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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended March 31, 2011

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission file number: 000-50726

Google Inc.

(Exact name of registrant as specified in its charter)
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Delaware 77-0493581
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification Number)

1600 Amphitheatre Parkway
Mountain View, CA 94043
(Address of principal executive offices, including zip code)
(650) 253-0000

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer, and smaller reporting company in Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer ~

Non-accelerated filer (Do not check if a smaller reporting company) ~ Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ©~ No x

At May 2, 2011, there were 252,993,468 shares of Google s Class A common stock outstanding and 69,258,357 shares of Google s Class B
common stock outstanding.
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NOTE ABOUT FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of
1995. These statements include, among other things, statements regarding:

the growth of our business and revenue;

seasonal fluctuations in internet usage and traditional retail seasonality, which are likely to cause fluctuations in our quarterly results;

our plans to continue to invest in systems, facilities, and infrastructure, increase our hiring, provide competitive compensation
programs, and continue our current pace of acquisitions;

the decline in our revenue growth rate;

our expectation that growth in advertising revenues from our websites will continue to exceed that from our Google Network
Members websites, which will have a positive impact on our operating margins;

our expectation that we will continue to pay most of the Google AdSense fees we receive from advertisers to our Google Network
Members;

our expectation that we will continue to take steps to improve the relevance of the ads we deliver and to reduce the number of
accidental clicks;

fluctuations in aggregate paid clicks and average cost-per-click;

our belief that our foreign exchange risk management program will not fully offset the exposure to fluctuations in foreign currency
exchange rates;

our expectation that our cost of revenues, research and development expenses, sales and marketing expenses, and general and
administrative expenses will increase in dollars and may increase as a percentage of revenues;

our potential resolution of a Department of Justice investigation;

the fact that traffic acquisition costs will fluctuate in the future;

continued investments in international markets;
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our future compensation expenses;

the increase of costs related to hedging activities under our foreign exchange risk management program;

fluctuations in our effective tax rate;

the sufficiency of our sources of funding;

our payment terms to certain advertisers, which may increase our working capital requirements; and

fluctuations in our capital expenditures;
as well as other statements regarding our future operations, financial condition and prospects, and business strategies. Forward-looking
statements may appear throughout this report, including without limitation, the following sections: Part I, Item 2 Management s Discussion and
Analysis of Financial Condition and Results of Operations and Part II, Item 1A Risk Factors. Forward-looking statements generally can be
identified by words such as anticipates,  believes, estimates, expects, intends, plans, predicts, projects, will be, will continue,
and similar expressions. These forward-looking statements are based on current expectations and assumptions that are subject to risks and
uncertainties, which could cause our actual results to differ materially from those reflected in the forward-looking statements. Factors that could
cause or contribute to such differences include, but are not limited to, those discussed in this Quarterly Report on Form 10-Q, and in particular,
the risks discussed under the caption Risk Factors in Part II, Item 1A and those discussed in other documents we file with the Securities and
Exchange Commission (SEC). We undertake no obligation to revise or publicly release the results of any revision to these forward-looking
statements, except as required by law. Given these risks and uncertainties, readers are cautioned not to place undue reliance on such
forward-looking statements.

As used herein, Google, we, our, and similar terms include Google Inc. and its subsidiaries, unless the context indicates otherwise.

Google and other trademarks of ours appearing in this report are our property. This report contains additional trade names and trademarks of
other companies. We do not intend our use or display of other companies trade names or trademarks to imply an endorsement or sponsorship of
us by such companies, or any relationship with any of these companies.
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PART I FINANCIAL INFORMATION

ITEM1. FINANCIAL STATEMENTS

CONSOLIDATED BALANCE SHEETS

Google Inc.

(In millions, except share and par value amounts which are reflected in thousands,

and par value per share amounts)

Assets

Current assets:

Cash and cash equivalents
Marketable securities

Total cash, cash equivalents, and marketable securities (including securities loaned of $4,031 and

$4,484)

Accounts receivable, net of allowance of $101 and $133
Receivable under reverse repurchase agreements
Deferred income taxes, net

Income taxes receivable, net

Prepaid revenue share, expenses and other assets

Total current assets

Prepaid revenue share, expenses and other assets, non-current
Deferred income taxes, net, non-current

Non-marketable equity securities

Property and equipment, net

Intangible assets, net

Goodwill

Total assets

Liabilities and Stockholders Equity
Current liabilities:

Accounts payable

Short-term debt

Accrued compensation and benefits

Accrued expenses and other current liabilities
Accrued revenue share

Securities lending payable

Deferred revenue

Income taxes payable, net

Total current liabilities
Deferred revenue, non-current
Income taxes payable, non-current

Table of Contents

As of
December 31,
2010

$ 13,630
21,345

34,975
4,252
750
259

1,326

41,562
442
265
523

7,759
1,044
6,256

$ 57,851

$ 483
3,465

1,410

961

885

2,361

394

37

9,996
35
1,200

As of
March 31,
2011
(unaudited)

$ 12415
24,260

36,675
4,216
575
320

27
1,497

43,310
390

21
666
8,249
1,016
6,308

$ 59,960

$ 516
3,216

945

1,464

871

1,880

440

9,332
32
1,322
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Other long-term liabilities

Stockholders equity:

Preferred stock, $0.001 par value per share, 100,000 shares authorized; no shares issued and outstanding
Class A and Class B common stock and additional paid-in capital, $0.001 par value per share: 9,000,000
shares authorized; 321,301 (Class A 250,413, Class B 70,888) and par value of $321 (Class A $250,
Class B $71) and 322,127 (Class A 252,670, Class B 69,457) and par value of $322 (Class A $253,
Class B $69) shares issued and outstanding

Accumulated other comprehensive income

Retained earnings

Total stockholders equity
Total liabilities and stockholders equity

See accompanying notes.
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18,235
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46,241

57,851
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18,804
381
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CONSOLIDATED STATEMENTS OF INCOME

(In millions, except per share amounts)

Three Months Ended
March 31,
2010 2011
(unaudited)

Revenues $6,775 $ 8,575
Costs and expenses:
Cost of revenues (including stock-based compensation expense of $6 and $49) 2,452 2,936
Research and development (including stock-based compensation expense of $191 and $237) 818 1,226
Sales and marketing (including stock-based compensation expense of $54 and $78) 607 1,026
General and administrative (including stock-based compensation expense of $40 and $68) 410 591
Charge related to potential resolution of Department of Justice investigation 0 500
Total costs and expenses 4,287 6,279
Income from operations 2,488 2,296
Interest and other income, net 18 96
Income before income taxes 2,506 2,392
Provision for income taxes 551 594
Net income $1,955 $1,798
Net income per share of Class A and Class B common stock:
Basic $ 6.15 $ 559
Diluted $ 6.06 $ 551

See accompanying notes.
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Google Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities

Net income

Adjustments:

Depreciation and amortization of property and equipment
Amortization of intangible and other assets

Stock-based compensation expense

Excess tax benefits from stock-based award activities
Deferred income taxes

Other

Changes in assets and liabilities, net of effects of acquisitions:
Accounts receivable

Income taxes, net

Prepaid revenue share, expenses and other assets
Accounts payable

Accrued expenses and other liabilities

Accrued revenue share

Deferred revenue

Net cash provided by operating activities

Investing activities

Purchases of property and equipment
Purchases of marketable securities

Maturities and sales of marketable securities
Investments in non-marketable equity securities
Cash collateral returned from securities lending
Maturities of reverse repurchase agreements

(In millions)

Acquisitions, net of cash acquired, and purchases of intangible and other assets

Net cash used in investing activities

Financing activities

Net proceeds (payments) related to stock-based award activities
Excess tax benefits from stock-based award activities
Repurchase of common stock in connection with an acquisition
Proceeds from issuance of short-term debt

Repayment of short-term debt

Net cash used in financing activities
Effect of exchange rate changes on cash and cash equivalents

Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year

Table of Contents

Three Months Ended
March 31,
2010 2011
(unaudited)
$ 1,955 $ 1,798
264 301
67 100
291 432
(12) (24)
(13) 289
2 36
46 181
381 73
(157) (78)
120 27
(394) 37
23 (33)
11 33
2,584 3,172
(239) (890)
(12,487) (7,591)
9,495 4,645
3) (131)
0 (481)
0 175
(190) (148)
(3,424) (4,421)
(38) 116
12 24
97) 0
0 2,184
0 (2,435)
(123) (111)
43) 145
(1,006) (1,215)
10,198 13,630
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Cash and cash equivalents at end of period

Supplemental disclosures of cash flow information
Cash paid for income taxes

Non-cash financing activity:
Fair value of common stock issued in connection with an acquisition

See accompanying notes.
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Google Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Note 1. Google Inc. and Summary of Significant Accounting Policies
Nature of Operations

We were incorporated in California in September 1998. We were re-incorporated in the State of Delaware in August 2003. We generate revenue
primarily by delivering relevant, cost-effective online advertising.

Basis of Consolidation

The consolidated financial statements include the accounts of Google Inc. and our wholly-owned subsidiaries. All intercompany balances and
transactions have been eliminated.

Unaudited Interim Financial Information

The accompanying Consolidated Balance Sheet as of March 31, 2011, the Consolidated Statements of Income for the three months ended
March 31, 2010 and 2011, and the Consolidated Statements of Cash Flows for the three months ended March 31, 2010 and 2011 are unaudited.
These unaudited interim consolidated financial statements have been prepared in accordance with U.S. generally accepted accounting principles
(GAAP). In our opinion, the unaudited interim consolidated financial statements include all adjustments of a normal recurring nature necessary
for the fair presentation of our financial position as of March 31, 2011, our results of operations for the three months ended March 31, 2010 and
2011, and our cash flows for the three months ended March 31, 2010 and 2011. The results of operations for the three months ended March 31,
2011 are not necessarily indicative of the results to be expected for the year ending December 31, 2011.

These unaudited interim consolidated financial statements should be read in conjunction with the consolidated financial statements and related
notes included in our Annual Report on Form 10-K for the fiscal year ended December 31, 2010 filed with the SEC on February 11, 2011.

Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. GAAP requires us to make estimates and assumptions that affect
the amounts reported and disclosed in the financial statements and the accompanying notes. Actual results could differ materially from these
estimates. On an ongoing basis, we evaluate our estimates, including those related to the accounts receivable and sales allowances, fair values of
financial instruments, intangible assets and goodwill, useful lives of intangible assets and property and equipment, fair values of stock-based
awards, income taxes, and contingent liabilities, among others. We base our estimates on historical experience and on various other assumptions
that are believed to be reasonable, the results of which form the basis for making judgments about the carrying values of assets and liabilities.

Table of Contents 11
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Note 2. Net Income Per Share of Class A and Class B Common Stock

The following table sets forth the computation of basic and diluted net income per share of Class A and Class B common stock (in millions,

except share amounts which are reflected in thousands and per share amounts):

Basic net income per share:

Numerator

Allocation of undistributed earnings
Denominator

Weighted-average common shares outstanding

Number of shares used in per share computation
Basic net income per share

Diluted net income per share:

Numerator

Allocation of undistributed earnings for basic computation

Reallocation of undistributed earnings as a result of conversion of Class B to
Class A shares

Reallocation of undistributed earnings to Class B shares

Allocation of undistributed earnings

Denominator

Number of shares used in basic computation

Weighted-average effect of dilutive securities

Add:

Conversion of Class B to Class A common shares outstanding

Employee stock options, including warrants issued under Transferable Stock
Option program

Restricted shares and restricted stock units

Number of shares used in per share computation

Diluted net income per share

$

$

$

Class A

1,501

244,099

244,099

6.15

1,501

454

1,955

244,099

73,796

3,591
1,122

322,608

6.06

For the Three Months Ended

2010

March 31,
(unaudited)
Class B Class A
$ 454 $ 1,406
73,796 251,355
73,796 251,355
$ 6.15 $ 559
$ 454 $ 1,406
0 392
©6) 0
$ 448 $ 1,798
73,796 251,355
0 70,172
82 3,327
0 1,529
73,878 326,383
$ 6.06 $ 5.51

2011

Class B

$ 392

70,172

70,172

$ 5359

$ 392

&)
$ 387

70,172

70,227

$ 551

The net income per share amounts are the same for Class A and Class B common stock because the holders of each class are legally entitled to

equal per share distributions whether through dividends or in liquidation.

Table of Contents
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Note 3. Cash and Investments

Cash, cash equivalents, and marketable securities consist of the following (in millions):

As of As of
December 31, March 31,
2010 2011
(unaudited)

Cash and cash equivalents:
Cash $ 4,652 $ 5,040
Cash equivalents:
Time deposits 973 549
Money market and other funds®” 7,547 6,672
U.S. government notes 300 1
Foreign government bonds 150 153
Corporate debt securities 8 0
Total cash and cash equivalents 13,630 12,415
Marketable securities:
Time deposits 304 252
Money market mutual funds 3 1
U.S. government agencies 1,857 1,835
U.S. government notes 3,930 4,901
Foreign government bonds 1,172 1,626
Municipal securities 2,503 2,563
Corporate debt securities 5,742 6,810
Agency residential mortgage-backed securities 5,673 6,098
Marketable equity security 161 174
Total marketable securities 21,345 24,260
Total cash, cash equivalents, and marketable securities $ 34,975 $ 36,675

(M The balances at December 31, 2010 and March 31, 2011 include $1.6 billion and $1.3 billion of cash collateral received in connection with
our securities lending program, which was invested in reverse repurchase agreements maturing within three months. See below for further
discussion on this program.

The following table summarizes unrealized gains and losses related to our investments in marketable securities designated as available-for-sale

(in millions):

As of December 31, 2010

Gross Gross
Adjusted Unrealized Unrealized
Cost Gains Losses Fair Value
Time deposits $ 304 $ 0 $ 0 $ 304
Money market mutual funds 3 0 0 3
U.S. government agencies 1,864 1 (8) 1,857
U.S. government notes 3,950 30 (50) 3,930
Foreign government bonds 1,154 23 ®) 1,172
Municipal securities 2,492 16 ®) 2,503
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Corporate debt securities
Agency residential mortgage-backed securities
Marketable equity security

Total

Table of Contents

Edgar Filing: Google Inc. - Form 10-Q
5,600

5,649
150

$21,166

167
56
11

304

$

(25)
(32)
0

(125)

5,742
5,673
161

$ 21,345
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Time deposits

Money market mutual funds

U.S. government agencies

U.S. government notes

Foreign government bonds

Municipal securities

Corporate debt securities

Agency residential mortgage-backed securities
Marketable equity security

Total

Adjusted

$

Cost

252

1
1,846
4,938
1,618
2,548
6,677
6,090
150

$ 24,120

As of March 31, 2011

Gross Gross
Unrealized Unrealized
Gains Losses
(unaudited)
$ 0 $ 0
0 0
0 (11)
20 57
20 (12)
17 2)
166 (33)
51 43)
24 0
$ 298 $ (158)

Gross unrealized gains and losses on cash equivalents were not material at December 31, 2010 and March 31, 2011.

Fair Value

$

$

252

1
1,835
4,901
1,626
2,563
6,810
6,098
174

24,260

We recognized gross realized gains of $28 million and $41 million for the three months ended March 31, 2010 and 2011. Gross realized losses
were not material for the three months ended March 31, 2010. We recognized gross realized losses of $14 million for the three months ended
March 31, 2011. We determine realized gains and losses on the sale of marketable securities on a specific identification method, and we reflect

such gains and losses as a component of interest and other income, net, in the accompanying Consolidated Statements of Income.

The following table summarizes the estimated fair value of our investments in marketable debt securities, designated as available-for-sale and
classified by the contractual maturity date of the security (in millions):

Due in 1 year

Due in 1 year through 5 years
Due in 5 years through 10 years
Due after 10 years

Total

As of

March 31,

2011

(unaudited)

$

2,953
6,632
5,986
8,515

$ 24,086

The following tables present fair values and gross unrealized losses for those investments that were in an unrealized loss position as of
December 31, 2010 and March 31, 2011 aggregated by investment category and the length of time that individual securities have been in a

continuous loss position (in millions):

Security Description

U.S. government agencies

U.S. government notes

Foreign government bonds
Municipal securities

Corporate debt securities

Agency mortgage-backed securities

Table of Contents

As of December 31, 2010
Less than 12 Months
Unrealized

Fair Value
$ 831
2,225
129
962
1,061
1,675

$

Loss
(3)
(50)
(5)
(5)
(25)
(32)
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(125)
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As of March 31, 2011
Less than 12 Months

Unrealized

Security Description Fair Value Loss
(unaudited)

U.S. government agencies $ 1,030 $ (11
U.S. government notes 2,673 57
Foreign government bonds 910 (12)
Municipal securities 734 )
Corporate debt securities 1,908 (33)
Agency mortgage-backed securities 2,055 43)
Total $9,310 $ (158

As of December 31, 2010, we did not have any investments in marketable securities that were in an unrealized loss position for a period of 12
months or greater. As of March 31, 2011, our investments in marketable securities that were in an unrealized loss position for a period of 12
months or greater was not material.

Securities Lending Program

From time to time, we enter into securities lending agreements with financial institutions to enhance investment income. We loan selected
securities which are secured by collateral in the form of cash or securities. Cash collateral is invested in reverse repurchase agreements. We
classify loaned securities as cash equivalents or marketable securities on the accompanying Consolidated Balance Sheets. We record the cash
collateral as an asset with a corresponding liability. We classify reverse repurchase agreements maturing within three months as cash equivalents
and those longer than three months as receivable under reverse repurchase agreements on the accompanying Consolidated Balance Sheets. For
lending agreements collateralized by securities, we do not record an asset or liability as we are not permitted to sell or repledge the associated
collateral.

Note 4. Short-Term Debt

We have a debt financing program of up to $3.0 billion through the issuance of commercial paper. Net proceeds from the commercial paper
program are used for general corporate purposes. As of March 31, 2011, we had $2.7 billion of commercial paper outstanding recorded as
short-term debt, with a weighted-average interest rate of 0.3% that matures at various dates through November 2011. The estimated fair value of
the commercial paper approximates its carrying value. In conjunction with this program, we established a $3.0 billion revolving credit facility
expiring on June 30, 2013. The interest rate for the credit facility is determined based on a formula using certain market rates. As of March 31,
2011, we were in compliance with the financial covenant in the credit facility. No amounts were outstanding under the credit facility as of
March 31, 2011.

Additionally, as of March 31, 2011, we had $468 million outstanding under a secured promissory note with an interest rate of 1.0% that matures
in December 2011. Proceeds of this note were used for the acquisition of an office building in New York City.

Note 5. Derivative Financial Instruments

We enter into foreign currency contracts with financial institutions to reduce the risk that our cash flows and earnings will be adversely affected
by foreign currency exchange rate fluctuations. We use exchange-traded interest rate futures contracts to hedge interest rate exposures on certain
fixed income securities. Our program is not designated for trading or speculative purposes.

We recognize derivative instruments as either assets or liabilities on the accompanying Consolidated Balance Sheets at fair value. We record
changes in the fair value (i.e., gains or losses) of the derivatives in the accompanying Consolidated Statements of Income as interest and other
income, net, as part of revenues, or to accumulated other comprehensive income (AOCI) on the accompanying Consolidated Balance Sheets.

Cash Flow Hedges

We use options designated as cash flow hedges to hedge certain forecasted revenue transactions denominated in currencies other than the U.S.
dollar. We initially report any gain on the effective portion of a cash flow hedge as a component of AOCI and subsequently reclassify to
revenues when the hedged revenues are recorded or as interest and other income, net, if the hedged transaction becomes probable of not
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At March 31, 2011, the effective portion of our cash flow hedges before tax effect was $21 million, of which $13 million is expected to be
reclassified from AOCI to revenues within the next 12 months.

We recognize any gain after a hedge is de-designated or related to an ineffective portion of a hedge in interest and other income, net,
immediately. Further, we exclude the change in the time value of the options from our assessment of hedge effectiveness. We record the
premium paid or time value of an option whose strike price is equal to or greater than the market price on the date of purchase as an asset.
Thereafter, we recognize any change to this time value in interest and other income, net.

The notional principal of foreign exchange contracts to purchase U.S. dollars with Euros was 3.0 billion (or approximately $4.1 billion) and 3.0
billion (or approximately $4.0 billion) at December 31, 2010 and March 31, 2011; the notional principal of foreign exchange contracts to
purchase U.S. dollars with British pounds was £1.5 billion (or approximately $2.3 billion) and £1.5 billion (or approximately $2.4 billion) at
December 31, 2010 and March 31, 2011; and the notional principal of foreign exchange contracts to purchase U.S. dollars with Canadian dollars
was C$407 million (or approximately $382 million) and C$441 million (or approximately $426 million) at December 31, 2010 and March 31,
2011. These foreign exchange options have maturities of 36 months or less. We have not designated any other foreign exchange contracts as

cash flow hedges.

Fair Value Hedges

We use forward contracts designated as fair value hedges to hedge foreign currency risks for our investments denominated in currencies other
than the U.S. dollar. Gains and losses on these contracts are recognized in interest and other income, net, along with the offsetting losses and
gains of the related hedged items. We exclude changes in the time value for forward contracts from the assessment of hedge effectiveness and
recognize them in interest and other income, net. The notional principal of foreign exchange contracts to purchase U.S. dollars with foreign
currencies was $787 million and $873 million at December 31, 2010 and March 31, 2011.

Other Derivatives

Other derivatives not designated as hedging instruments consist primarily of forward contracts that we use to hedge intercompany balances and
other monetary assets or liabilities denominated in currencies other than the local currency of a subsidiary. We recognize gains and losses on
these contracts as well as the related costs in interest and other income, net, along with the gains and losses of the related hedged items. The
notional principal of foreign exchange contracts to purchase U.S. dollars with foreign currencies was $1.0 billion and $1.5 billion at

December 31, 2010 and March 31, 2011. The notional principal of foreign exchange contracts to sell U.S. dollars for foreign currencies was $84
million and $126 million at December 31, 2010 and March 31, 2011. The notional principal of foreign exchange contracts to purchase Euros

with other currencies was 991 million (or approximately $1.3 billion) and 1.0 billion (or approximately $1.5 billion) at December 31, 2010 and
March 31, 2011. The notional principal of foreign exchange contracts to sell Euros for other foreign currencies was 6 million (or approximately
$8 million) and 44 million (or approximately $62 million) at December 31, 2010 and March 31, 2011.

We also use exchange-traded interest rate futures contracts which are not designated as hedging instruments to hedge interest rate risks on
certain fixed income securities. We recognize gains and losses on these contracts as well as the related costs in interest and other income, net.
The gains and losses are generally economically offset by unrealized gains and losses in the underlying available-for-sale securities, which are
recorded as a component of AOCI until the securities are sold or other-than-temporarily impaired, at which time the amounts are moved from
AOCI into interest and other income, net. As of March 31, 2011, the total notional amounts of interest rate futures contracts outstanding were
$50 million.

10
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At December 31, 2010 and March 31, 2011, the fair values of our outstanding derivative instruments were (in millions):

Derivative Assets
Derivatives designated as hedging instruments:
Foreign exchange option contracts

Foreign exchange forward contracts

Derivatives not designated as hedging instruments:

Foreign exchange forward contracts

Total

Derivative Liabilities
Derivatives designated as hedging instruments:
Foreign exchange forward contracts

Derivatives not designated as hedging instruments:

Foreign exchange forward contracts

Total

Balance Sheet Location

Fair Value of Derivative Instruments

Prepaid revenue share, expenses

and other assets, current and
non-current

Prepaid revenue share, expenses

and other assets, current

Prepaid revenue share, expenses

and other assets, current

Accrued expenses and other
current liabilities

Accrued expenses and other
current liabilities

As of As of
December 31, March 31,
2010 2011
(unaudited)
$ 330 $ 178
12 1
0 1
$ 342 $ 180
$ 5 $ 10
3 0
$ 8 $ 10

The effect of derivative instruments in cash flow hedging relationship on income and other comprehensive income for the three months ended

March 31, 2010 and 2011 is summarized below (in millions):

Derivatives in Cash Flow Hedging Relationship

Foreign exchange option contracts

Derivatives in Cash Flow Hedging Relationship

Foreign exchange option contracts

Derivatives in Cash Flow Hedging Relationship

Table of Contents

Increase (Decrease) in Gains Recognized in AOCI on
Derivative Before Tax
Effect (Effective Portion)
Three Months Ended March 31,
2010 2011
(unaudited)
$ 179 $ (109)

Gains Reclassified from AOCI into Income (Effective Portion)

Three Months Ended
March 31,
Location 2010 2011
(unaudited)
Revenues $ 10 $ 14

Gains (Losses) Recognized in Income on Derivative (Amount Excluded
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from Effectiveness Testing and Ineffective Portion)®

Three Months Ended
March 31,
Location 2010 2011
(unaudited)
Interest and
other income, net $ (98) $ (113)

@ Gains (losses) related to the ineffective portion of the hedges were not material in all periods presented.
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The effect of derivative instruments in fair value hedging relationship on income for the three months ended March 31, 2010 and 2011 is
summarized below (in millions):

Derivatives in Fair Value Hedging Relationship Gains (Losses) Recognized in Income on Derivatives?
Three Months Ended March 31,
Location 2010 2011
(unaudited)
Foreign exchange forward contracts Interest and other
income, net $ 6 $ (38)
Hedged item Interest and other
income, net (6) 35
Total $ 0 $ 3)

@ Losses related to the amount excluded from effectiveness testing of the hedges were none and $3 million for the three months ended
March 31, 2010 and 2011.

The effect of derivative instruments not designated as hedging instruments on income for the three months ended March 31, 2010 and 2011 is

summarized below (in millions):

Derivatives not Designated as Hedging Instruments Gains (Losses) Recognized in Income on Derivative
Three Months Ended
March 31,
Location 2010 2011
(unaudited)
Foreign exchange forward contracts Interest and
other income, net $ 97 $ 7

Note 6. Fair Value Measurements

We measure our cash equivalents, marketable securities, Auction Rate Securities (ARS), foreign currency and interest rate derivative contracts at
fair value. Fair value is an exit price, representing the amount that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants. As such, fair value is a market-based measurement that should be determined based on assumptions that
market participants would use in pricing an asset or a liability. A three-tier fair value hierarchy is established as a basis for considering such
assumptions and for inputs used in the valuation methodologies in measuring fair value:

Level 1 - Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active markets.
Level 2 - Include other inputs that are directly or indirectly observable in the marketplace.
Level 3 - Unobservable inputs that are supported by little or no market activities.

The fair value hierarchy also requires an entity to maximize the use of observable inputs and minimize the use of unobservable inputs when
measuring fair value.

We classity our cash equivalents and marketable securities within Level 1 or Level 2. This is because we value our cash equivalents and
marketable securities using quoted market prices or alternative pricing sources and models utilizing market observable inputs. We classify our
investments in ARS within Level 3 because they are valued using valuation techniques (see below). Some of the inputs to these models are
unobservable in the market and are significant. We classify our foreign currency and interest rate derivative contracts within Level 2 as the
valuation inputs are based on quoted prices and market observable data of similar instruments.
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Assets and liabilities measured at fair value on a recurring basis are summarized below (in millions):

As of
December 31,
Description 2010
Assets
Cash equivalents:
Time deposits $ 973
Money market and other funds 7,547
U.S. government notes 300
Foreign government bonds 150
Corporate debt securities 8
Marketable securities:
Time deposits 304
Money market mutual funds 3
U.S. government agencies 1,857
U.S. government notes 3,930
Foreign government bonds 1,172
Municipal securities 2,503
Corporate debt securities 5,742
Agency residential mortgage-backed securities 5,673
Marketable equity security 161
Derivative contracts 342
Auction rate securities 153
Total $ 30818
Liabilities
Derivative contracts $ 8
Total $ 8
13
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Fair value measurement at reporting date using

Quoted Prices
in Active
Markets

for Identical Assets
(Level 1)

Significant Other
Observable
Inputs
(Level 2)

$ 973
1,6110

0

150

8

304
1,857
1,172
2,503
5,742
5,673

342

$ 20,338

Significant
Unobservable
Inputs
(Level 3)
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Fair value measurement at reporting date using

Quoted Prices
in Active Significant Other Significant
As of Markets Observable Unobservable
March 31,  for Identical Assets Inputs Inputs
Description 2011 (Level 1) (Level 2) (Level 3)
(unaudited)

Assets
Cash equivalents:
Time deposits $ 549 $ 0 $ 549 $ 0
Money market and other funds 6,672 5,367 1,305M 0
U.S. government notes 1 1 0 0
Foreign government bonds 153 0 153 0
Marketable securities:
Time deposit 252 0 252 0
Money market mutual funds 1 0 1 0
U.S. government agencies 1,835 0 1,835 0
U.S. government notes 4,901 4,901 0 0
Foreign government bonds 1,626 0 1,626 0
Municipal securities 2,563 0 2,563 0
Corporate debt securities 6,810 0 6,810 0
Agency residential mortgage-backed securities 6,098 0 6,098 0
Marketable equity security 174 174 0 0
Derivative contracts 180 0 180 0
Auction rate securities 137 0 0 137
Total $31,952 $10,443 $ 21,372 $ 137
Liabilities
Derivative contracts $ 10 $ 0 $ 10 $ 0
Total $ 10 $ 0 $ 10 $ 0

(M This balance represents cash collateral received in connection with our securities lending program, which was invested in reverse
repurchase agreements maturing within three months.
At March 31, 2011, we held $137 million of ARS. Historically, these securities have provided liquidity through a Dutch auction process.
However, these auctions began to fail in the first quarter of 2008. To estimate their fair values at March 31, 2011, we used a discounted cash
flow model based on estimated interest rates, timing and amount of cash flows, the credit quality of the underlying securities, and illiquidity
considerations. Specifically, we estimated the future cash flows of our ARS over the expected workout periods using a projected
weighted-average interest rate of 3.1% per annum, which is based on the forward swap curve at the end of March 2011 plus any additional basis
points currently paid by the issuers assuming these auctions continue to fail. A discount factor was applied over these estimated cash flows of
our ARS, which is calculated based on the interpolated forward swap curve adjusted by up to 1,600 basis points to reflect the current market
conditions for instruments with similar credit quality at the date of the valuation and further adjusted by up to 400 basis points to reflect a
discount for the liquidity risk associated with these investments due to the lack of an active market.

At March 31, 2011, the estimated fair value of these ARS was $19 million less than their costs. As we have no intent to sell these ARS and it is
more likely than not that we will not be required to sell these ARS prior to recovery of our entire cost basis, we concluded the decline in the fair
value was temporary and recorded the unrealized loss to AOCI on the accompanying Consolidated Balance Sheet at March 31, 2011. To the
extent we determine that any impairment is other-than-temporary, we would record a charge to earnings. In addition, we have concluded that the
auctions for these securities may continue to fail for at least the next 12 months and as a result, we classified them as non-current assets on the
accompanying Consolidated Balance Sheet at March 31, 2011.

14
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The following table presents a reconciliation for our ARS measured and recorded at fair value on a recurring basis, using significant
unobservable inputs (Level 3) for the three months ended March 31, 2010 and 2011 (in millions):

Level 3
(unaudited)
Balance at December 31, 2009 $ 182
Change in unrealized loss included in other comprehensive income 1
Settlements 2)
Balance at March 31, 2010 $ 181
Level 3
(unaudited)
Balance at December 31, 2010 $ 153
Settlements (16)
Balance at March 31, 2011 $ 137
Note 7. Property and Equipment
Property and equipment consist of the following (in millions):
As of As of
December 31, March 31,
2010 2011
(unaudited)
Information technology assets $ 4,670 $ 5,165
Land and buildings 3,969 4,072
Construction in progress 2,329 2,493
Leasehold improvements 738 712
Furniture and fixtures 65 67
Total 11,771 12,509
Less accumulated depreciation and amortization 4,012 4,260
Property and equipment, net $ 7,759 $ 8,249

Note 8. Acquisitions

During the three months ended March 31, 2011, we completed 15 acquisitions and purchases of intangible assets for a total cash consideration of
approximately $141 million. These acquisitions were not material individually or in aggregate.

The following table summarizes the allocation of the purchase price for all the acquisitions completed during the three months ended March 31,
2011 (in millions):

Total
(unaudited)
Goodwill $ 70
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Patents and developed technology 54
Customer relationships 4
Trade names and other 9
Net assets acquired 2
Deferred tax assets 2
Total $ 141

For all acquisitions completed during the three months ended March 31, 2011, patents and developed technology have a weighted-average useful
life of 3.7 years, customer relationships have a weighted-average useful life of 3.0 years and trade names and other have a weighted-average
useful life of 3.4 years. The amount of goodwill expected to be deductible for tax purposes is $1 million.

15
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Note 9. Goodwill and Other Intangible Assets

The changes in the carrying amount of goodwill for the three months ended March 31, 2011 are as follows (in millions, unaudited):

Balance as of December 31, 2010 $6,256
Goodwill acquired 70
Goodwill adjustment (18)
Balance as of March 31, 2011 $ 6,308
Information regarding our acquisition-related intangible assets that are being amortized is as follows (in millions):
As of December 31, 2010
Gross Net
Carrying Accumulated Carrying
Amount Amortization Value
Patents and developed technology $ 915 $ 506 $ 409
Customer relationships 950 400 550
Trade names and other 283 198 85
Total $2,148 $ 1,104 $ 1,044
As of March 31, 2011
Gross Net
Carrying Accumulated Carrying
Amount Amortization Value
(unaudited)
Patents and developed technology $ 969 $ 547 $ 422
Customer relationships 954 441 513
Trade names and other 293 212 81
Total $2.216 $ 1,200 $ 1,016

Amortization expense of acquisition-related intangible assets for the three months ended March 31, 2010 and 2011 was $63 million and $95
million. As of March 31, 2011, expected amortization expense for acquisition-related intangible assets for each of the next five years and

thereafter is as follows (in millions, unaudited):

Remainder of 2011 $ 266
2012 301
2013 198
2014 139
2015 45
2016 55
Thereafter 12

$1,016

Note 10. Interest and Other Income, Net
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The components of interest and other income, net are as follows (in millions):

Interest income

Realized gains on marketable securities, net
Foreign currency exchange losses, net
Other

Interest and other income, net

Table of Contents
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Three Months Ended
March 31,
2010 2011

(unaudited)

$ 95 $ 190

25 27

(105) (128)
3 7
$ 18 $ 96
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Note 11. Comprehensive Income

The changes in the components of comprehensive income are as follows (in millions):

Three Months Ended
March 31,
2010 2011
(unaudited)
Net income $ 1,955 $1,798
Change in unrealized gains on available-for-sale investments, net of taxes" 42 (22)
Change in foreign currency translation adjustment (84) 337
Change in unrealized gains on cash flow hedges, net of taxes® 100 (72)
Total comprehensive income $2,013 $2,041

M Change in unrealized gains on available-for-sale investments is recorded net of taxes of $2 million and $17 million for the three months
ended March 31, 2010 and 2011.

@ Change in unrealized gains on cash flow hedges is recorded net of taxes of $69 million and $51 million for the three months ended
March 31, 2010 and 2011.

The components of AOCI are as follows (in millions):

As of As of
December 31, March 31,

2010 2011
(unaudited)
Unrealized net gains on available-for-sale investments, net of taxes $ 94 $ 72
Foreign currency translation adjustment (41) 296
Unrealized gains on cash flow hedges, net of taxes 85 13
Accumulated other comprehensive income $ 138 $ 381

Note 12. Contingencies
Legal Matters

We have had patent, copyright, and trademark infringement lawsuits filed against us claiming that certain of our products, services, and
technologies, including Android, Google WebSearch, Google AdWords, Google AdSense, Google Books, Google News, Google Image Search,
Google Chrome, Google Talk, Google Voice, and YouTube, infringe the intellectual property rights of others. Adverse results in these lawsuits
may include awards of substantial monetary damages, costly royalty or licensing agreements, or orders preventing us from offering certain
features, functionalities, products, or services, and may also cause us to change our business practices, and require development of
non-infringing products or technologies, which could result in a loss of revenues for us and otherwise harm our business.

In addition, many of our agreements with our customers and partners require us to indemnify them for certain intellectual property infringement
claims against them, which would increase our costs as a result of defending such claims, and may require that we pay significant damages if
there were an adverse ruling in any such claims. Furthermore, such customers and partners may discontinue the use of our products, services,
and technologies, as a result of injunctions or otherwise, which could result in loss of revenues and adversely impact our business.

We are also regularly involved in other claims, suits, government investigations, and proceedings arising from the ordinary course of our
business, including actions with respect to intellectual property claims, competition and antitrust matters, privacy matters, tax matters, labor and
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employment claims, commercial claims, as well as actions involving content generated by our users and other matters.
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Although the results of such claims, suits, government investigations, and proceedings cannot be predicted with certainty, we believe that the
final outcome of the matters discussed above will not have a material adverse effect on our business, consolidated financial position, results of
operations, or cash flows.

EPA Investigation

In February 2009, we learned of a U.S. Environmental Protection Agency (EPA) investigation into an alleged release of refrigerant at one of our
smaller data center facilities, which we acquired from DoubleClick, and the accuracy of related statements and records. We are cooperating with
the EPA and have provided documents and other materials. The EPA investigation could result in fines, civil or criminal penalties, or other
adverse consequences. We believe this matter will not have a material adverse effect on our business, consolidated financial position, results of
operations, or cash flows.

Department of Justice Investigation (Advertising)
Please see Note 16 Subsequent Events for a description of this matter, which is incorporated herein by reference.
Income Taxes

We are under audit by the Internal Revenue Service (IRS) and various other tax authorities. We have reserved for potential adjustments to our
provision for income taxes that may result from examinations by, or any negotiated agreements with, these tax authorities, and we believe that
the final outcome of these examinations or agreements will not have a material effect on our results of operations. If events occur which indicate
payment of these amounts is unnecessary, the reversal of the liabilities would result in the recognition of tax benefits in the period we determine
the liabilities are no longer necessary. If our estimates of the federal, state, and foreign income tax liabilities are less than the ultimate
assessment, a further charge to expense would result.

Note 13. Stockholders Equity

The following table presents the weighted-average assumptions used to estimate the fair values of the stock options granted in the periods
presented:

Three Months Ended
March 31,
2010 2011

(unaudited)
Risk-free interest rate 2.6% 2.1%
Expected volatility 33% 35%
Expected life (in years) 5.9 5.1
Dividend yield 0 0
Weighted-average estimated fair value of options granted during the period $198.10 $210.91

18
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The following table summarizes the activities for our options for the three months ended March 31, 2011:

Balance at December 31, 2010
Granted

Exercised

Forfeited/canceled

Balance at March 31, 2011

Vested and exercisable as of March 31, 2011

Vested and exercisable as of March 31, 2011 and expected to vest

2
thereafter

Number of
Shares

11,525,422

196,102
(753,859)
(57,044)

10,910,621

5,782,739

10,377,664

Options Outstanding

Weighted-
Average
Remaining
Weighted- Contractual
Average Term
Exercise Price (in years)
(unaudited)
$ 330.24
$ 612.14
$ 290.28
$ 374.10
$ 337.83 6.3
$ 286.16 5.6
$ 334.84 6.3

Aggregate
Intrinsic
Value
(in millions) M

2,716

1,736

2,614

(M The aggregate intrinsic value is calculated as the difference between the exercise price of the underlying awards and the closing stock price

of $586.76 of our Class A common stock on March 31, 2011.
@ Options expected to vest reflect an estimated forfeiture rate.
The following table summarizes additional information regarding outstanding, exercisable, and vested and exercisable stock options and

warrants at March 31, 2011:

Options Outstanding
Range of Exercise
Number of
Prices Shares
$0.30 $94.80 440,124
$117.84 $198.41 586,217
$205.96 $298.86 610,967
$300.97 $399.00 6,443,512
$401.78 $499.07 1,031,415
$500.03 $594.97 1,567,895
$605.49 $699.35 230,411
$710.84 80
$0.30 $710.84 10,910,621

Weighted-
Average

Life
(in
years)

Options Exercisable

Remaining Weighted- Weighted-
Average Average
Exercise Number of Exercise

Price Shares Price
(unaudited)
3.5 $ 26.90 435,161 $ 2641
3.2 $177.30 586,217 $ 177.30
4.0 $274.59 603,667 $ 274.43
5.9 $309.64 3,680,826 $ 309.73
7.6 $438.30 418,699 $ 437.08
9.1 $519.13 95,443 $ 543.47
9.8 $612.35 2,036 $ 631.57
6.7 $710.84 65 $ 710.84
6.3 $337.83 5,822,114 $ 284.67

Options Vested and
Exercisable
Weighted-
Average
Number of Exercise
Shares Price
395,786 $ 2243
586,217 $ 177.30
603,667 $ 274.43
3,680,826 $ 309.73
418,699 $ 437.08
95,443 $ 543.47
2,036 $ 631.57
65 $ 710.84
5,782,739 $ 286.16

The above tables include approximately 0.9 million warrants held by selected financial institutions that were options purchased from employees
under our Transferable Stock Option (TSO) program, with a weighted-average exercise price of $317.70 and a weighted-average remaining life

of 1.1 years.
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The total grant date fair value of stock options vested during the three months ended March 31, 2010 and 2011 was $115 million and $127
million. The aggregate intrinsic value of all options and warrants exercised during the three months ended March 31, 2010 and 2011 was $47
million and $245 million. These amounts do not include the aggregate sales price of options sold under our TSO program.

During the three months ended March 31, 2011, the number of shares underlying TSOs sold to selected financial institutions under the TSO
program was 17,174 at a total value of $3 million, or an average price of $170.58 per share, including an average premium of $14.78 per share.
The premium is calculated as the difference between (a) the sale price of the TSO and (b) the intrinsic value of the TSO, which we define as the
excess, if any, of the price of our Class A common stock at the time of the sale over the exercise price of the TSO.

As of March 31, 2011, there was $816 million of unrecognized compensation cost related to outstanding employee stock options. This amount is
expected to be recognized over a weighted-average period of 2.4 years. To the extent the forfeiture rate is different from what we have
anticipated, stock-based compensation related to these awards will be different from our expectations.

19
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The following table summarizes the activities for our unvested restricted stock units (RSUs) and restricted shares for the three months ended
March 31, 2011:

Unvested Restricted Stock Units
and Restricted Shares

Weighted-

Average
Number of Grant-Date
Shares Fair Value

(unaudited)

Unvested at December 31, 2010 6,671,971 $ 509.04
Granted 825,682 $ 606.01
Vested (408,553) $ 516.96
Forfeited/canceled (74,561) $ 537.37
Unvested at March 31, 2011 7,014,539 $ 519.88
Expected to vest after March 31, 2011 (V 6,285,027 $ 519.88

(@ RSUs and restricted shares expected to vest reflect an estimated forfeiture rate.

As of March 31, 2011, there was $2,947 million of unrecognized compensation cost related to employee unvested RSUs and restricted shares.
This amount is expected to be recognized over a weighted-average period of 3.1 years. To the extent the actual forfeiture rate is different from
what we have anticipated, stock-based compensation related to these awards will be different from our expectations.

Note 14. Income Taxes

We are subject to income taxes in the U.S. and numerous foreign jurisdictions. Significant judgment is required in evaluating our uncertain tax
positions and determining our provision for income taxes. Our total unrecognized tax benefits as of December 31, 2010 and March 31, 2011
were $1,140 million and $1,260 million. Our total unrecognized tax benefits that, if recognized, would affect our effective tax rate were $951
million and $1,057 million as of December 31, 2010 and March 31, 2011. Our existing tax positions will continue to generate an increase in
liabilities for unrecognized tax benefits.

Our effective tax rate could fluctuate significantly on a quarterly basis and could be adversely affected to the extent earnings are lower than
anticipated in countries where we have lower statutory rates and higher than anticipated in countries where we have higher statutory rates. Our
effective tax rate could also fluctuate due to the net gains and losses recognized by legal entities on certain hedges and related hedged
intercompany and other transactions under our foreign exchange risk management program, by changes in the valuation of our deferred tax
assets or liabilities, or by changes in tax laws, regulations, or accounting principles, as well as certain discrete items. In addition, we are subject
to the continuous examination of our income tax returns by the IRS and other tax authorities. We regularly assess the likelihood of adverse
outcomes resulting from these examinations to determine the adequacy of our provision for income taxes.

Note 15. Information about Geographic Areas

Our chief operating decision-makers (i.e., chief executive officer and certain of his direct reports) review financial information presented on a
consolidated basis, accompanied by disaggregated information about revenues by geographic region for purposes of allocating resources and
evaluating financial performance. There are no segment managers who are held accountable by our chief operating decision-makers, or anyone
else, for operations, operating results, and planning for levels or components below the consolidated unit level. Accordingly, we consider
ourselves to be in a single reporting segment and operating unit structure.
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Revenues by geography are based on the billing addresses of our customers. The following table sets forth revenues and long-lived assets by
geographic area (in millions):

Three Months Ended
March 31,
2010 2011
(unaudited)
Revenues:
United States $ 3,196 $ 4,005
United Kingdom 842 969
Rest of the world 2,737 3,601
Total revenues $ 6,775 $ 8,575
As of As of
December 31, March 31,
2010 2011
(unaudited)
Long-lived assets:
United States $ 14,000 $ 14,079
International 2,289 2,571
Total long-lived assets $ 16,289 $ 16,650

Note 16. Subsequent Events
Acquisition of ITA Software, Inc.

On April 12, 2011, we completed the acquisition of ITA Software, Inc., a privately-held flight information software company, for approximately
$700 million in cash, subject to adjustments.

Department of Justice Investigation (Advertising)

In May 2011, in connection with a potential resolution of an investigation by the United States Department of Justice into the use of Google
advertising by certain advertisers, we accrued $500 million for the three month period ended March 31, 2011. Although we cannot predict the
ultimate outcome of this matter, we believe it will not have a material adverse effect on our business, consolidated financial position, results of
operations, or cash flows.
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ITEM2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
The following discussion and analysis of our financial condition and results of operations should be read together with our consolidated financial
statements and related notes included in Part I, Item 1 of this Quarterly Report on Form 10-Q.

Overview

Google is a global technology leader focused on improving the ways people connect with information. Our innovations in web search and
advertising have made our website a top internet property and our brand one of the most recognized in the world. Our mission is to organize the
world s information and make it universally accessible and useful. We serve three primary constituencies:

Users. We provide users with products and services that enable people to more quickly and easily find, create, and organize
information that is useful to them.

Advertisers. We provide advertisers with cost-effective ways to deliver online ads, as well as offline ads on television, to customers
across Google-owned websites and through the Google Network, which is the network of third parties that use our advertising
programs to deliver relevant ads with their search results and content.

Google Network Members and Other Content Providers. We provide the members of our Google Network with our Google AdSense
programs. These include programs through which we distribute our advertisers AdWords ads for display on the websites of our
Google Network Members, as well as programs to deliver ads on television broadcasts. We share most of the fees these ads generate
with our Google Network Members, thereby creating an important revenue stream for them. In addition, we have entered into
arrangements with other content providers under which we distribute or license their video and other content, and we may display
ads next to or as part of this content on the pages of our websites and our Google Network Members websites. We share most of the
fees these ads generate with these content providers and our Google Network Members, thereby creating an important revenue
stream for these partners.

How We Generate Revenue

Advertising revenues made up 96% and 97% of our revenues for the three months ended March 31, 2010 and 2011. We derive most of our
additional revenues from offering display advertising management services to advertisers, ad agencies, and publishers, as well as licensing our
enterprise products, search solutions, and web search technology.

Google AdWords is our auction-based advertising program that enables advertisers to place text-based and display ads on our websites and our
Google Network Members websites. Display advertising comprises the videos, text, images, and other interactive ads that run across the web on
computers and mobile devices, including smart phones and handheld computers such as netbooks and tablets. Most of our AdWords customers
pay us on a cost-per-click basis, which means that an advertiser pays us only when a user clicks on one of its ads. We also offer AdWords on a
cost-per-impression basis that enables advertisers to pay us based on the number of times their ads appear on our websites and our Google
Network Members websites as specified by the advertiser. For advertisers using our AdWords cost-per-click pricing, we recognize as revenue
the fees charged to advertisers each time a user clicks on one of the ads that appears next to the search results or content on our websites or our
Google Network Members websites. For advertisers using our AdWords cost-per-impression pricing, we recognize as revenue the fees charged
to advertisers each time their ads are displayed on our websites or our Google Network Members websites. Our AdWords agreements are
generally terminable at any time by our advertisers.

Google AdSense refers to the online programs through which we distribute our advertisers AdWords ads for display on the websites of our
Google Network Members, as well as programs to deliver ads on television. Our AdSense programs include AdSense for search and AdSense
for content.

AdSense for search is our online service for distributing relevant ads from our advertisers for display with search results on our Google Network
Members websites. To use AdSense for search, most of our AdSense for search partners add Google search functionality to their web pages in
the form of customizable Google search boxes. When visitors of these websites search either the website or the internet using these customizable
search boxes, we display relevant ads on the search results pages, targeted to match user search queries. Ads shown through AdSense for search
are text ads.
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AdSense for content is our online service for distributing ads from our advertisers that are relevant to content on our Google Network Members
websites. Under this program, we use automated technology to analyze the meaning of the content on the web page and serve relevant ads based
on the meaning of such content. For example, a web page on an automotive blog that contains an entry about vintage cars might display ads for
vintage car parts or vintage car shows. These ads are displayed in spaces that our AdSense for content partners have set aside on their websites.
AdSense for content allows a variety of ad types to be shown, including text ads, image ads, Google Video Ads, link units (which are sets of
clickable links to topic pages related to page content), themed units (which are regular text ads with graphic treatments that change seasonally
and by geography), and gadget ads (which are customized mini-sites that run as ads on AdSense publisher websites).

For our online AdSense program, our advertisers pay us a fee each time a user clicks on one of our advertisers ads displayed on our Google
Network Members websites or, for those advertisers who choose our cost-per-impression pricing, as their ads are displayed. To date, we have
paid most of these advertiser fees to our Google Network Members, and we expect to continue doing so for the foreseeable future. We recognize
these advertiser fees as revenue and the portion of the advertiser fee we pay to our Google Network Members as traffic acquisition costs under
cost of revenues. Google Network Members do not pay any fees associated with the use of our AdSense program on their websites.

Our agreements with Google Network Members consist largely of uniform online click-wrap agreements that members enter into by interacting
with our registration websites. The standard agreements have no stated term and are terminable at will. Agreements with our larger members are
individually negotiated. Both the standard agreements and 