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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

5 % display-gcn-pm@gocegle.com

Subject: David Rosenblatt's Overview of Google's Display Strategy

Attachments; GOOG_01.23.09 C.pdf; Display Internal Broad-2-1.ppt

Ahead of our GCN Vision meeting next week, 1 thought vou would find David Rosenblatt's overview and presentation of the Display
strategy for Goeogle interesting. Its a long read, but when you have a chance 1t 1s worthwhile to get his 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 my typing didn't keep up, so this is not word for word what David is
sald, but 1t's close. 1 added the headings for readability. |

Introduction

I come from DoubleClick, and am now based in New York. I get sort of bored giving the same PowerPoint over
and over, and I can't really compete with YouTube PowerPoints, since direct response 1s less sexy than videos.
So I'm going to talk.

Context: Industry Consolidation

I thought I'd cxplain what happened in the industry over the past two years. what is our strategy relative to the
other major 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 away 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 we came almost ubiquitous,
delivering 15B display ads a day. We touched almost every display ad in some form on the internct. 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 media partner, and ended up being bought by Google. And right after,
something like $12B of M&A took place in the part of the sector we were in. Overnight, the sector went from a
relatively small, not-really-thought-about backwater which was dominated by small, independent tech vendors,
to one run by a few big companies. So what happened and what are the implications?

Inefficiencies for Publishers and Advertisers
Let me start with the customer point of view 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 while the advertisers account
for the revenue, the business depends on relationships with publishers. If you don't have access to inventory,
you have nothing 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 some small percent -- small in unit volume -- that the publisher sells directly. It's good
inventory with high brand value. It's cxpensive to make and to scll. You have to buy tech specific to scll the
inventory, have the three martini lunches with agencics, and so on. It looks a lot like traditional media has

looked.

Then you have this other stuff called remnant inventory that you just don't know what to do with. Historically,
what publishers did is they made a decision in advance that these parts of my site arc going to be hard to scll, so
that's remnant. And I'm going to hire someone who will call up a couple of ad networks, and say, what can you
do for me? They'll make a couple of deals, let them compete with each other, and that's it. Typically what
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 with this is that it's inherently suboptimal for two reasons. One is there are hundreds of networks
out there, and maybe none of the small number of networks you work with can give you the most for a given
picce of inventory. It's too hard to do 100 deals. It's not worth the time to manage individual contracts,
relationships, and so on, so you end up exposing your inventory to a very small part of the market.

The second reason is you're making this inventory allocation decision in advance, without really knowing where
the demand 1s. You're saying, my homepage i1s premium. Some other part of the site, I'm calling premium. But
my stock quotes page, I'll call that remnant. But maybe there's someone in the market willing to pay 10x 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 dccision about what the salcs force sclls and what gocs to the networks on an impression by
impression basis, you're almost guaranteeing that you'll leave a lot of money on the table. These are the two
problems that as a publisher you have to solve.

>From an advertiser point of view, the market is similarly inefficient. It's too complicated, too expensive to
cxccute ad buys. With third party ad scrving, we think of it as just that, there's a third party and that's it. But if
you really map out how it actually works, in a given ad transaction, you could have as many as 7-8 vendors,
cach with own server, accounting methodology, 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 incfficient, immature, and really 1sn't working relative to
its potential. That's the industry landscape.

The solution for publishers
What 1s the solution to that and how do the big players plan to participate in that solution?

Let me walk through, from a publisher point of view, what really fixes this problem; that will make the: strategy
more understandable. Going back to an individual publisher, what they do 1s, they go out and buy technology
from DoubleClick or Atlas, and they use the DoubleClick technology used for serving premium inventory. But
it's too expensive to use it for Networks / remnant. [cwb: because the serving fees for DoubleClick serving are
too large a percentage of what the networks give them for their remnant inventory.] How 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 network in the world can compete for your inventory. So instead of applying your DoubleClick ad server
to your premium stuff only, vou run all of your inventory through it.

And instead of doing the deals with networks, you just say, go to www.adexchange.com, and bid for my
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inventory there. If you win the auction, you get it, and 1f you don't, you don't. So now since you're working on
one platform, you can expose all of your premium inventory to the networks. And now instead of three
nctworks competing, you have hundreds of networks. The end result is you guarantee yourself the highest yicld
for cach impression. And in addition, your costs arc lower, since you can reduce the size of your direct sales
force. They can focus on selling only the most premium.

* Question: You said that it wasn't economical to put all your inventory on DCLK because 1t was toc expensive.
Why does an ad exchange change that cost layer?

* David: once this platform 1s 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 implementing this system, you get more yield.

How to grow 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 implications.

Yahoo towards the end of 2006 reached a basic conclusion that applics to all internet publications which is, 1f
you look at traditional media, the way they think about their business is very simple: it's only in terms 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 -- grows at a rate equal to or
greater than the overall market. And, roughly, vour share of the market translates into your share of ad revenues.
If you grow 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, 1s 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 same rate as the internet. You can have some 21 year old kid come
and make 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 s was an O&O destination business to one in which 1t was a network
with a strong anchor of O&QO. They planned for the majority of their revenues to come from off-property
inventory, not from O&O. The beliet, which again [ think makes a lot of sense, is that they could out-compete
other players because they have better data. They had behavioral data. They knew when 43M people were in the
market for a car or wanted to buy tickets. Those sorts of things. If you can aggregate that data and apply it
across this broad rcach of your nctwork, you could out-compcte other networks and promisc a higher yield,
because you know more about users than other networks.

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. It turns out that the most efficient way to access that
iventory is by owning the primary ad server that premium and non-premium publishers use to manage their
inventory. It allows you as a network the so called "first look" at each impression.

* Comment: There's a huge switching cost.
* David: Yes, exactly right.

As Yahoo looked across the market and Yahoo identificd DoubleClick as the right partner. The origin of
Google's interest was Google was way ahead intellectually, but was having trouble building its own primary ad
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server. And they had even more of a problem convincing customers to switch to it. So Google, like Yahoo,
viewed owning this platform as a way of acquiring inventory to monetize on its network, the GCN. The
motivating factor for Microsoft was that Googlc was intcrested. They thought, let's just do it and figure it out
later. They didn't really have a strategy.

That was the context, and so cach of these three customers is now very focused on creating these super
networks. The strategies on paper all look very similar. Each has platform technology. Each has an exchange.
And cach has a network. When you think about competitive strength: we're way ahead in the platform stratcgy,
way behind in the exchange, and way behind on the network as well. Yahoo 1s nowhere on the platform, way
ahead on exchange and network. And Microsoft is nowhere on the exchange, nowhere on the platform, and in
the middle on the network.

* Question: why do you say we're behind on the network?
* David: Yahoo has a couple thousand sales people, their O&O, and a few billion in revenue. It's not just Blue
Lithium.

* Question: Is 1t sustainable to be ahead on the exchange 1f you don't have the platform?

* David: My view 1s nothing really matters but the platform. Nothing has such high switching costs. If there's a
better network or exchange, you can just switch to it. Switching platforms is a nightmare. Takes an act of God
to do it.

* Question: What are the other platform competitors?
* David: Atlas from Microsoft; AdTech is strong in Germany. Yahoo has built their own.

Our competitive standing

So that is the competitive landscape we're in right now. Again, we have a very strong platform, but it isn't right
{or Google's customer base. It's too big, too hard to operate, too hard to manage, for Google's sweet spot which
1s middle and long tail. So we¢ have an engincering cffort focusced on replacing GAM and DFP. [cwb: this is
XFP] But we are serving 18B ads per day.

Here's another way of thinking about the value of the platform. Let's say DoubleClick and Google Ad Manager
serves 18B impressions per day. Let's say once we have a much more competitive GCN and a viable exchange,
we're able to peel off even 10% of that inventory to monetize somehow. And 1 think the number should be
higher. So that's 1.8B impressions per day. If we monetize that at a dollar CPM and multiply that by 365, you
get how valuable the platform is worth.

* Comment: So it's induced revenucs rather than direct revenucs.
* David: Yes, we can scll 10% of the inventory, but in order to do that, we need to out-monetize everyone clse.
So that's why we're so focused on making the network so good.

* Question: With premium and remnant getting fused into one, won't that put downward pressure on price since
there were artificial barriers keeping prices high?

* David: My guess is that the percentage of revenue sold directly is going to shrink a lot. Think about how
immature this industry is. Yahoo, MSFT, 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 measurability.
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 will go up, but the proportion sold by networks will go up.

Implications for networks
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On a related point: what happens to most networks. Today there are a few hundred globally, and if you read the
press, most people will say, there are too many networks. With a recession and less money, there will be a
shakcout of nctworks. I think that may be truc in 6-9 months, but 2 ycars from now, I think cxactly the opposite
will happen. There will be thousands of pubs sclling a small part of their inventory through small sales forces.
Everything clse 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 1s the financial context. We'll have created what's comparable to the
NYSE or the London stock exchange; in other words, wc'll do to display what Google did to scarch: make it
very easy to buy, standardize the metrics and definitions so you're not reinventing the wheel each time, and the
process becomes automated as opposed to faxing 10s back and forth. So what happen to networks: you have a
proliferation of networks which on average arc smaller than today, and compete on the basis of better
technology and more importantly, better data.

The reason that's true 1s it's easy to buy people [cwb: L.e., ad impressions served to a specific person]. The whole
business of being a network is about knowing a little bit more about users. For example, let's say you know
who's in the market for a surfboard. Today, if you're a surtboard manufacturer, it's really hard to buy
advertising. You either buy people searching for 1t, or you buy a small number of sites about surtboards. So now
as a network, 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
manufacturers. You can imagine networks buying at low price in the exchange, and turning around and selling
that back to the advertiser for a lot more.

* Question: Won't economies of scale apply to the networks?

* David: The problem is that because the audience is so fragmented, you need some mechanism to roll them up
into onc singlc large pool. It's just not cconomical to do a thousand buys. For the samc rcason that in finance,
there are many hedge funds who compete against Goldman Sachs. there are always going to be niches where it's
possible to know a lot about one specialty. It's like why there are vertical search engines, like travel sites. You
know morc about uscrs; you can offer more. It's depth vs. breadth.

Mechanically, the way the surfboard network will do this is they go out and they do deals with all the different
surfboard related publishers, and they create cookie lists, and then buy those cookie lists out of the exchange.
The networks' value 1s data.

* Question: Do you sce the exchange adding more and more data and allowing them to get it there?

* David: So how much intelligence to we put in the Exchange. That's an important question. DFP and GAM are
platfoerm products that'll be succeeded by XFP. It will probably take 2 years to fully roll out. On the advertiser
side, we have a comparable product, DFA, and that's also valuable but less directly relevant to our monetization
strategy than the publisher side technology. On the exchange side, we have a DoubleClick exchange linked to
DFP. But we're not investing in a standalone product. We're going to merge what is today AdSense with what is
today the AdExchange. From a publisher's point of view, you'll be able to let the market compete for yvour
inventory via AdScnsc.

* Question: What incents a publisher to give different information into different networks?

* David: You wouldn't. Let's look at YouTube. They use DFP. You've got your homepage units, and maybe
some other very high value units clsewhere. That's the stuff that our direct salcs force will scll. Everything clsc,
you would dump 1nto our exchange, and you'd let the entire world go to a single URL and bid for that inventory.
And if you're a purist about this, and more and morc publishers are, you'd also let the market compete not just
for the remnant stuft, but also for your premium inventory so if the market produces a higher bid than your sales
force, it gets it. So YouTube wins even if its sales force doesn't. So the surfboard network comes in. 1t builds its
own database of uscrs. They have a view into the YouTube audicnce via the exchange, so they'll buy pcople

CONFIDENTIAL GOOG-AT-MDL-B-004389746




[cwb: impressions] at a low price, and turn around and sell them to an advertiser.

The rcason 1 went through all this stuff is that a major major focus of this company is to make surc we¢ maintain
our 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.

How the Google Content Network will out-compete other networks

So let's switch gears to our Network and how we make sure we'll out-compete everyone else. One way is by
*not* putting all the same targeting technology we use for the GCN nto the exchange. We need to be focused
on liquidity in the exchange. That's a different effort than developing targeting technologics.

* Comment: If you go to financial world, we can do Goldman, I can trade for you, I tell you why this 15 good or
bad for your portfolio. [cwb: Didn't hear all of this question. |

* David: So we're both Goldman and NYSE. Goldman 1s GCN. This 1sn't a perfect analogy. As a company,
we're hedged a bit: if it turns out that another network 1s better, we still make money through the exchange. We
also have better intelligence because we know 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 own network. So we could become the main sales force
for this industry by getting inventory from publishers or buying it off the exchange.

* David: Yes.

* Question: How do you see large agency networks playing in this game?

* David: The problem with this industry 1s, it's complicated. Large agencies, most famously Publicis, are
becoming networks themscelves. To make it even more complicated, they're using our ad cxchange technology
to do that. And it makes sense: it starts with, they have the same problems as everyone else. There's tremendous
{ragmentation and too many intermediaries. Too much of the sales process 1s paper-based. So VivaKi 1s trying
to automatc as much as possiblc. 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. That
doesn't change. For everything else, they go out and create a network of all major publishers on the web. They
say, you join the Google Ad Exchange and make your inventory available forever. And on a spot basis,
wherever we want to, we're going to reach in and buy inventory. You'll never know until after it's done. Or they
could say, we have an extra $20M, let's by X per month.

To do that, they'll use our technology. So they'll be an advertiser customer, but the way they're going to buy 1s
they'll look like an arbitrage network like Advertising.com. So they buy 10% of impressions and then resell to
advertisers. Or they may buy on a spot basis.

This 1sn't limited to Publicis; all the networks are doing this. They may say, we have $500M to spend, and we're
going to go out, spend all of that on these 500 sites, and then I will create my own network, and over time,
allocatc that to my clicnts, and charge thosc clients as they usc the media. It's a huge arbitrage game. The
problem of course is, if that demand goes away, they're stuck with what they own and can't sell it. That's why
other alternative s to use this AdExchange 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 the
publisher does. It's the surtboard thing: if they aggregate data and build a customer databasc across all clients,
they'll be better able to know the value of a publisher's inventory than the publisher. And they'll do this in an
automated way, with no 10s, fewer people involved, more efficient, get people in China to make the ads. The
ultimate end state 1s there are very few people involved in the process. It's automated.

[Switches to slides. |
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Competitive Landscape... [slide]
Every single major player 1s going through a major intcgration job.

The End-to-End Advertiser Platform [slide]

On the advertiscr side, step #1 1s we have the platform that's essentially an opcerating system for most major
online agencies in the world. We want 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 DFA on not
just our customers but all customers.

Google Content Network [slide]

Our network is just not like every other network. It means that for one particular ad product, for contextually
targeted text links, 1t's the best in the world. We 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 we have all this stuff. They sort of can't believe that we don't do

frequency capping. So I usually don't tell them we don't do it. But we have to get there. Otherwise we just can't
participate in most 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 would have had third party ad
scrving, for cxample.

In my mind, some of these are must haves, but don't add that much value. The thing that will truly truly juice
this busincss is interest-based advertising. This 1s something that Google has always resisted, and for the first
time ever, | think we're going to be able to do it. The reason why it's so powerful is the obvious reason: if you
go back to this world where you have huge amounts of undifferentiated inventory, meaning people think about
how well 1t 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 1 am GM, and you can create a list of all the people
who have been to your site and browsed, if you can buy those people back, that's worth a lot. Response rates are
something like 5x higher. That's the initial incarnation of our targeting business.

The really exciting one which will take a bit longer is where we begin to create a cooperative where publishers
and merchants contribute their data, and then other advertisers can buy it back. Every publisher knows a little
bit about their customers, like they might know they like surfing, but nothing else. We can be the entity that
ageregates 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 i1s a $400M product line, and we
have 10x the traffic.

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

* Question: What makes 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. 1f
there are a million surfers in the world, if there's one company that can put them together, that's huge. If you
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only have access to 25% of the mventory, 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 1s, by mid-Q2, the goal 1s to have closed the gap with every other major network.

The second part is beginning to create new products that fundamentally differentiate us. Contextual creatives,
where the creative itself varies on context: the site where it's running, the product, etc. eBay can change 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 companies have been prepared to go further than we have in terms of
Intrusivencss.

* David: We'll be better. The whole 1ssue with targeting 1s scale. We'll have the scale. Even if you have great
technology, it doesn't matter if you only see a small part of the market.

GOCN 2009 Roadmap: Not Just Display [slide]
Text s still a $2B business.

[Flips through slides quickly.]

Wrapping up
I really believe that 1f we can execute on this stuff, we'll be able to crush the other networks, and that's our goal.

Questions

* Question: If we become bigger and better and there are only a few players, and the aggregated purchases
become bigger, agencies will want preferential pricing. Will we be building tools that allow that preferential
nature?

* David: We have no control over pricing because it's auctions. In Q2 we can do what we're talking about with
reservations.

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

* Question: Arc exchanges less developed in EMEA?
* David: Yces, because Yahoo is so immature in Europe.

* Question: how long do we have to execute?

* David: Tt depends on how well Yahoo executes. In the near term, they arc the competitor. If they execute well,
we don't have that long. If they don't, we have longer. in the longer run, msft becomes a competitor. It's lcss a
competitive thing, though, than that we want to generate revenue. This business should be a $3B busincss.
Today 1t's $0.5B. We want to get there as quickly as possible.
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GOOG Reported A Cleanly Positive @4 — $4 22B in net revenue & $5.10 in
non-GAAP EPS vs. our/Sireet estimates of $4.15B/$4.12B and $5.03/34.96, Price (22 Jan 09) US$306.50
respectively. Q/Q revenue growth of 4% came in ahead of 1%-2% expectations. Target price USS450 .00
Positive Fundamental Trends - FX-Neutral Y/Y net revenue growth of E:EEEEE ZELEEEEE?E:STW 432:
approximately 30% was in-line with Q3’s 30% growth. $2.15E in non-GAAP op. Expected total return 16.8%
inceme beat our $2.04B est and increased 27% Y/Y. Op. margin of 51% (vs. Market Cap US$73 éi?M

our 49% est.) was UP 110 bps Y/Y — GOOG's biggest expansion ever.
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Positive Paid Click, CPCs & UK Market Trends — Paid click growth of 18% Y/Y

compare d with 'G 3’s gi’DWth of 18% and szf; aro wih of 19% and vs. our 17%
Y/Y expectation. FX-Adjusted CPCs were up approx 3% Y/Y vs. up 5% in Q2. Price Rerformanca (RIG: BO0BA, BA: LIOGAIS)
Finally, UK revenue of $685MM declined 1% Y/Y (but rcse approx 28% on FX- usD

Neutral basis vs. 25% in Q3 - a positive development). 500 \_\ {M‘“"‘m\ﬂ/\
o
Nudging Estimates & Maintaining PT - '09 Net Rev gees from $17.5B to 400 \’\
$17.3B, and Non-GAAP EPS from $21.18 to $21.45. Our PT remains $450 as 300 Y AN
we shift to a ‘10 valuation framework — 21X '10 GAAP EPS of $21.73. 200 S
. ; - , | T -
Reiterate Buy — 1) Tho not immune, GOOG is more resilient to macro Mar ligh Sen Nan

headwinds than other companies; 2) GOOG gaining Search share; 3) GOOG has s
significant option value — Mobile (greenfielc), YouTube (greenfield), Display

(huge share gain opportunity); and 4) GOOG has arguably reached op margin

tipping point.
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Fiscal year end 31-Dec 2007 2008 2003E 2010E 2011E
Valuation Ratios
P/E adjusted (x) 19.7 15.7 14.3 12.1 10.6
FV/EBITDA adjusted (x) 8.8 b.7 5.3 4.0 3.0
P/BV (x) 43 3.4 2.9 2.4 2.0
Dividend yield (%) 0.0 0.0 0.0 0.0 0.0
Per Share Data (US$)
EPS adjusted 15.59 19.50 71.45 75,33 78.85
EPS reported 13.29 16,94 18.33 21.73 24,85
BYPS 71.76 88.94 106.75 127.16 150.47
DPS 0.00 0.00 0.00 0.00 0.00
Profit & Loss (US$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 b,727 1,329 8,17 9,986
Net interest expense 5930 316 375 529 720
Non-operating/exceptionals 0 0 0 0 0
Pre-tax profit 3,674 1,043 1,704 9,246 10,706
Tax -1,470 -1,666 -1,849 -2,219 -2.569
Extraord./Min.Int./Pref.div. 0 0 0 0 0
Reported net income 4,204 5378 5,853 1.027 8,136
Adjusted earnings 4,929 6,193 6,850 8,192 9,444
Adjusted EBITDA 6,921 9,347 10,316 12,088 13,733
Growth Rates (%)
Sales 56.5 31.3 6.3 17.0 122
EBIT adjusted 75.6 32.3 8.9 18.9 14.6
EBITDA adjusted 74.8 35.1 10.4 17.2 13.6
EPS adjusted 47.2 25.1 10.0 18.1 13.9
Cash Flow (US§M)
Operating cash flow 5,775 8,949 8,085 9,537 11,098
Depreciation/amortization 968 1,500 1,747 1,915 2,113
Net working capital 319 233 564 635 h3?
Investing cash flow -3,682 -9,319 -2.948 -2,982 -3,343
Capital expenditure -2,403 -2,358 -2,548 -7 ,982 -3,345
Acquisitions/disposals -907 -3,319 0 0 U
Financing cash flow 24 -12 1] I 0
Borrowings 0 0 0 0 0
Dividends paid 0 0 0 0 0
Change in cash 2,138 3,511 3,536 8,555 1,152
Balance Sheet (US$M)
Total assets 23,336 31,768 39,299 48,678 38,8682
Cash & cash equivalent 14,219 15,846 21,563 28,775 36,779
Accounts receivable 2,163 /2,647 3117 3,642 4 086
Net fixed assets 4,039 5,234 6,328 7684 9,204
Total liabilities 2,646 3,529 5,206 1,358 9625
| _ N _ Accounts payable 282 178 210 245 219
ik Nl T R B B
CROataSenscoshmercasctcomor +1.712815-5035  Shareholders' funds 22890 28739 34084 41120 49257
Profitability/Solvency Ratios (%)
EBITDA margin adjusted 41.7 42.9 44.5 446 45.2
ROF adjusted 24.8 24.3 22.0 21.8 20.9
@»H{ ROIC adjusted 48.7 44.6 37.9 39.9 40.5
B f o doy ™ : Net debt to equit -62.7 -56.1 -63.2 -70.0 -14.7
aataCentral Total debt iﬂ?ﬁapii’lal 0.0 0.0 0.0 0.0 0.0
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Qur summary Long Thesis on GOOG is:

1) GOOG remains one the best plays off the secular growth in internet
advertising - While severe recessionary conditions will have an impact, GOOG's
organic ‘08 U.S. advertising growth exceeded 20% vs. a Y/Y decline for overall
U.S. advertising. What Google may be benefiting from is increased
search/comparison shopping activity in a “choosier” economic environment:

2) GOOG is the market share leader — and is gaining share - in arguably the
most dynamic part of internet advertising — Search;

3) Significant option value -- As we've detailed in reporis over the past year, we
believe Google has a large opportunity to diversify and grow revenue through:
A) Mobile Internet Advertising (a completely greentield revenue apportunity
that Chrome, Android, and brand strength should well position Google for); B)
YouTube (another greenfield revenue opportunity that has seen significant new
meonetization technigues applied in the past few months); and C) Display
Advertising (an $8B market opportunity largely untapped by Google and with
severaly 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 acds and
capex depreciation now less rcbust and significant efforts being made to target
discretionary costs, this cperating margin expansion should be sustainable.

5) Q4 Results Shows The Stickiness of Google's Fundamentals — With Q4
revenue growth decel being immaterial, and Y/Y op margin expansion for the
first time in years, despite an obviously difficull recessionary environment, we
believe Google is, on the margin, a defensive play in the online advertising
market. As the company gains more traction with cpportunities such as
Display (DoubleClick), Video (YouTube) and Mobile, we believe the company
could be positicned for strong growth when the ecenomy 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 estimates of $4.15B/$4.12B and
$5.03/$4.96, respectively. Q/Q revenue growth of 4% came in ahead of 1%-2%
axpectations,

2. In Short, Key Fundamentals Improved, With No Major Decel in Rev Growth
and Op. Margins Expanding. In part, Lhis was a maller ol easier comps. Afller
three tough quarters, GOOG's revenue comps now become easier — leaving
aside FX and theat Recessicon thing...

3. Strong Google Sites Revenue. GOOG reportec $3.81B in Gross Google Sites
revenue, $29MM or 1% above our estimate, and up 22% Y/Y. With $190MM in
TAC, Net Google Sites revenue was $3.62B, up 21% Y/Y. CGrowth was
attributable to strong guery growth in Q4 (according to comScore, Google's
U.S. queries grew 35% Y/Y, relatively flat with Q3, and Q4 share grew 60 bps
frem Q3 to 63%), and increased comparison shopping by consumers who were
looking for online dezls for gifts.

4. Paid Clicks Growth Remains Stable and CPCs Better Than Expected. GOOCG
reported Q4 Paid Click growth of 18% Y/Y, which was better than our estimate
of 1/7%, and flat with Q3 Y/Y Paid Click growth. For context, Q2 and Q4:0/
FPaid Click Y/Y growth was 19% and 30%, respectively.

CONFIDENTIAL GOOG-AT-MDL-B-004389753




Google Inc (GOOG)
23 January 200G

Based on our estimates, GOOG’s Cost Per Click (CFCs) declined 2% Y/Y vs. our
estimate of a decline of 1% Y/Y. However, on an FX-neutral basis, CPCs grew
3% Y/Y vs. our estimate of 2% Y/Y growth.

Figure 1. G006 Paid Clicks and CPCs
9/07A 12/074 3/08A 5/08A 9/08A 12/08A

Total Search Rev - Gross (SMM) 4,189 4,757 3,087 3,185 5,352 3,505
¥/Y Growth a7% 50% 40% 35% 28% 16%
FX Impact Y/ ($MM) 121 155 202 249 168 (266)
Total Ad Rev - Gross (FX Adj) 4,068 4,362 4,885 4,536 5,184 3,17
Total Ad Rev {Gross) Y/Y FX Ad]. 53% 44% 35% 29% 24% 2i%
Paid Clicks (MM) 3,466 10,354 10,800 10,754 11,170 12,218
Paid Click Growth Y/¥ 45% 30% 20% 19% 18% 18%
Paid Click Growth Q/Q o% 9% 4% 0% 4% 9%
Eost Per Chick $0.44 $0.45 $0.47 $0.48 $0.48 $0.45
CPC Growth Y/Y 8.5% 15.3% 16.9% 13.5% 8.3% -1.9%
CPC Grewth Y/Y FX Adjusted 5.4% 10.5% 12.2% 8.1% 4.5% 2.8%
CPC Growth Q/Q 4.2% 3.8% 2.0% 2.4% -0.6% -6.0%
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We note that Barry Diller commented in early Jaruary that he expects CPCs to
decline 5-10% Y/Y in 2009, which could be possible if the current macro
recession continues and consumers are being more cautious with their
spending, thus resulling in poor conversion rates for adverlisers, who in turn
will bid lower on key words. As such, we are modeling Y/Y CPC declines of /%
and 4% in Q1:09 and 2009, respectively.

5. International Revenue Growth Actually Accelerated. GOOCGC reported (34
international revenue of $2.85B, (50% of total gross revenue), growing 23%
Y/Y vs. 39% Y/Y growth in Q3 and 64% Y/Y growth in Q4:07. After taking into
account $266MM in FX adjustments, International revenue growth actually
accelerated to 35% Y/Y, vs. 31% Y/Y growth in Q3. UK revenue in Q4 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 Q4 actually
accelerated to 28% Y/Y vs. 25% in Q3.

Figure 2. 600G Reported & FX-Adjusted Int'| Revenue Analysis

|<in 000s) 12/07A 3/084 B/DBA 9/084 127084
Total Gross Revenue 4,826,679 5,186,043 5,367,212 5,541,391 5,700,904
International Revenue 2,316,806 2,644,882 2,790,850 2,826,109 2,850,452
Y/Y Change 64% 54% 50% 39% 23%
/0 Change 14% 14% 6% 1% 1%
% of Total Revenue - Gross 48% 1% 52 % 51% 50%
YIY FX Im pact 195,000 202,000 249,000 168,000 (66,000}
Estimated int'l Net Revenue 1,625,695 1,886,826 2,024,481 2,063,554 2,108,761
% of Total Net Revenue 48% 51% b2 % 51% 50%
FX-Neutral Int'l Revenue 2,121,806 2,442 882 2,541,950 2,658,109 3,116,452
Y/¥ FX-Neutral Change 50% 42% 3% 31% 35%

Source: Citi Investment Research, Company Reports
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6. Network TAC Dropped To Lowest Level In Two Years. GOOG’s Q4 Traffic
Acquisition Costs (TAC) on the network sice was 76.4%, down 300 bps vs. Q3
and 270 bps vs. Q4:07, due to a mix shift in traffic and FX. We note that this is
the lowest TAG rate we've seen since Q4:06, when TAC was at 7/6.4% as well.

7. CapEx At Lowest Level Since Q1:06. Q4 CapEx was $368MM, declining
A6% Y/Y vs. a 19% Y/Y decline in Q3 and 36% Y/Y growth in Q4:0/7. We note
that Captx as a percent of Net Revenue was only 8%, the lowest ever, and that
the dollar spend in Capkx wes the lcwest since Q1:06. While we believe Google
will be prudent with Capkx spend while the economy is in a recession, the
company will continue to invest heavily in CapEx as it continues to build out its
display business, improve search speed, and improve user experience on
YouTube, in our opinicn.

8. Lowest Headcount Adds In Years. GOOG added only 100 new hires in Q4 vs.
520 in Q3 and 890 in Q4:0/. We note that this is the smallest number of new
hires at the company in several years,

Negatives From The Quarter

1. Stock Option Exchange Program — Management noted that the company
plans to engage in a stock option exchange program where employees can
exchange their underwater stock options for newly issued options ina 1:1
transaction at a strike price of around $300. The company expects to record a
modification charge of about $460MM which should be recognized over the life
of the new options. The small coffset here is that new options will face an
additional 12 month vesting period. This move is good for GOOG employees
and had for GOOG investors. We wish we could re-price our stock...

2. Steep Decel in Gross Network Revenue Growth. Gross Network revenue in
Q4 was $1.69MM, up 4% Y/Y vs. 15% Y/Y growth in Q3 and 37% Y/Y growth
in G4:07. While AdSense for content showed streng growth, revenue was
impacied as Geogle actively dropped search arbitrageurs from the network.
We believe Google is making a more caoncerted effort to ensure quality on the
AdSense for Search network, which could result in additional pressure on
Network revenue.

3. Licensing & Other Revenue lower-than-expected - GOOG reported Licensing
& Other revenue of $196MM, $4MM or 2% below our estimate of $201MM. We
believe some of the weakness may have come from weaker revenue from
DoubleClick, which might have been affecied as advertisers have been pulling
back on display marketing budgets. On the earnings call, management did
note that there are now over 1MM enterprises and 3MM college students who
use Google Apps. We'd guess that those college students aren’t forking over a
bundle for those Apps...

4. FX Headwinds Are And Will Be Severe - We estimate approximately $18B 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 flat with Q3 growth. Also, $2.15B in nor-GAAP op. income came in
ahead of our $2.04B estimate and increased 27% Y/Y. Op. margin of 50.9%
(vs. our 42.1% est.) was up approximately 110 bps Y/Y — the biggest increase
ever for GOOG.,

Were Fundamentals Better Than The Sireet Expected? Yes. The company
reported Total Net Revenue of $4. 228, above Street estimates of $4. 128, and
Non-GAAP EPS of $5.10 vs. Street estimates of $4.96. We note that the upside
came from strong Google sites revenue and continuec costs discipline through
fower than expected sales & marketing and G&A expenses, both of which
coniributed to higher operating margins.

Changes To Estimates

Based on the December quarter results and potential concerns about macro
headwinds in Q1 and 2009, we have updated our Q1:09, FYCQ and FY10
estimates as follows:

Figure 3. Changes To Estimates

2008E 2010F
0id New 0id New
Net Revenue (SMM) 17,464 17,286 19,752 201,305
PF Op. Income ($ MM) 8,575 8,574 9,856 10,173
PF EPS $21.18 $21.45 $24.82 $25.33
GAAP EPS $18.04 $18.33 $21.35 $21.73

Source: Giti Investment Research

Google Inc

Company description

Google Inc {GOQG) is a globel technology company focused on improving the
way pecple connect with information. It is a leading global Interpnet brand and
one of the most trafficked Internet destinations werldwide. Google maintains
the worid's largest online index of Websites and other content, and makes this
information freely available to anyone with an Internet connection. Google
generates revenue by delivering relevant, cost-effective online advertising.
Businesses use Google's AdWords program to premeote their products and
services with targeted advertising. In addition, thousands of third-party
Websites that comprise the Google Network use the Google AdSense program
to deliver relevant ads that generate revenue and enhance the user experience.
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Investment strategy

We rate the shares of Google Inc Buy/ High Risk (1H). Our long-term thesis
includes 1) strong secular growth in online advertising; 2) direct exposure 10
search, the most robust online ad segment; 3) clear market leadership; 4)
underappreciated potential for expansion beyond traditional search: and 5) the
strongest outlook fundamentals in the sector. In addition, we refocused on
long-term risks such as 1) competition from Microsoft, Yahoo, and others: 2) a
limited execution record: and 3) headline risk arcund aggressive industry
cniine ad practices.

Valuation

We derive our $450 target price for Google based on GAAP P/E analysis. We
apply a 21x multiple to our 2010 GAAF EPS estimate of $21.73 to reach our
$450 target price. Our target multiple is largely driven off of growth
assumptions, but we also usually consider historical multiple ranges, relative
sector multiples, and intangibles, such as management's execution track
record. Since the beginning of 200/, Google has traded at a forward GAAP P/E
multiple between 14x and 40x, with an average of 30x. For context, GOOG
currently frades at 17X our '09 GAAP EPS of $18.33. Given the growth profile
of the company and its market leader position in search advertising, we believe
multiple expansion in 2010 is warranted.

Risks

We rate Google High Risk, reflective of the highly competitive landscape the
company faces, and the intrinsically-high valuation multiples of growth stocks,
especially in the Internet sector. These risks are somewhat offset by the
company's strong balance sheet ($8 billicn-plus in cash) and by the liquidity of
its shares. Note that the investment risks laid out below may impede the stock
from reaching 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 visibility: 3) execution risk with YouTube and
DeubleClick (afler pending approval) and 4) potential exposure Lo concerns
over aggressive industry online advertising practices; and 4) potential
slowdown in online advertising due tc macro economic conditions.

If the impact on the company from any of these factors proves to be
greater/less than we anticipate, it may prevent the stock from achieving our
target price or could cause our target price to be materially outperformed.
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Appendix A-1
Analyst Certification

Each research analyst{s) principally responsihle for the preparation and content of all or any identified portion of this research report hereby certifies that, with
respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the research analyst covers in this research
report, all of the views expressed in this research report accurately reflect their personal views ahout those issuer{s) or securities. Each research analyst(s) also
certify that 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.
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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 hitp.//www smithbarney.com (for retall clients) or http-//www citigroupgeo.com {for
institutional clients) or can call (866} 836-9547 to request a copy of this research.

Neil A Dosni, Associate, holds a leng position in the securities of Google Inc.

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services frem Google Inc in the past 12
months.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, securities-
related: Google inc.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-invastment-banking, non-
sectrities-related: Google Inc.

finalysts' compensation is determined based upen activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates {"the
Firm'). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other business units, the
Private Client Division, Institutional Sales and Trading, and Investment Banking.

The Firm is a market maker in the publicly traded equity securities of Google Inc.

For important disclosures (including cepies of histerical disclosures) regarding the comoanies that am the subject of this Citi Invesiment Research product {"the Product"),
please contact Citi Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addtion, the same important disclosures,
with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at www.citigroupgec.com. Private
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regarding the subjact company. kistorical disclosures (for up to the past three years) will be provided upon request.

Citi Investment Research Ratings Distribution

Datagurrentas of 37 Dec 2008 .. DUY ld

Giti Investment Research Global Fundamental Coverage 46% 37% 17%
% of companies in each rating category that are investment banking clients 8% 43% 38%

Guide to Fundamental Research Investment Ratings:

Citi Investment Research's stock recommendations include a risk rating and an investment rating.

Risk ratings, which take into account heth price volatility and fundamental criteria, are: Low (L}, Medium (M)}, High (H}, and Speculative {S}.

Investment ratings are a function of Citi Investment Research’s expectation of total return (forecast price appreciation and dividend yield within the next 1Z months) and

risk rating.

Buy ~ Hold ~ Sell
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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
stocks, 15% or more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or mare for Speculative stocks); Held {2) {09%-10% for Low-Risk stocks, 0%-15%
for Medium-Risk stocks, 0% -20% for High-Risk stocks, and 09%-35% for Speculative stocks); and Sell (3) (negative total return).

Investment ratings are determined by the ranges described ahove at the fime of initiation of coverage, a change in investment and/or risk rating, or a change in target
price (subject to limited management discretion). At other times, the expected total refurns may fall outside of these ranges because of market price movements and/or
cther short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management.
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected
performance and risk.

Guide to Corporate Bond Research Cred it Opinions and investment Ratings: Citi [nvestment Research's corporate bond research issuer publications include a fundamental
credit opinion of Improving, Stable or Deteriorating and a complementary risk rating of Low (L}, Medium (M}, High {H} or Speculative (S} regarding the credit risk of the
company featured in the report. The fundamentai credit opinion reflects the CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to
securities market vagaries. The fundamental credit opinion is not geared to, but should be viewed in the context of debt ratings issued by majer public debt ratings
companies such as Mcody's Investors Service, Standard and Poor's, and Fitch Ratings. CBR risk ratings are approximately equivalent to the following matrix: Low Risk
Triple A to Low Double A: Low to Medium Risk High Single A through High Triple B; Medium to High Risk Mid Triple B through High Double B: High to Speculative Risk Mid
Double B and Below. The risk rating element illustrates the analyst's apinion of the relative likelinood of loss of principal when a fixed income security issued by & company
is heid to maturity, based upon both fundamental and market risk factors. Certain reports published by Citi Investment Research will also include investment ratings on
specific issues of companies under coverage which have been assigned fundamental credit opinions and risk ratings. [nvestment ratings are a function of Citi investment
Research's expectations for total return, relative return (to publicly avaiiable Citigroup bond indices performance), and risk rating, These investment ratings are:
Buy/Overweight the bond 1s expected to outperform the relevant Citigroup bond market sector index {Broad investment Grade, High Yiald Market or Emerging Market),
performances of which are updated monthiy and can he viewed at hitp://sd.ny.ssmb.com/ using the "Indexes” tab: Hold/Neutral Weight the bond is expected to perform in
line with the relevant Citigroup bond market sector index; or Seli/Underweight the bond is expected to underperform the relevant sector of the Gitigroup Indexes.
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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 infermation contained in the Praduct
may be placed oniy through Citigroup Global Markets Inc.

The Citigroup legai entity that takes responsibiiity for the production of the Product is the legal entity which the first named author Is employed by, The Product is made
available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL Neo. 240992) and fo retail clients through Citi
omith Barney Pty Lid. {ABN 19 009 145 555 and AFSL No. 240813}, Participanis of the ASX Group and regulated by the Australian Securities & Invesiments

Commission. Citigroup Centre, 2 Park Streel, Sydney, NSW 2000. The Product is made available in Australia to Private Banking whelesale clients through Citigroup Pty
Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Privale Banking wholesale clients throuigh
bankers and relationship 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
is made available in Brazil by Citigroup Glabal Markets Brasil - CCTVM SA, which is regulated by CYM - Comissao de Valores Mobiliarios, BACEN - Brazilian Gentral Bank,
APIMEC - Associacan Associacao dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associacao Nacienal dos Bancos de Investimente. Av.
Paulista, 1111 - 11°andar - CEP. 01311920 - Sao Paulo - SP. If the Product is being made available in certain provinces of Canada by Citigroup Global Markets (Canada)
Inc. ("CGM Canada"}, CGM Canada has approved the Product, Citigroup Place, 123 Front Street West, Suite 1100, Taronto, Ontaric M5J 2M3. The Product is made available
in France by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority, 1-5 Rue Paul Cézanne, 8eme, Paris, France. The Product
may not be distributed to private clients in Germany. The Product is distributed in Germany by Citigroup Glebal Markets Devtschland AG & Co. KGaA, which s regulated by
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Bundesanstait fuer Finanzdienstieistungsaufsicht (BaFin). Frankfurt am Main, Reuterweg 16, 60323 Frankfurt am Main. [f the Product is made available in Hong Kong by,
or on behalf of, Citigroup Global Markets Asia Ltd., it is attributable to Citigroup Global Markets Asia Ltd., Citibank Tower, Citibank Plaza, 3 Garden Read, Hong

Kong. Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. |f the Product is made available in Hong Keng by The Citigroup
Private Bank to its clients, it s attributable to Citinank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. The Cit groun Private Bank and Citibank N.A. is
regi/ated by the Hong Kong Monetary Authority. The Product is made available in [ndia by Citigroup Global Markets ndia Private Limited, which is regulated by Securities
and Exchange Board of India. Bakhtawar, Nariman Peint, Mumnbai 400-021. The Product is made available in Indonesia through PT Citigroup Securities Indonesia. 5¢F,
Citibank Tower, Bapindo Plaza, JI. Jend. Sudirman Kav. 54-55, Jakarla 12190. Neither this Producl nor any copy hereof may be distributed in Indonesia or to any Indonesian
cltizens wherever they are domici'ed or 1o Indonesian residents except in compliance with applicable capital market iaws and regulations, This Praduct |s not an offer of
securities in Indonasia. The securities referrad to in this Product have not bean registered with the Capital Market and Financial institutions Supervisory Agency (BAPEPAM-
LK} pursuant to relevant capital market laws and repulations, and may not be offered or sold within the temritory of the Republic of Indonesia or to Indenesian citizens
through a public offering or in circumstances which censtitute an offer within the meaning of the Indonesian capital market laws and regulations. The Preduct is made
available in italy by Citigroup Global Markets Limited, which Is autherised and regulated oy Financial Services Authority. Foro Buonaparte 16, Milan, 20121, Italy. If the
Product was prepared by Citi Investment Research and distributed in Japan by Nikko Citigroup Limited {"NGL"), it is being so distributed under license. If the Product was
prenared by NCL and distributed oy Nikke Cordial Securities inc. or Citigroup Global Markets Inc. it is being so distributed under license. NCL is regulated by Finarcial
Services Agency, Securities and Exchange Surveiliance Commission, Japan Securities Dealers Association. Tokyo Stock Exchange and Osaka Securities Exchange. Shin-
Marunouchi Building, 1-5-1 Marunouchi, Ghivoda-ku, Tokyo 100-6520 Japan. In the event that an error is found in an NCL research report, a revised version will be posted
on Giti Investment Research’s Glebal Equities Online (GEQ) website. If you have questions regarding GEQ, please call (81 3) 6270-3019 for help. The Product is made
available in Korea by Citigroun Global Markets Korea Securities Ltd., which is regulated by Financial Supervisory Commissien and the Financial Supervisory

service. Hungkuk Life Insurance Building, 226 Shinmunno 1-GA, Jongno-Gu, Seoul, 110-061. The Product is made avalable in Malaysia by Citigroup Global Markets
Malaysia Sdn Bhd, which is reguiated by Malaysia Securities Commission. Menara Citibank, 165 Jalan Ampang, Kuala Lumpur, 50450, The Product is made availabe in
Mexico by Accienes y Yalores Banamey, SA. DeC. V., Casa de Bolsa, Integrante del Grupe Financiero Banamex {"Accival®) which is a wholly owned subsidiary of Citigroup
Inc. and is regulated by Comision Nacienal Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F. In New Zealand the Product is made available through
Citigroup Global Markets New Zealand Lid. {Company Number 604457}, a Parlicipant of the New Zealand Exchange Limited and regulated by the New Zealand Securities
Commission. Level 19, Mebile on the Park, 157 Lambton Quay, Wellington. The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is reguiated
by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundripar Road, P.O. Box 4889, Karach -74200. The Product is made
available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regu’ated by Komisja Nadzoru Finansowego. Bank Handlowy w
Warszawie S.A. ul. Senatorska 16, 00-923 Warszawa. The Product is made available in the Russian Federation through ZA0 Citibank, which is licensed to carry out banking
activities in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian Federation and brokerage activities in
accordance with the license issued by the Federal Service for Financial Markets. Neither the Product nor any information contained in the Product shall be considered as
advertising the securities mentioned in this report within the territory of the Russian Federation or outside the Russian Federation. The Product does not constitute an
appraisal within the meaning of the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ {as amended) On Appraisal Activities in the Russian Federation. 8-
10 Gasheka Street, 125047 Moscow. The Product is made availaole in Singapore through Citigroup Global Markets Singapore Pte. Ltd., a Capital Markets Services Licence
holder, and regulated by Monetary Authority of Singanore. 1 Temasek Avenue, #39-02 Millenia Tower, Singapore 039192, The Product is made available by The Citigroup
Private Bank in Singapore through Citibank, N.A., Singapore branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore. Citigroup Global
Markets {Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025856/07) and its registered office is at 145 West Street, Sandtor,
2196, Saxonwold. Citigroup Global Markets (Pty} Ltd. is regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services

Board. The investments and services contained herein are not available fo private customers in South Africa. The Preduct is made availahle in Spain by Citigroup Glebal
Markels Limited, which is authorised and regulated by Financial Services Authorily. 29 Jose Orlega Y Gassel, 4th Fleor, Madrid, 28006, Spain. The Product is made
available in Taiwan through Citigroup Global Markets Taiwan Securities Company Ltd., which is regulated by Securities & Futures Bureau. No portion of the report may be
reproduced or quoted in Taiwan by the press or any other person. Mo. 8 Manhattan Building, Hsin ¥i Road, Section 5, Taipei 100, Taiwan. The Product is made available in
Thailand through Giticoro Securities {Thailand) Lid., which is regulated oy the Securities and Exchange Commission of Thailand. 18/F, 22/F and 29/F, 82 North Sathorn
Road, Silom, Bangrak, Bangkok 10500, Thailand. The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board. Tekfen Tower,
Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, istanbul, Turkey. The Product is made available in U.AE. by Gitigroup Global Markets Limited, which is authorised
and regulated by the Dubai Financial Services Authority. DIFC, Bidg 2, Level 7, PO Box 506560, Dubai, UAE. The Product is made available in United Kingdom by Citigroup
Globai Markets Limited, which is autharised and regulated by Financial Services Authority. This material may relate to investments or services of a person outside of the UK
or to cther matters which are not regulated by the FSA and further details as to where this may be the case are available upon request in respect of this material. Citigroup
Gentre, Canada Square, Canary Whart, London, E14 5LB. The Product is made available in United States by Citigreup Global Markets Inc, which is regulated by NASD, NYSE
and the US Securities and Exchange Commission. 388 Greenwich Street, New York, NY 10013. Unless specified to the contrary, within EU Member States, the Product is
made avaiiable by Citigroup Global Markets Limited, which is regulated by Financial Services Autherity. Many Eurcpean regulators reguire that a firm must establish,
implement and make available a policy for managing conflicts of interest arising as a resuit of publication or distribution of invesiment research. The pelicy applicable to
Citi Investment Research's Products can be found at www.citigroupgeo.com. Compensation of equity research analysts is determined by equity research management and
Citigroup's senior management and is not linked to specific transactions or recommendations. The Product may have been distributed simultanecusly, in multiple formats,
to the Firm's worldwide ‘nstitutional and retail customers. The Product is not to be construad as providing investment services in any jurisdiction where the provisicn of
such services would not be permitied. Subject lo the nature and contenls of the Product, the invesiments described therein are subject Lo fiuctuations in price and/or va'ue
and investors may get back iess than originally invested. Certain high-velatility investments can be subject to sudden and large falls in value that could equal or exceed
the amount invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject to
chanpe. If in doubt, investors should seek advice from a tax adviser. The Product does not purpoit to identify the nature of the specific market or other risks associatad
with a particular transaction. Advice in the Product (s general and should not be construed as parsonal advice given it has been prepared without taking account of the
onjectives, financial situation or needs of any particular investor. Accordingly, Investors should, before acting on the advice, censider the appropriateness of the advice,
having regard to their cbjectives, financial situation and needs. Prior to acquiring any financial product, it is the client's responsibility To obtain the relevant offer
document for the product and consider it before making a decision as to whether to purchase the product.
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© 2009 Citigroup Global Markets Inc. (© Nikko Citigroup Limited, if this Product was prepared by it}. Cili Investment Research is a division and service mark of Citigroup
Global Markets Inc. and its affiliates and is used and registered throughout tne world. Citi and Citi with Arc Design are frademarks and service marks of Citigroup Inc and
its affiliates and are used and registerad throughout the world. Nikke is a registered trademark of Nikko Cordial Corporation. All riphts reserved. Any unauthorized use,
duplication, redistribution or disclosure is prohibited by law and will result in prosecution. Where included in this repart, MSCI sourcad information is the exclusive property
of Morgan Stanley Capital International Inc. (MSCI}. Without prior written permission of MSCI, this information and any other MSCI intel'ectual property may not be
reproduced, redisseminated or used To create any financial products, including any indices. This information is provided on an "as is" basis. The user assumes the ertire
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risk of any use made of this information. MSCI, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim
all warranties of originality, accuracy, completenass, merchantability or fitness for a particular purpose with respect to any of th's information. Without limiting any of the
feregeing, in no event shall MSC, any of its affiliates or any third party invelved in, er related to, computing or compiling the infermation have any liadlity for any damages
of any kind. MSCI, Morgan Staniey Capital International and the MSC! indexas are services marks of MSCI and its affiliates, Tha information contained n the Product is
intended solely for the recipient and may not be further distributed by the recipient. The Firm accepts no liability whatsoever for the actions of third parties. The Product
may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm, the Firm has not reviewed
the linked site. Egually, excepl to the extent to which the Product refers to website material of the Firm, the Firm takes no responsibility for, and makes no represenlations
or warranties whatscever as to, the data and information contained therein. Such addrass or hyperdink (including addresses or hyperlinks to wabsite material of the Firm) is
provided solaly for your convenience and information and the content of the linked site doas not In anyway form part of this documant. Accessing such website or following
such link throuph the Product or the website of the Firm shall be at your own risk and the Firm shall have no liability arising out of. or in connection with, any such
referenced website.

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
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Content / Display = Several Revenue Streams

AdSense for Content - Text,
Display, Video, Games

Google Ad Exchange

ﬁ@ﬁbiﬁcu@k Puhﬁﬁh@? aﬁd
CIICk Advertiser Platform

YouTube and Other Q&0
Properties
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A Bumpy Ride

The online advertising market today presents
both challenges and opportunities

Share of audience
hours and spending

Macrosconomic
environment

srnngke Jonlivhantia s0s Fropriniane 4
: H

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

In regard to our industry....

53% of advertisers surveyed by the ANA expect that ad budgets will be reduced in the next 6 months
Buyers will increase focus on ROI

Sellers will need to further tighten efficiencies

The Opportunity (revise)

Online 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 will still rise, although not as fast as projected - Barclays projects total 2008 U.S. online advertising of $24.79
hillion (+16.9%), below their previous forecast of $26.17 billion (+23.4%)

According to Forrester Research, consumers increased their time spent with the Internet +119% since 2004 vs. +2% for TV, -6%
for magazines, - 17% for newspapers, -14% for radio

Gap between amt of time 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
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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

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

A growing but fragmented audisnce ... 8110 8 complex web of transactions

A manual and non-transparent buying process creates friction and

e iirhamilag S0 Pronniatary
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The online audience is growing rapidly and everyday there are more websites, more channels (banners, video, mobhile, 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:
Aot 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, trafficking, and analysis are still very manual, there is a lot of data re-entry

Framentation
Online 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 from
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 advertising with
combingd brand and
direct response goals
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Text adveriising with
irect rasponse goals
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Over time, all online 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 demographic, reach and frequency, not so much engagement goals

CONFIDENTIAL

GOOG-AT-MDL-B-004389769




A Vision for the Future

Srowing display by focusing on advertisers and publishers
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1

We believe 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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QOur Product Vision

Ad Exchange

Access guality display
inventory by building the
best ad management
platform

Aggregate display
mventory by providing
an open ad sxchange

For our customers, an open ad platform that:
1. minimizes the effects of fragmentation
Z. produces the best possible RO for advertisers
3. resuits in the highest vield for publishers

Network

Monetize the inventory
we have aggregated
(including O&0O) beller
than any other network
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Competitive Landscape...
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Our Vision for Publishers
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Scale Operations and Increase 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 networks,

syndication, emerging formats

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

Emerging Channgls
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Direct Sales Channel

Phase 1;
FPhase 2: New Reporting, Video / Mobile Support, APls

New Schema, Forecasting, Qplimization
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Phase 3. DART Hales Manager, DART Network Buiider, ASFE Convergence
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DoubleClick's addition of new components
Simplification to tow channels
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Ad Exchange and AdSense Work Together

Optimize
vield Across
nelworks you

choose (o

vOrk with

Ban networks ofr
the agencies/
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represent al yvour
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Without the neutrality, we don't get access to the inventory
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: Eliminate the possibility of brand-inappropriate ads appearing on your site(s) and the potential for channel

conflict

Streamliined sales & management: Integration with primary ad server eliminates discrepancies and simplifies reporting;
centralized clearing and billing eliminates the need to manage direct relationships on low-margin, resource-intensive remnant

sales.
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The Roadmap for Publishers

» AdSensa and DFP inlegration

Zoon  « Network management » The new Ad Exchangs formats

» Naw forecasting engine reservation meayketplacs controls
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« Matware protection » Doubiehok Ad kxehange « Single cookie and opt-out

Cormng  « Creative rafficking » Expanded rich media

» Interest targeting « Spot auctions and » Enhanced publisher
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GCN - expanded formats include - expandable video and in-stream video formats
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Our Vision for Advertisers
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The End-to-End Acgvertiser Platform

A unified system that covers the entire workilow

Advertiser Core
+  Hedesigned workflow, reporting based
on Googie Analvtics
integrated media planning and buying

=

Rich Media Solutions
»  DoubleClick Rich Media Studio
«  Dyvnamic Ad Creation
«  Video SDK and VAST adoption

Cross-Search Display
«  Measure the impact of display

campaigns on search ¢licks and
conversions ang vice-versa

Tighter integration for all digital media, especially 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

Publishers Exchanges

inventory
Fricing
Metrics

Creatives

= Rich Media

« Dynamic
Crealives
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11 » Apalytics

¥+ CRM

« Fuplishers

» Cookies
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Google Content Network — Performance at
Scale

Reach 80% Int y ; Consuiners
v meach over 4% nternei Users | Enoaged sudiences

Ensured frough
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« largeied anvironmenia

» 4.3 Billion Daily Page-Views |
« TGE Milion Monthly Visltors ’

+ Hundreds of thousands of
- Publishers and Advertisers
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Current issues with GON, future answers
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EDRAFT} 2009 GCN

DIFFERENTIATORS

et Buspiay
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Brand Response
Adveriigars
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EMEA priorities:

Freq capping: g1

Audience targeting: g2

Campaign insights: available now for the UK (what is it?)
Reservations: beta Q1

Conversion optimizer: q2/explorer (what is this?)
View through reporting

Definitions:

Explorer: Opt as a function of adv goals.
Audience ampiification: modeled lists

Internal tools: forecasting
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Text link business
Emea priorities:
- Freq capping:

CONFIDENTIAL

GOOG-AT-MDL-B-004389783




Meaningful Ad Formats

innovative ad formats engage consumers

Lapandabies, Progrolis, Hosdblooks, Sponsoshins

argd othwr formats that deve resuits
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Optimization Scolutions at Scale
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The transition to the next slide is “The challenge with targeting and optimization is that you need massive amounts of inventory

to create meaningful, statisticaily significant results for advertisers.”
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Unique Insights and Accountability
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Thpena e it

Combined with Placement Performance 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

Whhat's in slore
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Competitive Landscape...

Advrtising-com
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