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From: Brad Bender [bradbender@google.com] 

Sent: 1/29/2009 5:36:56 PM 
To: display-gcn-eng-leads@google.com 
CC: display-gcn-pm@google.com 
Subject: David Rosenblatt's Overview of Google's Display Strategy 
Attachments: GOOG_0l.23.09_C.pdf; Display Internal Broad-2-1.ppt 

Ahead of our Ci{,'N Vision rneeting next week, I thought you would find David Rosenblatt's overviev,r and presentation of the Display 
strategy for Google 1nteresting. Its a long read, but \Vhen you bave a chance it is wortb\vhiJe to get bis perspective. 

I have also attached a recent analyst report to give an external perspective on Google's opportunities. 

David Rosenblatt's Overview of Google's Display Strategy 
(as presented to the EMEA GCN Display / YouTube sales teams in London; notes taken by Clay Bavor) 

[Clay notes: I've had to edit lightly where n1y typing didn't keep up, so this is not word for word what David is 
said, but it's close. I added the headings for readability.] 

Introduction 
I come from DoubleCtick, and am now based in N·ew York. I get sort of bored giving the same Po,verPoint over 
and over, and I can't really con1pete with YouTube PowerPoints, since direct response is less sexy than videos. 
So I'm going to talk. 

Context: Industry Consolidation 
I thought I'd explain what happened in the indust1y over the past tvvo years, what is our strategy relative to the 
other n1ajor players, and then in the second part talk about the roadmap and concrete things we're doing to help 
drive our business. 

For years, DoubleClick toiled a\vay in its corner of the industry, focused on the plumbing and advertising 
technology that everyone used, but most people don't really think about. Eventually ,ve came ahnost ubiquitous, 
delivering 15B display ads a day. '/I.le touched almost every display ad in som.e form on the internet. Not many 
people knew who we were outside of our clients, and we didn't sell advertising, so revenue wasn't as big as 
physical presence. 

Shortly after, we decided to look for a n1.edia partner, and ended up being bought by Googl.c. And right after, 
son1ethlng like $12B of Nl&A took place in the part of the sector we were in. Overnight, the sector ,vent from a 
relatively small, not-really-thought-about backwater which was don1inated by small, independent tech vendors, 
to one run by a few big con1panies. So vvhat happened and what are the i.J.nplications? 

Inefficiencies for Publishers and Advertisers 
IJet me start with the customer point of vievv and then talk about why these companies were compelled to 
integrate. 

Let's start with publishers. In the network business, you have to understand that \vhile the advertisers account 
for the revenue, the business depends on relationships with publishers. If you don't have access to inventory, 
you have nothi.J.1g to say to advertisers. 
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Now, put yourself in the position of an publisher. If you're a publisher, this is how you think about your 
business: there's always son1e sn1all percent -- small in unit volun1e -- that the publisher sells directly. It's good 
inventory with high brand value. It's expensive to make and to sell. You have to buy tech specific to sell the 
inventory, have the three martini lunches vvith agencies, and so on. It looks a lot like traditional m.edia has 
looked. 

Then you have this other stuff called remnant inventory that you just don't kno,v what to do with. Historically, 
what publishers did is they rnade a decision in advance that these parts of my site are going to be hard 1to sell, so 
that's remnant. And I'm going to hire someone who ,vill call up a couple of ad networks, and say, ,vhat can you 
do for me? They'll make a couple of deals, let them compete v.;ith each other, and that's it. Typically wlnat 
happened is, there'd be a couple players (in US: Ad.com, ValueClick, and one other), and maybe someone in 
your company had a personal relationship with them. That's how they ran their business. 

The problem witl1 this is that it's inherently suboptimal for two reasons. One is there are hundreds of networks 
out there, and n1aybe none of the sn1all nun1ber of networks you work with can give you the 111ost for a given 
piece of inventory. It's too hard to do 100 deals. It's not worth the time to rnanage individual contracts, 
relationships, and so on, so you end up exposing your inventory to a very s111all part of the n1arket. 

The second reason is you're making this inventory allocation decision in advance, without really knowiing where 
the den1and is. You're saying, n1y hon1epage is pre111iu1n. Son1e other pa1t of the site, I'm calling prenuun1. But 
my stock quotes page, I'll call that remnant. But maybe there's someone in the market ,villing to pay 1 Ox more 
for the stock quotes page than the networks can get you. 

So, again, since first you're limiting the universe of who can sell your inventory, and second, since you're not 
making the decision about what the sales force sells and ,vhat goes to the nehvorks on an impression b:y 
in1pression basis, you're a1n1ost guaranteeing that you'll leave a lot of n1oney on the table. These are the t,:vo 
problems that as a publisher you have to solve. 

>Fron1 an advertiser point of vievv, the market is sin1ilarly inefficient. It's too con1plicated, too expensi've to 
execute ad buys. With third party ad serving, vve think of it as just that, there's a third party and that's it. But if 
you really n1ap out how it actually ,vorks, in a given ad transaction, you could have as n1any as 7-8 ven.dors, 
each vvith ovvn server, accounting n1ethodology, billing practices, involved. And this all in an industry 'Where 
there are literally hundreds of thousands of publishers. 

So the industry has all the characteristics of one that's inefficient, immature, and really isn't working relative to 
its potential. That's the industry landscape. 

The solution for publishers 
What is the solution to that and how do the big players plan to participate in that solution? 

I.,et n1e ,:valk through, from a publisher point of view, ,vhat really fixes this problem; that will n1ake the strategy 
more understandabl.e. Going back to an indi.vidual publisher, what they do is, they go out and buy technology 
fron1 DoubleClick or Atlas, and they use the DoubleClick technology used for serving prenuun1 inventory. But 
it's too expensive to use it for Networks / ren1nant. [ cwb: because the serving fees for DoubleClick serving are 
too large a percentage of what the networks give them for their remnant inventory.] fio,v to solve this is, you 
have a technology that looks across every piece of sellable inventory, and then you introduce a layer so that 
every net,vork in the world can compete for your inventory. So in.stead of applying your DoubleClick ad server 
to your premiun1 stuff only, you run all of your inventory through it. 

And instead of doing the deals ,vith networks, you just say, go to '"''Vw.adexchange.com, and bid for n1y 
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inventory there. If you ,vin the auction, you get it, and if you don't, you don't. So no,v since you're \Vor]king on 
one platfor1n, you can expose all of your pren1ium inventory to the networks. And now instead of three: 
net\vorks competing, you have hundreds of netvvorks. The end result is you guarantee yourself the highest yield 
for each in1pression. And in addition, your costs are lower, since you can reduce the size of your direct sales 
force. They can focus on selling only the n1ost premiun1. 

* Question: You said that it vvasn't economical to put all your inventory on DCLK because it was too expensive. 
Why does an ad exchange change that cost layer? 
* David: once this platform is owned by the people who operate the exchanges, they're making money on ads 
monetized through their exchange. So you the platform will be cheaper - you can use the AdX to pay for some 
of the platform costs. And as publisher, by imple1nenting this system, you get more yield. 

How to gro",,, your revenues at the same rate as the Internet 
So let's take a step back and think about why Yahoo! and MSFT were bidding for us. It has i111plications. 

Yahoo towards the end of 2006 reached a basic conclusion that applies to all internet publications ,vhich is, if 
you look at traditional n1edia, the vvay they think about their business is very sin1ple: it's only in tern1s of their 
audience, relative to the market audience. If you're the person running CBS, all you care about, the only thing 
that matters, is making sure that your share of total audience -- this is ratings -- gro,vs at a rate equal to or 
greater than the overall n1arket. And, roughly, your share of the n1arket translates into your share of ad revenues. 
If you gro\v share, you get promoted; if you lose you get fired. And it works like this for TV and print. 

Yahoo had applied this model to their own business for years. But the conclusion they reached, which 1 think is 
right, is that that it is flawed for the internet, because the cost to entry for a new publisher is so low: they'll 
never be able to grow their audience at the san1e rate as the internet. You can have some 21 year old kid come 
and n1ake a web site and get huge share. Look at Facebook. Yahoo's share of audience is significantly diluted. 
The audience gets diluted. So how do you fix this problem and grow your revenues at the same rate as the 
internet? It's simple: by selling other peoples' inventory. 

It turns out that you don't need to own Facebook or Linkedin to sell their inventory and benefit monetarily. So 
Yahoo switched from a model in which is ,vas an O&O destination business to one in which it was a n,etwork 
,vith a strong anchor of O&O. They planned for the majority of their revenues to come from off-prope1ty 
inventory, not fron1 O&O. The belief, ,vhich again I think makes a lot of sense, is that they could out-cornpete 
other players because they have better data. They had behavioral data. They knew when 43M people \Vere in the 
market for a car or ,vanted to buy tickets. Those sorts of things. If you can aggregate that data and apply it 
across this broad reach of your network, you could out-compete other networks and pron1ise a higher y·ield, 
because you kno\.v more about users than other net\.vorks. 

Value of the Platform 
The problem is, how do you execute that strategy and get those contracts to rep other publishers? If you don't 
have access to that inventory, nothing else matters. lt turns out that the most efticient way to access that 
inventory is by owning the p1imary ad server that prenliun1 and non-prenliun1 publishers use to 111anage their 
inventory. It allows you as a network the so called "first look" at each in1pression. 

* Conu11ent: There's a huge svvitching cost. 
* David: Yes, exactly right. 

As Yahoo looked across the market and Yahoo identified DoubleClick as the right partner. The origin of 
Google's interest vvas Google ,vas way ahead intellectually, but \Vas having trouble building its ovvn prilmary ad 

CONFIDENTIAL GOOG-AT-MDL-8-0043897 44 



server. And they had even more of a problem convincing custo1ners to svvitch to it. So Google, like Yahoo, 
viewed owning this platform as a ,vay of acquiring inventory to n1onetize on its network, the GCN. 'l'h1e 
motivating factor for Microsoft was that Google was interested. They tholtght, let's just do it and figure: it out 
later. They didn't really have a strategy. 

That was the context, and so each of these three customers is now very focused on creating these super 
net\vorks. The strategies on paper all look very si.milar. Each has platforrn technology. Each has an exchange. 
And each has a network. When you think about competitive strength: we're ,vay ahead in the platform strategy, 
,vay behind in the exchange, and ,vay behind on the netvvork as ,vell. Yahoo is no,vhere on the platfornrr, way 
ahead on exchange and net,vork. And Microsoft is nowhere on the exchange, noV11here on the platform:, and in 
the middle on the network. 

* Question: why do you say \ve're behind on the netV1,ork? 
* David: Yahoo has a couple thousand sales people, their O&O, and a few billion in revenue. It's not jttst Blue 
Lithiun1. 

* Question: Is it sustainable to be ahead on the exchange if you don't have the platform? 
* David: My vie\v is nothing really n1atters but the platfom1. Nothing has such high switching costs. If there's a 
better network or exchange, you can just s\vitch to it. SwitchiI1g platforms is a nightmare. Takes an act of God 
to do it. 

* Question: What are the other platform competitors? 
* David: Atlas fron1 Microsoft; . .i\.dTech is strong in Gerrnany. Yahoo has built their own. 

Our competitive standing 
So that is the con1petitive landscape ,ve're in right novv . . !\.gain, \Ve have a very strong platforn1, but it isn't right 
for Google's customer base. It's too big, too hard to operate, too hard to manage, for Google's sweet spot \,Vhich 
is middle and long tail. So vve have an engineering effort focused on replacing GAI\1 and DFP. [ c,vb: this is 
XFP] But we are serving 18B ads per day. 

l-lere's another way of thinking about the value of the platform. Let's say DoubleClick and Google Ad J\1.anager 
serves 18B in1pressions per day. Let's say once we have a n1u.ch n1ore competitive GCN and a viable exchange, 
we're able to peel off even J 0°/o of that inventory to 1nonetize son1ehow. And J think the nun1ber should be 
higher. So that's 1.8B impressions per day. If ,ve monetize that at a dollar CP.M and multiply that by 365, you 
get how valuable the platform is worth. 

* Corr1mcnt: So it's induced revenues rather than direct revenues. 
* David: Yes, we can sell 10% of the inventory, but in order to do that, \,Ve need to out-monetize everyone else. 
So that's \,\thy we're so focused on making the net\vork so good. 

* Question: With premiu1n and remnant getting fused into one, won't that put downward pressure on price since 
there were artificial ban-iers keeping pri.ces high? 
* David: My guess is that the percentage of revenue sold directly is going to shrink a lot. Think about how 
imn1ature this industry is. Yahoo, 1vISFT, and Google account for 70% or higher of the global industry .. So the 
% of directly sold inventory goes down; but prices will go up. Inventory will get better with more n1easurability. 
Then a large, large majority of the industry will be monetized through exchanges. The average value of that will 
go up. So I think both ,vill go up, but the proportion sold by networks ,vill go up. 

Implications for networks 
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On a related point: what happens to most net,vorks. Today there are a few hundred globally, and if you read the 
press, n1ost people will say, there are too many networks. With a recession and less n1oney, there will be a 
shakeout of networks. I think that may be true in 6-9 months, but 2 years from now, I think exactly the opposite 
,vilI. happen. There will be thousands of pubs selling a small part of their inventory through small sales forces. 
Everything else will be dumped into two exchanges: the Google exchange, and probably the Yahoo exchange. 
Those two exchanges will end up controlling or managing probably 90% of display inventory on the web. Once 
that happens, one way to think about this is the financial context. We'll have created \.vhat's co1nparablc to the 
NYSE or the London stock exchange; in other \.Vords, ,ve'll do to display \.vhat Google did to search: make it 
very easy to buy, standardize the n1etrics and definitions so you're not reinventing the ,vheel each time,. and the 
process becomes automated as opposed to faxi ng TOs back and forth. So \1/hat happen to net,vorks: youL have a 
proliferation of networks which on average are sn1aller than today, and compete on the basis of better 
technology and more importantly, better data. 

The reason that's true is it's easy to buy people [ cwb: i.e., ad impressions served to a specific person]. l 'he whole 
business of being a network is about knowing a little bit 111ore about users. For example, let's say you know 
who's in the n1arket for a surfboard. Today, if you're a surfboard n1anufacturer, it's really hard to buy 
advertising. You either buy people searching for it, or you buy a s111all nun1ber of sites about surfboards. So no\v 
as a netvvork, if you can figure out across the entire world, who's in the market for surfboards, you can 
aggregate, and then buy only those people out of these exchanges and resell them to the surfboard 
n1anufacturers. You can in1agine netvvorks buying at lovv price in the exchange, and turning around and selling 
that back to the advertiser for a lot more. 

* Question: Won't economics of scale apply to the nctvvorks? 
* David: The problem is that because the audience is so fragmented, you need some m.echanism. to roll them up 
into one single large pool. It's just not economical to do a thousand buys. For the same reason that in finance, 
there are many hedge funds ,vho compete against Goldman Sachs, there are always going to be niches \Vhere it's 
possible to knovv a lot about one specialty. It's hke vvhy there are vertical search engines, like tTavel sites. You 
know more about users; you can offer more. It's depth vs. breadth. 

Mechanically, the ,vay the surfboard net,vork \vill do this is they go out and they do deals ,vith all the different 
surfboard related publishers, and they create cookie lists, and then buy those cookie lists out of the exchange. 
The networks' valu.e is data. 

* Question: Do you see the exchange adding n1ore and more data and allowing them to get it there? 
* David: So how much intelligence to we put in the Exchange. That's an in1portant question. DFP and (JAM are 
platform products that'll be succeeded by XFP. It will probably take 2 years to fully roll out. On the ad'vertiser 
side, we have a con1parable product, DF A, and that's also valuable but less directly relevant to our n1onetization 
strategy than the publisher side technology. On the exchange side, we have a DoubleClick exchange linked to 
DFP. But vve're not investing in a standalone product. \Ve're goi11g to merge ,vhat is today AdSense vvith vvhat is 
today the AdExchange. From a publisher's point of view, you'll be able to let the n1arket con1pete for your 
inventory via AdSense. 

* Question: What incents a publisher to give different information into different netvtorks? 
* David: You vvouldn't. Let's look at YouTube. They use DFP. You've got your homepage units, and rnaybe 
some other ve1y high value units elsevvhere. That's the stuff that our direct sales force vvill sell. Everything else, 
you ,;vould dump into our exchange, and you'd I.et the entire ,vorld go to a single URL and bid for that i.nventory. 
i\nd if you're a purist about this, and rnore and more publishers are, you'd also let the rnarket co1npete not just 
for the remnant stuft: but also for your premium inventory so if the market produces a higher bid than ) 'OUT sales 
force, it gets it. So Youl\1he ,vins even if its sales force doesn't. So the surfboard netvvork cornes in. lt builds its 
o\vn database of users. They have a vie,v into the You Tube audience via the exchange, so they'll buy people 
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[ cwb: impressions] at a lovv price, and tu111 around and sell them to an advertiser. 

The reason I ,vent through all this stuff is that a major n1ajor focus of this company is to make sure we maintain 
oltr position with the platform and to have the biggest and most liquid exchange. If we don't do that, Microsoft 
and Yahoo will provide those products and divert inventory to their own networks. 

Ilow the Google Content Net,vork will out-compete other net,vorks 
So let's switch gears to our Network and how ,ve make sure we'll out-compete everyone else. One way is by 
*not* putting all the same targeting technology \Ve use for the GCN into the exchange. We need to be focused 
on liquidity in the exchange. That's a different effort than developing targeting technologies. 

* Comn1ent: If you go to financial world, we can do Goldman, I can trade for you, I tell you why this is good or 
bad for your portfolio. [ cwb: Didn't hear all of this question.] 
* David: So we're both Goldn1an and NYSE. Goldman is GCN. This isn't a perfect analogy. As a con1pany, 
we're hedged a bit: if it turns out that another network is better~ we still n1ake money through the exchange. We 
also have better intelligence because we l<now how other networks are competing against us. 

* Question: If I'm selling GCN, I'm a sales force for a lot of sites, ultimately we could sell not only our network, 
but buy inventory on the exchange to bundle with our o,vn network. So we could becon1e the main sales force 
for this industry by getting inventory fron1 publishers or buying it off the exchange. 
* David: Yes. 

* Question: Hovv do you sec large agency nct,vorks playing in this game? 
* David: The problem with this industry is, it's complicated. Large agencies, most famously Publicis, are 
becoming networks themselves. To 1nake it even more complicated, they're using our ad exchange technology 
to do that. And it makes sense: it starts with, they have the sa1ne problems as everyone else. 1'here's tremendous 
fragmentation and too n1any intern1ediaries. Too much of the sales process is paper-based. So Viva Ki is trying 
to autorr1ate as much as possible. They're trying to do this by creating their own network where they go out and 
they buy inventory or have an ability to buy inventory. They do upfront buys like they always have. TlLat 
doesn't change. For everything else, they go out and create a netvvork of all n1ajor publishers on the web. They 
say, you join the Google Ad Exchange and make your inventory available forever. r\nd on a spot basis, 
wherever ,ve want to, we're going to reach in and bu.y inventory. Y ou.'ll never kno,v until after it1s done. Or they 
could say, we have an extra $20ivl, let's by X per month. 

To do that, they'll use our technology. So they'll be an advertiser customer, but the ,vay they're going to buy is 
they'll look like an arbitrage network like Advertising.con1. So they buy 10% of impressions and then resell to 
advertisers. Or they may buy on a spot basis. 

Th.is isn't limited to Publicis; all the networks are doing this. They may say, ,ve have $500M to spend, :and vve're 
going to go out, spend all of that on these 500 sites, and then I will create my own network} and over tin1e, 
allocate that to n1y clients, and charge those clients as they use the 1nedia. It's a huge arbitrage game. The 
problem of course is, if that dernand goes away, they're stuck ,vith ,vhat they own and can't sell it. That's ,vhy 
other alternative is to use this AdExehange facility to buy on a spot basis, but to do it without the participation 
of the publisher. Their theory is that they know more about the value of a publisher's inventory than th1~ 
publisher does. It's the Sltrtboard thing: if they aggregate data and buiJd a customer database across all clients, 
they'll be better able to knovv the value of a publisher's inventory than the publisher. And they'll do thjs. in an 
automated ,vay, ,vith no I Os, fevver people involved, n1ore efficient, get people in China to n1ake the ads. The 
ultimate end state is there are very fe,:v people involved in the process. It's autorr1ated. 

[Switches to slides.] 
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Competitive Landscape ... (slide] 
Every single major player is going through a n1ajor integration job. 

The End-to-.End Advertiser Platforn1 [slide] 
On the advertiser side, step #1 is we have the platform that's essentially an operating systerr1 for most n1ajor 
online agencies in the world. We \Vant to keep making it better, have better tools for building campaigns, and 
then ultimately to link that to our network and exchange so agencies can programmatically buy via DF.A on not 
just our custo1ners but all custo1ners. 

Google Content Net,vork (slide] 
Our network is just not like every other network. It means that for one particular ad product, for contextually 
targeted text links, it's the best in the world. \Ve do $2B, next player does $150M. For everything else, our 
product doesn't really work. Don't do basic things: frequency capping, reservations, etc. 

Most customers if you ask them, believe \Ve have all this stuff. They sort of can't believe that we don't do 
frequency capping. So 1 usually don't tell them we don't do it. But vve have to get there. Otherwise we just can't 
pa1ticipate in n1ost media plans, let alone this new world. 

2009 GCN Roadmap (slide) 
Blue part: all the things we just need to get into the game. Two quarters ago, this ,vould have had third party ad 
serving, for example. 

In my n1ind, son1c of these are must haves, but don't add that much value. The thing that vvill truly truly juice 
this business is interest-based advc1tising. This is something that Google has always resisted, and for the first 
time ever, I think vve're going to be able to do it. The reason \vhy it's so powerful is the obvious reason: if you 
go back to this vvorld \vhere you have huge amounts of undifferentiated inventory, meaning people think about 
how well it converts, the single most predictive targeting criteria is interest-based targeting in general, and 
specifically past purchase behavior, which is the best predictor of future purchase behavior. 

There are a couple different applications: retargeting, so if I an1 GM, and you can create a list of all the: people 
who have been to your site a11d browsed, if you can buy those people back, that's worth a lot. Response rates are 
son1ething like 5x higher. That's the initial incan1ation of our targeting business. 

'fhe really exciting one which will take a bit longer is where we begin to create a cooperative where pu.blishers 
and merchants contribute their data, and then other advertisers can buy it back. Every publisher knO\VS a little 
bit about their customers, like they might knovv they like surfing, but nothing else. We can be the enti~r that 
aggregates that information and sells it via the GCN. That's the ultimate promise of direct response internet 
advertising. By the way, we don't have approval to do it yet. At Yahoo, this is a $4001',1 product li.ne, and we 
have 1 Ox the traffic. 

The holy grail would be search retargeting. But that probably won't happen. By the vvay Yahoo! does iit today, 
they just don't have enough search data to n1ake it broadly applicable. 

* Question: What n1akes the difference in the accuracy of this type of targeting? 
* David: It's everything. To make the numbers meaningful, you need access to a huge amount of inventory. If 
there are a million surfers in the vvorld, if there's one company that can put then1 together, that's huge. If you 
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only have access to 25% of the inventory, that's less interesting. 

So that's the first part: getting to parity. That's a huge priority. 

[David gives a bunch of dates of product launches.] 

So, the short of it is, by mid-Q2, the goal is to have closed the gap ,vith every other major net,vork. 

The second part is beginning to create ne,v products that fundamentally differentiate us. Contextual creatives, 
,vhere the creative itself varies on context: the site ,vhere it's running, the product, etc. eBay can chang,e pricing 
on a minute by minute basis. 

Audience Amplification: says ok, here are the people who responded to an ad, let's find similar people. 

* Question: On targeting, in the past, other con1panies have been prepared to go further than we have in tern1s of 
intrusiveness. 
* David: We'll be better. The whole issue with targeting is scale. \Ve'll have the scale. Even if you have great 
technology, it doesn't n1atter if you only see a s1nall part of the n1arket. 

GCN 2009 Roadmap: Not Just Display (slide) 
Text is still a $2B business. 

[Flips through slides quickly.] 

Wrapping up 
I really believe that if we can execute on this stuff, we'll be able to crush the other netv,orks, and that's our goal. 

Questions 
* Question: lf we become bigger and better and there are only a fe\¥ players, and the aggregated purchases 
becon1e bigger, agencies will ,vant preferential pricing. \1/ill we be building tools that allow that preferential 
nature? 
* David: We have no control over pricing because it's auctions. In Q2 \Ve can do what we're talking about ,vith 
reservations. 

* Question: is there a risk ifwe develop Exchange product before our Network? 
* David: Yes. 

* Question: Are exchanges less developed in E1v1EA? 
* David: Yes, because Yahoo is so inu11ature in Europe. 

* Question: how long do we have to execute? 
* I>avid: It depends on how well y·ahoo executes. In the near term, they are the competitor. If they exe:cute \¥ell, 
we don't have that long. If they don't, \¥e have longer. in the longer tun, rnsft becon1es a cornpetitor. It's less a 
co1npetitive thing, though, than that we ,vant to generate reven11e. This business should be a $3B busin,ess. 
Today it's $0.5B. We want to get there as quickly as possible. 
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Google Inc (GOOG) 
A Fundamentally Solid 04 ... Reit Buy 

11 GOOG Reported A Cleanly Positive Q4 - $4 .22B in net revenue & $5.10 in 
non-GAAP EPS vs. our/Street estimates of $4 .158/$4.12B and $5.03/$4 .96, 
respectively. Q/Q revenue growth of 4% came in ahead of 1 %-2% expecta tions. 

illll Positive Fundamental Trends - FX-Neutral Y/Y net revenue growth of 
approximately 30% was in-line with Q3's 30% growth. $2.158 in non-GAAP op. 
income beat our $2 .04B est and increased 27<}f.i Y/Y. Op. margin of 51 % (vs. 
our 49% est.) was UP 110 bps Y/Y - GOOG's biggest expa nsion ever. 

111 Positive Paid Click, CPCs & UK Market Trends - Pa id click growth of 18% Y/Y 
compared with Q3's growth of 18% and Q2's growth of 19% and vs. our 17% 
Y/Y expectation. FX-Adjusted CPCs were up approx 3% Y/Y vs. up 5% in Q2. 
Fina lly, UK revenue of $685MM declined 1 % Y/Y (but rose approx 28% on FX­
Neutral basis vs. 25% in Q3 - a positive developn1ent). 

a Nudging Estimates & Maintain ing PT - '09 Net Rev goes from $17.5B to 
$17.3B, and Non-GAAP EPS from $21.18 to $21.45. Our PT remains $450 as 
we sh ift to a '10 valuation framework - 21X '10 GAAP EPS of $21.73 . 

u Reiterate Buy - 1) Tho not in1mune, GOOG is more resilient to rnacro 
headwinds than other companies; 2) GOOG gaining Search share; 3) GOOG has 
significant option value - Mobile (greenfield), YouTube (greenfield), Display 
(huge share gain opportunity); and 4) GOOG has arguably reached op margin 
tipping point. 

HIIIIIBllll!IIBIIHIBIIHIBIIBIIIIIIBIIIIIIHIIIIIIIIHIIIIIIIHIIIIIIIIIIIIIIIIIIIDIIHIIIIIIIIIIIIIIIRIIIIIIIRIIIIIIRIIIIIIIBIIIIIHIIIIIIIIIIRIIIHIIIIIIIIDHlllllllllalHIIGIHHMHINIBIHIIIIIBIBIIIIHIBIIBISI ISKIIIBIIIIE 

EPS Ql 02 03 04 FY FC Cons 

2008A 4.85A 4.63A 4.92A l 2.0 lA 19.50A 19.49A 

2009E 4.88E 4.99£ 5.38E 6.1 9E 21.45E 21.00E 

Previous 5. I 3E. 5.18E 5.29E 5.58E. 2 l. l 8E na 

2010£ na na na na 25.33E 24.76[ 

Previous na na na na 24.82E na 

2011E na na na na 2B.85E 27.88E 

Previous na na na na 27.88E na 

Source: Company Reports and dataCentral. CIR. FC Cons: first Call Consensus. 

Seo Appem.lix A-1 for Analyst Certification and important !.lis:clo~ures. 

Buy/High Risk 
Price (22 Jan 09) 
Target price 
Expected share price return 
Expected dividend yield 
Expected total return 

Market Cap 

1H 
UIS$306.50 
UIS$450.00 

46.8% 
0.0% 

46.8% 
US$73,417M 
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resutt, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this repo1rt as on~ a 
single factor in making their investment decision. Non-US research analysts who have prepared this report are not registered/quaiified as research analysts with the NYSE 
and/or NASO. Such research ana~sts may not be associated persons of the member organization and therefore may not be subject to the NYSE Rule 472 and NASO Rule 
2711 restrictions on communications with a subject company, public appearances arid trading securities held by a research analyst account. 
Customers of the Firm in the United States can receive independent third-party research on the company or companies covered in this report, at no cost to them, where such 
research is available. Customers can access this independent research at http://www.smithbamey.com {for retail clients) or http://www.cttigroupgeo.com (for institutional 
clients) or can call (866) 836-9542 to request a copy of this research. 
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Fiscal year end 31-Dec 2007 2008 2009E 2010E 201 lE 

Valuation Ratios 
PIE adjusted (x) 19.7 15.7 14.3 12.1 10.6 
EV/EBITDA adjusted (x) 8.8 6.2 5.3 4.0 3.0 
P/BV (X) 4.3 3.4 2.9 2.4 2.0 
Dividend yield (%) 0.0 0.0 0.0 0.0 0.0 
Per Share Data (US$) 
EPS adjusted 15.59 19,50 21.45 25.33 28,85 
EPS reported 13.29 16.94 18.33 21.73 24.85 
BVPS 71.76 88.94 106.75 127.16 150.47 
DPS 0.00 0.00 0.00 0.00 0.00 

..._. ... ....,_. .......................................................................................................................... ._ ... ._.......,_,,_..............,....,_._..._._ 

Profit & Loss (US$M) 
Net sales 16,594 21,796 23,167 27,109 30,412 
Operating expenses -11,510 -15,068 -15,838 -18,392 -20,426 
EBIT 5,084 6,727 7,329 8,717 9,986 
Net interest expense 590 316 375 529 720 
Non-operating/except ion a Is 0 0 0 0 0 
Pre-tax profit 5,674 7,043 7,704 9,246 10,706 
Tax -1,470 -1,666 -1 849 I -2,219 -2,569 
Extraord./Mi n. int./Pref .d iv. 0 0 0 0 0 
Reported net income 4,204 5,378 5,855 7,027 8,136 
Adjusted earn ings 4,929 6,193 6,850 8,192 9,444 
Adjusted EBITDA 6,921 9,347 10,316 12,088 13,733 
Growth Rates(%) 
Sa les 56.5 31.3 6.3 17.0 12.2 
EBIT adjusted 75.6 32.3 8.9 18.9 14.6 
EBITDA adjusted 74.8 35. l 10.4 17.2 13.6 
EPS adjusted 47.2 25. l 10.0 18.] 13.9 

Cash Flow (US$M) 
Operating cash flow 5,775 8,949 8,085 9,537 1 t ,098 
Depreciation/amortization 968 1,500 1,742 1,915 2,113 
Net working capital 319 233 -564 -635 -532 
Investing cash flow -3,682 -5,319 -2,548 -2,982 -3,345 
Capital expenditure -2,403 -2,358 -2,548 -2,982 -3,345 
Acquisit ions/disposals -907 -3,319 0 0 0 
Financing cash fl ow 24 -72 0 0 0 
Borrowings 0 0 0 0 0 
Dividends paid 0 0 0 0 0 
Change in cash 2,158 3,511 5,536 6,555 7,752 

Balance Sheet (US$M) 
Total assets 25,336 31,768 39,299 48,678 58,882 
Cash & cash equivalent 14,219 15,846 21,563 28,775 36,779 
Accounts receivable 2,163 2,642 3,112 3 642 

I 
4,086 

Net fixed assets 4,039 5,234 6,328 7,684 9,204 
Total liabilities 2,646 3,529 5,206 7,558 9,625 
Accounts paya ble 282 178 210 245 275 

For further data queries on Citi's ful l coverage universe Total Debt 0 0 0 0 0 
plaase contact Cl R Data Services Americas at 

Shareholders' funds 22,690 28,239 34,094 41 ,120 49,257 CIRDalaServicesAmericas@citi.com or +1-212-816-5336 

Profitability/Solvency Ratios (%) 

EBITDA margin adjusted 41.7 42.9 44.5 44.6 45.2 

~t'"'~"•· 
ROE adjusted 24.8 24.3 22.0 21.8 20.9 
ROIG adjusted 48.2 44.6 37.9 39.9 40.5 
Net debt to equity -62.7 -56. l -63.2 -70.0 -74.7 , dataCentra! Total debt to capital 0.0 0.0 0.0 0.0 0.0 

- -- • ---•" • -- -•-·--·- ·~ · .. ·• ·Ol(0· .. ·• ·- ·• ·• ,.•--·1·- -1·• ·- -• ·-•·- ·1M• - -- -- -- ---:,,x-:o.,co; _______ /Ol:_/Ol: .. ~:>-:>--~»:,o;-:o;i,;•·- ·-,....--»•·- --~-- -"J'I:--• 
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CONFIDENTIAL 

A Fundamentally Solid 04 ... Reit Buy 

Our summary Long Thesis on GOOG is: 

1) GOOG remains one the best plays off the secular growth in Internet 
advertising - While severe recessionary cond it ions wi ll have an impact, GOOG's 
organic '08 U.S. advertising growth exceeded 20% vs . a V/Y decl ine for overa ll 
U.S advert ising What Google may be benefiting fron1 is increased 
search/compar ison shopping activity in a "choosier" economic environrrient; 

2) GOOG is the market share leader - and is gaining share·- in arguably the 
most dynamic part of Internet advert ising - Search; 

3) Significant option value -- As we've detai led in reports over the past year, we 
bel ieve Google has a large opportuni ty to d ivers ify and grow reven ue through: 
A) Mobi le Internet Advert ising (a completely greenfield reven ue opportun ity 
tha t Chrome, Android, and brand strength should well posit ion Google for) ; B) 
YouTu be (another greenfield revenue oppor tunity that has seen sign ificant new 
monetiza tion techniques applied in the past few months); and C) Display 
Advertising (an $8B market opportunity largely untapped by Google and with 
severely weakening leading competitors). 

4) GOOG arguably at an opex leverage tipping point - Q4's Y/Y op margin 
improvement was GOOG's biggest as a public company. With personnel adds and 
capex depreciation now less robust and significant efforts being rnade to ta rget 
discretionary costs, this operating margin expansion should be sustainable . 

5} Q4 Results Shows The Stickiness of Google's Fundamentals - With 04 
revenue growth decel be ing im materia l, and Y/Y op margin expansion fo r the 
first time in years, despite an obviously d ifficult recessionary environme:nt, we 
believe Google is, on the margin, a defensive play in t he online advertising 
market. As the company gains n1ore tract ion with opportun it ies such as 
Display (DoubleCl ick), Video (YouTu be) and Mobi le, we believe the corr, pany 
could be positi oned fo r strong growth when the economy rebounds. 

Positives From The Quarter 
1. Beat Quarter On Revenue and EPS. GOOG reported $4.22B in net revenue & 
$5.10 in non-GAAP EPS vs. our/Street estirnates of $4.1 5B/$4.l:2B and 
$5.03/$4.96, respective ly. Q/Q reven ue growth of 4% came in ahead of 1 %-2% 
expectations. 

2. In Short, Key Fundamentals Improved , With No Major Decel in Rev Growth 
and Op. Margins Expanding. ln part, th is was a matter of easier cornps. After 
three tough quarters, GOOG's revenue con1ps now become eas ier - leaving 
as ide FX and that Recess ion thing .. . 

3. Strong Google Sites Revenue. GOOG reported $3.818 in Gross Google Sites 
revenue, $29M M or 1 % above our estirna te, and up 22% Y/Y. \Nith $190MM in 
TAC, Net Google Sites revenue was $3 .62B , up 21 % Y/Y. Grov,,th was 
attributable to strong query growth in Q4 (accord ing to comScore, Google's 
U.S. queries grew 35% Y/Y, re latively fla t with Q3, and Q4 sha re grew 60 bps 
fron1 Q3 to 63%), and increased comparison shopping by consumers who were 
looking for onl ine deals for gi fts. 

4. Paid Clicks Growth Remains Stable and CPCs Better Than Expected. GOOG 
reported Q4 Pa id Click growth of 18% Y/Y, which was better than our estimate 
of 17%, and fla t with Q3 Y/Y Paid Clic l< growth. For context , 02 and 04:07 
Paid Cl ick Y/Y growth was 19% and 30%, respectively. 
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Based on our est irnates, GOOG's Cost Per Click (CPCs) declined 2% Y/Y vs . our 
estimate of a decline of l % YiY. However, on an FX-neutral basis, CPCs grew 
3% Y/Y vs. our estimate of 2% Y/Y growth. 

lJ 11 f 11fll11fll11. ll'1. f f 11rr11 :11 :11 l f \Af \ fl flfl flll lflf lRf 1 f rtr r1: fl 1R 1 rt IJ . IJIIJ . lfUFFIU 1 lllFclilfttJlfttJlf 

Figure 1. 6006 Paid Clicks and CPCs 

9/07A 
Total Search Rev - Gross ($MM) 
Y/Y Growth 
FX Impact Yfi ($MM) 
Total Ad Rev - Gross (FX Adj) 
Total Ad Rev (Gross) Y/Y FX Adj. 

Paid Clicks (MM) 
Paid Click Growth Y/Y 
Paid Click Grov.rth Q/Q 

Cost Per Click 
CPC Growth Yff 

CPC Growth Y ff FX Adjusted 
CPC Growth Q/Q 

4,189 
57% 
121 

4,068 
53% 

9,465 
45% 
5% 

$0.44 
8.5% 
5.4% 
4.2% 

12/07A 
4,757 
50% 
195 

4,562 
44% 

10,354 
30% 
9% 

$0.46 
15.3% 
10.5% 
3.8% 

Sou rce: Citi Investment Research, Company Reports 

3/08A 
5,087 
40% 
202 

4,885 
35% 

10,800 
20% 
4% 

$0.47 
16.9% 
12.2% 
2.5% 

6/0BA 
5,185 
35% 
249 

4,936 
29% 

10,754 
19% 
0% 

$0.48 
13.5% 
8.1% 
2.4% 

9/U8A 
5,352 
28% 
168 

5,184 
24% 

11,170 
18% 
4% 

$0.48 
8.3% 
4.9% 
-0.6% 

12/DBA 
5,505 
16% 
(266) 
5,771 
21 % 

12,218 
18% 
9% 

$0.45 
-1.9% 
2.8% 
-6.0% 

We note that Barry Diller comrnented in early Janua ry that he expects CiPCs to 
decline 5-10% Y/Y in 2009, wh ich cou ld be possible if the curren t rnacro 
recession continues and consumers are being more cautious with their 
spending, thus resu lting in poor conversion rates for advertisers, who in tu rn 
wi ll bid lower on key words. As such, we are model ing Y/Y CPC declines of 7% 
and 4% in Ql:09 and 2009, respecti vely. 

5. International Revenue Growth Actually Accelerated. GOOG reported (14 
international reven ue of $2.858, (50% of tota l gross revenue), growing ;23% 
Y/Y vs . 39% Y/Y growth in Q3 and 64% Y/Y growth in 04:07. Afte r tak ing into 
account $266 MM in FX adjustments, International revenue growth actual ly 
accelera ted to 35% Y/Y, vs. 3 1 % Y/Y growth in Q3. UK revenue in 04 was 
$685MM, down 1 % Y/Y, vs . 17% Y/Y growth in Q3 and 44% Y/Y growth in Q4. 
On an FX-adjusted basis, however, UK revenue growth in 04 actually 
accelera ted to 28% Y/Y vs . 25% in Q3. 
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Figure 2. 6006 Reported & FX-Adjusted lnt'I Revenue Analysis 

~in OOOs) 12/0JA 3/08A 6/0BA !l/llBA 12/0SA 
Total Gross Revenue 4,826,679 5,186,043 5,367,212 5,541 ,391 5,i,00,904 

International Revenue 2,316,806 2,644,882 2,790,950 2,826,1 09 2,850,452 
Y/Y Change 64% 54% 50% 39% 23% 
Q/Q Change 14% 14% 6% 1% 1% 
% of Total Revenue - Gross 48% 51% 52% 51% 50% 

Y/Y FX Impact 195,000 202,000 249,000 168,D00 (;?66,000) 

Estimated lnt'I Net Revenue 1,625,695 1,886,826 2,024,481 2,063,554 2,108,761 
% of Total Net Revenue 48% 51% 5" q/ t. ,o 51% 50% 
FX-Neutral lnt'I Revenue 2,121,806 2,442,882 2,541,950 2,658,109 3,116,452 
Y/Y FX-Neutral Change 50% 42% 37% 31% 35% 

Sou rce: Citi Investment Resea rch, Company Reports 
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6. Network TAC Dropped To Lowest Level In Two Years. GOOG's Q4 Traffic 
Acqu isition Costs (TAC) on the network side was 76.4%, down 300 bps vs. Q3 
and 270 bps vs . 04:07, due to a mix sh ift in traff ic and FX. 1/'✓e note that this is 
the lowest TAC rate we've seen since Q4:06, when TAC was at 76.4 % as well. 

7. CapEx At Lowest Level Since Ql:06. Q4 CapEx was $368MM , dec lin iing 
46% Y/Y vs. a 19% Y/Y decline in Q3 and 36% Y/Y growth in 04:07 We note 
tha t Cap Ex as a percen t of Net Revenue was on ly 9%, the lowest ever, and that 
the dollar spend in CapEx was the lowest since Ql:06. While we believe Google 
will be prudent with CapEx spend wh ile the economy is in a recess ion, tile 
company will continue to invest heavil y in CapEx as it continues to bu ild out its 
display business, improve search speed, and improve user experi ence on 
YouTube, in our op in ion. 

8. Lowest Headcount Adds In Years. GOOG added on ly 100 new hires in Q4 vs. 
520 in 03 and 890 in 0 4:07 . We note tha t this is the smal lest number of new 
hires at the cornpany in several years. 

Negatives From The Quarter 
1. Stock Option Exchange Program - Management noted tha t the company 
plans to engage in a stock opt ion exchange progran1 where employees ca n 
exchange their underwater stock options for newly issued options in a 1: 1 
transaction at a strike pri ce of around $300. The company expects to record a 
modification charge of about $460MM which should be recognized over the life 
of t he new options. The small offset here is that new options wi ll face an 
addit ional 12 rnonth vesting peri od. Th is n-,ove is good for GOOG e1nployees 
and bad for GOOG investors. Y.✓e wish we cou ld re-price our stock ... 

2. Steep Decel in Gross Network Revenue Growth . Gross Network reven iue in 
Q4 was $1.69fv1 M, up 4% Y/Y vs. 15% Y/Y growth in Q3 and 37% Y/Y girowth 
in 04 :07. vV hile AdSense for con tent showed strong growth, revenue wais 
in1 pacted as Google act ively dropped search arb itrageurs fron1 the network. 
We believe Google is making a n1ore concerted effort to ensure quality on the 
AdSense for Search network , which cou ld result in addit ional pressure on 
Network revenue. 

3. Licensing & Other Revenue lower-than-expected - GOOG reported Uc,;;nsing 
& Other revenue of $ 196MM, $4MM or 2% be low our est imate of $2011\i1 1V1. We 
believe some of the weakness may have come from weaker revenue fron1 
DoubleClick, which might have been affected as advert isers have been pul li ng 
back on display rnarketing budgets . On the earnings call , n1anagerr1ent d id 
note tha t there are now over IMM en terprises and 3MM col lege students who 
use Google Apps. We'd guess tha t those college students aren't forking over a 
bundle for those Apps ... 

4. FX Headwinds Are And Will Be Severe - We est irnate approx imately $18 in 
'09 FX headwinds ... 
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Key Quarter Questions 
Did GOOG's Fundamentals Improve? Yes. FX-Neutral Y/Y net revenue growth of 

30% was f lat with Q3 growth. Also, $2.158 in non-GAAP op. incon,e can,e in 
ahead of our $2.048 estimate and increased 27% Y/Y. Op. margin of 50.9% 
(vs. ou r 49.1 % est. ) was up approximately 110 bps Y/Y - t he biggest increase 
ever for GOOG. 

Were Fundamentals Better Than The Street Expected? Yes. The company 
reported Total Net Revenue of $4.22B, above Street estimates of $4.12!3, and 
Non-GAAP EPS of $5.10 vs . Street est imates of $4.96. We note that t he upside 
ca me from strong Google sites revenue and con tinued costs discipline through 
lower than expected sales & rnarketing and G&A expenses, both of which 
contribu ted to higher operating margins. 

Changes To Estimates 
Based on the December quarte r resu lts and potential concerns about macro 
headwinds in Ql and 2009, we have updated our Ql :09, FY09 and FYlO 
esti111ates as fol lows: 

Figure 3. Changes To Estimates 

2009( 2010E 
Old New Old Hlew 

Net Revenue ($MM) l 7,464 17,286 19,752 201,305 
PF Op. Income($ MM) 8,575 8,574 9,856 101,173 
PF EPS $21.18 $21.45 $24.82 $2'.5.33 
GAAP EPS $18.04 $18.33 $21.35 $2'.1.73 

Source: Gili Investment Research 

Google Inc 

Company description 

Google Inc (GOOG) is a global tech nology co111pany focused on in1prov ing the 
way people connect with info rn1 ation . It is a lead ing global Internet brand and 
one ot the most tra ffi cked In ternet destina t ions worldwide. Google maintains 
the wor ld 's largest online index of Vv'e bsites and other con tent, and rr,akes this 
information freely availab le to anyone with an Intern et connect ion. Google 
genera tes revenue by delivering relevant, cost-effect ive onl ine advertising . 
Businesses use Google's /.1.dVv'ords program to promote the ir products and 
services with targeted advertising. In addition , thousa nds of thi rd-pa rty 
Websites that comprise the Google Network use the Google AdSense program 
to deliver relevant ads that generate reven ue and enhance the user experience. 

GOOG-AT-M DL-B-004389756 



Google Inc (GOOG) 
23 January 2009 - _M._..,,_..,,_..,_,.,_,.,,_,.,,_,.,,_,.,_..,_..,_,,..,_ 

CONFIDENTIAL 

Investment strategy 

We rate the shares of Google Inc Buy/ High Risk (lH) Ou r long-te rm thesis 
includes 1) strong secula r growth in on li ne advert ising; 2) direct exposu re to 
search, the n1ost robust onl ine ad segment; 3) clear n1arket leadership; 4) 
underappreciated potentia l for expansion beyond t raditional search; and 5) the 
strongest outlook funda rnentals in the sector . In addition , we refocused on 
long-term risks such as 1) com petition from Microsoft, Yahoo. and others; 2) a 
lirnited execution record ; and 3) headl ine risk arou nd aggressive ind ustry 
online acl practices. 

Valuation 

We derive our $450 target price for Google based on GAAP PIE ana lysis. 'vVe 
appiy a 2lx multiple to our 2010 GAAP EPS estin1a te of $21.73 to reach our 
$450 target price. Our ta rget multiple is largely driven off of growth 
assumptions, but we also usua lly consider h istorical multiple ranges, relative 
sector mu lt iples, and intangibles, such as managernent 's execution track 
record . Since the beginning of 2007, Google has traded at a fo rward GA.AP PI E 
n1ultiple between 14x and 40x, with an average of 30x. For context, GOOG 
currently trades at 17X our '09 GAAP EPS of $18.33. Given the growth profile 
of the co111pany and its rnarket leader posit ion in search advertisi ng, we believe 
multiple expansion in 2010 is warranted . 

Risks 

'vVe rate Google High Risk, reflective of the highly cornpet itive landscape the 
company faces, and the in tr ins ically-h igh valuation n1ult iples of growth stocks, 
especially in the Internet sector. These risks are somewhat offset by t he 
company 's strong ba lance sheet ($8 bill ion-plus in cash) and by the liquidity of 
its shares. Note that t he investment risks laid out below may irnpede the stock 
frorn reach ing our target price. Specific risks include 1) very significant 
competition from Internet-related companies like Yahoo! and Microsoft; 2) a 
limited track record and limited visibi lity; 3) execu tion risk with YouTube and 
DoubleCl ick (after pending approval) and 4) potential ex posure to concerns 
over aggressive indust ry online advertising practi ces; and 4) potential 
slowdown in online advertising due to macro economic conditions. 

If the impact on t he con1pany from any of these factors proves to be 
grea ter/less than we antici pa te, it 111ay prevent the stock fro111 achieving our 
target price or could cause our target price to be mater ially outperformed. 
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report, all of the views expressed in this research report accurately reflect their personal views about those issuer(s) or securities. Each research analyst(s) also 
certify tha1 no part of their compensation was, is. or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research 
analyst in this research report. 

IMPORTANT DISCLOSURES 

Google Inc (GOOG) 
Ratings and Target Price History 
Fundamental Research 
Analyst, Mark S. Maha11ey 

Rating Target Price 
IH •5so.oo 
JH '600.00 

Date 
[ ] 20-Apr-06 
(gJ 20-0cl-06 
II] 23-Mar-07 
[4] 19-0ct-07 

Coverage suspended 
lH *775.00 

w Indicates change 

Closing Price 
415.00 
459.67 

644.71 

.. .... .......... .......... ...... .......... ...... ....... ... .. ... ..... ........... 

Covered 
800 Not covered 

200 

100 , , , , : I I o I I I I I I I I I I : I I I : I I I I I I I I I I I 

FMAM J ASONDJ FM AMJJASO ND J F M AMJ J ASOND J 

Date 
[fil l·Feb-08 
I§] 28-Feb-08 
II! 30-Mar-08 
~ 18-Apr-08 

Rating 
lH 
1H 
lH 
lH 

2007 2008 2009 .... ............... .... ... ··~ : ........... ........ ....... ........................ . ...... .......................... ....... ................ . 
Target Price Closing Price , ' Date Rating Target Price Closing Pri,ce : 

'650.00 515.90 , : [[ IS..Jul•-08 l H *610.00 481.32 I 
"625 00 47539 ; i UQ. 19-Sep-08 l H •590.00 449.15 
•600.00 438.08 ' : [IT 17-0ct-08 l H ' 480.00 372.54 
"630.00 539.41 1 , [).I 12-Nov-08 JH "450.00 291.00 

............. : • ................ ....... ....... ................ . 
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The Firm is a market maker in the publicly traded equity securities of Google Inc. 
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Investment ratings are a function of Citi Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 mornths) and 
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For securities in developed markets {US, UK, Europe, Japan, and Australia/New Zealand), investment ratings are:Buy (1) (expected total return of 10% or more for Low-Risk 
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Buy/Over,veight the bond is expected to outperform the relevant Citigroup bond market sector index {Broad Investment Grade, High Yield Market or Emerging Marl1et), 
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Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the !Product 
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bankers and relationsl1ip managers. If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the 
Citigroup Private Bank in Australia. Citigroup companies may compensate affiliates and their representatives for providing products and services to clients. ThE! Product 
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all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of this information. Without limiting a1ny of the 
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State of the Industry 
Fragrnentatlon, econornics) and trends 
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CONFIDENTIAL 

Content I Display = Several Revenlte Streams 

AdSense for Content - Text, 
Display, Video, Games 

Google Ad Exchange 

DoubleClick Publisher and 
Advertiser Platform 

YouTube and Other O&O 
Properties 
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A Bumpy Ride 

The online advertising market today presents 
both challenges and opportunities 

The Challenge 

Macroeconon1ic 
environment 

The macroeconomic environment is challenging - In the US, home foreclosures are up nearly 30% Y/Y in August, une,nployment 
rose to 6.1 % in September (the fastest year-on-year rise in 25 years), and stock markets plummeted in the past couph:! of weeks. 

In regard to our industry .... 
53°/2 of advertisers surveyed by the ANA expect that ad budgets will be reduced in t he next 6 months 
Buyers will increase focus on ROI 
Sel lers will need to further tighten efficiencies 

The Opportunity (revise) 
Onl ine advertising continues to grow as a percent of total media advertising spend, composing 10% of spend next year and 
over 15% by 2012. 
Online spending wi ll still rise, although not as fast as projected - Barclays projects total 2008 U.S. online advertising of $24.79 
bill ion (+16.9%), below their previous forecast of $26.17 billion(+ 23.4%) 
According to Forrester Research, consumers increased their time spent \Nith the Internet +119% since 2004 vs. +2% for TV, -6% 
for magazines, • 17q'6 for newspapers, -14% for rad io 
Gap between amt of t ime consumer spends online and how much advertisers spend will begin to narrow, particularly with the 
growth of in-stream video advertising and ad network growth. 
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The Fragmented Display Market 

$2,18 $2,18 

Other50DO 
Properties (211<1 Tier) 

$1 .48 $0.38 $0. 7B $1. 18 $0.SB 
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Networks 

Traditional 
Media 
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Long Tail E-commerce Vertical 
Portals 

!SP, Gr.nr.rnlist 
Portals 

Y!, MSN, AOL control a significant portion of total market 
Remainder of market is highly fragmented 
GCN inventory primarily in the 2nd tier/ long tail 
Google has relationships with most major display advertisers already 

r:::7 Pure Br.and 

IWillillJ Brand Response 

- Direct Display 

$4.88 

Premiurn (Y!, MSN, AOL) 

We must grow from our position of strength in direct response text ads to direct display and eventually to brand ads 
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Today: Fragmentation Creates Inefficiencies 

A growing but fragmented audience ... and a complex web of transactions 

•

":~:;.t, 

' . 

data 

A manual and non-transparent buying process creates friction and 
costs too much 

The on line audience is growing rapidly and everyday there are more websites, more channels (banners, video, mobilt:, etc) and 
more data for targeting 
This results in media, channel and data fragmentation in the display ad process 
Advertisers and agencies strike deals directly with numerous publishers, portals and networks 
Publishers sell directly to advertisers and agencies and indirectly monetize their unsold (remnant) inventory through ad 
networks 
There is still a lot of friction in the buying process - it is extremely manual and non-transparent 

The online audiences continues to grow but online advertising is still sub-scale because: 
A lot of inventory exists within the long-tail away from premium publishers 
Publishers lack efficiency for monetizing unsold audiences - there is an artificial separation of sales channels 
Advertisers have trouble reaching targeted audiences at scale across so many sites despite large amounts of data 
New inventory types and channels lack measurement and workflow standards 
Overall the industry isn't prepared to handle growth operationally= increasing cost of sales, discrepancies 
Lack of end to end integration of data throughout the organization 
Planning, t rafficking, and analysis are still very manual, there is a lot of data re-entry 

Framentation 
Onl ine advertising is still sub-scale because: 
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Fragmentation is increasing among media properties every day (a lot of inventory exists within the long-tail away fro1m 
premium publishers) 
Any artificial separation of sales channels would creates sub-optimal revenue monetization 
New inventory types and channels lack measurement and workflow standards 
Advertisers have data but cannot leverage it across broad reach 
Operational friction and workflow inefficiency is still one of the biggest concerns among clients 
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Advertiser Campaign Segments 

Display ac!vertising 
with awarenes.s and 
engagement goats 

30°/o 

Display advertising with Dfsp!iw advet1ising with 
combined br.and and direct response goals 
direct r~sponse gca!s 

: ~~~ :{/ •~~ 

: {'f.>,olo'l~;I .. 

: """ '"~""'V"''">';'<l~ ..... ~""~""'''·""""" ''",t 
• ~ •,;f.l '>"> I<..:"'"' 

, 't,;,, ~,. ¾,T,,,."11:\•,.~Q,,, ,\, 
: l 'flt-•~~ >Y- Yf>••~.,) )'e,e,«,",) ,: "-.:~•. 

'.'. .::-.v.•cll!,~l('ll"~-fl!C 

: tt.;:-~ .... ..:.,..,.. ,:.;i,. : 
..... .... »'~. , ... , ..... i'"'"'"'~ .,,,,,.,, ...... " .,..,.., : 

. _,,,,_,,, .,.v ,- ~ 

T-, vt ~d" "'r',·s,·n,.., w·1·th • c'..-. , ("..l fi ,.,,, t ·W ► 

direct response goals 

10% 

Over time, all on line spend appears to be subject to increased "performance" metrics, which vary by campaign objective. GMS 
team states that all dollars have some sort of metric associated to them. 

Direct Brand= Brand Response in DCLK parlance 

Pure brand (DCLK) =GM, all I'm looking for is this den,ographic, reach and f requency, not so much engagement goals 
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A Vision for the Future 
Grovving display by focusing on advertisers and publlshers 

We bel ieve there are specific elements that make a content network advertising campaign successful, so we thought we'd begin 
by looking at each and how they work together. 
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Our Product Vision 

Core Platforn1 

Access quality display 
inventory by building the 

best ad rnanagement 
platform 

Aggregate display 
inventory tly providing 
an open ad exchange 

For our customers, an open ad platforn1 that: 

1. rninirnize8 tt,e effects of fragrnentat:ion 

Monetize the inventory 
\Ve have aggregated 

(including 0&0} better 
than any other netv,ork 

2. produces the best possible ROI for advertisers 

3. results in the highest yield for publishers 
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Competitive Landscape ... 
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-- Relatively strong competitive position 
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Our Vision for Publishers 
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Scale Operations and lncrea.s.e Efficiency 
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Maximize Yield - across all sales channels and properties 

Differentiate and Extend Audience - new formats and features, add more valuable inventory through vertical networiks, 
syndication, emerging formats 

Scale operations - improved workflow, automation, end-to-end fntegration to reduce discrepancies 
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Building A Revenue Center 

• 
Direct Sales Channet Indirect Sales Channel 

Phase 1: Nevi Sche1na, Forecasting, Optin1ization 

Phase 2: Nevv Reporting, Video / Mobile Support, /\Pis 

Phase 3: DAf~T Sales "'11anager, DAFtr NetiNork Builder, ASFE Convergence 

DoubleClick's addition of new components 
Simplification to tow channels 
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Ad Exchange and AdSense Work Together 

,, ; ~ :: ;::: ~' 

.. ~-~:.: ~:~1.v 
•• t\m ·--

Ad Exchanqe ,. 

Optirni:z:e➔ 
yield across 

networks you 
choose to 
vvork with 

Ban networks or 
the agencies/ 

advertisers they 
represent at your 

discretion 

Without the neutrality, we don't get access to the inventory 

/:\dSense is one of 
rnany neb.vorks 

con1peting for your 
inventory 

Partners who vvork 
1ivith ,\dSense 
benf:➔fit frorTI 

Google's abi!ity to 
sel! anything 

Access to buyers globally: Competition among networks and buyers you don't already have relationships put more money in 
your pocket. 
Profit optimization Yield management across networks puts more money in your pocket. 
Complete control: El iminate the possibility of brand-inappropriate ads appearing on your site(s) and the potential for channel 
confl ict 
Streamlined sales & management: Integration with primary ad server el iminates discrepancies and simplifies report ing; 
centralized clear ing and billing eliminates the need to manage direct relationships on low-n1argin, resource-intensive remnant 
sales. 
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The Roadmap for Publishers 

Corn/nu 
Later 

t 

P1~tf ~i;;; ] 
L 

~~1!~~!MM If ) ~1 irrnMn+ 
! 

'~-0n}~,· ::.•~· ••·~,· ~-.,~· •'!•: r:-r •'!:: r:-~:•'!N':-~:? :N' •~:? ~:--~'•':? ~':'~'•'::: ~':'~'•':N':'~•-:-:N' ·/ 

• Historical forecasting 
• tv1at~vare protection 

• Crt1ative trafficking 

• Network nianagement 
.. Interest targeting 
• New forecasting engine 

• Order exchange 
• DoubleClick Ad Exche..nge 
• AdSense and DFP integration 

• The new Ad Exchange 
• Spot auctions and 

reservation rnarketplace 

GCN - expanded formats include - expandable video and in-stream video formats 

CONFIDENTIAL 

• i hird party ad serving 
• Single cookie and opt-out 

• Expanded rich rnedia 
forrnats 

• Enhanced publisher 
controls 

• Ne\v AdSense Front 
Encl 
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Our Vision for Advertisers 
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The End~to*End Advertiser Platform 

A t1nified system that covers the entire workflow 

Advertiser Core 
• Redesigned \Vorkflovv, reporting based 

on Google Analytics 
• Integrated rnedia planning and buying 

Rich Media Solutions 
• Doub!e(;!ick f{ich !\Aedia Studio 
• Dynarnic Ad Creation 
• Video SDK and \/,\ST adoption 

Cross-Search Display 
• Measure the impact of display 

can1paigns on search clicks and 
conversions and vice-versa 

Tighter integration for all digital media, especia lly search and display 
Unique and accountable solutions for creative execution 
Measurement tools that guide you through analysis and decision-making 
Optimization solutions to achieve more effective, more relevant advertising 
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Designed for the Ecosystem 

Creatives 
• Rici, Madia 
• Dynamic 

Creatives 

Publishers 

::-......... ' . 

liil!t~~~-f' 
~iJfil~~~ 

Direct 

\ 

Exchanges 
: .. m 

Inventory 
Pricing 
Metrics 
Specs 

Networks 

•

,]§~ 
. 
. . 

,.i;,:-•-·A-•~·---

1@3 • " 

I 
◄um11um11 

Data sources 
• .£\nalytics 
• CRM 
• Publishers 
• Cookies 
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Google Content Network - Performance at 
Scale 

,r • • •Y •>• • • •Y >• • •"Y ' •" ' ' • •""'' • • • • .. • • •• • .. •• • ••" .. • • • •" • • • • •• .. " • • • " " • • • ' '' • • • ,-., • .-. ,,-. . ... h>._ _.. , . -. .. . , .. ,, 

~ Reach over 80°/1> Internet Users 

.. 4.3 Bi!Hori Daily Page-Vie1Ns 

~ 705 Million rvlonth!y Visitors 

~ Hundreds of thousands of 
Publishers and Adv,.:ntisers 

• Complete contra! 

• Full transparency 

Publishers 

CONFIDENTIAL 

Consurners 

Engaged audiences 

• lvfaaningli; I ad fonm~ls 

• 1iit'~JeLed environrnents 

Adveitisers 

Return on 
n1edia spend 

• Seal€ rnH!Ch<~d 
vvith precision 

• Insights & 
a t/4'..otm tab ii Hy 
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Current Issues with GCN, future answers 

0 Predictability 

Hc~w can I understand hovv 
n1uch I 11✓ill spend on the 
Google Content Neh~ork? 

..... ....... ................. / .~,.,,t:'.1/•········································' 

O Inventory 

Qualitv 
~ 

j .--• ~-·· "-·~----····-· ~-·"-· ~-·""' ~--"-· ··-"·• 1 

I want to buy 
":::::::~ on quality 

• • I 1nven,ory. 
: : ..... ,,.. ,, ..... ............................... , ..... , . ,,..,,; 

0 Perforrnance 
:'' ' ' ''••' ' ' '"-"' ' ' '"-"' ' '"•' ..... , ......... ,, ........ ,,.,,. .... ,, ........ ,.. ..... ! 

·-;, ,, . 
,.;_',"1 Hovv can you 

'•,~, 
·,, ensure I react, tny 

H{)I targets at 
scale? 

:. ~ .. · ., .. . ............... . · •· · · •· · ...... ... : 

d.~ 
;~ 
:i 

"'-t 

AdX 3rnj AdS~~r":S•?. b~ckfill~ 
rE~$ervat!c>:-1s 

0 fvl issing Features 

(-, I ' :ioog e i1as a 
Display network? 

. . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ·v ·· ·1 . . .. . . 
.•.• . ··_ ,185 •.•. • .. •• .. 
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[DRAFT] 2009 GCN Roadmap 

PARITY 

DlFFf:J{ENTiATORS 

Dir€ct Display 
Advertis€<rs 

Br.ind Ri-~sponse 
A!lv€rtisers 

EMEA priorities: 
Freq capping: q1 
Audience targeting: q2 
campaign insights: available now for the UK (what is it?) 
Reservations: beta Q1 
Conversion optimizer: q2/explorer (what is this?) 
Viev1 through reporting 
Definitions: 
Explorer: Opt as a function of adv goals. 
Audience amplification: modeled lists 
Internal tools: forecasting 
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GCN 2009 Roadmap: Not Just Display 

Context-Rich PagHs 

(., t t l ,.. t .. on ex ua. ueser. 

Sirnpiification f 
Automation to Achh:ive 
RZ)i Goals 

Q4 

• Marketing ROI 
wr,ite paper 

• Unhif:rsal 
Scoring 

Q1 

• Het<111\1elinrJ 
• Explorer 

• Smart Pricin;;i 
enhanee,mtmtB 

• Auto-Optirni?.atioli 
of' Search Ads 

• Conk,nt Bid 
Suggestio:1s 

~ f>i.act~tnfH'1t 
Prediction Tool 

• Tight Taraeting ' ,.. ~ 

• Ads Diagnostic Tool 

Q2 

• Rephil v5 
• Cooki'"' signals 

• Us .. ,r interest 
targetino 

"" 

• Explorer 

• Experimental 
Frarnev,mrk 

• Kef Nord 
Suggestion 
T _.,...., , 
; ~ :\,J 

2H 2009 

• Search 
retargeling 

• Targetinn 
V 

S!io-~s 

• B1d 
L,,ndscapes 

------------------------------------------------------------~ 

Text link business 
Emea priorit ies: 
- Freq capping: 
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Machine Efficiency 
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Meaningful Ad Formats 

Innovative ad formats engage constimers 

Expandables, Fire--rol!s, Roadblocks, Sponsorships 
and other forrnats that drive results 
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Retargeting 
Serve ads to users \Vho previou~,ly 

expressed inte-resl: in ;J prc,ducl 

Interest Targeting 
Serve ads on the GCN to consurners 

based on their interests 

·" .. . -.. ..... ..... . .... ... . .. . ... . ... , 

[ 
'·: ~N'>°5>'~':('>'::>' ~':r>'::f~':~>'::f(>':~f:N:>~N:-,';(:>~:f ~';t:>~:f~f 

Explorer Auto-Optimization 
DHliv~::ir ads t<) pockf.:)l:s of p(·nforrnanc(:~ 
~ • •' \( "< ;.=-:~<: ... l· ·~r :,0 "" ... :t ,. .,. , ( ,,. .. ,.r,. -·-~1 .. ,I'·"' ,-·N , .-f.h :,__,; ,!s, .. n -~ O U: (.,,,'l ,r;pd!Jn dC, .,~s.-, , ::is., ; 

The transition to the next slide is "The challenge with targeting and optimization is that you need massive amounts of inventory 
to create meaningful, statist ically significant results for advertisers." 
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Unique Insights and Accountability 

.,..,.,.,_ 
:.:. ... ,,..,:,_,.. 
½.v.v.vX•.,• . . : ......... ..,,,,,,_ 
;-:,.-.,,•,•,❖, 

Combined with Placement Perforn1ance Reports, Conversion Tracking is a simple, but powerful tool for tracking the actions that 
matter to your marketing objective -- and that doesn't have to just mean sales. An even more robust option is Google: Analytics, 
a full fledged site analytics tool that plugs directly into your Google campaign. Use Google Analytics to understand how the 
users who click on your ads then interact with your site. Do some ads perform better than others? These tools make it easy to 
know. 
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The Way Forward 
Vvhaf s in store 
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Competitive Landscape ... 
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-- Relatively strong competitive position 
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