless under the related agreements.
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Off-Balance Sheet Entities

At December 31, 2004 and 2003, we were not involvighl any variable interest entities, as definedhsy Financial Accounting
Standards Board (FASB) Interpretation No. 46 (Re¥i2003)Consolidation of Variable Interest Entities—An hpieetation of ARB No. 51
having a significant effect on the financial stagens.

Critical Accounting Policies and Estimates

We prepare our consolidated financial statemendés@ordance with accounting principles generalbepted in the U.S. In doing so, we
have to make estimates and assumptions that affieceported amounts of assets, liabilities, reesrand expenses, as well as related
disclosure of contingent assets and liabilitieanbmy cases, we could reasonably have used diffacenunting policies and estimates. In
some cases changes in the accounting estimatesas@nably likely to occur from period to perioatcardingly, actual results could differ
materially from our estimates. To the extent thar¢ are material differences between these estinaatd actual results, our financial
condition or results of operations will be affectéde base our estimates on past experience andagbemptions that we believe are
reasonable under the circumstances, and we evdheste estimates on an ongoing basis. We refarcmuating estimates of this type as
critical accounting policies and estimates, whi@hdiscuss further below. Our management has redi@ue critical accounting policies and
estimates with our board of directors.

Stock-Based Compensation
Accounting for Stock-Based Awards to Employees

Prior to the initial public offering, we typicallgranted stock options at exercise prices equal kess than the value of the underlying
stock as determined by our board of directors erdtiite of option grant. For purposes of finanatabainting, we have applied hindsight
within each year or quarter prior to our initialghic offering to arrive at reassessed values ferdhares underlying these options. After the
initial public offering, we have granted optionseaercise prices equal to the fair market valughefunderlying stock on the date of option
grant. There are two measures of value of our comstack that were relevant to our accounting faritygcompensation relating to our
compensatory equity grants prior to our initial palbffering:

. The “board-determined value” is the per share vafusur common stock determined by our board adators at the time the
board made an equity grant, taking into accourdraety of factors, including our historical and jected financial results,
comparisons of comparable companies, risks facings well as the liquidity of the common stc

. The “reassessed value” is the per share valueraf@uamon stock determined by us in hindsight sdlefythe purpose of financial
accounting for employee stc-based compensatio

We recorded deferred stock-based compensatioretexient that the reassessed value of the stdblk afate of grant exceeded the
exercise price of the option. The reassessed védu@scounting purposes were determined basednoméoer of factors and methodologies.
One of the significant methods we used to deteritineeassessed values for the shares underlytianejs through a comparison of price
multiples of our historical and forecasted earnitigsertain public companies involved in the samsimilar lines of business. The market
capitalizations of these companies increased stgmifly from January 2003 through July 2004 whiohtcibuted significantly to the increase
in the reassessed values of our shares. We alstdeoad our financial performance and growth, pritmaince January 2003. Our revenue
and earnings growth rates contributed significatdlyhe increase in the reassessed values of areshThe reassessed values of our shares
increased more significantly in dollar and percgatgerms in earlier periods compared to later ovigsh are reflective of the related revenue
and earnings growth rates. We also retained tfartymdvisors to provide two contemporaneous vadoanalyses since January 2003 and
used this information to support our own valuatimalyses. Please note that these reassessed adurkerently uncertain and highly
subjective. If we had made different assumptions,deferred stock-based compensation amount, staskd compensation expense, in-
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process research and development expense, neténocetincome per share and recorded goodwill atsaould have been significantly
different.

The table below shows the computation of defertecksbased compensation amounts arising from oéstrishares, restricted stock
units and unvested stock options granted to empkj@ each of the three month and annual periedfogh below:

Three Months Ended Three Months Ended
March 31, June 30, Sept. 30, Dec. 31, 2003 March 31, June 30, Sept. 30, Dec. 31, 2004
2003 2003 2003 2003 Total 2004 2004 2004 2004 Total
(unaudited) (unaudited) (unaudited) (unaudited) (unaudited)  (unaudited) (unaudited) (unaudited)
Options granted to employee 10,262,10 1,431,55:; 5,785,18! 1,281,89! 18,760,73; 1,004,78I 965,52( 635,37: 50,90 2,656,57!
Weighted average exercise
price $ 04¢ $ 33C $ 517 $ 9.62 $ 16.27  $ 384: % 77.8¢ % 83.4¢

Weighted average reassesse

fair market value of

underlying stoct $ 13.0¢ $ 33.9¢ % 523: $ 75.0¢ $ 88.1: $ 97.0: $ 85.0( $ 144.1:
Weighted average reassesse

contemporaneously

determined deferred stock-

based compensation per

option $ 126(C $ 30.6¢ $ 47.1¢  $ 65.4% $ 71.8¢ $ 58.6( $ 714 $ 60.6¢€
Deferred stock-based

compensation related to

options (in millions) $ 129.: % 43¢ $ 272.¢ % 83¢ 529.¢ % 72z $ 56.€ $ 45 % 31 $ 136.
Restricted shares granted to

employee: — 120,00( 114,99¢ — 234,99¢ — 16,17¢ — — 16,17¢
Weighted average reassesse

value of restricted shares ~ $ — 3 25.9¢ $ 66.41 $ — $ — 3 95.0¢ $ — 3 —

Deferred stock-based

compensation related

restricted shares

(in millions) $ —  $ 31 $ 7€ $ — 3 107 $ —  $ 15 % — % — 3 1.5
Deferred stock-based

compensation related

restricted stock units

(in millions) $ —  $ — 3 — 3 — $ — 3 —  $ — % 12 $ 12.C
Deferred stock-based

compensation related

option modifications

(in millions) $ — 3 — 3 — 3 106 $ 106 $ 38 % — 3 — 8 — 3 3.8
Total deferred stock-

based

compensation (in

millions) $ 129.:. $ 47.C  $ 280.2 % 947 $ 551« $ 76.1 $ 581 $ 45 % 151 $ 153.¢

The above table does not include options grantedetise prices equal to the fair market valughefunderlying stock at the time of,
and subsequent to, the initial public offering. &l& does not include options granted at exerngigees in excess of the reassessed values of
the underlying stock prior to the initial publicfefing. These options were granted with no intdnailue and, accordingly, no deferred stock-
based compensation has been recorded. Also, tive dédlgle does not include restricted shares thed igsued in connection with certain
business acquisitions nor does it include shai@swhire fully vested at date of grant.

We have accounted for stock options issued to myni@yees and directors using the intrinsic valu¢ho@ under Accounting Principles
Board Opinion No. 25Accounting for Stock Issued to Employe€hke alternative is the fair value method as pilesd by Statement of
Financial Accounting Standards No. 128counting for Stock-based Compensatitirwe had used the fair value method, our netine
would have been reduced by approximately $2.4 onilind $14.8 million in 2003 and 2004. These anmard substantially less than the
differences the separate application of each afeth@o methods would have on net income in futer@gs. This is primarily because the
differences between the fair values of options tg@uprior to our initial public offering determineding the Black Scholes method and the
related reassessed intrinsic values on the datgisaof were generally insignificant; whereas
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these differences were, and are expected to centonbe, significant for options granted afterittigal public offering. Also, the assumptions
we make under the Black Scholes method, such ek-ptice volatility, will have a significant effecin the determination of the fair value of
options granted after the initial public offeririgpr instance, beginning in the fourth quarter d£,0~ve now base our assumptions about
stock-price volatility not only on the stock-prigelatility of comparable companies, but also onlirstorical trading data for the period of
time there was a public market for our stock aredithiplied volatility of publicly traded options ty and sell our stock. The rate used in the
fourth quarter was substantially less than thatluisrior periods, which resulted in the deterrioraof a lower fair value for options gran
in that quarter. Prior to the fourth quarter, osswamptions about stock price volatility were geletaased on the volatility rates of
comparable public companies. See Note 1 of Not€@otwsolidated Financial Statements, as well axcEffea Recent Accounting
Pronouncement, included elsewhere in this Form f6rkadditional information about stock-based congagion, as well as the anticipated
effects on our financial results after our adoptdistatement of Financial Accounting Standards MR (revised 2004), Share-Based
Payment (“SFAS 123R”) beginning July 1, 2005.

We recognize compensation expense as we amortézdeferred stock-based compensation amounts occateeated basis over the
related vesting periods. The table below shows eya@ and non-employee stock-based compensatiomsxpecognized during 2002, 2003
and 2004. In addition, the table presents the @¢rpestock-based compensation expense for stockreptiestricted stock and restricted stock
units granted to employees prior to January 1, 2fifi%ach of the next five years and thereaftesuming all employees remain employed by
us for their remaining vesting periods and withoaisideration to the additional stock-based comgt@rswe will recognize related to these
stock options upon our adoption of SFAS 123R bagmduly 1, 2005. For additional discussion regagahis pronouncement, see Effect
Recent Accounting Pronouncement included elsewihetrés Form 10-K. These amounts are comparedd@gpense and expected expense
we would have recognized had we amortized defesteck-based compensation on a straight-line basis.

Stock-based compensation expense
Year Ended December 31,

Thereafter
2002 2003 2004 2005 2006 2007 2008 2009
(in millions)
Accelerated basi $21.€ $229.¢ $278.71 $145.¢ $ 70t $25¢ $5€ $13 $ 04
Straigh-line basis $13.2 $120.F $201.¢ $171.« $150.1 $92.z $30.7 $.C $ 2.2

Accounting for Stock-Based Awards to Non-employees

We measure the fair value of options to purchaseommon stock granted to non-employees througth@uvesting period as they are
earned, at which time we recognize a charge tkdtased compensation. The fair value is determirsug the Black-Scholes option-pricing
model, which considers the exercise price relativihe reassessed value (for periods before thialipublic offering) or the fair market value
(for periods after the initial public offering) tie underlying stock, the expected stock pricetilitja the expected life of the option, the risk-
free interest rate and the dividend yield. As déseud above, the reassessed value of the undestyiokjwere based on assumptions of me
that are inherently highly uncertain and subject@ar assumptions about stock-price volatility geaerally based on the volatility rates of
comparable publicly held companies for all peripdsr to the fourth quarter of 2004. However, bagng in the fourth quarter of 2004, our
assumptions also consider the historical tradirtg tta the period of time there was a public mafkebur stock and the implied volatility of
publicly traded options to buy and sell our stobkese rates may or may not reflect our stock-pratatility after we have been a publicly
held company for a meaningful period of time. If aged made different assumptions about the reasbeakee of our stock or stock-price
volatility rates, the related stock-based compeoisaxpense and our net income and net incomehaee smounts could have been
significantly different.
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Incentive Stock Option “Disqualifying Dispositions”

The recipient of an incentive stock option musthtble resultant shares for at least two years tfedate of grant and one year from
the date of exercise in order to receive favoratd@ital gains” tax treatment on any profit reatiZeom the sale of those shares. If this
holding period is not met, then all or a portiortlod profit realized by the individual is taxedoatlinary income tax rates. If we include this
profit in an individual’s taxable compensation,ihee can deduct it as compensation expense oroopor@ate tax return. These benefits have
been recorded as an increase to our income tagewable, which will ultimately improve our net tagrovided by operating activities. In
addition, we have applied the portfolio method ébedmine the portion of this benefit that is re@alés a reduction to our provision for
income taxes as it is more practicable than trerradtive individual award method discussed belomdes the portfolio method, to the extent
the cumulative stockased compensation recognized related to all in@estock options multiplied by the statutory takeris greater than t
cumulative disqualifying disposition benefit, treuction to our provision for income taxes will atjthe related increase to our income taxes
receivable. In the fourth quarter of 2004, the éase to our income taxes receivable for disqualifglispositions equaled the reduction to our
provision for income taxes of $42.2 million, whicbntributed to the decrease in our effective tae fiom 70% in 2003 to 39% in 2004.

Furthermore, once and to the extent the cumulatisgualifying disposition benefit exceeds the cuative stock-based compensation
related to all incentive stock options multiplieglthe statutory tax rate, the disqualifying disgiosi benefit will be recorded as additional
paid-in capital on our balance sheet rather thamragluction to our provision for income taxesthie first quarter of 2005, the increase to our
income taxes receivable for disqualifying dispasisi will be greater than the reduction to our psimri for income taxes. Although this
reduction to our provision for income taxes will fignificant in the first quarter of 2005, we da eapect for the foreseeable future thereafter
further significant reductions to our provision focome taxes as a result of disqualifying disposg that may occur after the first quarter of
2005 related to incentive stock options currentl{standing.

As mentioned above, an alternative to the portfalethod is the individual award method. Under tidhidual award method, to the
extent the cumulative stock-based compensatiorgrézed under any particular incentive stock optioant multiplied by the statutory tax
rate is greater than the related cumulative distyirad disposition benefit, the reduction to ouppision for income taxes will equal the
related increase to our income taxes receivabléhfarparticular grant. However, once and to therx¢he cumulative disqualifying
disposition benefit recognized under any particulaentive stock option grant exceeds the relatedutative stock-based compensation
multiplied by the statutory tax rate, the disquati§ disposition benefit will be recorded as aditial paid-in capital on our balance sheet
rather than as a reduction to our provision fobme taxes. If we had used the individual award oetlather than the portfolio method, we
believe the reduction to our provision for incorages related to disqualifying dispositions would Inave been greater than $15 million in
2004.

In December 2004, the Financial Accounting Stansl&uaiard (FASB) issued SFAS No. 123 (revised 2088AS 123R)Share-Based
Paymen. Under SFAS 123R, we will be required to use tigdvidual award method to account for any disqyali dispositions related to
any incentive stock options granted after June2805. We do not expect that the application of théthod to our accounting for
disqualifying dispositions related to incentivect@ptions currently outstanding will materiallyfexdt our provision for income taxes or our
effective tax rate for the foreseeable future adtdwption.

Effect of a Recent Accounting Pronouncement

In December 2004, the Financial Accounting Stansl@uolard issued SFAS No. 123 (revised 2004) (“SFA3RT), Share-Based
Paymen, that addresses the accounting for share-basedgrayransactions in which an enterprise receivgd@yee services in exchange
for equity instruments of the enterprise or liai@h
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that are based on the fair value of the entermisquity instruments or that may be settled byigka@ance of such equity instruments. SFAS
123R eliminates the ability to account for sharedmhcompensation transactions using the intrirsisevmethod under Accounting Principles
Board Opinion No. 25 (“APB 25")Accounting for Stock Issued to Employeasd generally would require instead that suahs@ations be
accounted for using a fair-value-based method. SEZER requires the use of an option pricing modekktimating fair value, which is
amortized to expense over the service periodsrédpgirements of SFAS 123R will be adopted begindulg 1, 2005.

If we had adopted the provisions of SFAS 123 inL0f@t income would have been reduced by approrim&ti4.8 million. The
additional stock-based compensation, net of inctares that would have been recognized under SFR3n12004 is a function of the
generally insignificant differences between theimsic values of stock options granted prior toithigal public offering and the related fair
values on the dates of grant determined using thekBScholes method. This additional stock-basedpsmsation, net of income taxes is
substantially less than the additional amountwithibe recognized after adoption of SFAS 123R canegl to that which would have been
recognized under APB 25. After the initial publiesing, we began to grant stock options with gaitlgmo intrinsic value and expect to
continue to do so in the foreseeable future. Addivevalues of these options on the dates of gramtand will be significantly greater than the
related intrinsic values, we will recognize sigodtly greater stockased compensation after the adoption of SFAS 1B&8Rwe would hav
if we continued to apply APB 25, and significarglseater than the additional stock-based compemsaté&t of income taxes, we would have
recognized under SFAS 123 in 2004. The stock-besetpensation we will recognize after the adoptibBRAS 123R will also be affected
by the number and type of stock-based awards gtamtihe future, including restricted stock unéad the pricing model and related
assumptions used for estimating the fair valuesptibns.

The provision for income taxes includes a reductmrdisqualifying dispositions on incentive stamitions using the portfolio rather
than the individual award method. The portfolio hoet was used because it was more practicable $0.d8FAS 123R requires the use of the
individual award method. If we had used the indiidaward method, our net income would have begunced by at least another
approximately $27 million in addition to the $14@llion noted above.

SFAS 123R allows for either prospective recognitibcompensation expense or retrospective recagnitvhich may be back to the
original issuance of SFAS 123 or only to interinipds in the year of adoption. We are currentlylesting these transition methods.

Finally, SFAS 123R requires that cash inflows friamancing activities on our statement of cash floamgude the cash retained as a
result of the tax deductibility of increases in tleue of equity instruments issued under sharedpaayment arrangements in excess of any
related stock-based compensation recognizablérfandial reporting purposes. These tax benefith bhadetermined based on the individual
award method. In addition, cash outflows from opiegaactivities must include the cash that wouldénbeen paid for income taxes if
increases in the value of equity instruments issuatbr share-based arrangements had not been itibelirctdetermining taxable income in
excess of any related stock-based compensatiogmizable for financial reporting purposes. The abaknounts are the same. This cash
benefit has been included in the determinationashqrovided by operating activities on our statenoé cash flows in 2004. The change in
methods will likely have a significant negativeesff on our cash provided by operating activitiepenods after adoption of SFAS 123R.
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Factors That Could Affect Future Results

Because of the following factors, as wells as ottagiables affecting our operating results andrfgial condition, past financial
performance may not be a reliable indicator of feifperformance, and historical trends should natssel to anticipate results or trends in
future periods.

Risks Related to Our Business and Industry
We face significant competition from Microsoft andahoo.

We face formidable competition in every aspectwflousiness, and particularly from other compatiias seek to connect people with
information on the web and provide them with retghvadvertising. Currently, we consider our primagynpetitors to be Microsoft
Corporation and Yahoo! Inc. Microsoft recently oduced a new search engine and has announced@ldegelop features that make web
search a more integrated part of its Windows opegalystem. We expect that Microsoft will increaginuse its financial and engineering
resources to compete with us. Both Microsoft antotahave more employees than we do (in Microsctise, currently nearly 20 times as
many). Microsoft also has significantly more casbaurces than we do. Both of these companies alsolbnger operating histories and
established relationships with customers. Theyusantheir experience and resources against ugdriety of competitive ways, including by
making acquisitions, investing more aggressivelgegearch and development and competing more a&ipgghsfor advertisers and web sites.
Microsoft and Yahoo also may have a greater aliitgttract and retain users than we do becaugeofterate Internet portals with a broad
range of content products and services. If Micrbepfyahoo are successful in providing similar etter web search results compared to ours
or leverage their platforms to make their web deamrvices easier to access than ours, we couktierge a significant decline in user
traffic. Any such decline in traffic could negatiyaffect our revenues.

We face competition from other Internet companiésgluding web search providers, Internet advertigitompanies and destination w
sites that may also bundle their services with Imtet access

In addition to Microsoft and Yahoo, we face comiati from other web search providers, including pames that are not yet known
us. We compete with Internet advertising comparmesjcularly in the areas of pay-for-performanod &eyword-targeted Internet
advertising. Also, we may compete with compani@s $ell products and services online because ttaapanies, like us, are trying to attract
users to their web sites to search for informagibaut products and services.

We also compete with destination web sites that seecrease their search-related traffic. Thesstidation web sites may include
those operated by Internet access providers, sichltde and DSL service providers. Because ousumsrd to access our services through
Internet access providers, they have direct relatigps with these providers. If an access prowitieé computer or computing device
manufacturer offers online services that competh wirs, the user may find it more convenient te the services of the access provider or
manufacturer. In addition, the access provider anuafiacturer may make it hard to access our serbigemt listing them in the access
provider’s or manufacturer’'s own menu of offeringéso, because the access provider gathers infam&bm the user in connection with
the establishment of a billing relationship, theess provider may be more effective than we atailioring services and advertisements to
specific tastes of the user.

There has been a trend toward industry consolidamong our competitors, and so smaller competitatay may become larger
competitors in the future. If our competitors arerexsuccessful than we are at generating traflicyevenues may decline.

We face competition from traditional media companand we may not be included in the advertisindgets of large advertisers, wh
could harm our operating results.
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In addition to Internet companies, we face comjpetifrom companies that offer traditional media adising opportunities. Most large
advertisers have set advertising budgets, a veayl gortion of which is allocated to Internet adigng. We expect that large advertisers will
continue to focus most of their advertising effatstraditional media. If we fail to convince thesmmpanies to spend a portion of their
advertising budgets with us, or if our existing edisers reduce the amount they spend on our preyraur operating results would be
harmed.

We expect our growth rates to decline and anticipaiownward pressure on our operating margin in theure.

We expect that in the future our revenue growth vatl decline over time and anticipate that therk be downward pressure on our
operating margin. We believe our revenue growtt vétl generally decline as a result of increasingpetition and the inevitable decline in
growth rates as our revenues increase to highelslewe believe our operating margin will expereownward pressure as a result of
increasing competition and increased expendituemany aspects of our business as a percentage ofvenues. Our operating margin will
also experience downward pressure to the extergrportion of our revenues generated from our Gobigtwork members increases. The
margin on revenue we generate from our Google Ndtwmmbers is generally significantly less thanrfegin on revenue we generate fi
advertising on our web sites. Additionally, the giarwe earn on revenue generated from our Googtedi& could decrease in the future if
our Google Network members demand a greater poofitime advertising fees, which could be the restilhcreased competition for these
members.

Our operating results may fluctuate, which makesraesults difficult to predict and could cause ouesults to fall short of expectations.

Our operating results may fluctuate as a resudt mfimber of factors, many of which are outsidewfamntrol. For these reasons,
comparing our operating results on a period-togaebiasis may not be meaningful, and you shouldelpton our past results as an indication
of our future performance. Our quarterly and anmxglenses as a percentage of our revenues magrifcsintly different from our historic:
or projected rates. Our operating results in furarters may fall below expectations. Any of thegents could cause our stock price to fall.
Each of the risk factors listed in this “FactorsaTEould Affect Future Results” section, and thiéofeing factors, may affect our operating
results:

. Our ability to continue to attract users to our gébs.

. The monetization of (or generation of revenue fromaffic on our web sites and our Google Networknthers’ web sites.
. Our ability to attract advertisers to our AdWordegram.

. Our ability to attract web sites to our AdSensegpam.

. The mix in our revenues between those generatedioweb sites and those generated through our @ddetiwork.

. The amount and timing of operating costs and cbpiggenditures related to the maintenance and eipaiof our businesses,
operations and infrastructul

. Our focus on long term goals over short term result

. The results of our investments in risky projects.

. Payments made in connection with the resolutiolitightion matters.

. General economic conditions and those economicitions specific to the Internet and Internet adseny.

. Our ability to keep our web sites operational edasonable cost and without service interruptions.
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. Our ability to forecast revenue from agreementseumchich we guarantee minimum payments.

. Geopolitical events such as war, threat of waeootist actions.

Because our business is changing and evolvinghistorical operating results may not be usefulda in predicting our future operati
results. In addition, advertising spending hasohisally been cyclical in nature, reflecting ovéetonomic conditions as well as budgeting
and buying patterns. For example, in 1999, adwsdispent heavily on Internet advertising. This fedewed by a lengthy downturn in ad
spending on the web. Also, user traffic tends tedmsonal. Our rapid growth has masked the cyitliGald seasonality of our business. As
our growth slows, we expect that the cyclicalitg @easonality in our business may become more prmeal and may in the future cause our
operating results to fluctuate.

If we do not continue to innovate and provide prozts and services that are useful to users, we malyramain competitive, and our
revenues and operating results could suffer.

Our success depends on providing products andcssrthiat people use for a high quality Interneeeigmce. Our competitors are
constantly developing innovations in web searctineradvertising and providing information to pemphs a result, we must continue to
invest significant resources in research and dewedémt in order to enhance our web search technandyour existing products and services
and introduce new high-quality products and sess/ib@at people can easily and effectively use. Ifaneeunable to ensure that our users and
customers have a high quality experience with eadpcts and services, then these customers mayneedissatisfied and move to
competitors’ products. In addition, if we are ureatd predict user preferences or industry chargyaéwe are unable to modify our products
and services on a timely basis, we may lose uadw&rtisers and Google Network members. Our opeyatisults would also suffer if our
innovations are not responsive to the needs ofisers, advertisers and Google Network membersarappropriately timed with market
opportunity or are not effectively brought to mark&s search technology continues to develop, ounpetitors may be able to offer search
results that are, or that are perceived to be taotally similar or better than those generateablysearch services. This may force us to
compete on bases in addition to quality of seagshilts and to expend significant resources in dezmain competitive.

We generate our revenue almost entirely from adigng, and the reduction in spending by or lossarfvertisers could seriously harm
our business.

We generated approximately 97% of our revenue®@82and 99% of our revenues in 2004 from our atherd. Our advertisers can
generally terminate their contracts with us at aamg. Advertisers will not continue to do businesth us if their investment in advertising
with us does not generate sales leads, and ultiymatstomers, or if we do not deliver their adwa&tnents in an appropriate and effective
manner. If we are unable to remain competitive groide value to our advertisers, they may stogiptpads with us, which would
negatively affect our revenues and business.

We rely on our Google Network members for a sigoéfint portion of our revenues, and otherwise bendfdm our association with
them. The loss of these members could prevent amfreceiving the benefits we receive from our asation with these Google Network
members, which could adversely affect our business.

We provide advertising, web search and other sesvic members of our Google Network. The reveneesmted from the fees
advertisers pay us when users click on ads thdtave delivered to our Google Network members’ wtdssepresented approximately 43%
of our revenues in 2003 and approximately 49% ofreuenues in 2004. We consider this network teoriteeal to the future growth of our
revenues. However, some of the participants inrtetsvork may compete with us in one or more ar€asrefore, they may decide in the
future to terminate their agreements with us. if Google Network members decide to use a comptibortheir own web search or
advertising services, our revenues would decline.
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Our agreements with a few of the largest Googlevdgt members account for a significant portionefanues derived from our
AdSense program. In addition, advertising and oftes generated from one Google Network member, rigm®nline, Inc., primarily
through our AdSense program accounted for appraeimna5%, 16% and 12% of our revenues in 2002, 20@Bin 2004. Also, certain of ¢
key network members operate high-profile web s#es, we derive tangible and intangible benefitgifthis affiliation. If one or more of
these key relationships is terminated or not reewed is not replaced with a comparable relatigmsiur business would be adversely
affected.

Our business and operations are experiencing ragrwth. If we fail to effectively manage our growtbur business and operating
results could be harmed and we may have to incgngicant expenditures to address the additionalesptional and control requirements
of this growth.

We have experienced, and continue to experienp& growth in our headcount and operations, whigs placed, and will continue to
place, significant demands on our management, tipeah and financial infrastructure. If we do néfeetively manage our growth, the qua
of our products and services could suffer, whichldmegatively affect our brand and operating rtssdlo effectively manage this growth, we
will need to continue to improve our operationailahcial and management controls and our repostystems and procedures. These systems
enhancements and improvements will require sigaificapital expenditures and allocation of valuadaagement resources. If the
improvements are not implemented successfullyability to manage our growth will be impaired and may have to make significant
additional expenditures to address these issudshwhbuld harm our financial position. The requiregbrovements include:

. Enhancing our information and communication systemensure that our offices around the world ar# egordinated and that v
can effectively communicate with our growing basesers, advertisers and Google Network meml

. Enhancing systems of internal controls to ensumelti and accurate reporting of all of our operation
. Ensuring enhancements to our systems of intermatals are scalable to our anticipated growth iadw®unt and operations.
. Standardizing systems of internal controls and enguhey are consistently applied at each of qerations around the world.
. Documenting all of our information technology systeand our business processes for our ad, biltiigother systems.
. Improving our information technology infrastructucemaintain the effectiveness of our search anslyatéms.
We are required to evaluate our internal control @vfinancial reporting under Section 404 of the Szanes Oxley Act of 2002, and any

adverse results from such evaluation could resulta loss of investor confidence in our financial perts and have an adverse effect on our
stock price.

Pursuant to Section 404 of the Sarbanes-Oxley A2002, beginning with our Annual Report on FormK.@or the fiscal year ending
December 31, 2005, we will be required to furnisie@ort by our management on our internal contvek dinancial reporting. Such a report
will contain, among other matters, an assessmethieoéffectiveness of our internal control ovegfinial reporting as of the end of our fiscal
year, including a statement as to whether or notrdarnal control over financial reporting is effive. This assessment must inclt
disclosure of any material weaknesses in our iatezontrol over financial reporting identified byamagement. Such report must also contain
a statement that our auditors have issued anatttesteport on management’s assessment of sugtmaltcontrols.

The Committee of Sponsoring Organizations of thea@ivay Commission (COSO) provides a framework éonganies to assess and
improve their internal control systems. The PulBlampany Accounting Oversight
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Board’s Auditing Standard No. 2 (“Standard No. gipvides the professional standards and relatddmpesince guidance for auditors to at
to, and report on, management’s assessment offéaieeness of internal control over financial ogfing under Section 404. Management’s
assessment of internal controls over financial mépg requires management to make subjective juddgsnend, particularly because Standard
No. 2 is newly effective, some of the judgmentd i in areas that may be open to interpretatiahtaerefore the report may be uniqu
difficult to prepare, and our auditors may not &gnéth management’s assessments. We are stillno@rfg the system and process
documentation and evaluation needed to comply S&ttion 404, which is both costly and challenging.

During this process, if our management identifise or more material weaknesses in our internalrobaver financial reporting, we
will be unable to assert such internal controffisctive. If we are unable to assert that our iméicontrol over financial reporting is effective
as of December 31, 2005 (or if our auditors aréblento attest that our management’s report isyfaithted or they are unable to express an
opinion on the effectiveness of our internal colsj;ove could lose investor confidence in the aacyrand completeness of our financial
reports, which would have an adverse effect orstagk price.

We have in the past discovered, and may in theduiscover, areas of our internal controls thadnenprovement. For example, dur
our 2002 audit, our external auditors brought toaitention a need to increase restrictions on eyga access to our advertising system and
automate more of our financial processes. The angdidlentified these issues together as a “replerndition,”which means that these w:
matters that in the auditors’ judgment could adelgraffect our ability to record, process, summaand report financial data consistent with
the assertions of management in the financial sites. In 2003, we devoted significant resourcesittediate and improve our internal
controls. Although we believe that these effortgehstrengthened our internal controls and addretbs&edoncerns that gave rise to the
“reportable condition” in 2002, we are continuirmgwtork to improve our internal controls. Areas mrovement include streamlining and
standardizing our domestic and international klland other processes, further limiting interna@ess to certain data systems and continuing
to improve coordination and communication acrossrmss functions.

We cannot be certain as to the timing of completibaur evaluation, testing and any required reiuiat due in large part to the fact
that there is very little precedent available byickito measure compliance with the new Auditingh8itad No. 2. If we are not able to
complete our assessment under Section 404 in &timanner, we and our auditors would be unableoteclude that our internal control over
financial reporting is effective as of December 2005.

We intend to migrate critical financial functionsata third-party provider. If this potential transibn is not successful, our business and
operations could be disrupted and our operating uts would be harmed.

We have entered into an arrangement to transfewotdwide billing, collection and credit evaluatiéunctions to a third-party service
provider, Bertelsmann AG, and are currently ingghecess of implementing this arrangement; howevercannot be sure that the
arrangement will be completed and implemented.thhd-party provider will also track, on an autoedbasis, a majority of our growing
number of AdSense revenue share agreements. Turet@hs are critical to our operations and invaeasitive interactions between us and
our advertisers and members of our Google Netwbrike do not successfully implement this projeaty business, reputation and operating
results could be harmed. We have no experience gimamand implementing this type of large-scalessrfunctional, international
infrastructure project. We also may not be ableategrate our systems and processes with thodeedhird-party service provider on a timely
basis, or at all. Even if this integration is coetpt on time, the service provider may not perftrragreed upon service levels. Failure of the
service provider to perform satisfactorily couldult in customer dissatisfaction, disrupt our ofiers and adversely affect operating results.
We will have significantly less control over thessgms and processes than if we maintained andteddtem ourselves, which increases our
risk. If we need to find an alternative sourcegerforming these functions, we may have to expéguificant resources in doing so, and
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we cannot guarantee this would be accomplishedimealy manner or without significant additionasdiption to our business.

Our business depends on a strong brand, and if we @ot able to maintain and enhance our brand, oalbility to expand our base of
users, advertisers and Google Network members lpalimpaired and our business and operating reswiifl be harmed.

We believe that the brand identity that we haveetigyed has significantly contributed to the sucadssur business. We also believe
that maintaining and enhancing the “Google” brandritical to expanding our base of users, adwadiand Google Network members.
Maintaining and enhancing our brand may requirtousake substantial investments and these invessmealy not be successful. If we fai
promote and maintain the “Google” brand, or if welir excessive expenses in this effort, our busingserating results and financial
condition will be materially and adversely affect®¥de anticipate that, as our market becomes incrglgscompetitive, maintaining and
enhancing our brand may become increasingly diffimod expensive. Maintaining and enhancing oundnaill depend largely on our ability
to be a technology leader and to continue to pehidh quality products and services, which we matydo successfully.

People have in the past expressed, and may iutheefexpress, objections to aspects of our predéctr example, people have raised
privacy concerns relating to the ability of our Ghenail service to match relevant ads to the conéé email messages. Some people have
also reacted negatively to the fact that our setchnology can be used to help people find hatafderogatory information on the web.
Aspects of our future products may raise simildrliguconcerns. Publicity regarding such concerndadbarm our brand. In addition,
members of the Google Network and other third panhay take actions that could impair the valueuwforand. We are aware that third
parties, from time to time, use “Google” and similariations in their domain names without our apat, and our brand may be harmed if
users and advertisers associate these domainsisvith

Proprietary document formats may limit the effeativess of our search technology by preventing owhteology from accessing the
content of documents in such formats which couldii the effectiveness of our products and services.

A large amount of information on the Internet isyaided in proprietary document formats such as dioft Word. The providers of the
software application used to create these docunvents engineer the document format to prevenhi@riere with our ability to access the
document contents with our search technology. Maisld mean that the document contents would nandleded in our search results eve
the contents were directly relevant to a searclesehypes of activities could assist our competitordiminish the value of our search results.
The software providers may also seek to requit® pay them royalties in exchange for giving usdbdity to search documents in their
format. If the software provider also competes wishin the search business, they may give theickdachnology a preferential ability to
search documents in their proprietary format. Ahthese results could harm our brand and our oiperagsults.

New technologies could block our ads, which wouldrim our business.

Technologies may be developed that can block thglaly of our ads. Most of our revenues are derfk@d fees paid to us by
advertisers in connection with the display of adsme@b pages. As a result, ad-blocking technologyd;on the future, adversely affect our
operating results.

Our corporate culture has contributed to our sucegsnd if we cannot maintain this culture as we gvpwe could lose the innovation,
creativity and teamwork fostered by our culture,@&our business may be harmed.

We believe that a critical contributor to our sieslas been our corporate culture, which we befigsters innovation, creativity and
teamwork. As our organization grows, and we areired to implement more
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complex organizational management structures, wefimd it increasingly difficult to maintain the heficial aspects of our corporate cultt
This could negatively impact our future successaddition, our initial public offering has createidparities in wealth among Google
employees, which may adversely impact relationsrajr@mployees and our corporate culture in general.

Our intellectual property rights are valuable, arahy inability to protect them could reduce the velof our products, services and
brand.

Our patents, trademarks, trade secrets, copyragtdsall of our other intellectual property righte anportant assets for us. There are
events that are outside of our control that podeeat to our intellectual property rights. For exde, effective intellectual property protection
may not be available in every country in which prwducts and services are distributed or madeaaithrough the Internet. Also, the
efforts we have taken to protect our proprietagits may not be sufficient or effective. Any sigrdint impairment of our intellectual prope
rights could harm our business or our ability tompete. Also, protecting our intellectual propeithts is costly and time consuming. Any
increase in the unauthorized use of our intelldgit@perty could make it more expensive to do bessnand harm our operating results.

Although we seek to obtain patent protection farionovations, it is possible we may not be ablpratect some of these innovations.
In addition, given the costs of obtaining patemtt@ction, we may choose not to protect certainvations that later turn out to be important.
Furthermore, there is always the possibility, despur efforts, that the scope of the protectione@dwill be insufficient or that an issued
patent may be deemed invalid or unenforceable.

We also face risks associated with our trademditessexample, there is a risk that the word “Googlelild become so commonly used
that it becomes synonymous with the word “seartftttiis happens, we could lose protection for theglemark, which could result in other
people using the word “Google” to refer to theirrproducts, thus diminishing our brand.

We also seek to maintain certain intellectual prtypas trade secrets. The secrecy could be compeahtiy third parties, or intentione
or accidentally by our employees, which would causéo lose the competitive advantage resultinmftioese trade secrets.

We are, and may in the future be, subject to inéellual property rights claims, which are costlydefend, could require us to pay
damages and could limit our ability to use certaiechnologies in the future.

Companies in the Internet, technology and mediastrées own large numbers of patents, copyrighasieimarks and trade secrets and
frequently enter into litigation based on allegati@f infringement or other violations of intelleat property rights. As we face increasing
competition, the possibility of intellectual properights claims against us grows. Our technologiey not be able to withstand any third-
party claims or rights against their use. Any iletetual property claims, with or without merit, éddpe time-consuming, expensive to litigate
or settle and could divert management resourcesiti@dtion. In addition, many of our agreementhwiembers of our Google Network
require us to indemnify these members for certaintl{party intellectual property infringement clanwhich would increase our costs as a
result of defending such claims and may requireweapay damages if there were an adverse ruliggynsuch claims. An adverse
determination also could prevent us from offeritg products and services to others and may rethitene procure substitute products or
services for these members.

With respect to any intellectual property rightsaici, we may have to pay damages or stop using ¢émim found to be in violation of a
third party’s rights. We may have to seek a liceioséhe technology, which may not be availableessonable terms and may significantly
increase our operating expenses. The technologynay not be available for license to us at allaAssult, we may also be required to
develop alternative non-infringing technology, whimould require significant effort and expenseavéf cannot license
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or develop technology for the infringing aspect®of business, we may be forced to limit our pradund service offerings and may be
unable to compete effectively. Any of these restttsld harm our brand and operating results.

From time to time, we receive notice letters froatemt holders alleging that certain of our prodacts services infringe their patent
rights. Some of these have resulted in litigatigaiast us. Companies have also filed trademaringément and related claims against us
over the display of ads in response to user quérasnclude trademark terms. The outcomes oftlhessuits have differed from jurisdiction
to jurisdiction. Courts in France have held uslédbr allowing advertisers to select certain tradeked terms as keywords. We are appealing
those decisions. We were also subject to two lawsuiGermany on similar matters where the cowstd that we are not liable for the actions
of our advertisers prior to notification of tradetaghts. We are litigating or have recently latgd similar issues in other cases in the U.S.,
France, Germany and ltaly.

In order to provide users with more useful adg, yyaar we revised our trademark policy in the Wusd Canada. Under our revised
policy, we no longer disable ads due to selectipnur advertisers of trademarks as keyword trigfrshe ads. We are currently defending
this policy in several trademark infringement latsin the United States. Defending these lawssitdnsuming time and resources. Adverse
results in these lawsuits may result in, or evenpal, a change in this practice which could reisudt loss of revenue for us, which could
harm our business.

We have also been notified by third parties thaythelieve features of certain of our productsluding Google WebSearch, Google
News and Google Image Search, violate their copysigcenerally speaking, any time that we haveodymt or service that links to or ho
material in which others allege to own copyrights,face the risk of being sued for copyright infiément or related claims. Because these
products and services comprise the majority ofpzaducts and services, the risk of potential hawmfsuch lawsuits is substantial.

Expansion into international markets is importanbtour long-term success, and our inexperience irethperation of our business
outside the U.S. increases the risk that our intational expansion efforts will not be successful.

We opened our first office outside the U.S. in 2881 have only limited experience with operationtsinle the U.S. Expansion into
international markets requires management attematiohresources. In addition, we face the followadgitional risks associated with our
expansion outside the U.S.:

. Challenges caused by distance, language and duditfezences and in doing business with foreigerages and governments.
. Difficulties in developing products and servicedlifferent languages and for different cultures.

. Longer payment cycles in some countries.

. Credit risk and higher levels of payment fraud.

. Legal and regulatory restrictions.

. Currency exchange rate fluctuations.

. Foreign exchange controls that might prevent us frepatriating cash earned in countries outsidéJti®e

. Political and economic instability and export riesions.

. Potentially adverse tax consequences.

. Higher costs associated with doing business intemaly.

These risks could harm our international expansitorts, which would in turn harm our business apdrating results.
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We compete internationally with local informationrpviders and with U.S. competitors who are currgnthore successful than we are
various markets, and if we fail to compete effeeliy in international markets, our business will bermed.

We face different market characteristics and coitipetoutside the U.S. In certain markets, othebwearch, advertising services and
Internet companies have greater brand recognitimme users and more search traffic than we haven Evcountries where we have a
significant user following, we may not be as sustlsn generating advertising revenue due to stawarket development, our inability to
provide attractive local advertising services drestfactors. In order to compete, we need to impmaw brand recognition and our selling
efforts internationally and build stronger relasbips with advertisers. We also need to better nstaled our international users and their
preferences. If we fail to do so, our global expam&fforts may be more costly and less profitabln we expect.

Our business may be adversely affected by malicithigl-party applications that interfere with, or explostecurity flaws in, our product
and services.

Our business may be adversely affected by malicGmpdications that make changes to our users’ ceenpand interfere with the
Google experience. These applications have indlseaitempted, and may in the future attempt, &mgh our users’ Internet experience,
including hijacking queries to Google.com, alterargeplacing Google search results, or otherwitarfiering with our ability to connect with
our users. The interference often occurs withositldsure to or consent from users, resulting iegative experience that users may associate
with Google. These applications may be difficulirapossible to uninstall or disable, may reinslaimselves and may circumvent other
applications’ efforts to block or remove them. tiddion, we offer a number of products and servibas our users download to their
computers or that they rely on to store informatioid transmit information to others over the Iné¢rithese products and services are subjec
to attack by viruses, worms and other maliciousvgarfe programs, which could jeopardize the secwfiipformation stored in a user’s
computer or in our computer systems and networks.ability to reach users and provide them withi@esior experience is critical to our
success. If our efforts to combat these maliciggmieations are unsuccessful, or if our products services have actual or perceived
vulnerabilities, our reputation may be harmed amduser traffic could decline, which would damage business.

If we fail to detect click-through fraud, we coulldse the confidence of our advertisers, thereby siag our business to suffer.

We are exposed to the risk of fraudulent clickoanads by persons seeking to increase the adugrfeses paid to our Google Network
members. We have regularly refunded revenue thaadwertisers have paid to us and that was latépatied to click-through fraud, and we
expect to do so in the future. Click-through franetturs when a person clicks on a Google AdWorddisimlayed on a web site in order to
generate the revenue share payment to the GoogleoNeemember rather than to view the underlyingtean If we are unable to stop this
fraudulent activity, these refunds may increasedffind new evidence of past fraudulent clicksmegy have to issue refunds retroactively of
amounts previously paid to our Google Network memrsbghis would negatively affect our profitabilitgnd these types of fraudulent
activities could hurt our brand. If fraudulent &lécare not detected, the affected advertisers mpgrience a reduced return on their
investment in our advertising programs becausérsugulent clicks will not lead to potential revenior the advertisers. This could lead the
advertisers to become dissatisfied with our adsiedi programs, which could lead to loss of adverssand revenue.

Index spammers could harm the integrity of our webarch results, which could damage our reputationdacause our users to be
dissatisfied with our products and services.

There is an ongoing and increasing effort by “indpammers” to develop ways to manipulate our webckeresults. For example,
because our web search technology ranks a webgegevance based in part on the
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importance of the web sites that link to it, pedpdee attempted to link a group of web sites togrett manipulate web search results. We
take this problem very seriously because providatgvant information to users is critical to ouceess. If our efforts to combat these and
other types of index spamming are unsuccessfulreputation for delivering relevant information tbbe diminished. This could result in a
decline in user traffic, which would damage ouribass.

Privacy concerns relating to elements of our techogy could damage our reputation and deter curreanid potential users from using
our products and services.

From time to time, concerns may be expressed abloether our products and services compromise tlvaqy of users and others.
Concerns about our collection, use or sharing cdg®l information or other privacy-related mattensen if unfounded, could damage our
reputation and operating results. Recently, sexggmlps have raised privacy concerns in connegtitmour Gmail free email service which
we announced in April 2004 and these concerns htxacted a significant amount of public commentary attention. The concerns relate
principally to the fact that Gmail uses computersiatch advertisements to the content of a useralenessage when email messages are
viewed using the Gmail service. Privacy concernglaso arisen with our products that provide imprbaccess to personal information that
is already publicly available, but that we have matbre readily accessible by the public.

Our business is subject to a variety of U.S. andeign laws, which could subject us to claims or ettremedies based on the nature and
content of the information searched or displayed @wyr products and services, and could limit our &tyi to provide information regarding
regulated industries and products.

The laws relating to the liability of providers arfiline services for activities of their users anerently unsettled both within the U.S. ¢
abroad. Claims have been threatened and filed wathrU.S. and foreign law for defamation, libelyasion of privacy and other data
protection claims, tort, unlawful activity, copyhigor trademark infringement, or other theorieseldasn the nature and content of the
materials searched and the ads posted or the ¢@@rearated by our users. From time to time we heveived notices from individuals who
do not want their names or web sites to appeauimeb search results when certain keywords arelsed. It is also possible that we could
be held liable for misinformation provided over theb when that information appears in our web $eegsults. If one of these complaints
results in liability to us, it could be potentialtpstly, encourage similar lawsuits, distract mamagnt and harm our reputation and possibly
our business. In addition, increased attentiongedwon these issues and legislative proposals bauid our reputation or otherwise affect
growth of our business.

The application to us of existing laws regulatimgexquiring licenses for certain businesses ofamluertisers, including, for example,
distribution of pharmaceuticals, adult contentafinial services, alcohol or firearms, can be umclezisting or new legislation could expose
us to substantial liability, restrict our ability teliver services to our users, limit our abititygrow and cause us to incur significant expenses
in order to comply with such laws and regulations.

Several other federal laws could have an impadwrbusiness. Compliance with these laws and régokis complex and may impc
significant additional costs on us. For example,Bligital Millennium Copyright Act has provisionisat limit, but do not eliminate, our
liability for listing or linking to third-party welsites that include materials that infringe coplytggor other rights, so long as we comply with
the statutory requirements of this act. The Chiltr®nline Protection Act and the Children’s OnliPgvacy Protection Act restrict the
distribution of materials considered harmful toldfén and impose additional restrictions on thditgtf online services to collect
information from minors. In addition, the Protectiof Children from Sexual Predators Act of 1998uiegp online service providers to report
evidence of violations of federal child pornograpémys under certain circumstances. Any failure ongart to comply with these regulations
may subject us to additional liabilities.
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We also face risks associated with internationtd gaotection. The interpretation and applicatibdata protection laws in Europe and
elsewhere are still uncertain and in flux. It ispble that these laws may be interpreted andeppiia manner that is inconsistent with our
data practices. If so, in addition to the posaipitif fines, this could result in an order requirithat we change our data practices, which in
could have a material effect on our business.

We also face risks from legislation that could beged in the future. For example, there is a hiakdtate legislatures will attempt to
regulate the automated scanning of email messageayis that interfere with our Gmail free advertissupported web mail service that we
recently announced as a test service. Any suchlémin could make it more difficult for us to opt or could prohibit the aspects of our
Gmail service that uses computers to match adeengsits to the content of a user's email messaga efmail messages are viewed using the
service. This could prevent us from implementing @mail service in any affected states and impairability to compete in the email
services market.

If we were to lose the services of Eric, Larry, §ey or our senior management team, we may not ble &b execute our business
strategy.

Our future success depends in a large part upooathtignued service of key members of our senioragament team. In particular, our
CEO Eric Schmidt and our founders Larry Page ande§€eBrin are critical to the overall managemenGofbgle as well as the development
of our technology, our culture and our strategrection. All of our executive officers and key emyptes are atvill employees, and we do n
maintain any key-person life insurance policiese Tdss of any of our management or key personngticeriously harm our business.

The initial option grants too many of our senior magement and key employees are fully vested. Tiogegfthese employees may not
have sufficient financial incentive to stay with usie may have to incur costs to replace key empsytbat leave, and our ability to execute
our business model could be impaired if we canneplace departing employees in a timely manner.

Many of our senior management personnel and oeeekployees have become, or will soon becometamnifily vested in their
initial stock option grants. While we often graddiional stock options to management personnelodiner key employees after their hire
dates to provide additional incentives to remaipleyed by us, their initial grants are usually mientger than follow-on grants. Employees
may be more likely to leave us after their initgition grant fully vests, especially if the shaneslerlying the options have significantly
appreciated in value relative to the option exerpisce. We have not given any additional stocktyg#o Eric, Larry or Sergey and Eric, La
and Sergey are fully vested in their existing gsatitany members of our senior management teave e company, our ability to
successfully operate our business could be impaikedalso may have to incur significant costs eniifying, hiring, training and retaining
replacements for departing employees.

We rely on highly skilled personnel and, if we aneable to retain or motivate key personnel or higealified personnel, we may not be
able to grow effectively.

Our performance is largely dependent on the takemdsefforts of highly skilled individuals. Our fue success depends on our
continuing ability to identify, hire, develop, medite and retain highly skilled personnel for a#as of our organization. Competition in our
industry for qualified employees is intense, andaneaware that certain of our competitors havectly targeted our employees. Our
continued ability to compete effectively dependsoanability to attract new employees and to retaid motivate our existing employees.

We have in the past maintained a rigorous, higblgdive and time-consuming hiring process. Weelvelithat our approach to hiring
has significantly contributed to our success t@dAt we grow, our hiring process may prevent asfhiring the personnel we need in a
timely manner. In addition, as we become a moreiraat
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company, we may find our recruiting efforts moraltdnging. The incentives to attract, retain andivate employees provided by our option
grants may not be as effective as in the past andwrent and future compensation arrangementshwhclude cash bonuses, may not be
successful in attracting new employees and refgiamd motivating our existing employees. In additiwe have recently introduced new
stock award programs, and under these new program&mployees will be issued a portion of theicktawards in the form of restricted
stock units. These restricted stock units will veeted on individual performance, as well as tlegase price of their stock options as
compared to that of other employees who startedbaiit the same time. These new stock awards pregraay not provide adequate
incentives to attract, retain and motivate outsitasngerformers. If we do not succeed in attracémgellent personnel or retaining or
motivating existing personnel, we may be unablgraw effectively.

Our CEO and our two founders run the business anffiaérs of the company collectively, which may hartieir ability to manage
effectively.

Eric, our CEO, and Larry and Sergey, our foundacs@esidents, currently provide leadership toctbrapany as a team. Our bylaws
provide that our CEO and our presidents will togetmave general supervision, direction and comtirthe company, subject to the control of
our board of directors. As a result, Eric, Larrg&@ergey tend to operate the company collectivetiita consult extensively with each other
before significant decisions are made. This maw stee decision-making process, and a disagreenmeon@ these individuals could prevent
key strategic decisions from being made in a tinme&nner. In the event our CEO and our two foundezsunable to continue to work well
together in providing cohesive leadership, our fess could be harmed.

We have a short operating history and a relativalgw business model in an emerging and rapidly euggvmarket. This makes it
difficult to evaluate our future prospects and maycrease the risk that we will not continue to becsessful.

We first derived revenue from our online searchiress in 1999 and from our advertising service®0if0, and we have only a short
operating history with our cost-per-click adverigimodel, which we launched in 2002. As a resudt have very little operating history for
you to evaluate in assessing our future prospAtis, we derive nearly all of our revenues frominaladvertising, which is an immatt
industry that has undergone rapid and dramaticgdsm its short history. You must consider ourifiess and prospects in light of the risks
and difficulties we will encounter as an easkgge company in a new and rapidly evolving maNd&t.may not be able to successfully add
these risks and difficulties, which could mategidiarm our business and operating results.

We may have difficulty scaling and adapting our sing architecture to accommodate increased trafficd technology advances or
changing business requirements, which could leadhe loss of users, advertisers and Google Netwodmbers, and cause us to incur
expenses to make architectural changes.

To be successful, our network infrastructure hgsetdorm well and be reliable. The greater the trsdfic and the greater the
complexity of our products and services, the moraguting power we will need. In 2005, we expectpgend substantial amounts to purct
or lease data centers and equipment and to upgradechnology and network infrastructure to harndéeeased traffic on our web sites and
to roll out new products and services. This exgang going to be expensive and complex and casddltin inefficiencies or operational
failures. If we do not implement this expansioncassfully, or if we experience inefficiencies anmb@tional failures during the
implementation, the quality of our products and/ees and our usergxperience could decline. This could damage ourtegjpn and lead L
to lose current and potential users, advertiseds@rogle Network members. The costs associatedthde adjustments to our architecture
could harm our operating results. Cost increasas, ¢f traffic or failure to accommodate new tedbgi@s or changing business requirements
could harm our operating results and financial ool
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We rely on bandwidth providers, data centers oratlthird parties for key aspects of the procesgafviding products and services to
our users, and any failure or interruption in theesvices and products provided by these third parti@uld harm our ability to operate our
business and damage our reputation.

We rely on third-party vendors, including data eer#nd bandwidth providers. Any disruption in tleéwork access or co-location
services provided by these third-party provideramy failure of these third-party providers to hiancurrent or higher volumes of use could
significantly harm our business. Any financial dher difficulties our providers face may have nagaeffects on our business, the nature and
extent of which we cannot predict. We exercisélitbntrol over these third party vendors, whictréases our vulnerability to problems with
the services they provide. We license technologlretated databases from third parties to facditetpects of our data center and
connectivity operations including, among otherseinet traffic management services. We have expegkand expect to continue to
experience interruptions and delays in serviceaamilability for such elements. Any errors, failsiyénterruptions or delays experienced in
connection with these third-party technologies afidrmation services could negatively impact odatienship with users and adversely
affect our brand and our business and could expsse liabilities to third parties.

Our systems are also heavily reliant on the aviithalbf electricity, which also comes from thircapty providers. If we were to
experience a major power outage, we would havelyoon back-up generators. These back-up genenai@ysot operate properly through a
major power outage and their fuel supply could &lsdnadequate during a major power outage. Thitda@sult in a disruption of our
business.

Interruption or failure of our information technol@y and communications systems could impair our &fito effectively provide our
products and services, which could damage our regtigin and harm our operating result:

Our provision of our products and services dep@amdhe continuing operation of our information teclogy and communications
systems. Any damage to or failure of our systenuddcesult in interruptions in our service. Intgstions in our service could reduce our
revenues and profits, and our brand could be dathidgeople believe our system is unreliable. Orgtems are vulnerable to damage or
interruption from earthquakes, terrorist attacksds, fires, power loss, telecommunications fafjcomputer viruses, computer denial of
service attacks or other attempts to harm our Bystand similar events. Some of our data centerboaated in areas with a high risk of mi
earthquakes. Our data centers are also subjectasdins, sabotage and intentional acts of vanuaked to potential disruptions if the
operators of these facilities have financial difftees. Some of our systems are not fully redundamd our disaster recovery planning cannot
account for all eventualities. The occurrence nhtural disaster, a decision to close a facilityame using without adequate notice for
financial reasons or other unanticipated probletmiadata centers could result in lengthy intetiargs in our service.

We have experienced system failures in the pastramdin the future. For example, in November 20@3failed to provide web search
results for approximately 20% of our traffic fopariod of about 30 minutes. Any unscheduled inf&rou in our service puts a burden on our
entire organization and would result in an immeallass of revenue. If we experience frequent osipemt system failures on our web sites,
our reputation and brand could be permanently hdrifiee steps we have taken to increase the rétiabild redundancy of our systems are
expensive, reduce our operating margin and map@successful in reducing the frequency or durasfamscheduled downtime.

More individuals are using non-PC devices to accé®s Internet, and versions of our web search techogy developed for these devices
may not be widely adopted by users of these devices

The number of people who access the Internet thrdegices other than personal computers, includingile telephones, hand-held
calendaring and email assistants, and televisibtopedevices, has increased dramatically in tret feav years. The lower resolution,
functionality and memory associated with alterrativ
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devices make the use of our products and seniceagh such devices difficult. If we are unablatwact and retain a substantial number of
alternative device users to our web search seragicésve are slow to develop products and techgiele that are more compatible with non-
PC communications devices, we will fail to captargignificant share of an increasingly importantipa of the market for online services.

Payments to certain of our Google Network membeavé exceeded the related fees we receive from duedisers.

We have entered into, and may continue to enter minimum fee guarantee agreements with a smaiben of Google Network
members. In these agreements, we promise to makenoi payments to the Google Network member foreanggotiated period of time,
typically from three months to a year or moresiltifficult to forecast with certainty the feesttae will earn under our agreements, and
sometimes the fees we earn fall short of the mininguiarantee payment amounts. Also, increasing ctitiopefor arrangements with web
sites that are potential Google Network membersdca@sult in our entering into more of these minimfee guarantee agreements under
which guaranteed payments exceed the fees we eeftein advertisers whose ads we place on thosel&dwork member sites. In each
period to date, the aggregate fees we have eantst these agreements have exceeded the aggregaiata we have been obligated to pay
these Google Network members. However, individgataments have resulted in guaranteed minimum #gt payments to certain Google
Network members in excess of the related fees e&ive from advertisers. We expect that some indafidigreements will continue to res
in guaranteed minimum and other payments to ce@aingle Network members in excess of the related ¥ee receive from advertisers,
which will adversely affect our profitability. Hower, we expect that the aggregate fees we will eader agreements with guaranteed
minimum and other payments will exceed the aggeegatounts we will be obligated to pay these Gobigisvork members.

To the extent our revenues are paid in foreign cancies, and currency exchange rates become unfaktegawe may lose some of the
economic value of the revenues in U.S. dollar terms

As we expand our international operations, moreurfcustomers may pay us in foreign currenciesddoting business in currencies
other than U.S. dollars subjects us to fluctuationsurrency exchange rates. If the currency exgbhaates were to change unfavorably, the
value of net receivables we receive in foreignencies and later convert to U.S. dollars afterthiavorable change would be diminished.
This could have a negative impact on our reporfegtating results. Hedging strategies, such as fahe@ntracts, options and foreign
exchange swaps related to transaction exposuesythhave implemented or may implement to mitiglierisk may not eliminate our
exposure to foreign exchange fluctuations. Addalbn hedging programs expose us to risks thatctadlersely affect our operating results,
including the following:

. We have limited experience in implementing or ofirgghedging programs. Hedging programs are inhigreisky and we could
lose money as a result of poor trac

. We may be unable to hedge currency risk for soamnestictions because of a high level of uncertainth@inability to reasonably
estimate our foreign exchange exposu

. We may be unable to acquire foreign exchange hgdgstruments in some of the geographic areas wiier@o business, or,
where these derivatives are available, we may ealthe to acquire enough of them to fully offset exposure
We may have exposure to greater than anticipated|tabilities.

We are subject to income taxes and non-income iax@sariety of jurisdictions and our tax strueus subject to review by both
domestic and foreign taxation authorities. The iheigation of our worldwide provision for income tsand other tax liabilities requires
significant judgment and in the ordinary cours@wif business, there are many transactions andliaaéms where the ultimate tax
determination is uncertain. Although we believe estimates are reasonable, the ultimate tax outecoayediffer from the amounts
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recorded in our financial statements and may nalhgm@ffect our financial results in the periodp®riods for which such determination is
made.

We rely on insurance to mitigate some risks andthe extent the cost of insurance increases or we @nable or choose not to mainta
sufficient insurance to mitigate the risks facinguo business, our operating results may be diminish

We contract for insurance to cover certain poténéis and liabilities. In the current environmeginisurance companies are increasingly
specific about what they will and will not insuttis possible that we may not be able to get ehangurance to meet our needs, may have to
pay very high prices for the coverage we do gehay not be able to acquire any insurance for getgies of business risk. In addition, we
have in the past and may in the future choosemabtain insurance for certain risks facing ouribess. This could leave us exposed to
potential claims. If we were found liable for arsficant claim in the future, our operating resutsild be negatively impacted. Also, to the
extent the cost of maintaining insurance increasasoperating results will be negatively affected.

Acquisitions could result in operating difficultiedilution and other harmful consequences.

We do not have a great deal of experience acquiengpanies and the companies we have acquireddemresmall. We have
evaluated, and expect to continue to evaluateda wairay of potential strategic transactions. Ftiome to time, we may engage in discussions
regarding potential acquisitions. Any of these $astions could be material to our financial comditand results of operations. In addition,
process of integrating an acquired company, busiaetechnology may create unforeseen operatiriigulifes and expenditures and is risky.
The areas where we may face risks include:

. The need to implement or remediate controls, procedand policies appropriate for a larger pubdimpany at companies that
prior to the acquisition lacked these controlscprures and policie

. Diversion of management time and focus from opegatiur business to acquisition integration chaksng
. Cultural challenges associated with integrating leyges from the acquired company into our orgaiinat

. Retaining employees from the businesses we acquire.

. The need to integrate each company’s accountingagement information, human resource and otherraglritive systems to
permit effective managemel

Foreign acquisitions involve unique risks in aduitio those mentioned above, including those relaténtegration of operations across
different cultures and languages, currency riskktae particular economic, political and regulatosks associated with specific countries.
Also, the anticipated benefit of many of our aciitiss may not materialize. Future acquisitionglipositions could result in potentially
dilutive issuances of our equity securities, thruimence of debt, contingent liabilities or amatian expenses, or write-offs of goodwill, any
of which could harm our financial condition. Futwequisitions may require us to obtain additiorpliy or debt financing, which may not
available on favorable terms or at all.

We occasionally become subject to commercial dispuhat could harm our business by distracting auanagement from the operatic
of our business, by increasing our expenses andydf do not prevail, by subjecting us to potentiabmetary damages and other remedies.

From time to time we are engaged in disputes reéggualir commercial transactions. These disputekda@sult in monetary damages
other remedies that could adversely impact ounfifed position or operations. Even if we prevaitliese disputes, they may distract our
management from operating our business and theotdsfending these disputes would reduce our tipgraesults.
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We have to keep up with rapid technological charigeemain competitive in our rapidly evolving indtrg.

Our future success will depend on our ability taptdo rapidly changing technologies, to adaptsauvices to evolving industry
standards and to improve the performance and iitjatf our services. Our failure to adapt to suattanges would harm our business. New
technologies and advertising media could advemsiéhct us. In addition, the widespread adoptione# Internet, networking or
telecommunications technologies or other technokdgihanges could require substantial expenditoresodify or adapt our services or
infrastructure.

Our business depends on increasing use of the Intdrby users searching for information, advertisersarketing products and services
and web sites seeking to earn revenue to suppairttveb content. If the Internet infrastructure deenot grow and is not maintained to
support these activities, our business will be hauin

Our success will depend on the continued growthraathtenance of the Internet infrastructure. Thidudes maintenance of a reliable
network backbone with the necessary speed, datcitg@and security for providing reliable Intersetrvices. Internet infrastructure may be
unable to support the demands placed on it if tirabver of Internet users continues to increasd,existing or future Internet users access
Internet more often or increase their bandwidthuiements. In addition, viruses, worms and simplaagrams may harm the performance of
the Internet. The Internet has experienced a yaoebutages and other delays as a result of dateggertions of its infrastructure, and it
could face outages and delays in the future. Thateges and delays could reduce the level of Iatarsage as well as our ability to provide
our solutions.

We will incur increased costs as a result of beiagublic company.

As a public company, we have incurred and will awre to incur significant legal, accounting andestbxpenses that we did not incur
as a private company. We will incur costs assodiatigh our public company reporting requirements Will also incur costs associated with
corporate governance requirements, including requéints under the Sarbanes-Oxley Act of 2002, dsaswelles implemented by the
Securities and Exchange Commission and the NASDeXpect these rules and regulations to increaséegal and financial compliance
costs and to make some activities more time-cornsgiiand costly. We also expect these rules andatgns may make it more difficult and
more expensive for us to maintain director andceffiiability insurance and we may be requireddeept reduced policy limits and coverage
or incur substantially higher costs to obtain thme or similar coverage. As a result, it may beextbfficult for us to attract and retain
qualified individuals to serve on our board of dime's or as executive officers. We are currentigl@ating and monitoring developments with
respect to these new rules, and we cannot predédtonate the amount of additional costs we mayrir the timing of such costs.

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

We have a history of using employee stock optiontsather stock-based compensation to hire, motiaateretain our employees. In
December 2004, the Financial Accounting Standaatedissued Statement of Financial Accounting StedgiNo. 123R, “Share-Based
Payment,” which will require us, starting July D05, to measure compensation costs for all stoskdaompensation (including stock
options) at fair value and to recognize these casExpenses in our statements of income. The mézmyof these expenses in our statements
of income will have a negative affect on our eagsiper share, which could negatively impact ouwnristock price. In addition, if we reduce
or alter our use of stock-based compensation tinmee the recognition of these expenses, our ghiitrecruit, motivate and retain
employees may be impaired, which could put uscarapetitive disadvantage in the employee markegplac
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Risks Related to Ownership of our Common Stock
The trading price for our Class A common stock miag volatile.

The trading price of our Class A common stock heenbvolatile since our initial public offering andll likely continue to be volatile.
The trading price of our Class A common stock magtéiate widely in response to various factors, safwhich are beyond our control.
These factors include:

. Quarterly variations in our results of operationshmse of our competitors.

. Announcements by us or our competitors of acquissti new products, significant contracts, commerelationships or capital
commitments

. Disruption to our operations or those of our Goddggdwork members or our data centers.
. The emergence of new sales channels in which waraele to compete effectively.

. Our ability to develop and market new and enhamreducts on a timely basis.

. Commencement of, or our involvement in, litigation.

. Any major change in our board or management.

. Changes in governmental regulations or in the statwur regulatory approvals.

. Recommendations by securities analysts or chamgearnings estimates.

. Announcements about our earnings that are nohéwiith analyst expectations, the likelihood of ethis enhanced because it is
our policy not to give guidance on earnin

. Announcements by our competitors of their earnthgs are not in line with analyst expectations.
. The volume of shares of Class A common stock abviailtor public sale.
. Short sales, hedging and other derivative transagstn shares of our Class A common stock.

. General economic conditions and slow or negatieevr of related markets.

In addition, the stock market in general, and tlaek®t for technology companies in particular, hexperienced extreme price and
volume fluctuations that have often been unrelatedisproportionate to the operating performanctho$e companies. These broad market
and industry factors may seriously harm the mapkiee of our Class A common stock, regardless ofamtual operating performance.
Fluctuations in the trading price of our Class Ancoon stock may be even more pronounced since werecéntly completed our initial
public offering. In the past, following periods aflatility in the overall market and the marketgeriof a company’s securities, securities class
action litigation has often been instituted agathese companies. This litigation, if institutedhangt us, could result in substantial costs and a
diversion of our management’s attention and ressurc

Future sales of shares by us or by our stockholdeosild cause our stock price to decline.

Our Class A common stock began trading on The NpBlddional Market on August 19, 2004; however, atedhere have been a
limited number of shares trading in the public nearkVe cannot predict the effect, if any, that neadales of shares or the availability of
shares for sale will have on the prevailing tradinige of our common stock from time to time. Thisreurrently no contractual restriction on
our ability to issue additional shares or on oockholders’ ability to sell their shares. Our cutrstockholders hold a substantial percentage
of our outstanding common stock and, as of Febridr2005, are permitted to sell these shareseiptiblic market without restriction. Sales
of a substantial number of shares of our commockstould cause our stock price to fall.
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If our involvement in a September 2004 magazineieg about Google were held to be in violation bktSecurities Act of 1933, we
could be required to repurchase securities soldinr initial public offering.

Information about Google has been published inrdcl@appearing in the September 2004 issue oftleha Magazine and entitled
“Playboy Interview: Google Guys.” The text of theigle contains information derived from an intewi of Larry and Sergey conducted in
April 2004, prior to our initial public offering. fie article includes quotations from Larry and Sgrged has been reprinted by a number of
news media outlets. The article presented certaterments about our company in isolation and diddiszlose many of the related risks and
uncertainties described in the prospectus relatiraur initial public offering.

We do not believe that our involvement in the PtayMagazine article constitutes a violation of 8\tb6 of the Securities Act of 1933.
However, if our involvement were held by a courb&in violation of the Securities Act of 1933, e@uld be required to repurchase the st
sold to purchasers in our initial public offeringtiae original purchase price, plus statutory ieséfrom the date of purchase, for a period of
one year following the date of the violation. Weulbcontest vigorously any claim that a violatidrtlee Securities Act occurred. The
Division of Enforcement of the SEC has confirmedlt it will not proceed with any enforcement actagainst us with respect to the Playboy
Magazine article.

We do not intend to pay dividends on our commonckto

We have never declared or paid any cash dividensuorapital stock. We currently intend to retairy &uture earnings and do not
expect to pay any dividends in the foreseeabledutu

The concentration of our capital stock ownershipttviour founders, executive officers and our direcsoand their affiliates will limit
your ability to influence corporate matter:

Our Class B common stock has ten votes per shareanClass A common stock has one vote per shai@ecember 31, 2004 our
founders, executive officers and directors (andt thfiliates) together owned shares of Class A oam stock and Class B common stock
representing approximately 68.2% of the voting poefeour outstanding capital stock. In particultrDecember 31, 2004, our two founders
and our CEO, Larry, Sergey and Eric, controlledrapimately 49.8% of our outstanding Class B commaimtk, representing approximately
47.2% of the voting power of our outstanding cditack. Larry, Sergey and Eric therefore have ificant influence over management and
affairs and over all matters requiring stockholdgproval, including the election of directors amghgicant corporate transactions, such as a
merger or other sale of our company or its asf@mtshe foreseeable future. In addition, becaushisfdual class structure, our founders,
directors, executives and employees will contirbd able to control all matters submitted to d@aclsholders for approval even if they come
to own less than 50% of the outstanding sharesio€@mmon stock. This concentrated control limisiryability to influence corporate
matters and, as a result, we may take actionthregtockholders do not view as beneficial. Assulte the market price of our Class A
common stock could be adversely affected.

Provisions in our charter documents and under Delare law could discourage a takeover that stockhatdmay consider favorable.

Provisions in our certificate of incorporation amdaws may have the effect of delaying or preveptirchange of control or changes in
our management. These provisions include the fatigw

. Our certificate of incorporation provides for a Halass common stock structure. As a result of ghigcture our founders,
executives and employees have significant influenas all matters requiring stockholder approvatjuding the election of
directors and significant corporate transactionshsas a merger or other sale of our company asists. This concentrated
control could discourage others from initiating gootential merger, takeover or other change ofrobtitansaction that other
stockholders may view as benefici

62



Table of Contents

. Our board of directors has the right to elect divesto fill a vacancy created by the expansiothefboard of directors or the
resignation, death or removal of a director, whpolvents stockholders from being able to fill vazias on our board of directol

. Our stockholders may not act by written consentaAssult, a holder, or holders, controlling a m&jomf our capital stock would
not be able to take certain actions without holdirgjockholde’ meeting.

. Our certificate of incorporation prohibits cumuleivoting in the election of directors. This limitse ability of minority
stockholders to elect director candida

. Stockholders must provide advance notice to noraimatividuals for election to the board of direstor to propose matters that
can be acted upon at a stockholders’ meeting. Tivesésions may discourage or deter a potentialimogfrom conducting a
solicitation of proxies to elect the acqu’s own slate of directors or otherwise attemptinghitain control of our compan

. Our board of directors may issue, without stockbolapproval, shares of undesignated preferred stdkability to issue
undesignated preferred stock makes it possibledoboard of directors to issue preferred stockwiting or other rights or
preferences that could impede the success of éayjat to acquire u:

As a Delaware corporation, we are also subjecettam Delaware anti-takeover provisions. Undera&lre law, a corporation may not
engage in a business combination with any holdé5é6 or more of its capital stock unless the holdes held the stock for three years or,
among other things, the board of directors hasamul the transaction. Our board of directors coelg on Delaware law to prevent or delay
an acquisition of us.
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ITEM 7A.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

We are exposed to financial market risks, includihgnges in currency exchange rates, interest aattsnarketable equity security
prices.

Foreign Exchange Risk

Our exposure to foreign currency transaction gaislosses is the result of certain net receivatilesfrom our foreign subsidiaries ¢
customers being denominated in currencies otherttheU.S. dollar, primarily the British Pound, tBero and the Japanese Yen. Our foreign
subsidiaries conduct their businesses in locakaasy. Effective January 2004, we began to billioternational online sales through a fore
subsidiary, which will lower our exposure to foreigurrency transaction gains and losses. In addiéfiective January 2004 our board of
directors approved a foreign exchange hedging pragtesigned to minimize the future potential immhet to changes in foreign currency
exchange rates. The program allows for the hedgfitigansaction exposures. The types of derivatiascan be used under the policy are
forward contracts, options and foreign exchangepswahe primary vehicle we expect to use will beveard contracts. We also generate
revenue in certain countries in Asia where theediarited forward currency exchange markets, thaking these exposures difficult to
hedge. In the three months ended December 31, 2@0dntered into forward foreign exchange contractsfset the foreign exchange risk
on certain intercompany assets. The notional gral®f forward exchange contracts to purchase tbfars with Euros was $231.0 million
December 31, 2004. There were no other forwardangh contracts outstanding at December 31, 2004.

Our exposure to foreign currency translation gaimd losses arises from the translation of net saisdetur subsidiaries to U.S. dollars
during consolidation. To date, translation gaind lxsses have not been material.

We considered the historical trends in currencyharge rates and determined that it was reasonabbjlge that adverse changes in
exchange rates of 10% for all currencies couldX¥perenced in the near term. These changes wouwiel tesulted in an adverse impact on
income before taxes of approximately $1.7 milliowd 4.5 million at December 31, 2004 and DecemtePB03. The adverse impact at
December 31, 2004 is after consideration of theetfiing effect of approximately $35.3 million frdorward exchange contracts in place for
the month of December 2004. These reasonably pessilverse changes in exchange rates of 10% weplie@po total monetary assets
denominated in currencies other than the locakrwies at the balance sheet dates to compute Yieesadmpact these changes would have
had on our income before taxes in the near term.

Interest Rate Risk

We invest in a variety of securities, consistingrarily of investments in interest-bearing demaegaskit accounts with financial
institutions, tax-exempt money market funds andhlyigiquid debt securities of corporations and nuipalities. By policy, we limit the
amount of credit exposure to any one issuer.

Investments in both fixed rate and floating rateliest earning products carry a degree of intea¢strisk. Fixed rate securities may h
their fair market value adversely impacted due tis&in interest rates, while floating rate setiesimay produce less income than predict:
interest rates fall. Due in part to these factots,income from investments may decrease in thedut

We considered the historical volatility of shontrteinterest rates and determined that it was redsgipossible that an adverse change
of 100 basis points could be experienced in the teem. A hypothetical 1.00% (100 basis-point) &ase in interest rates would have resulted
in a decrease in the fair values of our investrsentirities of approximately $19.0 million and $tBlion at December 31, 2004 and
December 31, 2003. The increase in this amount Pecember 31, 2003 to December 31, 2004 is dusetsubstantial increase in our
investment securities balances as a result of pascirom our initial public offering completed irugust 2004.
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REPORT OF ERNST & YOUNG LLP,
INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Google Inc.

We have audited the accompanying consolidated balsineets of Google Inc. as of December 31, 2002884, and the related
consolidated statements of income, redeemable ciileepreferred stock warrant and stockholdersiigg and cash flows for each of the
three years in the period ended December 31, ZD0Aaudits also included the financial statemehedale listed at Item 15(a). These
financial statements and schedule are the resptitysid the Company’s management. Our respongibif to express an opinion on these
financial statements and schedule based on outsaudi

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamioUnited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. We were not engaged to perform at @futthe Company’s internal control over finandiaporting. Our audit included
consideration of internal control over financigboeting as a basis for designing audit procedurasdre appropriate in the circumstances, but
not for the purpose of expressing an opinion oreffectiveness of the Company’s internal contraroinancial reporting. Accordingly we
express no such opinion. An audit also includesrixiag, on a test basis, evidence supporting thewents and disclosures in the financial
statements, assessing the accounting principlesarsg significant estimates made by managementeaadating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢consolidated financial position of
Google Inc. at December 31, 2003 and 2004, anddheolidated results of its operations and its ¢lsts for each of the three years in the
period ended December 31, 2004, in conformity WwitS. generally accepted accounting principles. Als@ur opinion, the related
consolidated financial statement schedule, whesidened in relation to the basic financial statets¢gken as a whole, presents fairly in all
material respects the information set forth therein

/s] ERNST& Y OUNGLLP

San Francisco, California
January 28, 2005

66



Table of Contents

Google Inc.

CONSOLIDATED BALANCE SHEETS
(In thousands, except par value)

December 31,

2003 2004
Assets
Current asset:
Cash and cash equivalel $ 148,99! $ 426,87
Marketable securitie 185,72: 1,705,42.
Accounts receivable, net of allowance of $4,670 $8,962 154,69( 311,83t
Income taxes receivah — 70,50¢
Deferred income taxes, n 22,10t 19,46:
Prepaid revenue share, expenses and other 48,72 159,36(
Total current asse 560,23 2,693,46!
Property and equipment, r 188,25! 378,91t
Goodwill 87,44: 122,81¢
Intangible assets, n 18,11« 71,06¢
Deferred income taxes, net, 1-current — 11,59(
Prepaid revenue share, expenses and other asse-current 17,41: 35,49:¢
Total asset $ 871,45¢ $3,313,35.
Liabilities, Redeemable Convertible Preferred StocRVarrant and Stockholders’ Equity
Current liabilities:
Accounts payabl $ 46,17¢ $ 32,67
Accrued compensation and bene 33,52: 82,63
Accrued expenses and other current liabili 26,41 64,11:
Accrued revenue sha 88,67: 122,54
Deferred revenu 15,34¢ 36,50¢
Income taxes payab 20,70¢ —
Current portion of equipment leas 4,621 1,902
Total current liabilities 235,45: 340,36¢
Long-term portion of equipment leas 1,98¢ —
Deferred revenue, lo-term 5,01 7,44
Liability for stock options exercised early, I--term 6,341 5,98
Deferred income taxes, n 18,51( —
Other long-term liabilities
1,512 30,50:
Commitments and contingencies
Redeemable convertible preferred stock war 13,87: —
Stockholder' equity:
Convertible preferred stock, $0.001 par value,abgeiin series: 164,782 and 100,000 shares
authorized at December 31, 2003 and December 84, 20,662 and no shares issued and
outstanding at December 31, 2003 and December0®Y, 2ggregate liquidation preference of
$40,815 and none at December 31, 2003 and Dece3tb2004 44,34¢ —
Class A and Class B common stock, $0.001 par va@:000 and 9,000,000 shares authorized a
December 31, 2003 and December 31, 2004, 160,866266,917 shares issued and outstandi
excluding 11,987, and 7,605 shares subject to chjase (see Note 10) at December 31, 2003 |
December 31, 200 161 267
Additional paic-in capital 725,21¢ 2,582,35;
Note receivable from officer/stockhold (4,300 —
Deferred stoc-based compensatic (369,669 (249,47()
Accumulated other comprehensive inca 1,66( 5,43¢
Retained earning 191,35: 590,47:
Total stockholdel' equity 588,77( 2,929,05!




Total liabilities, redeemable convertible preferstdck warrant and stockhold’ equity $ 871,45t $3,313,35.

See accompanying notes.
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CONSOLIDATED STATEMENTS OF INCOME
(In thousands, except per share amounts)

Revenue!
Costs and expense
Cost of revenue
Research and developmt
Sales and marketir
General and administrati
Stocl-based compensation (
Non-recurring portion of settlement of disputes withhda

Total costs and expens

Income from operatior
Interest income (expense) and other,

Income before income tax
Provision for income taxe

Net income

Net income per shar
Basic

Diluted

Number of shares used in per share calculat
Basic

Diluted

(1) Stock-based compensation is allocated as follows (see

Cost of revenue
Research and developmt
Sales and marketir
General and administrati

See accompanying notes.

Google Inc.

No

68

Year Ended December 31,

2002 2003 2004
$439,50¢ $1,465,93: $3,189,22:
131,51( 625,85¢ 1,457,65.

31,74¢ 91,22¢ 225,63

43,84¢ 120,32¢ 246,30(

24,30( 56,69¢ 139,70(

21,63t 229,36: 278,74¢

— — 201,00(
253,04 1,123,47! 2,549,03
186,46t 342,46¢ 640,19:

(1,557 4,19(C 10,04:
184,91! 346,65 650,23¢

85,25¢ 241,00¢ 251,11¢
$ 99,65¢ $ 105,64¢ $ 399,11¢
$ 0.8¢ $ 0.77 $ 2.07
$ 0.4 $ 0.41 $ 1.4€
115,24 137,69 193,17¢
220,63: 256,63 272,78

Year Ended December 31,
2002 2003 2004

$ 1,06t $ 8,557 $ 11,31«

8,74¢ 138,37° 169,53
4,93¢ 44,60 49,44¢
6,89( 37,82( 48,45!
$21,63¢ $229,36: $278,74¢
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Google Inc.

CONSOLIDATED STATEMENTS OF REDEEMABLE CONVERTIBLE P REFERRED STOCK WARRANT
AND STOCKHOLDERS'’ EQUITY
(in thousands)

Redeemable
Convertible Preferred Convertible

Notes
Preferred Class A and Class E Receivable
Stock Warrant Stock Common Stock Additional from Deferred Accumulated  Retained

) Other Earnings Total
Paid-| Officer/ Stock Based c hensive (A fated Stockholders’
Shares Amount Amount CZI i-ta?l Stockholders Compensatior omprehensive (Accumulated Stockholders

Shares  Amount Shares Amount Income Deficit) Equity
Balance at December 31, 2C — — 70,43 44,147 137,38: 137 39,95: (4,300) (15,837 — (13,957) 50,15:

Issuance of Class B common

stock upon exercise of

stock options for cash, net

of unvested stock options

exercised early and

repurchases — — — — 7,962 8 2,25¢ — — — — 2,262
Issuance of Series C

convertible preferred stot

warrants — — — 19¢ — — — — — — — 19¢
Issuance of Series D

redeemable convertible

preferred stock warrant — 13,87 — — — — — — — — — —
Vesting of options granted tc

non-employees — — — — — — 1,46( — — — — 1,46(
Deferred stock-based

compensation related to

options granted to

employee: — — — — — — 40,14: — (40,14)) — — —
Amortization of deferred

stockbased compensatic

net of reversals for

terminated employees — — — — — — (39€) — 20,57: — — 20,17¢
Comprehensive income:
Change in unrealized gain

(loss) on available-fosale

investments — — — — — — — — — 49 — 49
Net income — — — — — — — — — — 99,65¢ 99,65¢
Total comprehensive income — — — — — — — — — — — 99,70¢
Balance at December 31, 2C — $ 13,871 70,43:$ 44,34¢ 145,34t$ 14t$ 83,41 $ (4,300 $ (35,40) $ 4¢$ 85,70: $ 173,95:

See accompanying notes.
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Google Inc.

CONSOLIDATED STATEMENTS OF REDEEMABLE CONVERTIBLE P REFERRED STOCK WARRANT
AND STOCKHOLDERS’ EQUITY—(Continued)
(in thousands)

Redeemable

- Convertible
Convertible Preferred Preferred Stock Notes
Class A and Class E Receivable
Stock Warrant Common Stock Additional from Deferred Accumulated Reta@ned
. Officer/  Stock Based Other Earnings Total
Shares Amount Amount Ezldi;lanl Stackholders Compensatior COMPrehensive (Accumulated Stockholders

Shares  Amount Shares Amount Income Deficit) Equity

Balance at December 31,

2002 — 3 13,871 70,43.$ 44,34¢ 145,34t$ 14t$ 83,41( $ (4,300 $ (35,40) $ 49 $ 85,70¢ $ 173,95:
Issuance of Class A and

Class B common stock

upon exercise of stock

options for cash, net of

unvested stock options

exercised early and

repurchase — — — — 9,89¢ 10 3,71C — — — — 3,72
Issuance of Series C

convertible preferred

stock — — 1,23C — — — — — — — — —
Vesting of shares exercised

early (see Note 1) — — — — 3,07¢ 3 934 — — — — 937
Issuance of fully vested

common stock and stoc

options in connection

with acquisitions — — — — 2,26t 3 72,67 — — — — 72,67
Issuance of fully vested

common stock and stock

options in connection

with licensed technolog — — — — 46 — 863 — — — — 862
Issuance of restricted share

to employees in

connection with

acquisitions — — — — 23t — 10,75z — (10,757 — — —
Vesting of options granted to
nor-employee: — — — — — — 15,81¢ — — — — 15,81¢

Deferred stock-based

compensation related tc

options granted to

employees — — — — — — 540,67: — (540,677) — — —
Amortization of deferred

stock-based

compensation, net of

reversals for terminated

employees — — — — — — (3,619 — 217,15¢ — — 213,54}
Comprehensive incom:
Change in unrealized gain

(loss) on available-for-

sale investment — — — — — — — — — (51) — (51)
Foreign currency translatiol

adjustment — — — — — — — — — 1,662 — 1,662
Net income — — — — — — — — — — 105,64¢ 105,64
Total comprehensive incorr — — — — — — — — — — — 107,25¢

Balance at December 31,
2003 — % 13,871 71,66:$ 44,34¢ 160,86($ 161$ 725,21' $ (4,300 $ (369,66¢) $ 1,66( $ 191,35:$ 588,77!

See accompanying notes.
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Redeemable

Convertible Preferred

AND STOCKHOLDERS’ EQUITY— (Continued)

Google Inc.
CONSOLIDATED STATEMENTS OF REDEEMABLE CONVERTIBLE P REFERRED STOCK WARRANT

(in thousands)

Balance at December 31
2003

Issuance of Class A and
Class B common stoc
upon exercise of stock
options and warrants
for cash and upon
cashless exercise of
warrants, net of
unvested stock options
exercised early and
repurchase

Vesting of shares exercis
early (see Note 1)

Issuance of Series D
preferred stock upon
exercise of warrant

Issuance of Series B
preferred stock upon
exercise of warrant

Issuance of fully vested
common stock and
fully vested stock
options in connection
with acquisitions

Issuance of unvested sto
options in connection
with acquisitions

Issuance of restricted
shares to an employee
in connection with an
acquisition

Issuance of restricted sta
units to employees

Issuance of common stock
upon initial public
offering, net of related
costs of $41,00

Issuance of common sto¢
in connection with
Yahoo settlemer

Tax benefits from exercise
of warrants and other

Vesting of options and
shares granted to nor
employees

Deferred stock-based
compensation related
to options granted to
employees

Amortization of deferred
stock-based
compensation, net of
reversals for
terminated employee:

Conversion of convertible
preferred shares to
common shares

Payment of stockholder’s
note receivable

Comprehensive incom

Change in unrealized gai
(loss) on available-for
sale investments (net
of tax effects)

Foreign currency
translation adjustment
(net of tax effects)

Notes
Convertible Class A and Class E Receivable
Stock Warrant Preferred Stock Common Stock Additional from Deferred Accumulated Retained

. Officer/ Stock Based Other Earnings Total

Shares Amount Amount zzldi;lanl Stockholders Compensatior Comprehensive (Accumulated Stockholders

Shares  Amount Shares Amount Income Deficit) Equity

— 3 13,87 71,66: $ 44,34¢ 160,86($ 161$ 725,21¢ $ (4,300 $ (369,66¢) $ 1,66( $ 191,35:$ 588,77(
— — — — 4,46( 4 3,801 — — — — 3,80¢
— — — — 5,30¢ 5 7,09(C — — — — 7,09t
— (13,87) 7,437 35,51¢ — — — — — — — 35,51¢
— — 13t 67 — — — — — — — 67
— — — — 171 1 22,55( — — — — 22,55
— — — — — — 7,06¢ — (3,90€) — — 3,16:

— — — — 16 — 1,53¢ — (1,53¢) — — —

_ _ _ _ — = 12,00( — (12,000 - - -
— — — — 14,14: 14 1,161,06! — — — — 1,161,08!
— — — — 2,70( 3 229,49 — — — — 229,50(
— — — — — — 191,57( — — — — 191,57(
— — — — 19 — 15,08¢ — — — — 15,08¢

— — — — — — 136,38 — (136,384 — — —
— — — — — — (10,36€) — 274,02t — — 263,66(

— — (79,239 (79,92)) 79,23¢ 79 79,84¢ — — — — —
— — — — — — — 4,30( — — — 4,30(
— — — — — — — — — (3,79¢) — (3,79€)
— — — — — — — — — 7,572 — 7,572



Net income

Total comprehensive
income

Balance at December 31
2004

266,91'$ 267%$2,582,35! $ — 3 (249,470 $

5,43¢ $

399,111 399,11¢
— 402,89!
590,47:$  2,929,05!

See accompanying notes.
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Google Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Year Ended December 31,

2002 2003 2004
Operating activities
Net income $ 99,65¢ $ 105,64 $ 399,11¢
Adjustments
Depreciation and amortization of property and emapt 17,81¢ 43,85 128,52:
Amortization of intangibles and warrar 11,16¢ 11,19¢ 19,95(
In-process research and developn — 11,61¢ 11,34:
Stocl-based compensatic 21,63t 229,36: 278,74¢
Tax benefits from exercise of warrants and o — — 191,57(
Non-recurring portion of settlement of disputes withhda — — 201,00(
Changes in assets and liabilities, net of effeEcquisitions:
Accounts receivabl (43,87Y) (90,385 (156,929
Income taxes, n¢ 11,517 (6,319 (125,22)
Prepaid revenue share, expenses and other (5,875 (58,919 (99,779
Accounts payabl 5,64¢ 36,69¢ (13,516
Accrued expenses and other liabilit 15,39: 31,10¢ 86,37
Accrued revenue sha 13,10( 74,60: 33,87:
Deferred revenu 9,08¢ 6,98( 21,99°
Net cash provided by operating activit 155,26! 395,44! 977,04
Investing activities
Purchases of property and equipm (37,199 (176,80) (318,99)
Purchase of marketable securi (93,06) (316,599 (4,134,57))
Maturities and sales of marketable securi 20,44: 219,40: 2,611,07!
Purchases of intangible and other as 99 — (36,90¢6)
Acquisitions, net of cash acquir — (39,959 (21,957
Net cash used in investing activit| (109,71) (313,959 (1,901,35)
Financing activities
Proceeds from exercise of stock options, 2,262 15,47¢ 12,00:
Proceeds from exercise of warra — — 21,94
Net proceeds from initial public offerir — — 1,161,08!
Payment of note receivable from office/stockhol — — 4,30(
Payments of principal on capital leases and equiphoans (7,73%) (7,38¢) (4,707)
Net cash provided by (used in) financing activi (5,477 8,09( 1,194,61
Effect of exchange rate changes on cash and casvaémnts — 1,662 7,572
Net increase in cash and cash equival 40,07 91,24: 277,87¢
Cash and cash equivalents at beginning of 17,671 57,75: 148,99!
Cash and cash equivalents at end of pe $ 57,75: $ 148,99! $ 426,87
Supplemental disclosures of cash flow informatio
Property and equipment acquired under equipmesé$ $ 7,30 $ — $ =
Cash paid for intere: $ 2,28t $ 1,73¢ $ 70¢
Cash paid for taxe $ 73,76: $ 247,42: $ 183,77t

Issuance of redeemable convertible preferred st@rkant in conjunction with an AdSen:
agreemen $ 13,87: $ — $ —



Issuance of convertible preferred stock warrantoimunction with capital lease
arrangement $ 19¢ $ — $ —

Acquisition related activities
Issuance of equity in connection with acquisitiamet, of deferred sto-based compensati $ — $ 73,54( $ 25,71

See accompanying notes.
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Google Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. The Company and Summary of Significant Accounting Blicies
Nature of Operations

Google Inc. (“Google” or the “Company”) was incorpted in California on September 1998. The Comparigicorporated in the State
of Delaware in August 2003. The Company offers lyigargeted advertising solutions, global Intersearch solutions through its own
destination Internet site and intranet solutiorssan enterprise search appliance.

Basis of Consolidation

The consolidated financial statements include twmants of Google and its wholly-owned subsidiardkintercompany balances and
transactions have been eliminated. The Companinbhgled the results of operations of acquiredtiestirom the date of acquisition (see
Note 4).

Use of Estimates

The preparation of consolidated financial statesi@ntonformity with accounting principles geneyakccepted in the United States
requires management to make estimates and assus it affect the amounts reported and disclaséuki financial statements and the
accompanying notes. Actual results could differemiatly from these estimates.

On an ongoing basis, the Company evaluates ithatgs, including those related to the accountsvalske allowance, fair value of
marketable securities, fair value of acquired igtale assets and goodwill, useful lives of intahgikssets and property and equipment, and
income taxes, among others, as well as the valgerafmon stock prior to its initial public offerirfgr the purpose of determining stock-based
compensation (see below). The Company bases iilsagst on historical experience and on variousraksumptions that are believed to be
reasonable, the results of which form the basisrfaking judgments about the carrying values oftassad liabilities.

Prior to its initial public offering, the Companypically granted stock options at exercise pricpsa¢to the values of the underlying
stock as determined by its board of directors enddite of option grant. For purposes of finanaiabanting for stock-based compensation,
management has applied hindsight within each yequarter to arrive at reassessed values for theestunderlying these options and those
issued under other transactions that are highertttavalues determined by the board. These resesbealues were determined based on a
number of factors, including input from advisoisg Companys historical and forecasted operating results asti lows, and comparisons
publicly-held companies. The reassessed values wge to determine the amount of stock-based cosagien recognized related to stock
and stock option grants to employees and non-erepkythe amount of expense related to stock warissied to third-parties and the
purchase prices of the Company’s acquisitions K&ze 4).
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Revenue Recognition
The following table presents the Company’s reverfirethousands):

Year Ended December 31,

2002 2003 2004

(in thousands)
Advertising revenues

Google web site $306,97¢ $ 792,060 $1,589,03:
Google Network web site 103,93 628,60( 1,554,25
Total advertising revenu 410,91! 1,420,66. 3,143,28!

Licensing and other revenu 28,59: 45,27: 45,93t
Revenue: $439,50¢ $1,465,93. $3,189,22

In the first quarter of 2000, the Company introdlis first advertising program through which ifesed advertisers the ability to place
text-based ads on Google web sites targeted te’usmarch queries. Advertisers paid the Compangdaa the number of times their ads
were displayed on users’ search results pagesh@nddmpany recognized revenue at the time thesepgésared. In the fourth quarter of
2000, the Company launched Google AdWords, an ers@if-service program that enables advertiseptatte text-based ads on Google web
sites. AdWords advertisers originally paid the Campbased on the number of times their ads appesreders’ search results pages. In the
first quarter of 2002, the Company began offeriryMords exclusively on a cost per click basis, s &m advertiser pays the Company only
when a user clicks on one of its ads. The Compacggnizes as revenue the fees charged advertashtime a user clicks on one of the text-
based ads that are displayed next to the searalisres Google web sites. Effective January 1, 2€8& Company offered a single pricing
structure to all of its advertisers based on th&VAdds cost per click model.

Google AdSense is the program through which the @y distributes its advertisers’ text-based adslifgplay on the web sites of the
Google Network members. In accordance with Emertgages Task Force (“EITF”) Issue No. 99 Reporting Revenue Gross as a Princ
Versus Net as an Agenthe Company recognizes as revenues the feesives from its advertisers. This revenue is reggbgross primarily
because the Company is the primary obligor todtsedtisers.

The Company generates fees from search serviaasgihia variety of contractual arrangements, whickude perguery search fees a
search service hosting fees. Revenues from satdigugpport fees and search service hosting feagemgnized on a straight-line basis over
the term of the contract, which is the expectedopleduring which these services will be provideleTCompany’s policy is to recognize
revenues from per-query search fees in the periedies are made and results are delivered.

The Company provides search services pursuanttarcédSense agreements. Management believesdhath services and revenue
share arrangements represent separate units afraogppursuant to EITF 00 Revenue Arrangements with Multiple Deliverablébese
separate services are provided simultaneouslyet&thogle Network member and are recognized as uegan the periods provided.

The Company also generates fees from the sald@mé of its Search Appliance, which includes Ware, software and generally 12
to 24 months of post-contract support. As the etemare not sold separately, vendor-specific obje@vidence does not exist for the
allocation of revenue. As a result, the entirei$acognized ratably over the term of the pasttract support arrangement in accordance
Statement of Position 97 3pftware Revenue Recognitioais amended.
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Deferred revenue is recorded when payments arévegtim advance of the Company’s performance inutimgerlying agreement on the
accompanying consolidated balance sheets.

Cost of Revenues

Cost of revenues consists primarily of traffic ais@iion costs. Traffic acquisition costs consistofiounts ultimately paid by the
Company to its Google Network members. These ansanetprimarily based on revenue share arrangemedé&s which the Company pays
its Google Network members most of the fees itikesefrom its advertisers whose ads the Compargeplan those Google Network men
sites. In addition, certain AdSense agreementgataithe Company to make guaranteed minimum rev@mre payments to Google
Network members based on their achieving definefbpeance terms, such as number of search querizdvertisements displayed. T
Company amortizes guaranteed minimum revenue ghapayments (or accretes an amount payable tmitglé Network member if the
payment is due in arrears) based on the numbezan€ls queries or advertisements displayed on tlogl@dNetwork member’s web site. In
addition, concurrent with the commencement of allsmanber of AdSense agreements, the Company hatg@sed certain items from, or
provided other consideration to, its Google Netwmkmbers. These amounts are amortized on a stiaigtiasis over the related term of
agreement. Traffic acquisition costs were $94.3ioni) $526.5 million and $1,228.7 million in 2002)03 and 2004.

In addition, cost of revenues consists of the egpsmssociated with the operation of the Comsaaigta centers, including depreciat
labor, energy and bandwidth costs. Cost of revealsssincludes credit card and other transacties felating to processing customer
transactions as well as expenses related to thetiaatmn of purchased and licensed technologies.

Stock-based Compensation

Stock-based compensation consists of amortizafidef@rred stock-based compensation related taatst shares, restricted stock
units and options to purchase Class A and ClassnBmon stock to employees and the values of optmpsirchase such stock issued to non-
employees.

As permitted by Statement of Financial Accountingn8lards No. 123, Accounting for Stock-based Corsation (“SFAS 123"), the
Company accounts for employee stock-based compensataccordance with Accounting Principles Bo@ninion No. 25Accounting for
Stock Issued to Employe@APB 25”), and related interpretations. Under APB deferred compensation for options granted tpleyees is
equal to its intrinsic value, determined as théedénce between the exercise price and the reaskeakie for accounting purposes of the
underlying stock on the date of grant.

Prior to the initial public offering, the Companyptcally granted stock options at exercise pricgsa¢to or less than the value of the
underlying stock as determined by its board ofaors on the date of option grant. For purposdsahcial accounting, the Company has
applied hindsight within each year or quarter tivarat reassessed values for the shares undetlyasg options. The Company has recorded
deferred stock-based compensation equal to therdifte between these reassessed values and thisepeices. After the initial public
offering, the Company has generally granted optairexercise prices equal to the fair market vafude underlying stock on the date of
option grant. The Company has recorded deferrezkdiased compensation for these options equaktdifference between the exercise
prices and the fair market values of the underhgtagk on the dates of grant.
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In connection with restricted shares, restrictedlsunits and unvested stock options granted tdayaps, the Company recorded
deferred stock-based compensation costs of $40libmi$551.4 million and $153.8 million in 20020@3, and 2004. The deferred stock-
based compensation amounts arising from theseyeagtitvities for each of the eight three month pésiended December 31, 2004 were

computed as follows:

Three Months Ended

Three Months Ended

March 31, June 30, Sept. 30, Dec. 31, 2003 March 31, June 30, Sept. 30, Dec. 31, 2004
2003 2003 2003 2003 Total 2004 2004 2004 2004 Total
(unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited) (unaudited)
Options granted to employees 10,262,10 1,431,55: 5,785,18! 1,281,89! 18,760,73 1,004,78 965,52( 635,37: 50,90¢ 2,656,57!
Weighted average exercise pr $ 0.4¢ $ 3.3C $ 517 $ 9.62 $ 16.27 $ 38.4: $ 77.8¢ $ 83.4¢
Weighted average reassessed or fair me
value of underlying stock $ 13.0¢ $ 33.9¢ $ 52.3: $ 75.0¢ $ 88.1: $ 97.0¢ $ 85.00 $ 144.1!
Weighted average reassessed or
contemporaneously determined
deferred stock-based compensation per
option $ 12.6( $ 30.6¢ $ 47.1¢ $ 65.4% $ 71.8¢ $ 58.6( $ 714 $ 60.6¢€
Deferred stockkased compensatit
related to options (in millions) $ 129.: $ 43¢ $ 272.¢ $ 83¢ $ 529.¢ $ 722 $ 56.€ $ 45 $ 31 $ 136.
Restricted shares granted to employees $ — 120,00( 114,99¢ $ — 234,99¢ $ — 16,17 $ —  $ — 16,17¢
Weighted average reassessed value of
restricted shares $ — 8 25.9¢ $ 66.41 $ $ $ 95.0¢ $ — $
Deferred stockbased compensatit
related to restricted shares (in
millions) $ —  $ 31 % 7€ $ —  $ 107 $ — 15 $ — 3 — 1.5
Deferred stockkased compensatit
related to restricted stock unit
(in millions) $ — 3 — 3 — 3 — $ — 3 — 3 — 3 12.C 12.C
Deferred stockbased compensatit
related to option modifications
(in millions) $ —  $ — 3 —  $ 10.€ $ 10.€ $ 3¢ $ — 3 — 3 — 3.8
Total deferred stock-based
compensation (in millions $ 129.: $ 47C $ 280.. $ 947 $ 551.. $ 76.1 $ 581 $ 45 $ 15.1 153.¢
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The above table does not include options grantedeatise prices equal to the fair market valuthefunderlying stock at the time of,
and subsequent to, the initial public offering. &l& does not include options granted at exerngigees in excess of the reassessed values of
the underlying stock prior to the initial publicfefing. These options were granted with no intdnailue and, accordingly, no deferred stock-
based compensation has been recorded. Also, tive dédlgle does not include restricted shares thed igsued in connection with certain
business acquisitions nor does it include shai@swhire fully vested at date of grant.

Net amortization of deferred stock-based compemsatitaled $20.2 million, $213.5 million and $26&ilion in 2002, 2003 and 2004.
The deferred stock-based compensation is beingtemmousing the accelerated vesting method, inrderme with SFAS 123, EITF 96 18,
Accounting for Equity Instruments That Are Issue®ther Than Employees for Acquiring, or in coniwttvith Selling, Goods or Servic
(“EITF 96 18"), and Financial Accounting StandaBRizard (“FASB”) Interpretation (“FIN"No. 28, over the vesting period of each respe!
restricted share, restricted stock unit and stgtlon, generally over four or five years. The renirag unamortized, deferred stock-based
compensation for all restricted shares, restristedk units and stock option grants through Dece@be2004 will be expensed as follows
over each of the next five years and thereaftem(ilions) assuming all employees remain employe@@ogle for their remaining vesting
periods and before consideration of the additistatk-based compensation the Company expectsagmae related to these stock options
beginning July 1, 2005 under Statement of Finarktalounting Standards No. 123 (revised 20@4tjare-Based PaymefiEFAS 123R”) for
additional discussion regarding this pronouncense#,below under Effect of a Recent Accounting Buocement):

(unaudited)
2005 $ 145.¢
2006 70.5
2007 25.¢
2008 5.€
2009 1.3
Thereaftel 0.4

$ 249t

The Company accounts for stock awards issued teengployees in accordance with the provisions of SER%and EITF 96 18. Und
SFAS 123 and EITF 96 18, the Company uses the Blatioles method to measure the value of optiong#teuao nonemployees at each
vesting date to determine the appropriate chargéottk-based compensation.

The Company recorded stoblesed compensation expense of $1.5 million, $15IBmand $15.0 million for the value of stock agts
earned by non-employees in 2002, 2003 and 2004.

At December 31, 2004, there were 302,950 unvegiidres to purchase shares of Class B common stelcklly nonemployees with a
weighted-average exercise price of $0.52 and aMeilgaverage 36 month remaining vesting periodsélugtions generally vest on a
monthly and ratable basis. No options that vest tkree were granted to non-employees in the yededbecember 31, 2004.

Pro forma information regarding net income has ltermined as if the Company had accounted fanitgloyee stock options under
the method prescribed by SFAS 123. The resultifegebn pro forma net income disclosed is not regméative of the effects on net income
on a pro forma basis in future years. For discusgégarding the anticipated effects of SFAS 123RhenCompany’s operating results, see
below under Effect of a Recent Accounting Pronouomeat.
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Had compensation cost for options granted undeopiien plans (see Note 10) been determined basé¢itecfair value method
prescribed by SFAS 123, the Company’s net incongenah income per share would have been adjustdgttpro forma amounts below (in
thousands, except per share data):

Year Ended December 31,

2002 2003 2004
Net income, as reporte $ 99,65¢ $ 105,64¢ $ 399,11¢
Add: Stock-based employee compensation expensgdiedlin reported net income, net of
related tax effect 20,17¢ 213,54! 171,38(
Deduct: Total stock-based employee compensatioaresgounder the fair value based mett
for all awards, net of related tax effe (22,390 (215,946 (186,139
Net income, pro form $ 97,44: $ 103,24 $ 384,36:
Net income per shar
As reporte—basic $ 0.8¢€ $ 0.77 $ 2.07
Pro form«Dbasic $ 0.8t $ 0.7¢ $ 1.9¢
As reporte—diluted $ 0.4f $ 041 $ 1.4¢
Pro form—diluted $ 044 $ 04C $ 141

For purposes of the above pro forma calculatiomvtdue of each option granted through Decembe2@14 was estimated on the date
of grant using the Black-Scholes pricing model wita following weighted-average assumptions:

Year Ended December 31,

2002 2003 2004
Risk-free interest rat 3.3% 2.11% 2.71%
Expected volatility 75% 75% 69%
Expected life (in years 3 3 3

Dividend yield — — —

The weighted-average fair value of an option grue2002, 2003 and 2004, was $2.79, $29.12, aBR2$6using the Black-Scholes
pricing model.

Stock Options Exercised Early

The Company typically allows employees to exerojgons prior to vesting. Upon the exercise of ptiam prior to vesting, the
exercising optionee is required to enter into &i@ed stock purchase agreement with the Compahich provides that the Company has a
right to repurchase the shares purchased uponisgeaftthe option at the original exercise pricevided, however, that its right to
repurchase these shares will lapse in accordartbetlve vesting schedule included in the optioneption agreement. In accordance with
EITF 00 23 ssues Related to Accounting for Stock Compensatider APB Opinion No. 25 and FASB Interpretatian B4, stock options
granted or modified after March 21, 2002, which subsequently exercised for cash prior to vestiegreated differently from prior grants
and related exercises. The consideration receivedrf exercise of an option granted after the &ffedate of this guidance is considered to
be a deposit of the exercise price and the reldddldr amount is recorded as a liability. The shared liability are only reclassified into eqt
on a ratable basis as the award vests. The Com@engpplied this guidance and recorded a lialolitghe consolidated balance sheets
relating to 11,987,482 and 7,605,222 of optionsige subsequent to March 21, 2002 that were exeleind are unvested at December 31,
2003 and 2004. Furthermore, these shares are esgmted as outstanding on the accompanying coatadidtatements of
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redeemable convertible preferred stock warrantsaimckholders’ equity and consolidated balance shéedtead, these shares are disclosed a:
outstanding options in the footnotes to these fifa@rstatements.

Net Income per Share

The Company computes net income per share in aa@goedwvith SFAS 128, Earnings per Share. Underrtnagions of SFAS 128,
basic net income per share is computed using tightesl average number of Class A and Class B conshares outstanding during the
period except that it does not include unvested<Chaand Class B common shares subject to repwdrasancellation. Diluted net income
per share is computed using the weighted averagbauof Class A and Class B common shares anduifvé, potential Class A and Class
B common shares outstanding during the period.rfiateClass A and Class B common shares consisisoincremental Class A and Class B
common shares issuable upon the exercise of sfans, warrants, unvested common shares subjeeptochase or cancellation and
convertible preferred stock. The dilutive effectooftstanding stock options and warrants is refteatadiluted earnings per share by
application of the treasury stock method. Convértiseferred stock is reflected on an if convetiadis.

The following table sets forth the computation asig and diluted net income per share (in thousand®pt per share amounts):

Year Ended December 31,

2002 2003 2004
Basic and diluted net income per sh:
Numerator:
Net income $ 99,65¢ $105,64¢ $399,11¢
Denominator
Weighted average Class A and Class B common shats&nding 143,31 168,09: 210,87"
Less: Weighted average unvested Class A and ClassiBion shares subject to
repurchase or cancellati (28,07%) (30,39¢) (17,709
Denominator for basic calculatic 115,24. 137,69 193,17¢
Effect of dilutive securitie
Add:
Weighted average convertible preferred sh 70,43: 71,12¢ 47,58¢
Weighted average stock options and warrants, céstristock units and
unvested Class A and Class B common shares subjegppurchase or
cancellatior 34,95¢ 47,81 32,02:
Denominator for diluted calculatic 220,63: 256,63 272,78
Net income per share, ba: $ 0.8¢ $ 0.77 $ 2.07
Net income per share, dilut $ 0.4t $ 041 $ 1l.4¢

Certain Risks and Concentrations

The Company’s revenues are principally derived faorine advertising, the market for which is higletympetitive and rapidly
changing. Significant changes in this industry lmareges in customer buying behavior could advesi#éet the Company’s operating results.
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Financial instruments that potentially subject @@mmpany to concentrations of credit risk consisigipally of cash equivalents,
marketable securities and accounts receivable. €gsivalents consist of money market funds, ag@tgs and municipal bonds. Markete
securities consist primarily of agency notes, maskestion preferred securities, municipal auctiate receipts and municipal bonds held with
four financial institutions. Accounts receivable aypically unsecured and are derived from revemaesed from customers primarily located
in the U.S. In 2003 and 2004, the Company geneigtpdoximately 71% and 66% of its revenues fromarusrs based in the U.S. with the
majority of customers outside of the U.S. locateddpan and Europe. Many of the Company’s Netwabers are in the Internet industry.
To appropriately manage this risk, the Companygeeré ongoing evaluations of customer credit anddithe amount of credit extended, but
generally no collateral is required. The Companyntains reserves for estimated credit losses amgktlosses have generally been within
management’s expectations.

Advertising and other revenues generated from AcaeBinline, Inc., which is also a stockholder, acted for 15%, 16% and 12% of
revenues, primarily through the Company’s AdSensgiam, in 2002, 2003 and 2004. No other Googlevdst member generated greater
than 10% of revenues in these periods.

Fair Value of Financial Instruments

The carrying amounts of the Company’s financialrimaents, including cash and cash equivalents, etalke securities, accounts
receivable, accounts payable and accrued lialsiliapproximate fair value because of their shotunitages. The carrying amounts of the
Company'’s equipment loans and capital leases appabda fair value of these obligations based uponagament’s best estimates of interest
rates that would be available for similar debt gations at December 31, 2003 and 2004.

Cash and Cash Equivalents and Marketable Securities

The Company invests its excess cash in money mankds and in highly liquid debt instruments of UcBrporations, municipalities
and U.S. government and its agencies. All highgwilil investments with stated maturities of threaths or less from date of purchase are
classified as cash equivalents; all highly liquidéstments with stated maturities of greater tha@et months are classified as marketable
securities.

Management determines the appropriate classificatidgts investments in debt and marketable eqgéturities at the time of purchase
and reevaluates such designation at each balane¢ ddte. The Company’s debt and marketable egeiyrities have been classified and
accounted for as available for sale. The Companyananay not hold securities with stated maturitiesater than twelve months until
maturity. In response to changes in the availabilftand the yield on alternative investments aB agliquidity requirements, the Company
occasionally sells these securities prior to th&ited maturities. As these securities are viewettidd Company as available to support current
operations, based on the provisions of ARB No.Claapter 3A, Working Capital-Current Assets and Litss, equity and debt securities
with maturities beyond 12 months (such as the Cayipaauction rate securities) are classified aseturassets in the accompanying balance
sheet. These securities are carried at fair valith,the unrealized gains and losses, net of tavepmrted as a component of stockholders’
equity. Any realized gains or losses on the salmafketable securities are determined on a spad#ittification method, and such gains and
losses are reflected as a component of interestriaor expense.

Accounts Receivable

Accounts receivable are recorded at the invoicedustnand are nomterest bearing. The Company maintains an allodocdoubtful
accounts to reserve for potentially uncollectitdeaivables. Management
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reviews the accounts receivable by amounts duaistpmers which are past due to identify specifet@mers with known disputes or
collectibility issues. In determining the amountloé reserve, management makes judgments aboctetigéworthiness of significant
customers based on ongoing credit evaluationsCidmpany also maintains a sales allowance to referymtential credits issued to
customers. The amount of the reserve is deternbasdd on historical credits issued.

Property and Equipment

Property and equipment are stated at cost lessradated depreciation and amortization. Depreciasacomputed using the straight-
line method over the estimated useful lives ofaksets, generally two to five years. Equipment undpital leases and leasehold
improvements are amortized over the shorter ofdhse term or the estimated useful lives of thetas€onstruction in process is primarily
related to the building of production equipmentvees and lease-hold improvements. Depreciatiothfese assets commences once they are
placed in service.

Long-Lived Assets Including Goodwill and Other Aopegl Intangible Assets

The Company reviews property and equipment andiceidentifiable intangibles, excluding goodwilbrfimpairment whenever events
or changes in circumstances indicate the carryinguent of an asset may not be recoverable. Recoligralf these assets is measured by
comparison of its carrying amounts to the futurdiscounted cash flows the assets are expectecherage. If property and equipment and
certain identifiable intangibles are consideretiédmpaired, the impairment to be recognized eghalsmount by which the carrying value
of the asset exceeds its fair market value. Thefamy has made no adjustments to its long-livedtagseny of the years presented.

In accordance with SFAS No. 142podwill and Other Intangible Assetthe Company tests its goodwill for impairmentesist
annually or more frequently if events or changesiioumstances indicate that this asset may beiisghalhe Company found no impairment
in any of the years presented. The tests were sttt Company’s single operating segment andtiegaunit structure.

SFAS No. 142 also requires that intangible assétsdefinite lives be amortized over their estinthteseful lives and reviewed for
impairment whenever events or changes in circurastaimdicate an asset’s carrying value may noebeverable in accordance with SFAS
No. 144 ,Accounting for the Impairment of Long-Lived Assetd for Long-Lived Assets to Be Disposed Tie Company is currently
amortizing its acquired intangible assets with midilives over periods ranging from one to fouarge The Company believes no events or
changes in circumstances have occurred that wegldine an impairment test for these assets.

Income Taxes

The Company recognizes income taxes under thdityatmiethod. Deferred income taxes are recogninediifferences between the
financial reporting and tax bases of assets abditias at enacted statutory tax rates in effectthe years in which the differences are
expected to reverse. The effect on deferred takashange in tax rates is recognized in incombénperiod that includes the enactment date.

Foreign Currency

Generally, the functional currency of the Comparigternational subsidiaries is the local curreridye financial statements of these
subsidiaries are translated to U.S. dollars usingtimend rates of exchange for
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assets and liabilities, and average rates of exyghor revenues, costs and expenses. Translatios gad losses are deferred and recorded in
accumulated other comprehensive income as a compohstockholders’ equity. The Company recorded $iillion and $7.6 million of net
translation gains in 2003 and 2004. There wasantstation gain or loss in 2002. Net gains and sssulting from foreign exchange
transactions are included in the consolidated ircstatements. The Company recognized $2.1 millfarebgains and $6.7 million of net
losses resulting from foreign exchange transactio2903 and 2004. Net transaction gains and lagssgynized during 2002 were not
material.

Derivative Financial Instruments

The Company enters into forward foreign exchangereots with financial institutions to reduce tligkrthat its cash flows and earnings
will be adversely affected by foreign currency exae rate fluctuations. This program is not degigoe trading or speculative purposes. No
foreign currency hedge transactions were entetedoirior to 2004.

In accordance with SFAS No. 138¢counting for Derivative Instruments and Hedgirgivities, the Company recognizes derivative
instruments as either assets or liabilities orbtdance sheet at fair value. These forward exchaaggacts are not accounted for as hedges
and, therefore, changes in the fair value of thesteuments are recorded as interest income (egpamsl other, net. Neither the cost nor the
fair value of these forward foreign exchange cariravas material at December 31, 2004. The notioriatipal of forward foreign exchange
contracts to purchase U.S. dollars with Euros v&81® million at December 31, 2004. There were themforward foreign exchange
contracts outstanding at December 31, 2004.

Promotional and Advertising Expenses

The Company expenses promotional and advertisiaty @ the period in which they are incurred. Far years ended December 31,
2002, 2003 and 2004 promotional and advertisingerges totaled approximately $5.6 million, $20.9iatiland $37.7 million.

Comprehensive Income

Comprehensive income is comprised of net incomeodinek comprehensive income. Other comprehensoame includes unrealized
gains and losses on foreign exchange and unreg&ied and losses on available for sale investm@&hts differences between total
comprehensive income and net income as discloséeortonsolidated statement of redeemable coniegileferred stock warrant and
stockholders’ equity for 2002, 2003 and 2004 wasgnificant.

Effect of a Recent Accounting Pronouncement

In December 2004, the Financial Accounting Stansl&aolard issued SFAS No. 123 (revised 2004) (“SFA3RT), Share-Based
Paymen, that addresses the accounting for share-basedgraransactions in which an enterprise receivgd@yee services in exchange
for equity instruments of the enterprise or lial@h that are based on the fair value of the entar}s equity instruments or that may be settled
by the issuance of such equity instruments. SFAZRI&Iminates the ability to account for share-basempensation transactions using the
intrinsic value method under Accounting PrincipBzsard Opinion No. 25 (“APB 25")Accounting for Stock Issued to Employeasd
generally would require instead that such traneastbe accounted for using a fair-value-based metBBAS 123R requires the use of an
option pricing model for estimating fair value, whiis amortized to expense over the service peribus requirements of SFAS 123R will be
adopted beginning July 1, 2005.
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If the Company had adopted the provisions of SFASifh 2004, net income would have been reducegpyoximately $14.8 million
(as shown above). The additional stock-based cosapiem, net of income taxes that would have beeogmized under SFAS 123 in 2004 is
a function of the generally insignificant differerscbetween the intrinsic values of stock optiommted prior to the initial public offering and
the related fair values on the dates of grant detexd using the Black-Scholes method. This additistock-based compensation, net of
income taxes is substantially less than the additiamount that will be recognized after adoptib®BAS 123R compared to that which
would have been recognized under APB 25. Afteiirtliml public offering, the Company began to gratdck options with generally no
intrinsic value and expects to continue to do sthénforeseeable future. As the fair values ofeélmstions on the dates of grant are and wi
significantly greater than the related intrinsi¢uess, the Company will recognize significantly gerastock-based compensation after the
adoption of SFAS 123R than it would have if it dooed to apply APB 25, and significantly greatearthhe additional stock-based
compensation, net of income taxes it would havegeized under SFAS 123 in 2004. The stock-basegeasation the Company will
recognize after the adoption of SFAS 123R will ddscaffected by the number and type of stock-basetds granted in the future and the
pricing model and related assumptions used fomasiing the fair values of options.

The provision for income taxes includes a reductamrdisqualifying dispositions on incentive stamitions using the portfolio rather
than the individual award method. The portfolio hoet was used because it was more practicable $0 d8FAS 123R requires the use of the
individual award method. If the Company had useditidividual award method, its net income woulddbeen reduced further than the
approximate $14.8 million reduction in net inconttatd above if the Company had adopted the prodsidiSFAS 123.

SFAS 123R allows for either prospective recognitibicompensation expense or retrospective recagnitvhich may be back to the
original issuance of SFAS 123 or only to interinipds in the year of adoption. The Company is aittyeevaluating these transition
methods.

Finally, SFAS 123R requires that cash inflows friamancing activities on the Company’s statementasfh flows include the cash
retained as a result of the tax deductibility afremses in the value of equity instruments issunelbiushare-based payment arrangements in
excess of any related stock-based compensatiogmizedle for financial reporting purposes. Thesebinefits shall be determined based on
the individual award method. In addition, cash louts from operating activities must include thetctdsat would have been paid for income
taxes if increases in the value of equity instruteéssued under share-based arrangements hadarodbductible in determining taxable
income in excess of any related stdidsed compensation recognizable for financial témppurposes. The above amounts are the same
cash benefit has been included in the determinati@ash provided by operating activities on thenpany’s statement of cash flows in 2004.
The change in methods will likely have a significaagative effect on the Company’s cash providedfmrating activities in periods after
adoption of SFAS 123R.
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Note 2. Cash, Cash Equivalents and Marketable Securitie
Cash, cash equivalents and marketable securitiesatef the following (in thousands):

As of December 31,

2003 2004

Cash and cash equivalel $148,99" $ 426,87
Marketable securitie:

Municipal securitie: 166,53t 1,616,68.

U.S. government note 11,18¢ 5,162

U.S. corporate securitit 8,00( 83,571

Total marketable securiti¢ 185,72: 1,705,42.

Total cash, cash equivalents and marketable sie= $334,71¢  $2,132,29

The Company has not experienced any significatizezhgains or losses on its investments in thegdsmpresented. Gross unrealized
losses were $6.4 million at December 31, 2004 pilyneelated to municipal securities and were nattenial at December 31, 2003.

The following table summarizes the estimated falue of the Company’s securities held in marketableurities classified by the stated
maturity date of the security (in thousands):

As of December 31,

2003 2004
Due within 1 yea $ 29,38. $ 340,77:
Due within 1 year through 5 yez 81,83( 853,60
Due within 5 years through 10 ye: 11,38: 65,017
Due after 10 yeat 63,13( 446,03:

Total marketable securitit

$185,720  $1,705,42

In addition, at December 31, 2003 and Decembe2@04, the Company had $11.0 million and $11.1 anilof restricted cash and
investment securities classified as other curres¢ts which are included in “prepaid revenue shegenses and other assets” in the

accompanying consolidated balance sheets.

Note 3. Interest Income (Expense) and Othe

Interest incom:
Interest expens
Other

Interest income (expense) and other,

Note 4.  Acquisitions
Business Combinations

Year Ended December 31,

2002 2003 2004

(in thousands)
$1,21¢ $ 2,66: $15,99¢
(2,570  (1,93)) (862)
(19€6) 3,45¢ (5,092

$(1,557) $4,19( $10,04:

During the year ended December 31, 2004, the Coynaeguired all of the voting interests of four canjes. Three of the companies

were accounted for as business combinations. Bedhadourth company was considered a developntege £nterprise, the transaction was

accounted for as an asset purchase in
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accordance with EITF Issue No. 98:termining Whether a Nonmonetary Transaction mesIReceipt of Productive Assets or of a
Busines:. The total purchase price for the four acquisgioras $56.0 million and consisted of cash paymefi$22.0 million and the issuar
of 170,601 fully vested shares of the Company’s€k common stock and fully vested options to pasehl6,373 shares of the Company’s
Class A common stock valued at $22.5 million, andasted options to purchase 87,840 of the CompaZigss A common stock valued at
$7.1 million. In addition, the total purchase prineludes 36,185 shares of the Company’s Classmnton stock generally issuable upon the
attainment of certain performance milestones amhaedaat $4.4 million. Management determined thest tbnsideration was part of the
purchase price in accordance with EITF Issue N&8B,9&counting for Contingent Consideration Paid to Bteareholders of an Acquired
Enterprise in a Purchase Business Combina. The total purchase price was allocated as follgavthousands):

Goodwill $35,37¢
Developed technolog 14,56
Customer contracts and ott 1,50(
Net liabilities assume (4,167
Deferred stoc-based compensatic 3,90¢
Deferred tax liabilities (6,555
Purchase-in-process research and developn 11,34:

Total $55,97(

Purchased in process research and developmeniLdf #illion was expensed upon acquisition becagsienological feasibility had not
been established and no future alternative useseeixiThat amount is included in research and dpwetnt expenses on the accompanying
consolidated income statement and is not dedudtiblax purposes.

Goodwill includes but is not limited to the synestif value and potential competitive benefits tmild be realized by the Company
from the acquisitions, any future products that ragge from the related technology, as well asitiked and specialized workforce acquir
The goodwill amount is not deductible for tax pses.

The developed technology, customer contracts dmel attangible assets have a weighted-averageludefaf 3.4 years from the date
of acquisition. The amortization of these intanggbis not deductible for tax purposes.

The Company recorded $5.4 million of deferred stbaked compensation for the value of 16,175 résttishares of the Company’s
Class A common stock and the intrinsic value 088@,unvested options to purchase the Company’s@a®mmon stock, issued in
conjunction with the acquisitions. The deferreccktbased compensation will be amortized to comp@rsaxpense on an accelerated basis
over the related vesting periods of one to fivergeeontingent upon each individual's continued Eypment with the Company.

Cash consideration of $10.0 million may be paidddain former employees of an acquired compantirugent upon their continued
employment with the Company and their attainmertesfain performance milestones. The Company wilbgnize this amount as expens
the milestones are attained. As of December 314 208 such milestones had been attained.

Other Acquisitions

During the year ended December 31, 2004, the Coynpatered into various agreements to purchase fsaed other technologies. T

total purchase price of these acquisitions of igitale assets was $56.8
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million which included cash payments and a longatpayable of $18.3 million and $10.0 million. Themaining amount of $28.5 million
relates to certain intangible assets obtainedars#ttlement of certain disputes with Yahoo (set 9.

Note 5.  Settlement of Disputes with Yahoc

On August 9, 2004, the Company and Yahoo entetedhiisettiement agreement resolving two disputaishthd been pending between
them. The first dispute concerned a lawsuit filgdvlahoo’s wholly-owned subsidiary, Overture Sersickc., against the Company in April
2002 asserting that certain services infringed @vels U.S. Patent No. 6,269,361. In its court filindg Company denied that it infringed
patent and alleged that the patent was invalidusreshforceable.

The second dispute concerned a warrant held by &ahpurchase 3,719,056 shares of the Companyck staconnection with a June
2000 services agreement. Pursuant to a conversiisfpn in the warrant, the Company in June 2@38éd 1,229,944 shares to Yahoo.
Yahoo contended it was entitled to a greater nurabshares, while the Company contended that itfbliylcomplied with the terms of the
warrant.

As part of the settlement, Overture dismissedatemt lawsuit against the Company and has grahee@ompany a fully-paid, perpetual
license to the patent that was the subject ofdahesiit and several related patent applications Igl@verture. The parties also mutually
released any claims against each other concerm@egarrant dispute. In connection with the settlenod these two disputes, the Company
issued to Yahoo 2,700,000 shares of Class A constumk. The Company used the $85.00 per share gfirie initial public offering to
arrive at total settlement consideration of $228ifion.

The Company engaged a third party valuation coastutb assist management in the allocation of gleevof the settlement
consideration and the determination of the uséfaklof the capitalized assets. The following tgievides management’s allocation of the
settlement consideration (in thousands):

Non-recurring portion of settlement of disputes withhda $201,00(
Intangible asset 28,50(
Total consideratiol $ 229,50(

In the year ended December 31, 2004, the Compaagnized the $201.0 million non-recurring chardatesl to the settlement of the
warrant dispute and other items. The non-cash ehasgociated with these shares was required betteuskares were issued after the
warrant was converted. The Company realized agbliacome tax benefit of $82.0 million. The Compaiso capitalized $28.5 million
related to certain intangible assets obtainedigdéttlement.

Note 6.  Goodwill and Other Intangible Assets
The changes in the carrying amount of goodwilltfer year ended December 31, 2004, are as followh@usands):

Balance as of January 1, 2C $ —

Goodwill acquired during ye: 87,44:
Balance as of December 31, 2( 87,44
Gooduwill acquired during ye: 35,37¢
Balance as of December 31, 2( $122,81¢
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Information regarding the Company’s acquisitioratetl intangible assets that are being amortizad fsllows (in thousands):

Developed technolog
Customer contracts and ott

Total

Patents
Developed technolog
Customer contracts, patents and o

Total

As of December 31, 2003

Accumulated

Grqss Amortization Ne't
Carrying Carrying
Amount Value

$20,917 $ 5,51« $15,40:
4,10( 1,38¢ 2,711
$25,017 $ 6,90¢ $18,11¢

As of December 31, 2004

Accumulated

Grqss Amortization Ne't
Carrying Carrying
Amount Value

$55,05¢ $ 9,11¢ $45,937
37,97 14,40: 23,57:
4,80( 3,23¢ 1,561
$97,82¢ $ 26,75¢ $71,06¢

Patents, developed technology, customer contract®ther have weighted-average useful lives of 38and 1.0 years.

Amortization expense of acquisition-related intéhgiassets for the year ended December 31, 2004188 million.

Estimated amortization expense for acquisitionteglantangible assets on the Company’s Decembe2@¥ consolidated balance

sheet for the fiscal years ending December 315 fslbows (in thousands):

2005
2006
2007
2008

Note 7.  Property and Equipment
Property and equipment consist of the followingtfiousands):

Information technology asse
Furniture and fixture
Leasehold improvemen
Construction in proces

Total
Less accumulated depreciation and amortize

Property and equipment, r

87

$32,531
19,28¢
13,24(
6,00¢

$71,06¢

As of December 31,

2003 2004

$204,41°7 $504,12°
6,80¢ 11,97
7,67 17,61
42,94( 49,35(

261,83 583,06¢
73,58: 204,15:

$188,25! $378,91¢
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Note 8. Commitments and Contingencie:
Capital Leases

Equipment financed under capital lease agreemsimsluded in property and equipment and the rdlataortization is included in
depreciation and amortization expense. The coas®éts financed under the capital lease was $1i8i@nnat December 31, 2003 and 2004.
The related amortization expense was $4.1 milnQ million and $4.3 million during 2002, 2003 a2@D4 and accumulated amortization
was $9.8 million and $14.0 million at December 3003 and 2004. The equipment leases have paymerd t& 36 months.

Operating Leases

During 2003, the Company entered into a nine yeblesise agreement for its headquarters in Mountiaw, California. According to
the terms of the sublease, the Company will begiking payments in April 2005 and payments will #&se at 3% per annum thereafter. The
Company recognizes rent expense under this arragmgesn a straight line basis. The lease termir@ateBecember 31, 2012, however, the
Company may exercise two five year renewal optatrits discretion. The Company has an option tclpase the property for approximately
$172.4 million, which is exercisable in 2006. Imoection with the lease, the Company has a lefteredlit which requires it to maintain $9.0
million of cash and investment securities as cetkdt This required collateral effectively expiri@dApril 2004. As a result, it is classified as
other current assets, which is included in “prepaicenue share, expenses and other assets” ondbmpanying consolidated balance sheets.
At December 31, 2003 and December 31, 2004, thep@oynwas in compliance with its financial covenamsder the lease.

In addition, the Company has entered into varicuscancelable operating lease agreements for getdts offices and data centers
throughout the U.S. and for international subsid&with original lease periods expiring betweef®28nd 2016. The Company is committed
to pay a portion of the buildingsperating expenses as determined under the agreer@entain of these arrangements have free otatiscs
rent payment provisions. The Company recognizesexgrense under such arrangements on a straighvdisis. Rent expense was $3.7
million, $9.8 million and $27.1 million in 2002, @8, and 2004.

At December 31, 2004, future payments under calgiéales and minimum payments under non-cancelaklating leases with a
remaining term greater than one-year are as follmwes each of the next five years and thereaftethousands):

Capital Operating
Leases Leases
2005 $1,991 $ 21,30¢
2006 — 27,33«
2007 — 29,61:
2008 — 29,65¢
2009 — 28,917
Thereafte — 98,97¢
Total minimum payments requirt 1,991 $235,79¢
Less amounts representing intel 89
Minimum future payments of princip 1,90z
Current portior 1,90z
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The above minimum payments at December 31, 200drur@h-cancelable operating lease commitmentstandtiove rent expense
amounts do not include amounts related to certamaancelable service contracts for our data cenfdre non-cancelable commitments
under these service contracts at December 31, 2@0hcluded below under purchase obligations.

AdSense Agreements

In connection with AdSense revenue share agreentbet€ompany is periodically required to make waneelable guaranteed
minimum revenue share payments to a small numbigs &foogle Network members over the term of ttspeetive contracts. Under some of
the Company'’s contracts, these guaranteed payroantgary based on the Google Network members dolgiglefined performance terms,
such as number of advertisements displayed orlseaieries. In some cases, certain guaranteed aswilhbe adjusted downward if the
Google Network members do not meet their perforrmaamms and, in some cases, these amounts witljbstad upward if they exceed their
performance terms. In all of these AdSense agreemiéa Google Network member were unable to perfander the contract, such as being
unable to provide search queries, as defined uhdgierms of that agreement, then the Company wuatithe obligated to make any non-
cancelable guaranteed minimum revenue share pagrtetitat member.

Purchase Obligations

Additionally, the Company had $70.5 million of ottron-cancelable contractual obligations and $8@lfon of open purchase orders
for which it had not received the related servimegoods at December 31, 2004. The Company haggfieto cancel these open purchase
orders upon 10 days notice prior to the date d¥del. The majority of these purchase obligatioresralated to data center operations. These
non-cancelable contractual obligations and openhasge orders amounts do not include payments theo@wy may be obligated to make
based upon vendors achieving certain milestones.

Letters of Credit

At December 31, 2004 and associated with seveasaelfacilities, the Company has unused lettecseafit for $14.4 million and relat:
compensating cash balances of $11.1 million asided in “prepaid revenue share, expenses and aslets” in the accompanying
consolidated balance sheets. At December 31, 2004;ompany was in compliance with its financial@mants under the letters of credit.

Indemnifications

While the Company has various guarantees includedmtracts in the normal course of business, pifyna the form of indemnities,
these guarantees do not represent significant comants or contingent liabilities of the indebtednegothers. Accordingly, the Company
has not recorded a liability related to indemniifica provisions.

Rescission Offer

Certain shares issued and options granted pritretinitial public offering under the Company’s 89Stock Plan, 2003 Stock Plan,
2003 Stock Plan (No. 2) and 2003 Stock Plan (Na&y) not have been exempt from registration orification under federal securities laws
and the securities laws of certain states. Asattehe Company made a rescission offer to thddrsl of these shares and options in
November 2004. The offer expired in December 20@%holders of these shares and options accepteddimpan’s offer. If this rescission
offer had been accepted, the Company could have fleegiired to make aggregate payments to the
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holders of these shares and options of up to appedgly $28.3 million. Federal securities laws ax provide that a rescission offer will
terminate a purchaser’s right to rescind a saktadk that was not registered as required. Althaumbfferees accepted the rescission offer,
the Company may continue to be liable for this amaunder federal and state securities laws. Howemanagement believes there is only a
remote possibility that the Company would be lialoheler any future claims for damages made by thaeh® of these shares and options. .
result, management does not believe that any daghsswould have a material effect on the Compangssilts of operations, cash flows or
financial position. See Note 14.

Magazine Article

Information about the Company has been publisheghiarticle appearing in the September 2004 isttdagboy Magazine and entitl
“Playboy Interview: Google Guys.” This article indes quotations from Larry and Sergey, and has tm®imted by a number of news media
outlets. The Company does not believe that itslimroent in the Playboy Magazine article constit@esolation of Section 5 of the
Securities Act of 1933. However, if the Companyrgdlvement were held by a court to be in violatidrthe Securities Act of 1933, the
Company could be required to repurchase the slatdso purchasers in its initial public offeringthe original purchase price, plus statutory
interest from the date of purchase, for a periodre year following the date of the violation. Thempany would contest vigorously any
claim that a violation of the Securities Act ocagr Management believes there is only a remotdlpligsthat the ultimate outcome with
respect to any such claim that might be made wmaterially adversely affect the operating resditsncial position or liquidity of the
Company. See Note 14.

Other Legal Matters

Certain companies have filed trademark infringenaemnt related claims against us over the displadsfin response to user queries
include trademark terms. The outcomes of theseursveave differed from jurisdiction to jurisdictioCourts in France have held the
Company liable for allowing advertisers to selemtain trademarked terms as keywords. The Comaagpealing those decisions. The
Company is also subject to two lawsuits in Germamgimilar matters where the courts held that theg@any is not liable for the actions of
its advertisers prior to notification of trademaidhts. The Company is litigating or recently hitighted similar issues in other cases in the
U.S., France, Germany and Italy. Adverse resulteése lawsuits may result in, or even compel,amngh in this practice which could resul
a loss of revenues, which could harm the Compamnysiness.

From time to time, the Company may also becomerty paother litigation and subject to claims ineid to the ordinary course of
business, including intellectual property claimsdddition to the trademark matters noted aboabpr and employment claims, breach of
contract claims, and other matters.

Although the results of litigation and claims canhe predicted with certainty, the Company beliethes the final outcome of the
matters discussed above will not have a materig¢sg effect on the Company’s business, resulbpefations or financial condition.
Regardless of the outcome, litigation can havedmeige impact on the Company because of defensg dosersion of management resou
and other factors.

Note 9. Redeemable Convertible Preferred Stock Warran

As a part of an AdSense agreement entered intogl@602, the Company issued to a Google Network lmeem fully vested warrant to
purchase 7,437,452 shares of convertible prefestaak. As a result of a redemption feature of tlagrant, its fair value was classified outs
of stockholders’ equity. During the year ended Deloer 31, 2004, the warrant was fully exercisedtdyolder through a cash payment of
$21.6 million.
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Note 10. Stockholders' Equity
Initial Public Offering

In August 2004, the Company received approximeg&lyt61.1 million in net proceeds from the closifiguo initial public offering of ite
Class A common stock.

Convertible Preferred Stock

Upon completion of the initial public offering, dashare of convertible preferred stock automatiaadinverted into one share of Clas
common stock.

Class A and Class B Common Stock

The Company’s Board of Directors has authorizeddl@sses of common stock, Class A and Class BCHmpany had authorized
6,000,000,000 and 3,000,000,000 shares and at eredth, 2004 there were 95,542,010 and 178,98%08f&s legally outstanding of Class
A and Class B common stock. The rights of the hsldé Class A and Class B common stock are iddngsaept with respect to voting. Ee
share of Class A common stock is entitled to orte per share. Each share of Class B common staskiited to ten votes per share. Shares
of Class B common stock may be converted at ang &trthe option of the stockholder and automagicahvert upon sale or transfer to C
A common stock.

At December 31, 2003 and December 31, 2004 there %i5,986,783 and 30,269,249 shares of Class Ats$s B common stock
reserved for future issuance, as presented irottming table:

December 31, December 31,
2003 2004
Outstanding convertible preferred stc 71,662,43 —
Outstanding options to purchase Class A and Classndnon stocl 17,363,12 18,000,27
Options to purchase, and shares of, Class A ares@®aommon stock available for grant and issu 5,440,15! 4,663,74
Warrants to purchase Class B common s 1,294,30: —
Warrants to purchase convertible preferred s 8,239,28 —
Unvested shares related to options granted andisgdrsubsequent to March 21, 2002 to purchase @las
and Class B common sto 11,987,48 7,605,22:
Total Class A and Class B common stock reservetutare issuanc 115,986,78 30,269,24
Stock Plans

The Company maintains the 1998 Stock Plan, the 810€k Plan, the 2003 Stock Plan, the 2003 Stoak 0. 2) and the 2003 Stock
Plan (No. 3), the 2004 Stock Plan and plans assthmedgh acquisitions which are collectively reéstito as the “Stock Plans.” Under the
Company’s Stock Plans, incentive and nonqualiftedksoptions or rights to purchase Class A andCBasommon stock may be granted to
eligible participants. Options must generally biegut to be at least 85% of the Class A or ClassiBrnon stock’s fair market value at the
date of grant (100% in the case of incentive stgmions). Options are generally granted for a tefrien years. Initial options granted under
the Stock Plans generally vest 25% after the yiestr of service and ratably each month over thengimg 36 month period contingent upon
employment with the Company on the date of vestli\@hal options granted under the Stock Plans griyevest 20% after the first year of
service and ratably each month over the remainghgndnth period contingent upon employment
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with the Company on the date of vest. Typicallytiams may be exercised prior to vesting. Salesarfksunder stock purchase rights are nr
pursuant to restricted stock purchase agreemengseTare 11,013,013 shares of Class A and Classnnon stock outstanding and subjec
repurchase related to the Stock Plans at Decenih@084. Of this total, 3,407,791 and 7,605,222eshare related to options granted thrc
and after March 21, 2002, in accordance with EITR28, respectively. The Company has also issuadates! stock units (“‘RSUs”) and
restricted shares under its Stock Plans. An RSUdaigaan agreement to issue shares of the Compatock at the time of vest. RSU awards
to date vest ratably each quarter over a 16 qupeténd contingent upon employment with the Compamyhe date of vest. Restricted shares
have been issued primarily in connection with besfacquisitions and typically vest contingent uihenattainment of certain performance
milestones and employment with the Company on #te df vest.

The following table summarizes the activity undex Company’s Stock Plans:

Options Outstanding

Weighted-

Average
Aszi?;glse Number of Exercise Price

for Grant Shares

Balance at December 31, 2C 8,477,52i 16,815,52 $ 0.2¢

Additional options authorize 14,400,00 — —
Options grante: (14,980,71) 14,980,71 $ 0.3C
Options exercise — (8,520,66)) $ 0.2¢
Options cancele 351,10( (351,100 $ 0.3C
Options repurchase 557,77 — $ 0.2t
Balance at December 31, 2C 8,805,68. 22,924,47 $ 0.2¢

Additional options authorize 16,034,88 — —
Options grante: (19,846,15) 19,846,15 $ 2.65
Options exercise — (13,145,07) $ 0.54
Options cancele 274,95! (274,95Y) $ 1.5C
Options repurchase 170,79: — $ 0.2¢
Balance at December 31, 2C 5,440,15! 29,350,60. $ 2.47

Additional options authorize 6,531,14. — —
Options grante: (4,775,05) 4,775,05! $ 85.9¢
Options exercise — (8,033,82) $ 1.67
Options cancele 1,75(C (486,34)) $ 4.3C

Options expire( (2,422,511 — —
Balance at December 31, 2C 4,775,48 25,605,50 $ 24.41

The number of options outstanding at December 323 2nd 2004 includes 11,987,482 and 7,605,22ptidrts granted and exercised
subsequent to March 21, 2002 that are unveste@edmber 31, 2003 and 2004, in accordance with BOTE3,Issues related to the
accounting for stock compensation under APB Opiflon25 and FASB Interpretation No. 4Also, the number of shares available for grant
does not include a total of 111,732 restrictedehand restricted stock units granted during tlae gaded December 31, 2004.
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The following table summarizes additional informeatregarding outstanding and exercisable optiofeatmber 31, 2004

Options Outstanding Options Exercisable
Unvested
Options
Granted and Weighted-
Exercised Average Weighted Weighted
Total Subsequent to Remaining Average Average
Number of March 21, Number of Life Exercise Number of Exercise
Range of Exercise Prices Shares 2002 Shares (Years) Price Shares Price
$0.01-$9.00 20,267,08. 7,194,21! 13,072,86 77 $ 23z 1280684 $ 231
$10.0(-%$19.79 1,104,17 298,88¢ 805,28t 9.C $ 10.9¢ 761,73. $ 10.8¢
$20.0(-%$28.27 789,62¢ 74,70( 714,92¢ 9.2 $ 215 655,00 $ 21.3(
$31.0-$39.57 385,46¢ 28,99: 356,47! 9.2 $ 34.21 343,55( $ 34.2(
$42.3-$42.39 46 — 46 9.1 $ 42.3¢ 46 $ 42.3¢
$50.0(-$50.00 137,75( 2,00( 135,75( 9.4 $ 50.0C 128,70 $ 50.0C
$60.0(-$65.00 272,37" 4,67% 267,70( 9.5 $ 61.8i 253,57 $ 61.97
$80.0(-$85.00 992,22( 1,75C 990,47( 9.€ $ 8231 923,79 $ 82.4¢
$117.8-$117.84 204,17( — 204,17( 9.7 $117.8¢ — —
$131.0¢-$137.08 140,86( — 140,86( 9.8 $135.6: — —
$140.4-%$140.90 302,60( — 302,60( 9.8 $140.6( — —
$164.0-$169.98 209,28: — 209,28 9.2 $168.8¢ 572 $164.0(
$172.5-$179.96 375,58! — 375,58! 9.¢ $176.9: — —
$185.9-$186.30 209,06! — 209,06! 9.¢ $186.1( — —
$191.6-$192.90 215,19( — 215,19( 9.9 $191.8¢ — —
$0.01-$192.90 25,605,50 7,605,22: 18,000,27 82 $ 2441 15,873,82 $ 10.2

Warrants to Purchase Class B Common and PrefertedkS

During 2004, all outstanding warrants to purchakes£B common and preferred stock were fully esextiby their holders through
total cash payments of $21.9 million and by cashfaeans. The Company ultimately issued 9,522,34&slof Class B common stock under
these transactions. These amounts include theisgata redeemable preferred stock warrant tohase 7,437,452 shares of preferred stock
through a cash payment of $21.6 million (see Nyt&\® warrants to purchase Class A or Class B comstock were outstanding at
December 31, 2004.

Note 11. 401(k) Plan

The Company has a 401(k) Savings Plan (the “4(Rig)") that qualifies as a deferred salary arrareggrander Section 401 (k) of the
Internal Revenue Code. Under the 401(k) Plan, @petiing employees may elect to contribute up t&60f their eligible compensation,
subject to certain limitations. The Company matamagloyee contributions up to $2,200. Employee @athpany contributions are fully
vested when contributed. The Company contributgniagimately $663,000, $1.7 million and $4.4 millidaring 2002, 2003 and 2004,
respectively.

Note 12. Income Taxes

Income before income taxes included income (lasshfforeign operations of approximately $500,00@, %) million and $(42.3)
million for 2002, 2003 and 2004.
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Google Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

The provision for income taxes consisted of thiofeing (in thousands):

Year Ended December 31,

2002 2003 2004
Current:
Federal $74,08: $187,68t $215,50:
State 19,68: 52,33¢ 68,00
Foreign 1,367 96& 1,581
Total 95,13: 240,98 285,08¢
Deferred:
Federal (8,509 712 (18,310
State (1,36¢) (6939) (15,667)
Foreign — — —
Total (9,872) 19 (33,979
Provision for income taxe $85,25¢ $241,00¢ $251,11!

The reconciliation of federal statutory income tate to the Company'’s effective income tax ra@si$ollows (in thousands):

Year Ended December 31,

2002 2003 2004
Expected provision at federal statutory rate, & $64,72( $121,32¢ $227,58.
State taxes, net of federal ben 11,90¢ 33,56¢ 34,02:
Stock based compensation expe 7,572 79,76¢ 97,56
Disqualifying dispositions of incentive stock opt& (36,22)
Deferred tax assets on r-qualified stock option (78,85%)
Foreign rate differentic — 3,24¢ 16,37(
In process research and developn — 4,06¢ 3,97(
Federal research credit utilizati (1,529 (2,437) (6,319
Other individually immaterial item 2,59( 1,46: (6,999
Provision for income taxe $85,25¢ $241,00¢ $251,11!
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Google Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Deferred Tax Assets

Deferred income taxes reflect the net effects wiperary differences between the carrying amountsséts and liabilities for financing
reporting purposes and the amounts used for in¢armpurposes. Significant components of the Comigaaigferred tax assets and liabilities
are as follows (in thousands):

As of December 31,

2003 2004
Deferred tax asset
Net operating loss carryforwar $ 48z $ 48
Deferred compensatic 5,661 68,24
State taxe 15,94’ 6,09(
Deferred revenu 77E 2,04¢
Accruals and reserves not currently deduci 4,68¢ 15,57
Tax credits 291 —
Other 28 —
Total deferred tax asse 27,86¢ 92,00(
Deferred tax liabilities
Depreciatior (15,779 (46,07¢)
Identified intangible: (8,227 (9,885
Other (272) (4,98¢)
Total deferred tax liabilitie (24,277) (60,947
Net deferred tax asse $ 3,69 $ 31,05

The American Jobs Creation Act of 2004 (the Aatgeated on October 22, 2004, provides for a tempd@a% dividends received
deduction on certain foreign earnings repatriatatihgd either 2004 or 2005. The Company did nottdlgis provision in 2004; therefore the
period during which the qualifying distributionsnche made is 2005. The deduction would result in@proximate 5.25% federal tax rate on
the repatriated earnings. To qualify for the deiugtthe earnings must be reinvested in the Uriitiedes pursuant to a domestic reinvestment
plan established by the Company’s chief executffieey and approved by the Company’s board of doesc Certain other criteria in the Act
must be satisfied as well.

No provision has been made for federal income tare$4.9 million of gross cumulative unremittedreags through December 31,
2004 of the Company'’s foreign subsidiaries sinee@ompany plans to indefinitely reinvest all suaiméngs. If these earnings were
distributed to the U.S. in the form of dividendsotherwise, then the Company would be subject & Whcome taxes (subject to an
adjustment for foreign tax credits) on such earsing

At December 31, 2004, the Company had state nettipg loss carryforwards of approximately $837,000

Note 13. Information about Geographic Areas

The Company'’s chief operating decision-makers, €leief executive officer and his direct reporesyiew financial information
presented on a consolidated basis, accompanietshggtegated information about revenues by geograipbion for purposes of allocating
resources and evaluating financial performancer&’hee no segment managers who are held accoufdallperations, operating results and
plans for levels or components below the consadidiainit level. Accordingly, the Company considésslf to be in a single reporting segm
and operating unit structure.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Revenues by geography are based on the billingeadaif the advertiser. The following table setthfoevenues and lonigred assets b
geographic area (in thousands):

Year Ended December 31,

2002 2003 2004

Revenues
United State: $341,57( $1,038,400 $2,119,04:
International 97,93¢ 427,52" 1,070,18!
Total revenue $439,50¢ $1,465,93. $3,189,22:

As of December 31,

2002 2003 2004

Long-lived assets
United State: $ 55,00¢ $ 267,34t $ 552,85
International 87 43,87¢ 67,02¢
Total lon¢-lived asset: $ 55,09¢ $ 311,22 $ 619,88t

Note 14. Subsequent Event:
Rescission Offer

In January 2005, without admitting or denying tlee@ities and Exchange Commission’s (SEC) findithgs it violated federal
securities laws related to the issuance of cedlaémes and options prior to the initial public dfig under the Company’s 1998 Stock Plan,
2003 Stock Plan, 2003 Stock Plan (No. 2) and 2a68k3Plan (No. 3), the Company and its General Geliconsented to an order from the
SEC that it cease and desist from violating or icausgiolations of federal securities laws. This sent resolves all of the SEC’s concerns
arising from its inquiry into this matter. In addi, in January 2005, without admitting or denythgt it violated California state securities
laws related to the issuance of certain share®ptidns under the foregoing stock plans, the Compgansented to an order from the
California Corporations Commissioner (Californian@uissioner) that it desist and refrain from thetfar offer or sale in the State of
California of securities, unless and until quaéifion has been made under the law, or unless thgp@&uay is otherwise exempt from
qualification. This consent resolves all of theifdahia Commissioner’s concerns arising from itquiry into this matter. See Note 8.

Magazine Article

In January 2005, the Securities and Exchange Cosiomisonfirmed that it would not proceed with amyoecement action against the
Company with respect to any possible violation efttn 5 of the Securities Act of 1933 in relattorthe Company’s involvement in an
article appearing in the September 2004 issueayftlely Magazine and entitled “Playboy Interview: Gl@oGuys.” See Note 8.
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ITEM9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

Not applicable.

ITEM 9A. CONTROLS AND PROCEDURES
(a) Evaluation of disclosure controls and procedure

Our management, with the participation of our cleleécutive officer and chief financial officer, évated the effectiveness of our
disclosure controls and procedures pursuant to R2del5 under the Securities Exchange Act of 1334f she end of the period covered by
this Annual Report on Form 10-K. The evaluationuded certain internal control areas in which weehmade and are continuing to make
changes to improve and enhance controls. In degjgmd evaluating the disclosure controls and phaees, management recognized that
controls and procedures, no matter how well desigmal operated, can provide only reasonable assurachieving the desired control
objectives. In addition, the design of disclosuratools and procedures must reflect the fact thextet are resource constraints and that
management is required to apply its judgment iduatang the benefits of possible controls and pdoces relative to their costs.

Based on that evaluation, our chief executive effand chief financial officer concluded that oigctbsure controls and procedures are
effective to provide reasonable assurance thatrirddon we are required to disclose in reports Wafile or submit under the Exchange Act
is recorded, processed, summarized and reportééhviiite time periods specified in Securities andHaxnge Commission rules and forms,
and that such information is accumulated and conicated to our management, including our chief ekeewfficer and chief financial
officer, as appropriate, to allow timely decisioagarding required disclosure.

(b) Changes in internal control over financial repog.

There were no changes in our internal control éwancial reporting that occurred during the periadered by this Annual Report on
Form 10-K that have materially affected, or aresogebly likely to materially affect, our internardrol over financial reporting.

Since 2003 we have invested significant resou@esprehensively document and analyze our sysféntesnal control over financi
reporting. We have identified areas requiring inveroent, and we are in the process of designingrexdtbprocesses and controls to address
issues identified through this review. Areas of ioyement include streamlining and standardizingdmmestic and international billing and
other processes, further limiting internal accessetrtain data systems and continuing to improwedination and communication across
business functions. We plan to continue this itiiteas well as prepare for our first managemembteon internal control over financial
reporting, as required by Section 404 of the Sagbddxley Act of 2002 for the annual period endirec@mber 31, 2005, which may result in
changes to our internal control over financial répg.

ITEM 9B. OTHER INFORMATION
Not applicable.
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PART 1lI

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information required by this item concerning dinectors, compliance with Section 16 of the Si&s and Exchange Act of 1934
and our code of ethics that applies to our prirlagxacutive officer, principal financial officer dprincipal accounting officer is incorporated
by reference to the information set forth in thetems entitled “Election of Directors,” “Sectiob(g) Beneficial Ownership Reporting
Compliance” and “Election of Directors—Corporatev@mance Matters—Code of Conduct” in our Proxy &tant for our 2005 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission not later than 126 dégr the fiscal year ended Decernr
31, 2004.

The information required by this item concerning executive officers is set forth in Part I, Iltem-I'Business” of this Annual Report
on Form 10-K.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item is incorp@aby reference to the information set forth ingketions entitled “Election of
Directors—Director Compensation” and “Executive Gmmsation” in the Proxy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The information required by this item is incorp@aby reference to the information set forth ingbetions entitled “Security
Ownership of Certain Beneficial Owners and Managairend “Equity Compensation Plan Information” ivetProxy Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this item is incorp@by reference to the information set forth ingketion entitled “Certain
Transactions” in the Proxy Statement.

ITEM 14.  PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this item is incorp@aby reference to the information set forth ingbetion entitled “Ratification of
Appointment of Independent Registered Public ActimgnFirm—Accounting Fees” in the Proxy Statement.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(@)

1. Consolidated Financial Statements

The following documents are filed as part of thisial Report on Form 10-K:

Report of Ernst & Young LLP, Independent Registdreittlic Accounting Firn

Financial Statemen
Consolidated Balance She:

Consolidated Statements of Inco
Consolidated Statements of Redeemable Convertieleffed Stock Warrant and Stockhol¢ Equity
Consolidated Statements of Cash Flt

Notes to Consolidated Financial Stateme

2. Financial Statement Schedules

The following financial statement schedule is filgipart of this Annual Report on Form 10-K:
Schedule II: Valuation and Qualifying Accounts

66

67
68
69
72
73

All other schedules have been omitted as they atreaguired, not applicable, or the required infation is otherwise included.

Allowance for Doubtful Accounts and Sales Credits

Schedule II: Valuation and Qualifying Accounts

Balance at
Beginning of

Year

Year ended December 31, 2C
Year ended December 31, 2C
Year ended December 31, 2C

Write-
Charged tc Offs
Net of
Expepses/ Recoverie:
Against
Revenue

$ 1,56(
$ 2,297
$ 4,67C

(In thousands)
$ 7,02¢ $ (6,287)
$ 6,10¢ $ (3,739
$ 5,381 $ (6,095)

Balance at
End of Year

$ 2,297
$ 4,67C
$ 3,96

Note: Additions to the allowance for doubtful accounts eharged to expense. Additions to the allowancsdtes credits are charged

against revenue
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3. Exhibits.
Incorporated by reference herein
Exhibit
Number Description Form Date
3.01 Third Amended and Restated Certificate of Incorporaof Registration Statement on Form S-I, as amended (ol 333- August 9, 2004
Registrant as filed August 24, 2004 114984)
3.02 Amended and Restated Bylaws of Registrant, effeadis of August Registration Statement on Form S-I, as amended (il 333- August 9, 2004
24,2004 114984)
4.01 Investor Rights Agreement dated May 31, 2002 Registration Statement on Form S-I, as amended [l 333- April 29, 2004
114984)
4.01.1 Amendment to Investor Rights Agreement dated Audids2004 Registration Statement on Form S-|, as amended (ol 333- August 18, 2004
114984)
4.02 Specimen Class A Common Stock certificate Registration Statement on Form S-I, as amended (ol 333- August 18, 2004
114984)
4.03 Specimen Class B Common Stock certificate Registration Statement on Form S-I, as amended [l 333- August 18, 2004
114984)
10.01 Form of Indemnification Agreement entered into bedw Registrant, Registration Statement on Form S-I, as amended (¥l 333- July 12, 2004
its affiliates and its directors and officers 114984)
10.02 v 1998 Stock Plan, as amended, and form of stockoptjreement Registration Statement on Form S-I, as amended (ol 333- April 29, 2004
114984)
10.03 1999 Stock Option/Stock Issuance Plan, as amerahelddform of Registration Statement on Form S-I, as amended [l 333- April 29, 2004
stock option agreement 114984)
10.04 v 2000 Stock Plan, as amended, and form of stockopatjreement Registration Statement on Form S-I, as amended [l 333- April 29, 2004
114984)
10.05 2003 Stock Plan, as amended, and form of stockogiijreement Registration Statement on Form S-I, as amended (ol 333- April 29, 2004
114984)
10.06 2003 Stock Plan (No. 2) and form of stock optioreagnent Registration Statement on Form S-I, as amended [l 333- April 29, 2004
114984)
10.07 2003 Stock Plan (No. 3) and form of stock optioreagnent Registration Statement on Form S-I, as amended [l 333- April 29, 2004
114984)
10.08 v 2004 Stock Plan Registration Statement on Form S-I, as amended (ol 333- April 29, 2004
114984)
10.08.1 v 2004 Stock Plan — Stock Option Agreement
*
10.08.2 v 2004 Stock Plan — Restricted Stock Unit Agreement
*
10.09 Google Technology Sublease Agreement dated JB9@3 by and  Registration Statement on Form S-I, as amended (ol 333- April 29, 2004
between Silicon Graphics, Inc. and Registi 114984)
10.09.1 Amendment No. 1 to Sublease dated November 18, BpG®d Registration Statement on Form S-I, as amended (ol 333- April 29, 2004
between Silicon Graphics, Inc. and Registrant 114984)
10.09.2 Amendment No. 2 to Sublease dated December 17, 20@8d Registration Statement on Form S-l, as amended (ol 333- April 29, 2004
between Silicon Graphics, Inc. and Registi 114984)
10.09.3 Landlord-Subtenant Agreement dated July 9, 2008rizyamong Registration Statement on Form S-I, as amended [l 333- April 29, 2004
WXIII/Amphitheatre Realty, L.L.C., Silicon Graphickc. and 114984)
Registran
10.09.4 Second Amendment to Commercial Lease dated JA@@®3 by and Registration Statement on Form S-I, as amended il 333- April 29, 2004

among WXIIl/Amphitheatre Realty, L.L.C., Silicon &phics, Inc.
and Registrar

114984)
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Incorporated by reference herein

Exhibit

Number Description Form Date

10.09.5 Amendment to Commercial Lease dated April 19, 200And among Registration Statement on Form S-I, as amended (il 333- April 29, 2004
the Goldman Sachs Group, Inc., Silicon Graphics, &md Silicon 114984)
Graphics Real Estate, Ir

10.09.6 Lease between the Goldman Sachs Group, Inc. amdisiGraphics, Registration Statement on Form S-I, as amended ol 333- April 29, 2004
Inc. dated December 29, 2000 114984)

10.09.7 Nondisturbance and Attornment Agreement betweensiagt anc Registration Statement on Form S-l, as amended [l 333- April 29, 2004
WXIII/Amphitheatre Realty, L.L.C. 114984)

10.10 t Amended and Restated License Agreement dated Gct8h2003 by Registration Statement on Form S-I, as amended (ol 333- August 16, 2004
and between The Board of Trustees of the Lelandf&@tz Junior 114984)
University and Registrar

10.10.1 License Agreement dated July 2, 2001 by and betWwéerBoard of ~ Registration Statement on Form S-I, as amended (ol 333- August 18, 2004
Trustees of the Leland Stanford Junior University &egistrant 114984)

10.11 v Employment Agreement dated March 14, 2001 by armdd®En Eric Registration Statement on Form S-l, as amended [l 333- August 9, 2004
Schmidt and Registrant 114984)

10.12 2003 Equity Incentive Plan and form of stock optigreement Registration Statement on Form S-l, as amended (ol 333- July 26, 2004

114984)

10.13 Lifescape Solutions, Inc. 2001 Stock Plan and fofretock option Registration Statement on Form S-8 (File No. 3332BR) September 24, 2004
agreement

10.14 Picasa, Inc. Employee Bonus P Registration Statement on Forr-8 (File No. 33-119378) September 29, 20(

10.15 Keyhole, Inc. 2000 Equity Incentive Plan and forhsmck option Registration Statement on Form S-8 (File No. 33G6EB) October 29, 2004
agreement

10.16 v 2005 Senior Executive Bonus Plan Current Report on Form 8-K February 18, 2005

21.01 * List of subsidiaries of Registrant

23.01 * Consent of Ernst & Young LLP, Independent Registd?ablic
Accounting Firm

24.01 * Power of Attorney (incorporated by reference todtymature page of
this Annual Report on Form -K)

31.01 * Certification of Chief Executive Officer pursuantExchange Act
Rules 13a-14(a) and 15d-14(a), as adopted purso&gction 302 of
the Sarban«-Oxley Act of 2002

31.02 *  Certification of Chief Financial Officer pursuamt Exchange Act Rule
13a-14(a) and 15d-14(a), as adopted pursuant tin8e302 of the
Sarbane-Oxley Act of 2002

32.01 t Certifications of Chief Executive Officer and Chighancial Officer
pursuant to 18 U.S.C. Section 1350, as adoptedigntgo Section 906
of the Sarban-Oxley Act of 200z

v Indicates management compensatory plan, contratrangement.
T Confidential treatment has been granted for postioithis exhibit.
* Filed herewith.

¥ Furnished herewitt
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the Regyidthas duly caused this Annual
Report on Form 10-K to be signed on its behalfi®yundersigned, thereunto duly authorized, on Mat;2005.

GOOGLE INC.

By: /sl ERICE. ScHMIDT

Eric E. Schmidt
Chairman of the Executive Committee and
Chief Executive Officer

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each persornoa signature appears below constitutes and aggéiitt E. Schmidt
and George Reyes, jointly and severally, his ordtrney-in-fact, with the power of substitutidor him or her in any and all capacities, to
sign any amendments to this Annual Report on Fdi+K And to file the same, with exhibits thereto atitder documents in connection
therewith, with the Securities and Exchange Comimnis$ereby ratifying and confirming all that eaaftsaid attorneys-in-fact, or his or her
substitute or substitutes, may do or cause to he 89 virtue hereof.

Pursuant to the requirements of the Securities &xgl Act of 1934, this Annual Report on Form 10ds been signed below by the
following persons on behalf of the Registrant amthe capacities and on the dates indicated.

Signature Title Date
/sl ERICE. ScHmIDT Chairman of the Executive Committee and Chief March 30, 2005
Executive Officer(Principal Executive
Eric E. Schmidt Ofﬁcer)
/s/  GEORGER EYES Chief Financial OfficefPrincipal Financial and March 30, 2005

Accounting Officer)
George Reyes

s/  SERGEYBRIN President of Technology, Assistant Secretary and March 30, 2005
Director
Sergey Brin
/sl LARRY P AGE President of Products, Assistant Secretary and March 30, 2005
Director
Larry Page
/sl L. JOHND OERR Director March 30, 2005
L. John Doerr
/sl MICHAEL M ORITZ Director March 30, 2005

Michael Moritz

/s/ K. RAM SHRIRAM Director March 30, 2005

K. Ram Shriram
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Signature

/s/  JoHNL. H ENNESSY

John L. Hennessy

/s/  ARTHURD. L EVINSON

Arthur D. Levinson

/s/ PauL S. OTELLINI

Paul S. Otellini

Director

Director

Director
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Date

March 30, 2005

March 30, 2005

March 30, 2005
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Incorporated by reference herein

Exhibit
Number Description Form Date
3.01 Third Amended and Restated Certificate of Incorporeof Registrant Registration Statement on Form S-I, as amended (il 333-114984) August 9, 2004
as filed August 24, 2004
3.02 Amended and Restated Bylaws of Registrant, effeds of August 2 Registration Statement on Form S-I, as amended (il 333-114984) August 9, 2004
2004
4.01 Investor Rights Agreement dated May28D2 Registration Statement on Form S-I, asnaiex (File No. 333-114984)  April 29, 2004
4.01.1 Amendment to Investor Rights Agreement dated Augds2004 Registration Statement on Forr-l, as amended (File No. 3-114984) August 18, 200«
4.02 Specimen Class A Common Stock ceatiic Registration Statement on Form S-l, as ante(félle No. 333-114984)  August 18, 2004
4.03 Specimen Class B Common Stock ceatific Registration Statement on Form S-I, as ante(félee No. 333-114984)  August 18, 2004
10.01 Form of Indemnification Agreement entered into bedw Registrant, i Registration Statement on Form S-I, as amended (il 333-114984) July 12, 2004
affiliates and its directors and office
10.02 v 1998 Stock Plan, as amended, and form of stocloptijreement Registration Statement on Form S-l, as amended [l 333-114984) April 29, 2004
10.03 1999 Stock Option/Stock Issuance Plan, as ameradhedform of stock Registration Statement on Form S-I, as amended il 333-114984) April 29, 2004
option agreement
10.04 v 2000 Stock Plan, as amended, and form of stockopiijreement Registration Statement on Form S-l, as amended (ol 333-114984) April 29, 2004
10.05 2003 Stock Plan, as amended, and form of stoclowogireemer Registration Statement on Forr-l, as amended (File No. 3-114984) April 29, 2004
10.06 2003 Stock Plan (No. 2) and form otktoption agreement Registration Statement omF®i, as amended (File No. 333-114984)  April 2804
10.07 2003 Stock Plan (No. 3) and form otktoption agreement Registration Statement omF®4, as amended (File No. 333-114984)  April 2804
10.08 v 2004 Stock Plan Registration Statement on Form S-l, as amended (ol 333-114984) April 29, 2004
10.08.1 v 2004 Stock Plan — Stock Option Agreement
10.08.2 v 2004 Stock Plan — Restricted Stock Unit Agreement
*
10.09 Google Technology Sublease Agreement dated JW9@®3 by and Registration Statement on Form S-l, as amended (fol. 333-114984) April 29, 2004
between Silicon Graphics, Inc. and Registrant
10.09.1 Amendment No. 1 to Sublease dated November 18, BQG&d Registration Statement on Form S-l, as amended (fl. 333-114984) April 29, 2004
between Silicon Graphics, Inc. and Registrant
10.09.2 Amendment No. 2 to Sublease dated December 17, 2p@8d Registration Statement on Form S-l, as amended [l 333-114984) April 29, 2004
between Silicon Graphics, Inc. and Registi
10.09.3 Landlord-Subtenant Agreement dated July 9, 2008rityamong Registration Statement on Form S-l, as amended (ol 333-114984) April 29, 2004
WXIII/Amphitheatre Realty, L.L.C., Silicon Graphickic. and
Registran’
10.09.4 Second Amendment to Commercial Lease dated J@9@®3 by and Registration Statement on Form S-l, as amended [l 333-114984) April 29, 2004
among WXIII/Amphitheatre Realty, L.L.C., Silicon &hics, Inc. and
Registrant
10.09.5 Amendment to Commercial Lease dated April 19, 200and among Registration Statement on Form S-I, as amended [¥al 333-114984) April 29, 2004
the Goldman Sachs Group, Inc., Silicon Graphics, &#md Silicon
Graphics Real Estate, Inc.
10.09.6 Lease between the Goldman Sachs Group, Inc. aidSiGraphics,  Registration Statement on Form S-I, as amended il 333-114984) April 29, 2004
Inc. dated December 29, 2000
10.09.7 Nondisturbance and Attornment Agreement betweensieagt anc Registration Statement on Form S-l, as amended [l 333-114984) April 29, 2004

WXIII/Amphitheatre Realty, L.L.C
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Exhibit
Number

Description

Incorporated by reference herein

Form Date

10.10

10.10

10.11

10.12
10.13

10.14
10.15

10.16
21.01
23.01
24.01

31.01

31.02

32.01

t Amended and Restated License Agreement dated Qct8b&003 by
and between The Board of Trustees of the Lelandf&ta Junior
University and Registrar

1 License Agreement dated July 2, 2001 by and betWwéenBoard of

Trustees of the Leland Stanford Junior University &egistrant
v Employment Agreement dated March 14, 2001 by amaéden Eric
Schmidt and Registrant
2003 Equity Incentive Plan and fornstafck option agreement
Lifescape Solutions, Inc. 2001 Stock Plan and fofretock option
agreemen
Picasa, Inc. Employee Bonus Plan
Keyhole, Inc. 2000 Equity Incentive Plan and forhsmck option
agreemen
v 2005 Senior Executive Bonus Plan
*  List of subsidiaries of Registrant
* Consent of Ernst & Young LLP, Independent Registé?ablic
Accounting Firm

* Power of Attorney (incorporated by reference tostgmature page of tr

Annual Report on Form 10-K)

* Certification of Chief Executive Officer pursuantExchange Act Rules

13a-14(a) and 15d-14(a), as adopted pursuant o802 of the
Sarbanes-Oxley Act of 2003

* Certification of Chief Financial Officer pursuawt Exchange Act Rules

13a-14(a) and 15d-14(a), as adopted pursuant o802 of the
Sarbanes-Oxley Act of 2003
T Certifications of Chief Executive Officer and Chiehancial Officer

pursuant to 18 U.S.C. Section 1350, as adoptedigntgo Section 906

of the Sarbanes-Oxley Act of 2003

v Indicates management compensatory plan, contratrangement.

T Confidential treatment has been granted for postioithis exhibit
* Filed herewith.
1 Furnished herewith.

Registration Statement on Form S-l, as amended (ol 333-114984) August 16, 2004

Registration Statement on Form S-l, as amended (ol 333-114984) August 18, 2004

Registration Statement on Form S-l, as amended (ol 333-114984) August 9, 2004

Registration Statemeri#aym S-I, as amended (File No. 333-114984)
Registration Statement on Form S-8 (File No. 3332BR)

J6ly2P04
September 24, 2004

$region Statement on Form S-8 (File No. 333-119378
Registration Statement on Form S-8 (File No. 33G0EB)

September 29, 2004
October 29, 2004

Current Report on Form 8-K February 18, 2005

Exhibit 10.08.01

US Stock Option Agreemen

GOOGLE INC.

2004 STOCK PLAN

STOCK OPTION AGREEMENT

Unless otherwise defined herein, the terms defindde 2004 Stock Plan shall have the same defimeghings in this Stock Option
Agreement.

NOTICE OF STOCK OPTION GRANT

[Optionee’s Name and Address]

You have been granted an option to purchase Con8tark of the Company, subject to the terms anditiond of the Plan and this
Option Agreement, as follows:

Grant Number

Date of Grant

Vesting Commencement Date

Exercise Price per Share $

Total Number of Shares Granted




Total Exercise Price $

Type of Option; Incentive Stock Optio
Nonstatutory Stock Optio

Term/Expiration Date:

Vesting Schedule:

This Option shall be exercisable, in whole or intpia accordance with the following schedule:

25% of the Shares subject to the Option shall tvesitve months after the Vesting Commencement [aitd,1/48" of the Shares subject
to the Option shall vest each month thereafterjestito the Optionee continuing to be a Servicevigiey on such dates.
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Termination Period:

This Option may be exercised for three months @jigtionee ceases to be a Service Provider. Upodeéth or Disability of the
Optionee, this Option may be exercised for twehanths after Optionee ceases to be a Service Prowideo event shall this Option be
exercised later than the Term/Expiration Date asiged above.

. AGREEMENT
A. Grant of Optior.

The Plan Administrator of the Company hereby grémthie Optionee named in the Notice of Grant httdcas Part | of this
Agreement (the “Optionee”) an option (the “Optiotd)purchase the number of Shares, as set fortieiiNotice of Grant, at the exercise pi
per share set forth in the Notice of Grant (theéi€ise Price”)subject to the terms and conditions of the Plariclis incorporated herein t
reference. Subject to Section 18(c) of the Plathénevent of a conflict between the terms and itimmd of the Plan and the terms and
conditions of this Option Agreement, the terms aodditions of the Plan shall prevail.

If designated in the Notice of Grant as an Incenock Option (“ISO”), this Option is intendedduoalify as an Incentive Stock
Option under Section 422 of the Code. Howevehig Option is intended to be an Incentive Stocki@ptto the extent that it exceeds the
$100,000 rule of Code Section 422(d) it shall leatied as a Nonstatutory Stock Option (“NSQO”).

B. Exercise of Optiot.

(a) Right to ExerciseThis Option is exercisable during its term in@cance with the Vesting Schedule set out in theddof
Grant and the applicable provisions of the PlantaisdOption Agreement.

(b) Method of ExerciseThis Option is exercisable by delivery of an notice (the “Exercise Notice”), which shalitstthe
election to exercise the Option, the number of &har respect of which the Option is being exertigke “Exercised Shares’and such othe
representations and agreements as may be reqyitbe iCompany pursuant to the provisions of the Plaie Exercise Notice shall be
completed by the Optionee and delivered to thekSéatministration Team of the Company. The Exerdisgice shall be accompanied by
payment of the aggregate Exercise Price as toxalldised Shares. This Option shall be deemed &xeecised upon receipt by the Company
of such fully executed Exercise Notice accompabigduch aggregate Exercise Price.

No Shares shall be issued pursuant to the exestibis Option unless such issuance and exercisplies with Applicable
Laws. Assuming such compliance, for income tax pseg the Exercised Shares shall be consideredematsto the Optionee on the date
Option is exercised with respect to such ExercSeares.

Method of Payment

Payment of the aggregate Exercise Price shall lnipyof the following, or a combination thereoftla election of the Optionee:
2. cash; or
3. check; or

4. consideration received by the Company underradbcashless exercise program implemented by ¢mep@ny in
connection with the Plan; or

5. to the extent permitted by the Administratolj\ay of a properly executed exercise notice tbhgewith such other
documentation as the Administrator and the brakepplicable, shall require to effect an exeram$¢he Option and delivery to the Company
of the sale proceeds required to pay the Exeraise.P



C. Non-Transferability of Optior.

This Option may not be transferred in any mannkeetise than by will or by the laws of descent istribution and may be
exercised during the lifetime of Optionee only bg Optionee. The terms of the Plan and this Optigreement shall be binding upon the
executors, administrators, heirs, successors aighasof the Optionee.

D. Term of Optior.

This Option may be exercised only within the teehaut in the Notice of Grant, and may be exercahaihg such term only in
accordance with the Plan and the terms of thisdDptigreement.

E. Tax Obligations.

(a) Withholding Taxes. Optionee agrees to make@pjate arrangements with the Company (or the RPare8ubsidiary
employing or retaining Optionee) for the satisfactof all Federal, state, local and foreign incand employment tax withholding
requirements applicable to the Option exerciseiddpe acknowledges and agrees that the Companyefigse to honor the exercise and
refuse to deliver Shares if such withholding ameuwarte not delivered at the time of exercise.

(b) Notice of Disqualifying Disposition of ISO St If the Option granted to Optionee herein i$5D, and if Optionee sells or
otherwise disposes of any of the Shares acquiregstipat to the ISO on or before the later of (1)date two years after the Date of Grant, or
(2) the date one year after the date of exerdigeQOiptionee shall immediately notify the Companywviiting of such disposition. Optionee
agrees that Optionee may be subject to income tidhalding by the Company on the compensation incoetognized by the Optionee.

F. Entire Agreement; Governing La.

The Plan is incorporated herein by reference. Tae &nd this Option Agreement constitute the emtireeement of the parties
with respect to the subject matter hereof and saglerin their entirety all prior undertakings agdeaments of the Company and Optionee
with respect to the subject matter hereof, and nmype modified adversely to the Optionee’s inteegsept by means of a writing signed by
the Company and Optionee. This agreement is gosidamehe internal substantive laws, but not theicghof law rules, of California.

G. NO GUARANTEE OF CONTINUED SERVICI.

OPTIONEE ACKNOWLEDGES AND AGREES THAT THE VESTINGFEOSHARES PURSUANT TO THE VESTING
SCHEDULE HEREOF IS EARNED ONLY BY CONTINUING AS AERVICE PROVIDER AT THE WILL OF THE COMPANY (AND
NOT THROUGH THE ACT OF BEING HIRED, BEING GRANTEDMOPTION OR PURCHASING SHARES HEREUNDEF
OPTIONEE FURTHER ACKNOWLEDGES AND AGREES THAT THISGREEMENT, THE TRANSACTIONS CONTEMPLATED
HEREUNDER AND THE VESTING SCHEDULE SET FORTH HEREDNO NOT CONSTITUTE AN EXPRESS OR IMPLIED PROMISE
OF CONTINUED ENGAGEMENT AS A SERVICE PROVIDER FORJE VESTING PERIOD, FOR ANY PERIOD, OR AT ALL, AND
SHALL NOT INTERFERE WITH OPTIONEE'S RIGHT OR THE G@PANY’S RIGHT TO TERMINATE OPTIONEE’S
RELATIONSHIP AS A SERVICE PROVIDER AT ANY TIME, WIH OR WITHOUT CAUSE.

By your signature and the signature of the Compargpresentative below, you and the Company abedettis Option is granted unc
and governed by the terms and conditions of tha &fal this Option Agreement. Optionee has revietlved’lan and this Option Agreement
in their entirety, has had an opportunity to obthim advice of counsel prior to executing this @ptAgreement and fully understands all
provisions of the Plan and Option Agreement. O®hereby agrees to accept as binding, conclustvéirmal all decisions or interpretations
of the Administrator upon any questions relatinght® Plan and Option Agreement. Optionee furtheeesyto notify the Company upon any
change in the residence address indicated below.



OPTIONEE: GOOGLE INC.

Signature By
Print Name Title
Residence Addres
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GOOGLE INC.

2004 STOCK PLAN
RESTRICTED STOCK UNIT AGREEMENT

I. NOTICE OF GRANT
Unless otherwise defined herein, the terms defindlde 2004 Stock Plan will have the same defineamngs in this Notice of Grant.

Name: (“Participant™)

Address:

The Participant has been granted Restricted Stoits ' RSUs”). Each RSU represents the right to receive orer&lsubject to the
terms and conditions of the Plan and this Resti&®ck Unit Agreement (Agreement”), as follows:

Grant Number

Date of Grant

Vesting Commencement Da

Number of RSUs

Vesting Schedule:

[[ADD SCHEDULE], subject to the Participant conting to be a Service Provider through each vestatg.{l

. AGREEMENT

1. _Grant of the RSUSAs set forth in the Notice of Grant, the Compéag granted the Participant RSUs. However, uniegsiatil
the RSUs will have vested, the Participant will éao right to the payment of any Shares subjecétbePrior to actual payment of any
Shares, such RSUs will represent an unsecuredatibligof the Company, payable (if at all) only froéne general assets of the Company.

2. Vesting of RSUsSubject to Section 4, the Participant will vesttie RSUs in accordance with the vesting scheskiléorth in the
Notice of Grantprovided, thatjn the event Participant ceases to be a Servicad®ng the Participant’s right to vest in the RSl to
receive the Shares related thereto will terminffective as of the date that Participant ceasdxta Service Provider and the Participant will
have no further rights to such unvested RSUs ordla¢ed Shares.

3. _Issuance of Shareblo Shares shall be issued to the Participant prithe date on which the RSUs vest. After any R8&kt and
subject to the terms of this Agreement, the Com=nal promptly cause to be issued (either in beoky form or otherwise) to the
Participant or the Participant’s beneficiariestrascase may be, Shares with respect to such ve§ed. No fractional Shares shall be issued
under this Agreement.




4. Administrator Discretion; Leave of Absencehe Administrator, in its discretion, may accaterthe vesting of the balance, or si
lesser portion of the balance, of the RSUs at emg,tsubject to the terms of the Plan. If so agetdsl, such RSUs will be considered as
having vested as of the date specified by the Adstnator. [The Participant’s rights with respecthie RSU in the event of a leave of absence
or a change in the Participant’s regularly scheatlhieurs of employment (other than a change duertoination of employment) will be
affected in accordance with the Company’s applieahployment policies or the terms of any agreerbetween the Participant and the
Participant’s employer with respect thereto.]

5. Death of ParticipantAny distribution or delivery to be made to thetRdpant under this Agreement will, if the Parfiant is then
deceased, be made to the administrator or exegfitbe Participant’s estate. Any such administratoexecutor must furnish the Company
with (a) written notice of his or her status asisferee, and (b) evidence satisfactory to the Compaestablish the validity of the transfer
compliance with any laws or regulations pertainimgaid transfer.

6. Taxes.

(a) Generally The Participant is ultimately liable and respbtesfor all taxes owed in connection with the R$kgardless of any
action the Company or any of its Subsidiaries tatitls respect to any tax withholding obligationattarise in connection with the RSU.
Neither the Company nor any of its Subsidiaries @sakny representation or undertaking regardingréament of any tax withholding
connection with the grant or vesting of the RSUWhar subsequent sale of Shares issuable pursutime RSU. The Company and its
Subsidiaries do not commit and are under no olitigab structure the RSU to reduce or eliminateRbeticipant’s tax liability.

(b) Payment of Withholding TaxedNotwithstanding any contrary provision of thisrdgment, no Shares will be issued to the
Participant, unless and until satisfactory arrangetsi(as determined by the Administrator) will hleen made by the Participant with res
to the payment of any taxes which the Company deters must be withheld with respect to the RSU Atiministrator, in its sole
discretion and pursuant to such procedures asyitapecify from time to time, may satisfy such taitholding obligations, in whole or in
part, by withholding otherwise deliverable Sharasihg an aggregate Fair Market Value sufficienftiat not exceeding) the minimum
amount required to be withheld. In addition anthi® maximum extent permitted by law, the Comparg/tha right to retain without notice
from salary or other amounts payable to the Paditi, cash having a value sufficient to satisfy @xywithholding obligations that cannot be
satisfied by the withholding of otherwise delivdmBhares.

7. _Changes in Sharek the event that any dividend or other distriboiwhether in the form of cash, Shares, otheusges, or othe
property), recapitalization, stock split, revertzck split, reorganization, merger, consolidatigpljt-up, spin-off, combination, repurchase, or
exchange of Shares or other securities of the Comma other change in the corporate structurd@f@ompany affecting the Shares occurs
such that an adjustment is determined by the Adstmator (in its sole discretion) to be appropriaterder to prevent dilution or enlargement
of the benefits or potential benefits intendedemiade available under this Award, the Administratay, in such manner as it shall deem
equitable or appropriate in order to prevent timailition or enlargement of any such benefits oeptial benefits, make adjustments to this
Award, including adjustments in the number and tgp8hares Participant would have received upotingsf the RSUsprovided,
however, that the number of Shares into which the RSUs beagonverted shall always be a whole number.

8. _Rights as StockholdeNeither the Participant nor any person claiminder or through the Participant will have any & tights
or privileges of a stockholder of the Company ispeect of any Shares deliverable hereunder unlessamati certificates representing such
Shares (which may be in book entry form) will hdpezn issued and recorded on the records of the &woyyy its transfer agents or registr
and delivered to the Participant (including throedgctronic delivery to a brokerage account). Aflech issuance, recordation and delivery,
the Participant will have all the rights of a stbholder of the Company with respect to voting subhr8s and receipt of dividends and
distributions on such Shares.

9. No Effect on EmploymenfThe transactions contemplated hereunder andetting schedule set forth in the Notice of Granhdt
constitute an express or implied promise of comthemployment for any period of time.
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10. _Award is Not TransferabldExcept to the limited extent provided in Sectibabove, this Award of RSUs and the rights and
privileges conferred hereby will not be transferrassigned, pledged or hypothecated in any wahéyrarticipant (whether by operation of
law or otherwise) and will not be subject to salel@r execution, attachment or similar process| thdiParticipant has been issued the Sh
Upon any attempt by the Participant to transfesigas pledge, hypothecate or otherwise disposkisfAward, or any right or privilege
conferred hereby, or upon any attempted sale wteexecution, attachment or similar process,Aliard and the rights and privileges
conferred hereby immediately will become null amditv

11. _Entire AgreementThis Agreement, subject to the terms and condiitiof the Plan and the Notice of Grant, represthiet&ntire
agreement between the parties with respect to 8i¢sR

12. _Binding AgreementSubiject to the limitation on the transferabiliijthis Award contained herein, this Agreement wél binding
upon and inure to the benefit of the heirs, legatlmal representatives, successors and assigins parties hereto.

13. _Additional Conditions to Issuance of Cétifes for SharesThe Company shall not be required to issue anyficate or
certificates for Shares hereunder prior to fulféint of all the following conditions: (a) the adni@sof such Shares to listing on all stock
exchanges on which such class of stock is theedligb) the completion of any registration or othealification of such Shares under any
state or federal law or under the rulings or retjoites of the Securities and Exchange Commissiangrother governmental regulatory body,
which the Administrator shall, in its absolute détton, deem necessary or advisable; (c) the abtaiof any approval or other clearance from
any state or federal governmental agency, whiclAtimainistrator shall, in its absolute discretioetemine to be necessary or advisable; and
(d) the lapse of such reasonable period of timlewiohg the date of vesting of the RSUs as the Adstiiator may establish from time to time
for reasons of administrative convenience.

14. Plan GovernsThis Agreement is subject to all terms and priovis of the Plan. In the event of a conflict betweee or more
provisions of this Agreement and one or more piowis of the Plan, the provisions of the Plan wilgrn.

15. _Administrator Authority The Administrator will have the power to interptiege Plan and this Agreement and to adopt suas rul
for the administration, interpretation and applimatof the Plan as are consistent therewith andtéspret or revoke any such rules. All acti
taken and all interpretations and determinationdaray the Administrator in good faith will be finahd binding upon the Participant, the
Company and all other interested persons. No mewftitbe Administrator will be personally liable fany action, determination or
interpretation made in good faith with respecthe Plan or this Agreement.

16. Captions Captions provided herein are for convenience anly are not to serve as a basis for interpretati@onstruction of th
Agreement.

17. _Agreement Severablén the event that any provision in this Agreemeittbe held invalid or unenforceable, such prastiswill
be severable from, and such invalidity or unenfabiléy will not be construed to have any effect tre remaining provisions of this
Agreement.

18. Notice of Governing LawThis Agreement will be governed by the internddstantive laws, but not the choice of law rulehef
State of California.

19. Employee Data Privacy

(a) Participant hereby explicitly and unambiguouginsents to the collection, use and transfereict®nic or other form, of your
personal data as described in this document bZtmepany for the exclusive purpose of implementadministering and managing
Participant’s participation in the Plan.

(b) Participant understands that the Company hmddsin personal information, including, but natited to, name, home address
and telephone number, date of birth, social insegarumber or other identification number, salaationality, job title, any Shares or
directorships held in the Company, details of atitement to Shares
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awarded, canceled, exercised, vested, unvestagtgtanding in Participant’s favor, for the purpo$émplementing, administering and
managing the Plan Qata”).

(c) Participant understands that Data may be tearexf to any third parties assisting in the impletaton, administration and
management of the Plan, that these recipients mdgdated in Participant’s country or elsewherel tmrat the recipient’s country may have
different data privacy laws and protections tharti€pant’s country. Participant understands ttebhshe may request a list with the names
and addresses of any potential recipients of thta By contacting Participant’s local human resosirepresentative.

(d) Participant authorizes the recipients to rezgpossess, use, retain and transfer the Datiedtvanic or other form, for the
purposes of implementing, administering and margBiarticipant’s participation in the Plan, inclugliany requisite transfer of such Data as
may be required to a broker or other third pargtiBipant understands that Data will be held @dgytong as is necessary to implement,
administer and manage Participant’s participatiothe Plan. Participant understands that Partitipey, at any time, view Data, request
additional information about the storage and prsicgsof Data, require any necessary amendmentsti@ & refuse or withdraw the consents
herein, in any case without cost, by contactingiiiting Participant’s local human resources repnégtive. Participant understands, however,
that refusing or withdrawing consent may affecttiegrant’s ability to participate in the Plan. For more mfation on the consequences of
refusal to consent or withdrawal of consent, Pigrdict understands that he or she may contact Reanics local human resources
representative.



By your signature and the signature of the Compargpresentative below, you and the Company abeettis Award of Restricted

Stock Units is granted under and governed by thes@nd conditions of the Plan and the Agreement.

PARTICIPANT: GOOGLE INC.
Signature By
Print Name Title
Date: , 2004 Date: , 2004
5
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Google Inc.,
a Delaware corporation
List of wholly-owned subsidiaries

. Google Australia Pty Ltd

. Google Canada Corporation

. Google France SARL

. Google Germany GmbH

. Google (Hong Kong) Limited

. Google Online India Private Limited

. Google Ireland Holdings Limited

. Google Ireland Limited

. Google ltaly S.r.l

. Google Japan Inc.

. Google Korea, LLC

. Google Netherlands BV

. Google Netherlands Holdings BV

. Google Spain S.L.

. Google Sweden AB

. Google Switzerland GmbH

. Google UK Limited

. Google International LLC, a Delaware Limited LiatyilCompany

. Google LLC, a Delaware Limited Liability Company

. Applied Semantics, Inc., a California Corporation

. Ignite Logic, Inc., a Delaware Corporation

. Kaltix Corporation, a Delaware Corporation

. Keyhole, LLC, a Delaware Limited Liability Company

. Neotonic Software Corporation, a California Corioma

. Orkut.com LLC, a Delaware Limited Liability Company

. Picasa LLC, a Delaware Limited Liability Company

. Where2 LLC, a Delaware Limited Liability Company

. Zipdash, Inc., a Delaware Corporation

Exhibit 23.01

CONSENT OF ERNST & YOUNG LLP,
INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inRbgistration Statements (Form S-8 Nos. 333-12083%3,119378, 333-119282 and
333-117715) of Google Inc. of our report dated day28, 2005 with respect to the consolidated fingrstatements and schedule of Google

Inc., included in this Annual Report (Form 10-Ky the year ended December 31, 2004.

San Jose,
March 25,

/sl ERNST & YOUNG LLP

California
2005

Exhibit 31.01



CERTIFICATION

[, Eric E. Schmidt, certify that:

1.
2.

| have reviewed this annual report on Forr-K of Google Inc.;

Based on my knowledge, this report does notatoriny untrue statement of a material fact or dongttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand 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 -15(e) and 15-15(e)) for the registrant and ha

(@) Designed such disclosure controls and procsdorecaused such disclosure controls and procedofee designed under our

supervision to ensure that material informatiomatialy to the registrant, including its consolidasedbsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this annual report is lgeprepared

(b) Evaluated the effectiveness of the registradisslosure controls and procedures and presentgilsi report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibydport based on such
evaluation; an

(c) Disclosed in this report any change in thestgnt's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

The registrant’s other certifying officer(s) anlgave disclosed, based on our most recent evafuat internal control over financial

reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent

functions):

(@ All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpanhcial information; an

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

Date: March 30, 2005

/s/ ERICE. ScHMIDT

Eric E. Schmidt

Chairman of the Executive Committee and
Chief Executive Office

Exhibit 31.02
CERTIFICATION

I, George Reyes, certify that:

1.
2.

| have reviewed this annual report on Forr-K of Google Inc.;

Based on my knowledge, this annual report doésantain any untrue statement of a material dacmit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this ref

Based on my knowledge, the financial statememts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand 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 -15(e) and 15-15(e)) for the registrant and ha

(@) Designed such disclosure controls and procsdureaused such disclosure controls and procettutes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this annual report is lgeprepared

(b) Evaluated the effectiveness of the registradisslosure controls and procedures and presentgilsi report our conclusions about
the effectiveness of the disclosure controls adguatures, as of the end of the period coveredibydport based on such
evaluation; ant

(c) Disclosed in this report any change in thestgnt's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

The registrant’s other certifying officer(s) anlgave disclosed, based on our most recent evafuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):



(@) All significant deficiencies and material weaknses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpzanhcial information; an

(c) Any fraud, whether or not material, that innedvmanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

Date: March 30, 2005

/s/ GEORGER EYES
George Reyes
Chief Financial Officel

Exhibit 32.01
CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF  FINANCIAL OFFICER

PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2003

I, Eric E. Schmidt, certify, pursuant to 18 U.SS&ction 1350, as adopted pursuant to Section 9€&dBarbanes-Oxley Act of 2003,
that the Annual Report of Google Inc. on Form 1@sKthe fiscal year ended December 31, 2004 fudiynplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in thisri 10-K fairly presents in all material
respects the financial condition and results ofrafens of Google Inc.

By: /s/ ERICE. SCHMIDT
Date: March 30, 200 Name: Eric E. Schmid
Title: Chairman of the Executive Committee and
Chief Executive Office

I, George Reyes, certify, pursuant to 18 U.S.CtiSed 350, as adopted pursuant to Section 906e0Sdrbanes-Oxley Act of 2003, that
the Annual Report of Google Inc. on Form 10-K foe fiscal year ended December 31, 2004 fully coasphith the requirements of Section
13(a) or 15(d) of the Securities Exchange Act @4L8nd that information contained in this Form 1@aKly presents in all material respects
the financial condition and results of operatioh&oogle Inc.

By: /s/ GEORGER EYES
Date: March 30, 200 Name: George Reye
Title: Chief Financial Officel

End of Filing
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